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THE DRIVERS OF GROWTH: WHY GOVERNANCE MATTERS 
 

Sylvain Giguère, Deputy Head of the LEED Programme, OECD 

Today most analysts would agree when it comes to identifying the main drivers of growth and 
prosperity in advanced economies.2 These drivers serve varying functions. To begin with, there are those 
factors that help determine the level of output over time, i.e. inputs in the economy’s dynamic production 
function: investment in physical capital; growth in human capital (labour and skills); and technological 
progress. The last-named factor, long considered exogenous, is now viewed as the result of a process by 
which research and development (R&D) and investment in human capital translate into higher 
productivity. 

Then there are factors that influence the efficiency with which enterprises function and the 
effectiveness of resource allocation processes. The rules, policies and legislation that allow firms both to 
purchase inputs and to produce goods in a stable, competitive and transparent framework may appear to be 
at a remove from the factors mentioned above, but they are no less crucial.  

Finally, growth and prosperity hinge on entrepreneurship and social cohesion. Entrepreneurship 
stimulates risk-taking and contributes to the renewal of the economy. Social cohesion, though itself 
influenced by the state of the economy, nurtures growth in the long run as it leads to a higher quality of life 
and helps retain and attract firms and skills. Social capital, often seen as a driver of innovation and 
entrepreneurship, can also be seen as both an aspect and an extension of social cohesion. 

Thus, while the comparative importance of the growth drivers may be open to debate among analysts, 
few would disagree with the list: a regulatory framework that ensures lively competition and efficient 
markets; sound and stable macroeconomic conditions; adequate physical infrastructures; a dynamic 
innovation process; an available pool of skilled labour; a flourishing entrepreneurial spirit; and a high 
degree of social cohesion. 

How these drivers can best be fostered – and by whom – is a different matter. For some the answer is 
straightforward: regulatory frameworks and macroeconomic conditions are almost exclusively the province 
of the state, which intervenes through legislation, fiscal and monetary policy, and public spending. 
Responsibilities are sometimes shared with supranational authorities; the European Union, for example, 
has a hand in competition and monetary policies. 

But other drivers operate in a more complex way. Not only can they be influenced by a wider range of 
actors; they also seem sensitive to the way stakeholders work together. Central government is only one of 
the bodies involved, and often more than one government department is responsible. These departments 
are required to interact with regional and local governments. Autonomous agencies, employer 
organisations and various types of civil society organisations also play varying roles. The actions of these 
various partners may be in synergy or in conflict; in any case this influence may extend well beyond the 
traditional policy focus. This is especially true with regard to four drivers in particular: innovation, skills, 
entrepreneurship and social cohesion. 

                                                    
2 . The author would like to thank Francesca Froy, Randy Holden and Ekaterina Travkina for their 

contribution to this chapter.  
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This paper will analyse governance in relation to these four drivers of growth. It will identify failed 
attempts to foster growth and explore the role of government in supporting individual drivers within wider 
governance frameworks. It will demonstrate that local government should play more, not less, of a role in 
the age of partnerships and networks. Finally, it will propose guidelines for effective government 
intervention in the interests of growth and prosperity.  

Governance as a source of growth 

Driver 1: Innovation  

Modern growth theory sees innovation as endogenous, with firms forging a continuing market 
advantage by being the first to create compelling new products. There are technology spillovers among 
firms in the R&D process as each new innovation contributes to knowledge overall. This provides a 
rationale for government policy to support research activities and innovation.  

Innovation is not only about inventions. It can take various forms, from a new product design to a new 
production process. Normally innovation is itself the result of a process, consisting of three distinct phases: 
the generation of knowledge; the sharing and distribution of that knowledge among potential users; and 
application of the new knowledge to product development, whereby it translates into new business activity 
and economic development.  

These phases are controlled by different factors. Generation depends on the research capacities of 
educational institutions, the R&D activities of enterprises, and the level of human capital involved. 
Distribution and (to some extent) application rely on the effectiveness with which the worlds of education, 
research, business and training co-function. 

A key lesson learned from innovation activities over the past decade has been that the most important 
tools for fostering innovation are to be found at the microeconomic and local levels. Of course, the national 
climate for innovation plays a role: stable macroeconomic conditions, effective skills development policies 
and a framework favourable to business development are all essential. However, it is at the local level that 
firms learn most from other firms, take advantage of external economies, internalise the risks associated 
with product development and forge supply chain links (Morgan and Sol, 2004). For localities and regions, 
fostering innovation boils down to: i) building a knowledge base, i.e. encouraging research activities and 
attracting enterprises with advanced technology as well as talented researchers and students; and 
ii) facilitating co-operation and co-ordination between research production, distribution and exploitation 
activities. What are the governance aspects of these two strands of activity? 

i) Building a knowledge base. A number of factors come into play, for which various policy tools 
have been designed (OECD, 2004a): 

•  Risk capital. Lack of risk capital for SMEs is a frequent obstacle to generating innovation; this 
example of market failure could be addressed by financial support for innovation and R&D 
projects in new and existing firms. Various schemes to provide such support have been 
introduced at both the national and local levels, and there is a great deal of literature on remedies 
that draw on the capacity of various actors.  

•  Inward investment. Inward investment allows local firms and organisations to import new 
knowledge and technologies. Foreign investors often have firm-specific advantages in terms of 
operational practices and technologies, and these can enter host economies as spin-offs that boost 
productivity and innovation. Incentive measures do exist, but attracting large firms is a complex 
issue involving a number of factors (the quality of local infrastructures, an available qualified 
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workforce, etc.) and is best promoted as part of a wider area-based strategy that foresees co-
ordinated actions.  

•  Talented researchers. Attracting qualified researchers and students also depends on a variety of 
factors, such as the quality of the region’s higher education institutions and the regional quality of 
life. Local government can provide grants, scholarships, tax breaks, eased immigration 
procedures and repatriation schemes as incentives to settle in the region. 

ii) Production, distribution and exploitation. Here, the governance aspects of innovation are perhaps 
more obvious. Various mechanisms are needed to ensure the fullest distribution and application of 
knowledge, and to link research, production and public services in an effective way. Three different 
“networking circles” (Giguère, 2004) could play a complementary role in promoting innovation. Networks 
among firms (clusters) can identify and draw on synergies in production, while networks linking 
production and research bolster learning processes. Networks between research, business and public actors 
(government, public services, economic development agencies) take a more strategic approach by ensuring 
that conditions for co-operation are fulfilled and that all incentives required to optimise the innovation 
process are in place. 

