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Abstract

The paper deals with the relation between the ldealelopment in the region of Marche (ltaly) and
the Balkan regions with especial attention given Atbbania. Rural development based upon
specialised industrial districts has reached a matstage in many lItalian regions. In many cases,
cheap labour seeking strategy is becoming the peetaoutcome. Although the forms of
delocalisation and Foreign Directed Investments (FEan be many, the case of the provinces of
Marche and the Albanian districts provide evidetiea low labour cost must be accompanied with a
local network of entrepreneurs and stable instims. Difficulties on this ground make delocalisatio
to Albania still an individual strategy rather thawhole system frerganisation.

1. Introduction

Since the end of the eighties, the liberalisation process adiwateentral and
eastern European countries and the relative political and ecostability reached

by several Least Developed Countries (LDC), have permitted a eartifi
acceleration in Foreign Direct Investments (FDI) on a global i@arba Navaretti

et al, 2000). The growth of these investments has been intense between 1992 and
1995 (18%, 16% and 28% respectively in '93, '94 and ’'95), followed by a

" Although the paper is a joint effort by the authaection 2 can be attributed to Esposti, se&itin
Taffi and section 1 and 4 to Sotte. The paperpseliminary result of research of “relevant nationa
interest” on the subject “Employment in rural afeas-financed by the Italian Ministry for the
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slowdown €0,7% in 1996), due mainly to a net decrease in investments made by EU
member states4,6% in 1996).

Italian foreign investments have partly reflected the expansioaaieasing other
European nations during the first half of the nineties. The total nuailfereign

firms with Italian shareholders in the LDC and transition eours was
approximately 1.000 at the beginning of 1998. The number of employees of foreign
firms with Italian shareholders increased from 244188 in 1986 to 606266 and

of 1997 and most of this increase occurred in LDC or in transition cesinb3% of
employees. Although the United Kingdom, Germany and France invested
respectively 3,5, 2,5 and 2 times as much as Italy, the capaditgliah firms to
invest abroad is considerable, if only the investments in LDC asmasition
economies are considered alone. When considering central and eastepe Eur
states, for example, Italy is together with Austria the thirddst investors after
Germany and USA (MutineHPiscitello, 1997).

Italian exports increased sharply in the nineties especialljaset sectors mainly
based on local industrial districts and representing the main ttingadvantage

of the Italian industrial development (the so caltedde in Italy. In the whole
clothing industry (textile/clothing and footwear) export increabgds50% in the
whole period 1991996. However, ltalian firms’ internationalisation has taken
much more the form of delocalisation. We mean by delocalisation the
decentralisation of (some phases of) production from the origimal(6r district)
toward other countries. In the same period (199@4) the trade connected to the
different forms of delocalisation of the Italian clothing industrywehgrown on
average of 8®0% per year (Corrandinetti, 1999)!

However, the foreign directed investments are not simply capotak fbetween a
developed country and some LDC. They are mainly new economic relations
between the local systems where some firms, or the wholersydteide to transfer

and develop part of the production processes and relations. When seethdro
point of view of the place of origin, foreign directed investmentsnofteans

University and Scientific Research (MURST). The grapcan be downloaded at this site:
http://www.econ.unian.it/ospiti/adsartola.
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delocalisation with a strong -gefinition of the internal production networks and
also with relevant impact on the local employment and overall ogwvent. In the
Italian case, these potentially delocalising local systemsaaieast originally, rural
and have been considered as successful examples of rural inchagioaliand
development. Therefore, what can be view as an opportunity for many regions i
LDC is indeed also a potential threat for the original rural local systems

The aim of the paper is to analyse the economic relations between the Marahe regi
and regions of the Adriatic Balkans with particular referencalbania. The paper
focuses both on bilateral commercial flows and, in particular, om#ie forms of
foreign directed investments, the areas where new investmentealised and the
main issues, which can foster or hamper thicalisation process. In the long run,
this process can create a competition between territories afhilaand Adriatic
Balkans for industrial firms’ localisation.

The second section deals with the theoretical framework of thgsaarhe rural
industrialisation process shows usually an evolutionary pattern spousiyne
leading to a maturity stage when delocalisation can become thelnhatve to
escape the risk of industrial decline. The forms of this del@at&lis process, its
main explanation as well as the choice of the target areadevilealt with. The third
section will present the empirical analysis. We focus on Marcheya Italian
region, and its delocalising strategy with respect to Albanialwisic potentially,
one of the most relevant target areas. Migration, trade pattech®reign investing
firms will be separately treated as alternative strasegieinternalisation of the

original local rural industrialisation process. The fourth section concludes.

2. The theoretical background of the internationalisation of

local systems

2.1. The foundations of rural industrialisation
Rural areasare often viewed as characterised by weak economies due jamirthe
effect of remoteness and small scale. The former increpsasduction and

transaction costs, the latter prevents high returns to scalatbe@eaf this argument,
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both features should determine competitive disadvantages for rueals @r their
competition with urban ones. Rural areas are consequently unablei¢veathe
same growth rate as urban ones, and a permanent decline in poputation a
employment should be expected.

However, this law of rural decline is widely contradicted by tmpiecal evidence.
Many recent studies have shown that some rural areas may experiere intense
growth than urban ones. In the USA (Helrmabenstott, 1996; Bernat, 1997), in the
European Union (Becattini, 1998; Espostial, 1999), and in many other OECD
countries (BollmarBryden, 1997; OECD, 1994 and 1996a), many rural areas
display population and employment increases due to their specificitam turn
alleged disadvantages into competitive advantages with respect to urdan are
Closer inspection of this rural “success story”, of which lmaladustrial districts
can be considered outstanding examples, reveals a number of othemtfreque
regularities. Most of the “successful” rural areas haversiderable capacity to
attract manufacturing jobs, while agricultural employment rgpukclines and
employment in services often grows more slowly than in urban areagoler,
employment growth in manufacturing is frequently achieved bynwdium tech
sectors, and it is specialised in one or few sectors; in additie new jobs often
pay lower wages compared with urban areas. As a consequencsucgeds, when
present, is frequently more evident in employment growth than in @DBapita
growth.

What accounts for this rural “success”? Although the empirigaleace cannot be
used to formulate a general law, these regularities suggest g thfetite rural
localisation of economic activities. The traditional explanationucdl localisation
rests on three components (Esp&sitte, 1999). The first component is the lower
(implicit or market) price of some crucial production factamsinly labour, as
confirmed by the low wages frequently observed in rural manufactunimby|aad

for industrial settlement. The second component is the localisatmmmies that
arise from the concentration of numerous firms belonging to the saméryniduthe

rural area. Industrial clustering is essentially the origin @taled ‘industrial

! We use the OECD definition of ruratban communities and regions (OECD, 1994 and 1996)
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districts’, and of the Marshallian external economies which ntaken highly
competitive (Rosenfeld, 1992). The third component is the presencebaif ur
spillovers. Rural areas can draw advantage from their closeness to urban ones, which
usually provide financial and business services, infrastructunes irzcreasing
demand for supplied products while furnishing the demanded inputs.

The actual experience of most rural industrialisation is idsimanded on a number
of important preconditions for embryonic rural industrialisation. This is the first
stage in this pattern of rural development, because thesmmpdédions eventually
create the local competitive advantages — that is, lower ung €oshich generate
scale effects. The real micfoundation of these advantages is the rural local
institutional setting, or in other words the set of (formal or inféymales and
organisation, consolidated behaviours, history and traditions locally aadilgt
defined. The main outcome of the rural institutional setting isdibrainance of
small group scope economies. Frequently, and traditionally, theé groap is the
extended agricultural family, but the idea can be applied to sarallcommunities
as well.

Small group scope economies arise because individuals act tonisevgroup
utility rather than individual utility; otherwise, we may sématt individuals’ utility
tends to coincide with small group utility. The main explanationHisrhehavioural
strategy is that the small group needs to provide numerous goods andsseitvile
reducing risk at the same time; and this need is direatgdi to the remoteness and
small scale of the local rural system. In this mtask framework, it is optimising to
have heterogeneity of roles, of knowledge and skills — that is, dicetsiin and
flexibility.

The truly important outcome of this system is its efficiengya incentive scheme.
Indeed, in a context of small group scope economies there is atammt of seH
employment, and therefore a tendency to minimise asymmetric irtformand
transaction costs.This system creates the grenditions for major competitive
advantages in terms of low unit costs, while heterogeneous and diffusecégewl

and skills simultaneously create the capacity to exploit new maoki@ind
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technological opportunities. Embryonic rural industrialisation usually Idpsen
low-tech industries when, at a given time, new external opportunities emerge.

In an evolutionary perspective the three components described aboveebiree
stages in rural industrialisation and tertiarisation. Thel mystem based on scope
economies enables embryonic industry to take advantage of an externgbrirans
opportunity (Becattini, 1998). These original competitive advantagediyiattract
resources towards the industry concerned, generating a cluster. Thessproc
introduces local scale economies (external to the firm bunaitéo the industry); if

it reaches a threshold critical mass, these local scale e@sare able to overcome
the traditional rural diseconomies and then consolidate and persist in the long run.
However, this threshold mass (that is, the industrial distcat) be achieved by
concentrating resources, population, knowledge and skills in the winmgtry,
thereby creating specialisation and territorial concentration. drginal rural
institutional setting “collapses”, from both a geographical and segioint of view,
into an embryonic centre. This centre is needed in this evolutipadigrn because
it has to provide urbanisation economies to the industrial distgetiring more and
more services, infrastructures, and local demand. At tiig the industrial district
reaches a mature stage and is permanently linked to an urban beotming an
urban system.

This evolutionary pattern of rural industrialisation from a snalginal and
specialised cluster to a complex urbadustrial system increasingly interacts with
the ongoing process of economic globalisation. It is now widely acknowlgdged
local industrial districts have been the main engines of thiaritaluccess on the
international markets (Becattini, 1998). However, they have been usndiystood
as closed systems. Most productive relations and of the intexteedade remain
within the local context which is opened to the international maréety at the
extreme points of the “chain of value” that is in import of rawtemals and export
of final products. This is indeed the main competitive advantagthisflocal
systems: the thick internal network makes possible to reproducdylduahan

capital, skillness, technological innovation and financial resources.