Asheim (2004) proposes mechanisms to foster governance within these three circles:  

•  Networking between firms. Technology centres are used in many countries to network firms and 
support the diffusion of technology and knowledge among enterprises. These centres constitute a 
tool that goes some way toward overcoming the obstacle of SMEs’ limited resource base for 
innovation.  

•  Networking research and production. This mechanism is crucial because it helps firms to identify 
their innovation needs and make contact with relevant universities and research institutions. 
Liaison officers act as intermediaries – sometimes on a sector basis – or as “technology brokers”, 
helping to overcome obstacles such as low technological competence, lack of market research 
and narrow strategic vision. Such intermediaries often arrange the sharing of equipment between 
research institutions and enterprises. They can also help strengthen firms’ human resource base 
by promoting the mobility of researchers, academics, consultants and students, and by proposing 
internships and other schemes.  

•  Networking business, research, education and government. Broader innovation networks bring in 
government and the relevant public services. Other potential partners include economic 
development agencies and employer organisations. The mission of these networks is to optimise 
the generation, distribution and exploitation of innovation. They identify and remove bottlenecks 
and strengthen the weakest parts of the innovation process. Roles include developing mobility 
schemes to reinforce co-operation between enterprises and higher education institutions. 

Setting up these networking circles in a coherent manner is no easy task. The economic development 
field is crowded with initiatives led by various organisations, and there is often poor co-ordination between 
them. Often various tiers of government pursue their own strategies independently, and these may not be 
fully consistent with one another, let alone with an extra tier of research and higher education activities. If 
innovation systems are to be effective, a great deal of effort will need to be placed into ensuring cross-
cutting co-ordination and co-operation between public and private actors. 
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Driver 2: Skilled labour  

There are a number of channels through which skills lead to growth. First, skills are a core element of 
economic and employment development – where pools of skilled labour are available, there is greater 
opportunity for entrepreneurship, business development and inward investment. Secondly, diverse and 
specialised skills are prerequisites to innovation. Finally, skills development opportunities are essential to 
social inclusion. 

In view of this, labour market policy frequently focuses on developing a strong skills base. Using 
tools such as job placement, counselling, vocational training and job subsidies, government seeks to 
develop the employability of the labour force, promote geographical mobility, and provide incentives for 
the acquisition of further skills. The ultimate aims are to guarantee the efficiency of the labour market and 
to increase productivity. 

Absolutely key to such efforts is taking on board the local level. Research shows that labour market 
programmes are more likely to be effective when they take account of the local characteristics of their 
target groups and seek to dovetail them with local labour market needs (Martin and Grubb, 2001). 
Information provided by local employers and representatives of target groups helps to guide labour market 
programmes. It also helps reduce the typical ill effects of such programmes: substitution and displacement 
(respectively, non-subsidised workers and activities displaced by subsidised ones) and deadweight losses 
(creating jobs that would have been created anyway). Often, additional labour market services are provided 
by business organisations, trade unions, local authorities and community-based organisations: vocational 
training, placement and reintegration services are examples. Joint steering is required to maximise 
complementarity and avoid duplication (OECD, 1998). In delivering employment services it is important 
to take account of existing infrastructure (and gaps therein), public transport and municipal services. 
Finally, labour market efficiency depends on having employment and training programmes that meet 
business demands for rapidly changing skills that can be adjusted to take account of forthcoming local 
investments. 

If labour market policy makers see co-ordination as a way of increasing policy effectiveness, they also 
view it as a way of ensuing that local business growth benefits the disadvantaged and socially excluded. 
Joint efforts with employers can provide particularly disadvantaged groups with work and training 
opportunities that can both suit their needs and fill business requirements. Evidence suggests that directly 
helping businesses to access labour market programmes is especially conducive to upgrading the skills of 
low-qualified workers (Research Institute for Small & Emerging Business, 2004). 

Closer integration offers reciprocal advantage. For economic development actors, better co-ordination 
is key to attracting, retaining and nurturing the pool of skilled labour necessary to fuel local business 
development. Placement, counselling and training activities are best oriented in partnership with business 
organisations, economic development agencies and local authorities, who are more aware of current and 
future skill needs. Some of those needs can be addressed through upgrading the skills of local low-
qualified people, others through attracting and integrating highly skilled migrants. The public employment 
service (PES) cannot address these issues directly, and actors such as non-government organisations and 
other public authorities often attempt to fill the gap. As Xavier Greffe (2005) shows, the governance of 
employment is complex; sound orientation of the relevant services benefits economic development 
directly.  

The advantages of closer integration are sometimes clearer in times and areas of economic prosperity. 
In those contexts, employers voice their demands for labour more precisely, and the supply side can benefit 
from the more dynamic market to identify opportunities for the most disadvantaged segments. Less 
prosperous economies also benefit from greater co-ordination. Where the PES produces information and 
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analysis on the local labour force and skills, this can feed into the strategic planning. In addition, the 
employment service has a number of tools (programmes and services) that can be used in the 
implementation of such strategies for endogenous development. For example, it can promote 
entrepreneurship through training and counselling, and use targeted programmes to foster small business 
development and stimulate self-employment among the unemployed. Labour market programmes also 
generate a significant inflow of resources at local level; depressed regions can benefit by linking them to 
efforts to revitalise the local economy. Eighteen OECD countries devote at least 1% of GDP to (both active 
and passive) labour market programmes (Giguère, 2005). 

Driver 3: Entrepreneurship 

 A spirit of entrepreneurship is vital for growth. There is a great deal that governments can do to 
promote it at the national level, such as working to provide a stable macroeconomic framework and a 
favourable business climate. They can furnish incentives to start up enterprises, and foster an enterprising 
culture in high school curricula. It is also at this level that government can require PESs to offer training in 
entrepreneurship for workers and unemployed individuals, and encourage delivery of unified business 
services throughout local one-stop agencies. All of these elements can provide an important stimulus.  