2 It is a framework of “many principals and few atgn
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The increasing globalisation of the economy, however, makes this “ekssen
potentially nonessential and also a weakness; moreover, it also mp@ysnew
opportunities for local firms to be exploited. According to many authorse(iTi
Vipraio, 1996), internalisation can be viewed has the stage followingalérity in

the life-cycle of the rural industrialisation process.

2.2. From local to global networks

Decentralisation has rapidly become a need as well as an opportunity of many Italian
industrial districts. Although the local networks and industrédhtions are still
crucial for the competitiveness of the system, the global congurefitirces these
districts to open their relations also to other international agents and firms

The low cost of labour of the LDC, the increasing need to be clogbetremote
markets and to final demand, the new technological paradigms hakeaditional
marshallian and closed configuration of the local systems inadequateid the
long run decline of the district. Consequently, vital industrial distace now much
more than complex local urbamdustrial systems; they are the evolutionary
combination of a local and a global network where firms interatt maétghbours as
well as with international partners and competitors.

There are three main forms through which the local system may takelehe

delocalisation process (Cofarandinetti, 1999)

1. Approaching the remote marketbe leader firms of a district increasingly
tend to avoid traditional means (such as international buyers and import
export agencies) to “attack” the new world market thus achievingttarb
control and organisation of the marketing logistics and protectiotheof
trademark. Although it may depend on the core business of the local leader
firms, this internalisation strategy often involves developed couniiyse/
markets are highly attractive as well as contended. This kindDdf F
investments have been also definathrket seeking(Dunning, 1993;
Mutinelli-Piscitello, 1997).
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Gaining access to highly specialised immaterial servitles information
technology revolution as well as the crucial role of technological irirmova
make possible and necessary to the local leader firm the @ocadganced
services provided by foreign firms or institutions. R&D, designaricial

and accounting services, marketing and strategic advice arevatlesethat

the leader firm can hardly produce by himself and usually do not belong to
the traditional activities and relations internal to the lalgstrict. Again, this
delocalisation usually implies networks between local leadersfiemd
specialised firms in developed country where the search of huapatalc
technological and financial leadership and contextual knowledge are the
main motives of delocalisation. This kind of FDI investments camlbe
definedservices seeking

Delocalising the filiere in the industrial districts as closed system all the
phases of the production process leading to the final product are locally
concentrated; many small firms are specialised only in som&sepha
vertically integrating with other local firms particularly in theem of sub
contracting. However, many production phases are quite labour intensive and
require low human capital as well as standard technology. For Hssrre
these phases can be localised in places and countries wheostté labour

is much lower, fiscal policies are more favourable and raw rmaktealso
cheaper. This kind of FDI investments can be defiladdur (resource)

seeking.

This paper mainly focuses on this latter form. On the one hanthé i®ost relevant

in the Italian industrial districts. It does not only involves fewd&airms but also

concerns all the internal industrial relations and indeed imply @arbtecal re

definition of the local networks. In particular, this delocalisatiovolves some

particular production phases, or whole segments of the filiere, whitheduce the

degree of internal dependency of the firms. However, the managentbatariicial

phases as well as of technological innovation and trademark stratg@is under

the control of the main local firms. For this reason, this dé&ateon also implies a

local concentration of the control power (management concentratimhhas been
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also depicted asoncentration without centralisatiofHarrison, 1994; Carminucci
Casucci, 1999).

Not only this form is particularly interesting because the delsiadin process
induces a new internal organisation of the local economies.alsdsinteteresting
because it almost exclusively concerns LDC mainly driven by ¢heck of low
labour (resource) cost. On this base and also considering thealdgia firms are
often small or medium enterprises (SME), delocalisationade toward near rather
than remote countries. In the Italian case, many Mediterraneat/lbaountries
and CEEC are of particular interest, has shown by numbers mentiopeevious
section.

The delocalisation of the filiere is a form of internalisatioin local industrial
systems whose objective can be afforded following three diffesays: joint
ventures, acquisition or creation of industrial plants, long term supplgragrés.
This latter form have been called Passive Improvement TradegdGy 1996)
because the local firm delocalises only some production phase andfenh in a
special tariffs regime, the intermediate product on whicHIyirmaly add some final

operation to maintain the original trademark.

2.3. The target areas of the internationalisation process

The delocalisation process outlined above requires some preconditiotise
country or region where the new investments have to be carried outhdiwe
itself is not casual. Firstly, it is driven by the search of lalaour cost and not by
the need of closeness to remote markets. Secondly, SME can onlyliselocaa
small scale and also assuming high risk. A contextual knowledge isthaed&lso
a path dependency can be observed the target area often being p whenér the
firm previously traded final products or purchased raw materi&srefore, local
firms tend to direct their investments to target areasdtreatelatively close both
geographically and from a cultural and historical point of view.

Moreover, delocalisation also not only means to direct investri@ngsd a foreign
country but also to rerganise a thick production network in the new specialising

area. This area has to substitute part of the process #isapmgviously internally
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managed. Therefore, a potential system of local SME is needed, faétnidladition
and skillness, habit to trade and business, a functioning labour market, etc. Generally
speaking, an informal institutional structure is needed to ceekteal network that
can be integrated in the global network and hierarchically leadetiebpriginal
mature local systems.