However, the local dimension can prove tremendously important here too. The nature of 
entrepreneurial activity varies across local areas owing to differences in (inter alia) demography, wealth, 
education and occupation profiles. Within the same country, some areas can have enterprise birth rates up 
to six times higher than others (OECD, 1998). Areas in which firms are concentrated are often ripe for 
further entrepreneurial activity, and give rise to economies of agglomeration that confer important 
competitive advantages.  

Therefore, if they are to be effective, policies must take account of all the various location-specific 
factors. Business incubators, advisory and information services, training schemes and business networks 
benefit from being locally designed and tailored to local needs. Local and regional governments are often 
much closer to the conditions that affect companies most, and they control much of the investment that is 
needed to upgrade the business environment.  

Outside partners such as business organisations and training institutions also play a major role in 
many decisions that are critical for the business environment and for the success of government policies. 
To what extent do companies invest in upgrading the skills of their workforce? And how can these efforts 
be linked effectively with the training to which companies are entitled through government programmes? 
Co-operation on these questions can improve overall results (Ketels, 2002).  

Local areas often present complex problems for which comprehensive solutions must be found. One 
such problem is a lack of entrepreneurial activity. Urban distressed areas, rural impoverished communities 
and isolated areas all have inherent weaknesses that constitute hurdles to starting up or expanding a 
business. These hurdles can best be addressed locally as part of wider strategies that call on assistance from 
partners from the private and non-profit spheres, including community leaders who can act as brokers and 
facilitators (Eberts, 2005). On closer analysis, local conditions may also provide competitive advantages in 
a globalised market. Distressed areas often have thriving informal sectors and many micro businesses, 
especially in urban areas. Inner cities contain many sources of competitive advantage such as large pools of 
labour, centrally located premises and concentrations of financial services that can serve as catalyst in this 
endeavour (Porter, 1998; Potter, 2004). Civil society and sector-based and professional organisations are 
often best placed to identify entrepreneurial development opportunities in disadvantaged areas. Support 
from an economic development agency or local authority may be needed to breathe life into these ideas. 
Partnerships and strategic planning processes are important mechanisms for providing the holistic 
approach necessary to foster small business development at the local level.  
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Driver 4: Social cohesion  

Each of the growth drivers above has social dimensions that can be captured using the terms social 
cohesion, social inclusion and social capital. The overarching concept of social cohesion is a critical aspect 
of quality of life, which is in turn conducive to a good business climate that attracts capital and talents. 
Social cohesion can be viewed as the sum of the degree of social inclusion and social capital present in a 
region. Social inclusion relates to integrating disadvantaged individuals and minority groups into the 
labour market and helping them to take part in the development of a prosperous society. Social capital is 
characterised by networks and shared values, which play an important role in supporting business 
development.  

What are the governance aspects of social inclusion and social capital? 

Social inclusion lies at the intersection of several policy areas. It is notably linked to security, health, 
employment, education, urban and regional planning, the environment, housing and transport. As with the 
other drivers of growth analysed in this paper (and perhaps more so), ensuring social inclusion hinges on 
the capacity of local government and other local partners to intervene, co-operate and develop 
comprehensive joint solutions. Issues are particularly complex and interlinked in urban areas, where urban 
sprawl and unaffordable housing directly contribute to social exclusion. As a result, urban policy and urban 
and regional planning increasingly follow a social inclusion agenda (Parkinson, 2005).  

Meanwhile, the reduction in social protection and complexity of issues that ensue mean that 
community-based and non-government organisations are now among the main actors tackling problems 
faced by the disadvantaged in the labour market and in daily life. Diverse measures have been set up 
locally to address aspects of social exclusion such as drug abuse, alcoholism, early school-leaving and lack 
of community facilities, and to improve the quality of life in deprived neighbourhoods. Measures have also 
been taken to provide specialised labour market services to reintegrate the long-term unemployed. Such 
measures are often developed with varying degrees of expertise and co-operation with the public services – 
which can lead to a lack of coherence as well as a lack of understanding with regard to the effectiveness of 
different measures (OECD, 2001).  

Social capital is also a locally based concept, defined as the presence of shared norms and values that 
facilitate co-ordination and co-operation among individuals, local communities, enterprises and sectors to 
their mutual advantage. Given that innovation is a learning process that relies on co-operation between 
enterprises, building social capital can be conducive to identifying positive externalities between 
production processes and improving productivity and competitiveness. 

Research analysing mechanisms for building social capital within productive sectors has underlined 
the importance of stimulating “leadership” and the broad participation of employers and employees in 
cluster initiatives. One possible mechanism that has been explored involves encouraging industrial 
associations to move from their role of lobbyists to a role of “agents of change”. This is not an easy task, as 
associations are often dominated by large firms and not organised at a community level (Andersson et al., 
2004). Alternatively, leadership may be assumed by “civic entrepreneurs”, a role that is often played in the 
United States by civil society representatives who nurture close links with local authorities and business 
and who are able to mobilise resources around projects of common interest, drawing on local assets and 
synergies (Eberts and Erikcek, 2001).   

The role of social capital in supporting economic development is not straightforward, however. One 
problem that can arise from the development of strong social networks is an excessive reliance on local 
contacts and tacit knowledge of methods and procedures in combination with neglect of external linkages 
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and lack of foresight: the dominance of established co-operative practices may lead to “lock-in” effects that 
prevent improvement (Andersson et al., 2004). 

Overarching governance issues  

The following governance issues emerge from the analysis above in relation to supporting drivers for 
growth: 

•  There are several drivers of growth for which no single public authority is responsible. 

•  Drivers cannot solely be fuelled at national level. Some have an important local dimension, and 
so a significant share of action must be carried out at the local level. 

•  Government cannot adequately support drivers of growth on its own; roles must be played by 
business and civil society. 

It is therefore clear that governance figures strongly in the way drivers work. In addition, it is 
important to consider the externalities between drivers.  

Externalities between drivers 

In addition to considering the governance aspects of each individual driver, it is useful to examine 
governance issues affecting a number of drivers, as they do not operate independently. Tools to activate 
one driver may have an impact on another. This can clearly be demonstrated by looking at the drivers of 
entrepreneurship and skills.  