The target areas tend to repeat those original “rural advahthgésnade possible
the creation of the original industry clustering it tends to lost in the mature stage
We can the outline the Ideycle of the district considering also this final step of
internationalisation with the consequent induced creation of a tetatork in the
target areas. Figure 1 synthesises the theoretical discussidmso$ection. It
considers the original rural advantages and the consequent industeyituas the
formation phase of the local industrial system. Its developmentesnathieving a
critic mass and the formation of a complex urbatustrial system. In this phase,
the internationalisation of the local economy is mainly expresseterms of
immigration, “importing” low cost labour force from LDC, and inrnes of
international trades (especially final goods export).

When the system reach a mature stage, the closed local netwocokndse
insufficient to maintain local competitiveness in presencencfeasing global
competition; moreover, most original advantages have been lost. To dseask

of industrial decline, a delocalisation process, usually guided bigalder firms but
involving the whole system, is undertaken. The most labour intensive asd le
strategic phases are transferred abroad while the main firthe @dcal system hold
the strategic control. Through joint ventures, direct acquisiticatiore of plants or
trade agreements, the local system transfers part of iteahteetwork abroad. This
transfer process is mainly attracted by those transition ecosomfiese regional
production system allows low labour cost, provides for a potential fetalork of

SME and has an appropriate institutional structure.

10



The 70th EAAE Seminar

" Problems and Prospects of Balkan Agriculturein a Restructuring
Environment"
June 911, 2000
Aristotle University Thessaloniki, Greece

Figure 1 — Rural industrialisation lifeycle and the internationalisation process
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3. Marche and the Balkans: the case of Albania
3.1. Regional growth and rural development

There are many examples of European rural regions which have experienced
successful industrialisation (Espostial, 1999). Relevant cases are to be found in
Spain, Austria, Germany and many other countries. However, the mostl tspat

most thoroughly studied ones are the Italian rural regions locatéioeimorth
eastern and central part of the country, which have acquired the nathe 6fhird

ltaly”.®> Based on small and medium enterprises and on low and medium tech

® Traditionally, the Italian economy has been comid as a typical dualistic one, divided between a
highly developed part, represented in particulathey MilanTurin-Genoa triangle, characterised by
traditional largefirms-based industrialisation, and a second dual padgngeveloped in comparison
to the former, consisting of tHdezzogiornato which the main transfers of nationaleguilibrium
policies have been traditionally dedicated.

11
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activities, these local economies are regarded as outstagxdingples of successful
endogenous industrialisation (Fua, 1988).

The Marche region with its various industrial districts (figRjds one of the most
interesting examples of this rural industrialisation processchdais an Italian rural
region of about 1.45 million inhabitants and 960 thousand hectares, lying in centra
Italy, bordering to the west on the Apennine mountains and descending to the
Adriatic coast to the east. It is a region without an apparentreperiphery
hierarchy, as well as being one whose recent industrial growthelessbased on a
highly localised and specialised industrial concentration on traditional

manufacturing (mostly clothing, textiles, footwear, furniture, but also machinery).

Figure 2 — Main industrial districts in the Marche region

Province of:
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- Ancona

- Macer ata\;

- Ascoli

In the recent years this rural industrialisation process lehed a mature stage,
generating a complex industrial-urban system. Maturity means thaireékeus
stage of generalised industrial growth built upon the reinforcemahieahdustrial
districts has turned into a continuous cycle of crises and ragingtompelled by
global competitive pressure. The local industrial system reacthittiyng towards
new segments of global markets, a process which requires new andleighe
technologies, new specialities, new markets and new local leandérkierarchies.

12



The 70th EAAE Seminar
" Problems and Prospects of Balkan Agriculturein a Restructuring
Environment"
June 911, 2000
Aristotle University Thessaloniki, Greece

This cycle may eventually give rise to-ohelustrialisation, or decline, or further
success, but the success may be strongly ladeing. One of the most relevant
process implied by this evolution is the tendency of local firmsettmaalise
production phases in foreign countries particularly attracted by chéaipeur.
Mainly for historical and geographical reasons, the Adriatic an#aBatountries
has become the most attractive territories for Marche’s entrepseneur

As seen, Italy intensively trades and invests in the CEEC arigatkans. Although
Albania is one of the smallest country of the Balkans, there arey ristorical,
geographical and economic aspects making the Albania an importantr pafrtne
many ltalian regions, especially the adriatic ones. Among themtogeether with
Puglia, Marche is the most active region. Table 1 shows Italygelfathe most
important trade partner of Albania. While import from Italy desesl in 1999 both
in absolute terms and in share, export sharply increased addisafute terms and
notwithstanding the crisis due to the war in Kosovo. The increasingepsinip
between Italy and Albania is also showed by the FDI numbers @xbkeccording
to the Reprint Database (Cominddariotti, 1994), in 1994 the share of Italian FDI
in Albania were respectable if compared to other CEEC (6% ohewiployees).
Moreover, if we consider the participations of SIMEST, the so@eiyiding public
support and financing to Italian firms investing in fidB countries, Albania is
largely the first among the Balkan countries.