It is sometimes argued that the growth potential for new and small firms in distressed areas is not 
being fully exploited. As seen above, distressed areas often contain sources of competitive advantage that 
remain to be identified and exploited; meanwhile, surveys show that more residents would like to create 
their own businesses. A swift conclusion is that one of the best tools to foster urban regeneration is 
entrepreneurship, and as a result, territories can easily find themselves the target of multiple efforts in that 
direction. Urban policies and social cohesion programmes in urban settings, delivered by local authorities 
and economic development agencies, often aim to enhance entrepreneurship, while public service and 
business-led organisations, usually endowed with greater resources and expertise, pursue the same goal 
within the same territory. It is true that urban, social cohesion and entrepreneurship programmes can 
reinforce each other. But just as clearly, duplication and conflict can and likely will arise if approaches are 
not co-ordinated. At the very least, the organisations involved would benefit from sharing information and 
expertise.  

Skills development is another driver that contributes to attaining a wide set of objectives in given 
areas, such as the efficiency of labour markets, social inclusion and endogenous development. Activities in 
these policy areas are carried out variously by the employment services, education and training institutions, 
regional authorities and community-based organisations. Given that there are frequently very loose links 
between activities and that different actors are often working in parallel, a co-ordinated approach would 
(again) be useful.  

Such cases of externalities between drivers of growth are numerous. It is important that information, 
networks and policy instruments are shared across all drivers. All actors involved in the social and 
economic development of an area should participate in the preparation of a comprehensive diagnosis of 
strengths and weaknesses of their area and the design of an overarching strategy.  
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While working together on every issue may not always be practical, the ongoing exchange of 
information between different local and regional stakeholders is especially important. To continue with the 
example of skills development, the stakeholders involved in this field have links and connections that can 
produce fruitful information and knowledge of interest to stakeholders in other fields: chambers of 
commerce, regional development agencies and private human resource management consultants have a 
well-established role as core partners of business. Trade unions, the PES, career guidance and counselling 
agencies, and voluntary sector and grassroots organisations are typically in contact with the workforce 
since their remit is to help jobseekers or incumbent workers. Local educational institutions such as 
community colleges have a more neutral role which consists of providing a range of educational curricula 
and training schemes. While these three categories of actors may participate in partnerships and networks 
of various kinds, they represent different spheres of concern that rarely come together. Each organisation 
nonetheless has information that is potentially beneficial to the others. For example, while it is not the role 
of the PES to design training schemes for incumbent workers, its contact with local SMEs as a job broker 
may provide it with valuable information about business training needs that could serve local skills 
strategies, especially with regard to the low-skilled (Nativel, forthcoming). 

Implications 

Clearly then, co-ordination between policies and actions, adaptation of policies to local needs and 
conditions, and orientation of policies in partnership with business and civil society will be essential for the 
local level to have an impact on economic and employment development and growth driver performance. 
With regard to co-ordination, the justification is twofold. Firstly, a cross-sector approach is often more 
effective in fuelling growth and overcoming obstacles to local development. Secondly, the tools used to 
fuel one growth mechanism will have an impact on others, due to externalities. Co-ordination, adaptation 
and participation are three facets of the concept of local governance used as gauges in various OECD 
reports (OECD, 2001, 2003, 2004b).  

Mechanisms to improve local governance in support of drivers for growth 

What are the mechanisms that government can put in place to improve local governance and further 
stimulate such drivers of economic and employment development? Two main approaches are currently 
used in OECD countries: i) setting up partnerships, platforms and alliances; and ii) decentralising, 
devolving and delegating power. 

i. Partnership, platforms and alliances  

Many governments have consistently valued the role of partnerships in bringing policy closer to 
citizens and involving them in implementation. From the first programmes launched to stimulate a joint 
approach to local problems in Canada in the 1980s (Community Future Development Corporations) and 
Ireland at the beginning of the 1990s (Area-based Partnerships as a Response to Long-term 
Unemployment), partnership has become a standard tool for addressing difficult issues that cut across 
different policy fields.  

The partnership principle was first applied on a local scale in response to socioeconomic problems 
associated with urban decay and rural impoverishment. It was later applied by the European Union as a 
criterion for allocating funds to local projects. The area-based partnerships that were established have often 
proved helpful in developing new initiatives and ways of working (Box 1).  
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Box 1. Area-based partnerships 

Area-based partnerships mainly pursue missions of social cohesion and employment and skills development. In 
some instances they also work to identify endogenous development opportunities and contribute to the development 
of entrepreneurship. They maintain close contacts with local authorities, community representatives and civil 
servants, and typically cover sub-regional or local territories. OECD (2001) showed that their main impact is to 
stimulate the uptake of public programmes that can help move forward their local agenda, assist in furthering local 
development projects, and connect local initiatives with government programmes for maximum impact. Their close 
relationship with the local community helps them identify new productive activities that can bring difficult target groups 
back into the labour market. Examples include the area-based partnerships in Ireland; various partnerships in 
Canada, the United Kingdom and the United States; and the territorial pacts in Austria, Greece, Italy and Spain. 

Source: OECD, 2001. 

 

Encouraged by this early promise, OECD member countries have increasingly used partnerships to 
implement their programmes in co-operation with local communities, and set up local agencies directed by 
boards composed of relevant local actors. Since the end of the 1990s, the UK government has launched 
various related initiatives, including the New Deal partnerships (to implement its “welfare-to-work” 
programme), Urban Regeneration Companies (URCs), Local Skills Councils (LSCs), English Partnerships 
(for economic regeneration) and Local Strategic Partnerships (LSPs). Part of the LSP’s mission is to 
streamline and co-ordinate other partnerships locally. 

However, area-based partnerships have a limited track record in stimulating real co-operation across 
policy areas within government. Rarely has more than one government department been actively involved 
in a strategic planning process; the mission of the partnership is too difficult to harmonise with the policy 
goals pursued by the other public services. Further, the uncertain legitimacy of civil society representatives 
has been seen as an obstacle to the genuine participation of the public sector (OECD, 2001). As Considine 
(2005) shows, if partnerships manage to create a critical layer of “connective tissue” in the social system 
that benefits local governance, they may not be the best choice as a policy instrument for programme 
delivery.  