Clearly, Albania is considered an attractive country for tgzaténership, FDIs and
delocalisation strategy. According to the Reprint Database, 88% oftdle
investors in Albania are motivated by a labour seeking strategy, niloyomenarket
seeking strategy. Considering all the CEECs, 66% of firms arketnseeking and
55% labour seeking. Therefore, what is attracting in Albania isothdabour cost.
At the same, many Italian firms are sceptical about the prédbahian situation
and public support or some kind of institutional partnership are needeshvimce

entrepreneurs to invest in Albania.

13
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Table 1 — Main Albania trade partners

Export (% on total) Import (% on total)
1998 1999 1998 1999
Italy 49 67 45 38
Greece 15 14 30 28
Germany 9 6 4 6
Others 27 13 21 28

Source: INSTAT

Table 2 — Italian FDI in the CEEC’s (1994)

Number of firms with Number of % on total
participation employees employees
Albania 8 5380 6%
Bulgaria 7 1104 1%
FormerCzechoslovakia 12 5390 6%
Hungary 44 17822 19%
Poland 27 28419 30%
Romania 17 14820 15%
Former Soviet Union 53 15704 16%
FormerYugoslavia 14 7101 7%
Total CEEC 182 95740 100%
Number of projects with SIMEST participation inlida FDI (1991-1999)

FYROM 1

Slovenia 11

Croatia 16

Albania 20

Source: Reprint database (CNELPolitecnico di Milano) and SIMEST

It is the contradictory aspect of this delocalising stratéigys look for low labour

cost but are also worried by the low level of economic developmentjcabli

stability and infrastructure endowment. In fact, Albania is lgrgble poorest

between the Balakan countries; GDP highly relies on agricultwoaluption and

most population still lives in rural areas (table 3). This laglb&nia with respect to

other Balkan countries makes this country particularly favourablernmstef low

labour cost but also makes difficult to find these preconditionshédélocalisation

14



The 70th EAAE Seminar
" Problems and Prospects of Balkan Agriculturein a Restructuring
Environment"
June 911, 2000
Aristotle University Thessaloniki, Greece

process outlined above. The low presence of manufacturing and the higke dégr
rurality make difficult for foreign firms to find regions with arigtent network of
local entrepreneurs and a sufficient endowment in infrastruetodeinstitutional

organisation.

Table 3 — Albania versus other Balkan countries in 1997

GDPper capita % Agriculture % of Rural Population
(in $) on GDP

[Albania 617 62,7 62,0 |
Slovenia 9161 4,4 43,4

Croazia 4610 9,0 48,1

Bosnia 1086 19,7 58,0
Yugoslavia 1465 22,5 NA

FYROM 1090 13,7 39,0

Bulgaria 1140 18,8 30,7
Romania 1420 18,5 43,1

Source: World Bank, IMF, FAO; Yugoslavia FederaltBtics Institute

However, a great regional disparity can be observed: difffeedsgul costs and
localisation preconditions are present across the nationaloterriGince 1992,
Albania is divided in 12 prefectures and 36 districts (figure 3). Mogpulation is
concentrated in the eastern part of the country especially arowameTand Durres
(figure 4).

Concentration of population sharply increased in the last decade thormgbsave
migration from the westermountain rural regions to the eastéat urban districts
(figure 5). In 1996, population density in four districts (Tropoje and Hathe
North, Kolonje and Permet in the South) is lower than 40 inhabitanfsfiite in
three districts, Tirane, Durres and Kukove, it is above 350 inhabKanfts/This
intense population flow from the rural regions to the urban areadesd guided by

an increasing gap in economic development between the districts.

15
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Figure 3 — Prefectures and districts in Albania
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Figure 4 — Population density (inhabitants/&im 1989source: INSTAT
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Figure 5 — Population density (inhabitants/Aim 1996source: INSTAT

» Capital
Population density, 1996
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Figure 6 — Number of firms on 1000 inhabitants (199G}e: INSTAT
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Figure 7 — Most dynamic regions: growth of the number of firms 19®B source:
INSTAT

% Capital
% growth rate of new firms, '97 - '98
-8-31
[ ]32-168
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Il 344 - 508
Il 509 - 615

Figure 6 reports the number of firms any 1000 inhabitants by prefeacidniés
figure 7 shows the rate of growth of new firms between 1997 and 1998etges
that the western part of the country is the most developedaat in terms of
entrepreunership, especially around the capital Tirane. However halstotithern
part is strongly dynamic although less densely populated. Therefore diktieet
areas emerge: highly rural and less developed regions in theeasttha core area
around the capital in the western part of the country; dynarmgion® in the south
especially in the prefecture of Vlore. These different @astimply different labour
cost and localisation preconditions; therefore, also differenhag tapacity to

attract foreign investors.

3.2. Trade and migration

As depicted above, Italian industrial districts are traditignaharacterised by a
closed system of production relations between local firms. Therefdres model
still held for the case of Marche, the main form of economegi@tion between the

region and Albania would be observed in migration of cheap labour force from
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Albania to Marche and in terms of trade patterns implying exporAlpania) of
final products and import (from Albania) of raw materials.

Table 4 shows the number of Albanian immigrants legally regdtémethe
Marche’s provinces until March 2000. Almost 5000 people (Albania is th& m
represented country between immigrants) distributed quite homogeneously among
the provinces. About 70% of them obtained residence permits for workatioi.
However, if we consider the provinces with the highest and lowesemre of
Albanian immigrants respectively, we can see how differently #reyemployed
across the region according to the work permits registered atdakimcial Labour
Bureau. In Ascoli Piceno, almost all of them are employed in wagrie,
construction and domestic work. In Macerata, agriculture and dmogstk are
absent.

However, the number of work permits are very low if compared ttothé number
of legal immigrants and it is difficult to detect where, in whielttors and regional
areas, they are mainly employed, also due to the significant presfahegal work.

In any case, there is evidence of neither a great dependency oéithéndustrial
districts of the region on this low cost labour force nor a tendentmport” cheap

labour force instead of delocalising.

Table 4 — Albanian immigrants in Marche
Residence permits at 01/03/2000 by provinces

Ascoli Macerata Ancona Pesaro
Albanians 1433 1102 1170 1255
% su Marche 29 22 24 25

Work permits in 1999 in the provinces of AscoligPic and Macerata
Number of Albanian immigrants % on total immigrants

Ascoli Piceno
Agriculture 19 51%
Industry 9 24%
of which: construction 7 19%
Services: 9 24%
of which: domestic work 9 24%
Total 37 100%
M acerata
Agriculture 0 0%
Industry 12 92%
of which: construction 8 62%
Services: 1 8%
of which: domestic work 0 0%
Total 13 100%

Source: Provincial Labour Bureau and Police Headdesi
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If we consider the trade numbers a more cleare pattern en{@@ass 6 and 7).
First of all notice that two provinces (Ascoli Piceno and Mategramount for about
80% of total import of Marche to Albania; therefore a much nigler share than
expected. On the contrary, export shares are much lower. However,smeciihed
sharply in Ascoli Piceno in 1998 while Macerata increased the expbebnost
50%. Moreover, if compared to the whole trade with the Balkan ardmnisl's
share decreased in 1998 in both import and export in the case of AsealbPand
in both provinces the share fluctuates between 6% and 8%.

Considering more in detail the traded products, a sharp difference pattnership
between Albania and the two provinces emerges. In table 6 tradddcis have
been divided in raw materials, capital goods (mainly machinery angreqni),
intermediate and final products concerning the main local spstiah that is
textile/clothing, footware, furniture, and all other products. Mateeshows a very
similar composition of trade with Albania both on import and export Sagital
goods and intermediate products referring to the main specialisg&spscially
textile/clothing) prevail but no particular mutual trade pattenerge. In the case of
Ascoli Piceno, capital goods mainly flow from the local firms tdoaXia, while
intermediate and final products, prevalently concerning textile/clgthnd footwear
production, are mostly imported from Albania.

These numbers suggest that Ascoli Piceno exports technology for iseelkial
production whose intermediate and final products are thémperted. This is the
typical pattern of the passive improvement trade: Italian fiake the advantage of
low labour cost in Albania, letting some production phases being madthagi&n
firms and workers. Ranporting the products allows the original firm to maintain
the control on the trademark and on the commercial strategieiftiief behavior
does not emerge in the case of Macerata. However, the data alsetghggen
Ascoli Piceno the crisis of these last years in Albania halsapty slowdown this
tendency.

In any case, this kind of trade partnership is just one initial fain

internationalisation and delocalisation. Indeed, it does not neitgssaolve FDI
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because it can require just lotgym trade agreement between an Italian firms
(providing the technology and sometimes the raw materials) and |@amién
entrepreneur providing the cheap labour and the intermediate proQticés more
advanced forms require some degree of FDI by the delocalising fhis.stibject

will be dealt with in the next section.

Table 5 — Trade with Albania of the two Marche’s provinces (in thods of
current Liras)

A<ccnli Picenn Macerata

1097 1008 04 \/ariatinn 1097 1008 Oh
Import 760288: 688969( -9 6236381 6383801 +2
% on region total 43 42 35 39
Export 1047546 1059320¢ +1 579377¢ 832526¢  +43
% on region total 26 21 14 17
Balance 287258: 370351¢ -442608  194146F
% Albania on total trade with Balkan countries: Akd&iceno

1997 1998
Import 9,3 6,4
Export 8,6 7,2
% Albania on total trade with Balkan countries: Maata

1997 1998
Import 7,5 6,7
Export 6,5 7,6

Source: ISTAT

Table 6 — Traded products between selected Marche’provinces and Albania
IMPORT EXPORT

Millions of Liras % on total  Millions of Liras % on total

Ascoli Piceno
Raw materials 0 0% 713526 8%
Capital Goods 1562320 23% 4431250 50%
(Machinery, Equipment)
Intermediate Products 1996350 29% 177229 2%
(Textile/clothing; Footware; Furniture)
Final Products 2837142 42% 1727107 20%
(Textile/clothing; Footware; Furnituye
Other products 439582 6% 1738888 20%
Total 6835394 100% 8788000 100%

Macerata

Raw materials 159090 2% 549607 7%
Capital Goods 2217032 29% 2030231 26%
(Machinery, Equipment)
Intermediate Products 3487954 45% 3722768 48%
(Textile/clothing; Footware; Furniture)
Final Products 7313 0% 457546 6%
(Textile/clothing; Footware; furniture)
Other 671512 12% 919217 12%
Total 6383811 100% 7679369 100%

Source: ISTAT
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3.3. Delocalising firms and Albanian regions

It is quite difficult to find updated data on FDI at regionaleleand even more
difficult is to know the name of the firms involved. No official exsive data are
available and usually research work reliesashhoc survey (MutinelliPiscitello,

1997). In the present study, we selected the firms investing in Allaaaording to
the Chambers of Commerce and Entrepreneurial Organisations dflaothe and
Albania. On this list of firms, we then carried out a sunsybmitting a
guestionnaire. In table 7 we report the list of the detectetsfiTo maintain the
privacy, we only report the original localisation (province and town)séwogor, the

size and the Albanian town where the delocalising investment has been made.