Enhanced and revitalised tripartite structures have enjoyed greater success in co-ordinating policies. 
These councils, grouping business, trade unions and public service representatives, are products of the joint 
supervision by government and the social partners of the implementation of labour market policies, a 
tradition in several countries. As it became obvious that there was little need to treat labour market policy 
in isolation from social and economic issues, these councils were marginalised in some countries. In 
others, such as Denmark and Belgium (Flanders), their role has grown in recent years, with broader 
membership and a broader policy focus (Box 2). Experience has shown that such bodies can be regenerated 
by the inclusion of local authority and civil society representatives.  

Box 2. Enhanced tripartite bodies 
 
Labour market councils traditionally grouping business, trade unions and public service representatives locally 

or regionally have been enlarged and strengthened in some countries to play a more significant role in policies and 
governance. Initially set up to co-ordinate or advise in the implementation of labour market policy, they are now 
required to promote social inclusion and assist in the development of entrepreneurship and innovation. The original 
members may now be joined by local and regional authorities and representatives of community-based 
organisations. Such partnerships often operate at the regional or sub-regional level. The sub-regional employment 
committees in Belgium (Flanders), workforce investment boards in the United States, and the regional labour market 
councils in Denmark are examples of these bodies. 
 
Source: OECD, 2001. 
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Attempts to co-ordinate social inclusion and employment issues have met with some success in the 
case of workforce investment boards (United States) and sub-regional employment committees (Flanders). 
Yet the economic development actions of these bodies have remained weak despite significant business 
participation. In the United States notably, partnerships for economic development have in many places 
been established in parallel to the workforce investment boards. In Flanders, current reform is merging the 
sub-regional employment committees with the more economic development-focused district platforms 
(Streekplatformen). 

Some new forms of governance have recently been set up to address that issue and strengthen the 
linkages between workforce development organisations and the business community. A greater critical 
mass helps to engage all the main stakeholders (i.e. labour market authorities and the main employers and 
business representatives) in this field. Perhaps for that reason, where significant public resources are 
allocated, these partnerships have been set up at the regional rather than local level. 

Regional alliances (Box 3) are thus becoming increasingly popular to tackle the issue of skills. These 
partnerships aim to integrate activity on training, business support and labour market activity in support of 
regional economic development. They provide a focal point for joint planning on skills, business 
improvement and employment services, aligning provision and services to meet employer demands and 
regional and local economic needs. This planning includes addressing market failure in skills provision, 
e.g. failure to meet identified regional and local priorities. 

Box 3. Regional skills alliances 

Regional skills alliances are partnerships formed to address workforce issues affecting firms operating in 
specific geographic areas. Alliances set out to resolve systemic and structural problems related to labour and skill 
shortages, training mismatches, employee recruitment and retention, and organisational design. They are regional in 
nature and reflect the local labour market. Alliances engage all appropriate public and private stakeholders in 
collaborative problem solving. These stakeholders are brought together by an organisation with expertise in the issue 
area. Regional skills alliances are burgeoning in the United States with numerous state initiatives, and in the United 
Kingdom, whose national skills strategy, titled 21st Century Skills, announced the formation of Regional Skills 
Partnerships (RSPs). 

Source: OECD, forthcoming. 

 
The greatest added value provided by such voluntary alliances is to encourage an orientation of 

employment and training activities more in line with the demand side of labour. While these services have 
other opportunities to co-ordinate learning and skills provision from the perspective of the community and 
individual learner (e.g. through tripartite bodies), the organisational structures to promote skills, enhance 
productivity and meet employer needs are less well developed. Regional skills alliances bring together 
employers and their representatives to articulate their demands and provide a strong demand-side voice. 

Like area-based partnerships and enhanced tripartite bodies, regional skills alliances have a narrow 
focus; this makes it difficult for them to lead strategic processes for broader endogenous development 
activities. That explains why significant attention has recently been given to regional strategic platforms. 
These structures are set up on a geographically large scale to benefit from the legitimacy and political 
power conferred by administrative borders; they focus primarily on economic development (Box 4).  
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Box 4. Regional strategic platforms 

Regional strategic platforms have emerged recently as a popular governance tool for the fostering of 
endogenous development. In particular they promote entrepreneurship, assist business development, and stimulate 
innovation processes by connecting university, business and government. Covering large regions and trying to group 
the most powerful actors – including regional government and major enterprises – they seek a better co-ordination of 
overall economic development activities in the territory, including the attraction of inward investment and the lobbying 
of central government to further develop regional physical infrastructures. Examples include regional growth 
agreements in Sweden and regional development agencies in the United Kingdom.  

Source: OECD, 2004b. 

 

Regional strategic platforms are emerging as the main instrument for coherent planning and 
organisation of the economic development activities of an area. Depending on their membership, they are 
sometimes able to extend their strategic approach to solve socioeconomic problems and take a genuinely 
integrated approach to employment as well as economic development. In many places they play a role in 
regional innovation partnerships and promote networking between business, research, education, economic 
development agencies and government. They seek to remove bottlenecks and strengthen the weakest parts 
of the innovation process.  

Unfortunately, and despite the greater legitimacy conferred by the participation of regional authorities 
and state agencies, regional strategic platforms are not immune from the classic illnesses of area-based 
partnerships. An OECD study (2004b) has shown that some platforms appear to be weak in their capacity 
to adopt a forward-looking approach. A lack of guidance on co-operation between the platforms and the 
various government departments and state agencies involved has contributed to an undermining of the 
accountability of these structures in the use public finds. Further restraining their development are an 
absence of benchmarking for measuring the performance of platforms and a lack of agreement on how they 
should be evaluated. As a result, many platforms have chosen to concentrate on more focused and less 
institutionally complex activities, such as business development assistance.  

The OECD report has recommended that the main bodies working on platforms, including central 
government and its relevant agencies, ensure that their policy objectives are compatible with the platform’s 
overall mission. Partners at central level need to agree on what can best be done at the regional level and 
what they can expect regional platforms to achieve on their behalf. Similarly, it is important for partners to 
clearly state the limits of the platforms’ mandate. Where relevant, national representatives of government 
and other stakeholders should agree what the role of their regional representatives should be in steering the 
platforms. Representation and reporting mechanisms should be established for each sector that are 
acceptable to all. Finally, they should set up a common set of indicators that fulfil each partner’s needs in 
terms of satisfying accountability requirements. One response to the difficulty in attaining accountability 
for regional strategic platforms is the use of empowered regional assemblies (Box 5).  

Box 5. Empowered regional assemblies 

Elected regional governments have been created and existing regional authorities have seen their 
responsibilities enlarged. In both cases, the role of regions now encompasses designing an overarching development 
strategy and encouraging co-ordination of activities around shared objectives. At the core of their tasks lies the need 
to stimulate innovation and enhance competitiveness in a globalised economy. If some powers (e.g. housing, 
education infrastructures) have been devolved and some fiscal flexibility granted, these shifts often remain marginal; 
the regions have to build their influence on local actions and the implementation of national policies through regional 
leadership, consensus building and participatory planning. Self-governing regions have recently been created in the 
United Kingdom and the Czech Republic, and Norwegian counties have been given the responsibility of co-ordinating 
national, regional and local actions within the framework of four-year county plans. 
 
Source: OECD, 2004b.  
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The main power devolved to these entities has often been economic development, which is a shared 
power in any case, and no significant transfer of public resources has been involved in these institutional 
reforms. Accordingly, the main responsibility of the new regional governments is to design and implement 
regional development strategies, a task somewhat similar to that performed by the regional strategic 
platforms. Regional assemblies are responsible for proposing new ways of implementing national policies 
on their territory and proposing new projects to be funded by national or local sources, as well as new co-
ordinated approaches for local authorities. To achieve these tasks, the self-governing regions must secure 
the commitment of public services and government agencies and at the same time build their own 
legitimacy among local organisations. Thus they must stimulate participatory democracy to win support. 
Although limited spending power can be interpreted as a sign of weakness for a level of government, the 
obligation to build consensus can be a source of strength for local governance – especially at the 
intermediary regional level, where representative democracy is in crisis in several countries (OECD, 
2004b).  

Another weakness of the regional strategic platforms is the difficulty these bodies have in addressing 
skills development and employment issues. Co-ordination with labour market authorities, the PES and 
training institutions has typically remained poor, as the attention of these organisations is focused mainly 
on the supply of labour. As highlighted earlier, skills are instrumental to employment and economic 
development, and they are interrelated with most drivers of growth. Moreover, the absence of co-
ordination between labour market policy and economic development at a strategic level is a major 
impediment to local development (OECD, 2003). Can decentralisation of labour market policy help 
improve local governance in this perspective? 

ii. Decentralisation, devolution and delegation 

The analysis above has shown that local challenges to growth cannot simply be tackled through 
shifting powers between levels of government, as this type of action requires the combined inputs of a 
wide range of organisations and actors. Moving resources from one level to another does not necessarily 
improve the situation. Seen from this perspective, debates on devolution may have missed the point.  

Yet in principle decentralisation can make it easier for national government to align their resources 
with local conditions and needs. It is largely agreed that decentralised decision making promotes pragmatic 
solutions to local problems (OECD, 1996). In the 1990s, several countries undertook to decentralise labour 
market policy to ensure that it would be designed and implemented closer to the level at which strategies 
for economic development are defined and social demands expressed.  

Decentralisation may provide greater administrative flexibility. Policies may be combined with efforts 
from local and regional governments, the private sector, trade unions and community groups to support 
development strategies that balance concerns relating to economic development, social inclusion and the 
quality of life. Through greater flexibility in policy management, decentralisation is also expected to make 
it easier to respond to the growing concerns associated with low-skilled workers, the working poor and the 
single parents who face complex issues and barriers that centralised employment services are unable to 
tackle alone. 

In practice, however, decentralisation does not always yield greater flexibility.  

Two forms of decentralisation have been the subjects of experiments in labour market policy: 
devolution to regional government; and administrative decentralisation within the PES. 
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Box 6. Devolution of labour market policy 

A popular form of decentralisation involves the devolution to regional governments of powers to design and 
implement policies. Regional governments may then transfer the responsibility to their own regional employment 
services. The central government usually remains responsible for the broad policy framework, the main orientation of 
policies, and their funding. Some federal countries provide examples of this form of decentralisation – Belgium, 
Canada, Mexico and Switzerland – as do unitary states, such as Italy and Spain. Canada has pioneered devolution in 
an asymmetric fashion, giving more powers to some of the regions according to their administrative capacity and 
willingness to take on responsibility. Devolution has also been negotiated on a case-by-case basis between the 
central government and the regions in Italy and Spain. 

Source: OECD, 2003. 

 

Although devolution (Box 6) seems to provide significant flexibility in the management of labour 
market policies, in reality that is often not the case. Not only does central government usually remain 
responsible for a large share of the power (e.g. orientations, funding), but the recipients of the delegated 
powers are often very large regions, for which the local-level concerns remain equally remote. In addition, 
the funding transferred to the regions can represent a large sum of money, and there are frequently political 
and administrative pressures to centralise spending powers in the regions with a view to preserving 
efficiency and accountability. Indeed, cases have been reported of decision-making power being removed 
from the local level and transferred to regional headquarters (OECD, 1998). Accountability and efficiency 
concerns also tend to limit the scope of joint planning exercises that involve other public organisations, 
business and civil society.  

Decentralisation may also lead to an increased administrative burden on regional employment 
services, translating into further limitations on their capacity to take a strategic approach in the field. 
Regions in Canada, Italy and Spain have had to combine their newly decentralised services with existing 
regional services and harmonise active labour market policies addressed to different target groups (e.g. the 
socially assisted, the unemployed, jobseekers), a task that has proved time-consuming and administratively 
demanding for policy makers. In the United States the workforce investment boards implement dozens of 
programmes funded by the federal, state and local levels, each with different accountability streams; this 
makes co-ordination of labour market programmes extremely difficult. There is sometimes a mismatch 
between the responsibilities and resources transferred from central government – the factor cited as the 
reason the Polish devolution to local authorities failed (Boni, 2003). The quality of professional skills may 
also be insufficient at local level with regard to the new responsibilities transferred. 