Table 7 — Marche’s firms investing in Albania

Province Sector Size Town of the
(Town in parenthisis) investment

Pesaro Construction Small Durres
Pesaro Construction Medium Tirane
Ancona (Camerano) Textile/Clothing Small Elbasan
Ancona ( Morro d’Alba ) Textile/Clothing Small Lezhe
Ancona ( Fabriano ) Textile/Clothing Small Skhoder
Ancona ( lesi) Textile/Clothing Small Skhoder
Ancona Transportation Medium Tirane, Durres
Ancona Transportation Small Tirane
Ancona Fishery Small Tirane
Ancona ( Falconara) Oil industry Large Tirane
Ancona ( Monsano ) Mines Small Elbasan
Ancona Construction Large Tirane
Ancona (Marzocca ) Marketing Small Elbasan
Macerata (Montecassiano ) Textile/Clothing Small Tirane, Durres
Macerata (Montecassiano ) Textile/Clothing Large Tirane
Macerata Machinery for Textile/Clothing Medium Tirane
Macerata (Morrovalle) Accessory for Textile/Clothing Medium Tirane
Ascoli Piceno (Petritoli ) Food Small Durres
Ascoli Piceno Footwear Small Tirane

This list suggests some initial comments. First of all, miasis are located in the
province of Ancona, while Ascoli Piceno is almost absent, althoughtitel most
relevant province in terms of immigrants and trade. Second]efekdthing is

largely the most relevant sector particularly if we also dmrsiFootwear and
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Machinery and Accessory for textile/clothing. Third, most delocagidirms are
smalf and, fourth, most FDI are concentrated in the co#lstalirban area around
Tirane and Durres. Finally, it must be reminded that 18 of the 19 sarfeyes
answered the questionnaire and 12 have declared that the investiaremtbeen
carried out before 1997. Therefore, most of the FDI are relatietlyddand the
crisis in 1997 seems to have significantly slowed down them.

To better understand the general forms of the delocalisationgstoge distinguish
two groups of firms: the 9 firms of the clothing industry (textiletlting; footwear
and Machinery and Accessory for textile/clothing) and all the oth€hss
distinction is useful because there is a clear differenceeleetwhe FDI of the two
groups. Table 8 shows the size of the firms considering separheelyatt still
operating in Italy and the part established in Albania. It emerigeslyc that the
firms of the clothing industry delocalise the most labour intenphases of the
production; on average, the number of employees if much higher in Albanta. Wit
the exception of the firm producing machinery, all the firms of thtéhelg industry
have more employees in Albania than in Marche, while for the oth&rsehe size
is almost the same comparing Marche and Albania.

Moreover, the investment of firms of the first group is much lower bo#bsolute
terms and on average. Furthermore, they tend to control the 100% of tHemew
while joint-ventures prevail for the other sectors. In any case, observed joint
ventures usually imply a high share held by the Italian firm. Therefeerally
speaking, delocalisation of the firms of the clothing industry isr@lsdively capital
saving: investments are made to exploit low labour cost in strongtyolled new

firms established with a low level of investments and, presumably, of technology.

4 Small firms have less than 20 employees; Mediumsiibetween 21 and 50 employees; Large firms
more than 50 employees.
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Table 8 — Delocalising firms size according to the location

Group Employees (avg.) Number of firms in each size group
<20 21-50 > 50
employees employees employees
in Marche
Clothing 21 6 2 1
Others 66 4 2 3
in Albania
Clothing 79 2 1 6
Others 73 6 0 3
Firms of the Clothing industry
Firm Employees in Marche Employees in Marche
Textile/Clothing n. 1 10 34
Textile/Clothing n. 2 15 250
Textile/Clothing n. 3 4 110
Textile/Clothing n. 4 15 125
Textile/Clothing n. 5 3 10
Textile/Clothing n. 6 80 150
Accessory for Textile/Clothing 25 100
Machinery for Textile/Clothing 21 8

Footwear 19 52

Table 9 — Foreign Directed Investments from Marche to Albania

Group Total Investement Average Investement
(in billions of Liras) (in billions of Liras per firm)
Clothing 2,7 0,3
Others 26,28 2,9
Forms of FDI
Group 100% controlled firm Joint venture Other

(share of the Italian firm)
<50% >50%
Clothing 4 1 3 1
Others 1 0 8 0

The labour seeking strategy is confirmed explicitly in table 10. Tmesfiasked
about the main motivations of delocalisation in Albania indicatéativdabour cost
as the main factor if the clothing industry is concerned wheredsetgseeking is
sharply prevailing in the other sectors. Moreover, also the relationebetihe
Italian firm and the Albanian one is different (table 11). In thgecof the clothing
industry, the Italian firm clearly provides technology, raw materihd other

production factors while intermediate or final products are obtainédbemia and
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then reimported to Marche. In the case of the other sectors, the Ifaliaprovides

support but the final products are mainly sold in the Albanian local market.

Table 10— Declared main motivations of the FDI in Albania (more answer
admitted)

Motivations Cloth_ing Oth_er
(n. of firms) (n. of firms)

Low labour cost (labour seeking) 8 3
Access to a new dynamic market (market seeking) 1 8
Low resource cost (resource seeking) 0 3
Presence of other Italian firms 0 0
Low taxes 2 0
Low bureacratic and administrative control 2 0
Other 1 0

Table 11 — Main production relations between the Italian and the Albanian firm

Relation Clothing Other
( n. of firms) ( n. of firms)

The Italian firm provide for:

Production factors (Machinery, etc.) 1 5
Technicians and technical advice 3 5
Labour force 0 0
Raw materials 6 1
Intermediate products 2 0
Other 1 1
The Albanian firm provide for:

Final products rémported to Marche 4

Intermediate products+imported to Marche 4 0
Final or interemdiate products sold on the locatkea 1 7

A final aspect to be considered is the character of the targas. As shown, most
of the FDI of surveyed firms to Albania are concentrated inctire part of the
country. Table 12 shows this is mainly due to the contemporaneous presence
infrastructure, administrative services and other instituti@sglects; when low
labour cost is only considered, then other -nentral places can become more
attractive. These results show that delocalising firms strodglyend on local
preconditions that make possible the exploitation of the favourable lalzwketnto
create that global network between the Italian production plantstrenchew

Albanian firms. As table 13 shows, many firms still strugglénliese issues. Most
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of the delocalising firms encounter great problems in establighiaduction in
Albania. All the relevant issues are detected by most firhesidw quality of the
labour force that partially offset its low cost, the low infrasture endowment and,

above all, the uncertain institutional situation.

Table 12— Motivations of the localisation of the investments (more amsw
admitted)

Tirane Durres Elbasan Shkoder Lezhe

Towns: (n° firms)  (n° firms)  (n° firms)  (n° firms)  (n° firms)

Motivations:

Low labour cost 0 0 1 0 1
Closeness to market 2 1 0 0 0
Presence of other Italian firms 1 0 0 0 0
Presence of Infrastructure 4 3 0 0 0
Presence of administrative services 3 0 0 0 0
Safety 1 0 0 1 0
Closeness to raw materials 0 0 1 0 0
Other 3 1 1 0 0

Table 13 — Main negative aspects of the experience (more answers admitted)

Negative aspect Number of answers
Low labour quality 13
Low infrastructure quality 14
Laws uncertainty 18
Low political stability 15
Low quality of the local partners 4
Other 1

4. Concluding remarks

The main objective of the present paper is to provide some eaigxidence of the
ongoing economic integration between the Italian region of Marchehan8alkan
countries with particular emphasis on Albania. Marche’s indlistelzelopment is a
typical case of a rural industrialization process. It has noshezha mature stage:
most of the original advantages have been lost and a strong tenden@yvego m
toward higher technological levels and sectors prevails. This aipty ia great
interest of many firms to delocalise part of the local prodnatietwork in countries
where lower labour cost can be found provided than some minimum preconditions

are maintained.
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Working on data about bilateral trade and migration and on a survey of local

(Italian) firms delocalising to Albania, the paper provides esarseful insight about

the economic competition and cooperation between Italian territanigsAlbanian

regions. Firstly, although attractiveness of low labour cost is kiDhjnvestments

to Albania are still underdeveloped. Some industrial distrfotsiristance in Ascoli

Piceno) still maintain a strong local and close network; it téadsmport” labour

force from Albania rather than carry out FDI. Alternatively, tlieyelop specific

trade pattern, through bilateral agreements, allowing Italiars ficntransfer parts of

the production process in Albania then reimporting intermediate or final products.
More FDI come from other provinces in particular Ancona. Theynimna

involve the so called clothing industry and small and medium firms evtesglency

is to delocalise most of the production, and of the employment, imillia@llowing

a labour seeking strategy. At least according to our survey, however, this

delocalisation seems an individual strategy followed by some mimordither than

a process involving all the industrial district and the complex | |loework

controlled by the leader firms. This higher level of internatioatbs seems

unaffordable given the uncertain political and institutional conditionslbania as

well as the insufficient presence of human capital and infretsire. Also the

tendency to maintain the control of the new firms suggest that dbal |

entrpreneurship is still considered weak by many delocalising actors.

The Italy-Albania case suggests that globalisation and internationalisatroaréet

relations and production processes open great opportunity for LDC if some

preconditions are satisfied. In the Balkans some well known chsesh®w far this

kind of partnership can go and what contribution it can give to a &mkition to a

market economy. For instance, in the case of Marche, many footweardf the

province of Macerata and Ascoli Piceno have established part pfrdbdection in

Romania, especially in the area around Timisoara where a sticalgnetwork is

now present. Political stability and higher level of human capaalatlow also to

Albania to follow those examples.
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