Clearly, though it helps in certain circumstances, devolution does not guarantee greater possibilities to 
co-ordinate policies with other policy areas within a strategic or integrated framework, or to adapt policies 
to local conditions. 

Box 7. Decentralisation within the public employment service 

A second form of decentralisation occurs within the framework of an integrated, country-wide PES, where some 
degree of autonomy in implementing policies and designing programmes is granted to regional or local officers. 
These officers act in accordance with guidelines or within a policy framework established at national level. This is 
often the case when the PES is managed in a tripartite fashion, with trade unions and employer organisations 
protecting the interests of their members at both national and regional level. Austria and Denmark are examples of 
this form of decentralisation. 

Source: OECD, 2003. 
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In the second, “integrated PES” model of decentralisation (Box 7), all chains of command report to 
one decision-making body. The main determinant of flexibility in policy management in this case lies 
within the performance management system, and more particularly with the targeting mechanism. It is a 
typical management-by-objectives framework: broad policy orientations and funding are provided at the 
national level, while local officers are free to vary the use of the different measures available provided that 
they meet the targets set for a series of outputs (e.g. job placements, referrals to various programmes, 
number of people trained). These aspects are broken down into categories of users – the unemployed, the 
long-term unemployed, social assistance recipients, women, youths, ethnic minorities, etc. Performance 
monitoring ensures that progress is made with respect to those targets. 

The actual degree of flexibility in such a decentralised framework depends largely on how and by 
whom the targets are fixed. Are targets set unilaterally at national level? Are they negotiated with the 
regional and local offices? Is there any role for other government departments, social partners or other 
local stakeholders in establishing them? The methods for targeting measures vary significantly across 
countries. In decentralised PESs, regions usually have a say regarding the annual targets although the 
actual bargaining power depends on a number of factors, including budget constraints at national level. In a 
few cases adjustments are made after further consultations with the local level to ensure that policies are 
suited to the local context. As mentioned previously, some tripartite councils have been enhanced to take 
on board broader social or economic concerns.  

Within this type of system, the flexibility provided is often insufficient to have an impact on the 
degree of co-ordination and adaptation of policies. In many countries the performance of public services is 
managed in such a way as to maximise output-based efficiency; civil servants are sometimes put in direct 
competition with private service providers, generating “creaming” effects whereby only the easiest cases 
are treated. This favours a narrow approach to implementation over a strategic approach. Nonetheless, 
decentralisation within an integrated PES has potential for increasing flexibility in policy management, if 
only because the framework for decentralised decision making is in place. 

To make employment services more efficient and more responsive to local needs, governments in 
several countries have pushed the introduction of market mechanisms in service delivery and delegated 
responsibility to non-public actors for part or all of the services to be delivered (Box 8). 

Box 8. Delegation to the private and non-profit sectors 

Many governments have introduced non-public sector actors to deliver services to the population, and have 
delegated responsibility to private and non-profit providers. If the rationale of these reforms first focused on the need 
to improve efficiency and streamline costs, it has since then encompassed the need to tailor services to local needs 
and to improve its reach to target groups. The Netherlands has split up the PES into a public provider of basic 
employment services (placement and processing benefit claims) and a privatised company to compete with private 
service providers for contracts to promote return to work. Placement and part of vocational training services are being 
transferred to the private sector in several countries, including Belgium and Denmark. In Australia, active labour 
market policies are delivered through the Job Network, a network of private/community partnerships under contract 
with the federal government. Organisations are contracted through a competitive tender process, and many providers 
are non-profit organisations from the community sector. 

Source: OECD, 2003.  

 

In this system, private and non-profit providers pursue well-specified targets and report on the results 
obtained in a format agreed by both parties, thereby preserving the accountability chain. Financial 
incentives to meet targets may stimulate problem solving and a more entrepreneurial approach. Involving 
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non-profit enterprises and community-based organisations makes it possible to draw on their connections 
with local groups, and their expertise in the local economy may modify the culture of service delivery as 
innovative ways to approach the public are tried and introduced.  

Further, through increasing visibility of actions and mutual accountability, and thanks to better and 
more disseminated information on performances that facilitates diagnosis by the public when a problem 
arises, mixes of public, private and community representatives engaged in tackling local problems often 
yield good results. Nowadays, pragmatist organisations in both the public and private spheres do not 
hesitate to change ways of working to correct network failures in delivering satisfying outcomes (Sabel, 
2005).  

It remains to be seen how this sort of improvement can transcend the limits of a single policy area. 
The various groups of actors in a given policy area know each other well and know what to expect from 
other groups. They can better influence the outcome of the policy area in which they are most involved. 
Yet, policy co-ordination involves a wider set of actors, with different cultures and more remote 
relationships. And policy co-ordination goes beyond the service delivery aspect: it concerns strategic 
dimensions as well.  

Managing the trade-off between flexibility and accountability 

The lack of flexibility in policies taken forward by individual organisations at the local level may be 
one reason why strategies developed in partnership frequently fail to be delivered in practice. Designing a 
strategy is not difficult. Numerous guidebooks on strategic and participatory planning exist, and methods 
are well known. Common practice consists in: analysing the strengths, weaknesses and opportunities of the 
area; involving representatives from government, business and civil society; establishing a vision; and 
identifying objectives, activities and projects.  

Accordingly, there is no shortage of local and regional strategies in operation today. Quite the 
contrary, many local areas count several strategies that are managed independently. The example of Belfast 
is telling: the City Council has identified no less than 55 development strategies covering its area, pursued 
by various public and quasi-public bodies. A quick diagnosis of the situation in former transition 
economies of Central and Eastern Europe suggests that they are hardly lacking in strategies either. 
Authorities from most policy spheres are now experienced in establishing strategies for their field of 
competence and geographical area, and accustomed to inviting relevant actors to participate in the process 
and contribute towards implementation. In many countries (South Eastern Europe, the Caucasus, 
developing countries), this trend is actively encouraged by several international organisations and 
development agencies that fund the establishment of such strategies for the development of regions and 
localities  

More of a challenge is the implementation of these strategies. Agreement on a strategy by no means 
implies any concrete application, especially when a number of different and possibly conflicting strategies 
exist in the same area.  

A lack of flexibility around organisational targets – which have an important role to play here – means 
that many bodies, and most notably public or quasi-public ones, are likely to give priority to their own 
targets over those set collectively. Fulfilling strategic objectives frequently relies on the capacity of each of 
the organisations involved to match their own objectives with those agreed, which is easier said than done. 
Partners can of course try to influence joint strategic planning to the extent that the final objectives are 
consistent with their own aims and targets, but that degree of involvement is not frequent in planning 
processes. The problem is accentuated because strategies, and the mechanisms set out for their delivery, 
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are seldom legally binding. Most of the time, partners feel free to participate in collective strategic 
planning but not obliged to translate the result of agreements into concrete action. 

Giguère (2004) summarised the barriers that prevent government offices and public services from 
fully engaging in partnerships and the implementation of local strategic planning processes as: 

− Rigidity in target setting. Government offices frequently set targets in order to ensure that national 
policy goals are met. Leeway to adjust targets to local concerns and measures taken in other 
policy fields is therefore often limited.  

− The pursuit of efficiency. Performance management methods are introduced to maximise 
efficiency in the use of public resources, sometimes through open competition with private 
providers; this narrows the approach to policy implementation. 

− Vertical accountability. Public service officers are accountable to their internal administrative 
hierarchy and have no obligation to respond to requests from other policy areas or organisations at 
local level. 

− Legitimacy. Public sector officers representing the state and local elected officials are reluctant to 
co-operate and share information with business and civil society representatives, especially where 
the representation mechanism for such actors is loose. 

− Monitoring and evaluation. Public services are often reluctant to participate in joint initiatives if 
their contribution will not feed into their own performance management framework.  

 Since many of the actions to co-ordinate, adapt and orient policies in partnership are taken forward 
by the national government, the full involvement and commitment of the latter is a prerequisite to 
achieving concrete results. A lack of flexibility, within both centralised and decentralised systems, 
currently undermines the crucial role government could play in improving the local governance of 
economic and employment development. 

Government must therefore identify ways to make its policy management framework more flexible. 
To that end it can work on relaxing some of the obstacles listed above. On the other hand, it must reinforce 
accountability. The analysis of partnerships and new forms of governance above shows that loose 
accountability relationships undermine the commitment of partners and the effectiveness of co-ordination 
mechanisms. Increases in administrative flexibility should therefore be matched by greater accountability, 
or by reassurances that full accountability is maintained on decisions made in a more flexible management 
framework.3  

Conclusion 

The analysis of governance issues in relation to four different drivers of growth suggests that 
improving local governance is conducive to economic and employment development and prosperity. 
Improving governance requires improving co-ordination (between actions targeted towards each different 
driver and other actions with relevant externalities), adaptation to local conditions and the participation of 
business and civil society.  

                                                    
3. The recommendations contained in the strategy to improve governance through partnerships (OECD, 2001) 

provide guidance on how to increase both flexibility in the management of policy and accountability in 
decision-making. 
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Several new forms of governance have emerged over the past years. The main thrust of these 
developments has been to stimulate co-operation between public, private and civil society actors; to bolster 
a strategic approach to economic and employment development at local and regional levels; and to take a 
co-ordinated approach to implementation. Each of these mechanisms has strengths and weaknesses. Some 
are more particularly suited to one particular driver of growth, and less to another.  

Regional strategic platforms and newly empowered regional assemblies have significant potential in 
terms of breadth of approach and capacity to implement. Both are capable of designing and implementing 
strategies to foster endogenous development and innovation. Both can involve powerful organisations and 
obtain significant legitimacy. Regional assemblies may in addition provide the accountability framework 
that regional strategic platforms lack. Having to build consensus to succeed gives regional assemblies an 
impetus to stimulate democratic participation in strategic planning exercises.  

In terms of linking entrepreneurship and innovation with skills and employment, regional assemblies 
are probably best placed to influence and broaden the range of objectives guiding the implementation of 
labour market policy, and to bring policy more in line with economic development concerns and prospects 
in the region. Some adjustment in the national policy framework by central government may be required to 
adapt the labour market policy framework fully to the new context. Devolution may help but is not 
necessary as long as some flexibility is granted in the targeting and performance management system 
within a decentralised public administration. A regional skills alliance would probably help feed the 
strategic process with a clearer articulation of employer needs.  

With regard to ensuring that social inclusion features within the overall strategy for the region, there is 
in principle no contradiction in having area-based partnerships feed a broader strategic framework at 
regional level, whether that framework is operated by regional assembles or regional strategic platforms. 
Area-based partnerships, with their close connections with community representatives, are well placed to 
identify solutions to socioeconomic problems, as they tap into the expertise of civil society organisations to 
propose new endogenous development projects within the strategic framework of the region. 

There is a clear role for government in improving governance. Pursuing strategies usually implies a 
role for central government, and public services face specific barriers – especially relating to participating 
in joint strategic planning exercises – that undermine attempts to improve governance. The overarching 
principles that should guide government here are flexibility and accountability. 

Institutional reform should not be pushed as an end in itself. It should aim to improve flexibility in the 
management of relevant policy areas in order to make co-ordination and a strategic approach possible at 
the local and regional levels. The second important principle to follow is that to make improvements in 
governance sustainable, accountability should be preserved during the process. No significant impact is to 
be expected in the long term from governance reforms that spread new issue- and partnership-based 
organisations, unless there are appropriate changes in the policy and accountability frameworks of the 
relevant government departments and agencies involved. In the meantime, more significant governance 
improvements can be expected from the interaction between pragmatist organisations evolving in a context 
of highly visible performance and mutual accountability, though the type of problem tackled is likely to be 
sector-focused and not involve complex cross-cutting issues. 

Thus, governments should aim to maximise flexibility in the local management of programmes while 
preserving efficiency in service delivery and accountability for the use of resources invested, and shape 
reform accordingly. This would surely be one of the best ways of enhancing governance as a mechanism 
for fostering economic growth and social cohesion. 
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