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1.0 Introduction 
Since the 1980s, Anglosphere economies, defined as the United States (US), United Kingdom 

(UK), Canada, Australia and New Zealand (NZ) have rapidly deindustrialised (UNIDO, 

2020). While the resulting structural transition has been hailed as an enormous success by the 

majority of economists, who attribute economic growth to open markets and classical trade 

theory (Fuller & Geide-stevenson, 2003; Ricardo, 1817; Smith, 1776), fractures in the health 

of these economies have emerged (Bailey & De Propris, 2014). Levels of inequality have 

risen (Horowitz, Igielnik, & Kochhar, 2020; Picketty, 2011), productivity growth has stalled 

(ONS, 2015), trade balances are generally weak (Elliot, 2013) and spatial disparity in 

economic output has climbed markedly (Glaeser & Gottlieb, 2009; Glasmeier, Martin, Tyler, 

& Dorling, 2008). This has raised questions regarding the sustainability of neo-liberal 

frameworks and the role that government can play through place-based industrial strategy. 

Place-based industrial strategy is comprised of two components: location and industrial 

policy. Although significant tensions exist, regarding both the definition and scope of 

industrial policy (Andreoni, 2016), it is generally agreed that industrial policy consists of 

interventions which attempt to improve the competitiveness and structure of industrial 

activity within a region to deliver economic and societal outcomes superior to those achieved 

by the market alone (Warwick, 2013). Policies and industrial strategies include support for 

emerging industries, development of clusters, government procurement and innovation 

incentives (Cimoli, Dosi, & Stiglitz, 2009). While horizontal interventions such as the 

provision of basic education and infrastructure are less contentious, Chang, Andreoni, and 

Kuan (2013) argue that all interventions implicitly benefit some industries over others. This 

makes it important for policy and decision makers to acknowledge the existence of industrial 

strategy and ensure that actions are targeted and having desired, as opposed to inadvertent, 

impacts.  

Industrial policy takes on a spatial dimension when it seeks to have an impact on the 

geographic distribution of industrial activity. This takes place at five distinct levels: 

(i) Local (e.g. Local Government Areas)  

(ii) City/Regional (e.g. Greater Metropolitan Areas, Counties) 

(iii) State/Province (e.g. California in the US, New South Wales in Australia)  

(iv) National 

(v) Supernational (e.g. European Union) 

Globalisation has had a profound influence on the impact of space (Barca, McCann, & 

Rodríguez-Pose, 2012). On the one hand, innovations have made transport of capital, goods 

and people more efficient (T. L. Friedman, 2005), on the other, the influence of 

agglomeration forces has cemented the attraction of prosperous regions (Glaeser & Kohlhase, 

2004; McCann & Folta, 2008). The latter has tended to dominate causing a growing rift 

between prosperous and lagging places. In response, place-based industrial policy has 

become increasingly important where policies not only target specific industries but 

geographic areas which have been left behind.  

The literature has extensively explored the use of public procurement as both an industrial 

strategy (Dale-Clough, 2015; Lember, Kalvet, & Kattel, 2010; Uyarra, Zabala-Iturriagagoitia, 

Flanagan, & Magro, 2020) and place-based industrial strategy tool (Bailey, Pitelis, & 
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Tomlinson, 2018; Morgan, 2019). Although interest in the use of public procurement to 

achieve a broader set of policy goals is well documented, tension between this emerging view 

and that of free-market advocates remains pertinent. This is observed in both the academic 

literature and the procurement documents of numerous Anglo economies (HM Government, 

2018; NSW Treasury, 2020). While the 2008 Global Financial Crisis (GFC) has been 

credited with initiating a rethink of the prevailing economic model (Bailey, Glasmeier, 

Tomlinson, & Tyler, 2019; Chang et al., 2013), initial enthusiasm for the adoption of 

unorthodox economics rapidly gave way to “growth friendly fiscal consolidation” or 

“austerity” (Blyth, 2013). For instance, the UK’s central government abandoned links 

between public procurement and broader policy objectives in favour of price considerations. 

At a 2013 Public Administration Select Committee in the House of Commons, the Rt Hon 

Francis Maude, Minister for the Cabinet Office and Paymaster General, in reference to the 

Social Value Act, stated: “My predilection generally is that you should not load procurement 
with values and requirements other than getting what you want at the best price. There is 
always a temptation to use procurement to deliver other desirable objectives. My preference 
always is to keep it as stripped down and limited as it can be.” (Public Administration Select 

Committee - Minutes of Evidence HC 123, 2013). Notwithstanding, the use of place based 

procurement to drive secondary objectives has been much more prevalent at a local level 

throughout the Anglosphere (Centre for Local Economic Strategies, 2017; Rowe, Peredo, 

Sullivan, & Restakis, 2017; VIC, 2020).  

Divergence between the views of national and local/regional authorities has created tension in 

both procurement orthodoxy and between spatial levels, making their investigation 

particularly informative. Anglosphere economies are especially interesting to examine for 

several reasons. While the degree to which these factors apply to each country is likely to 

differ, these nations retain similarities in their patterns of relative deindustrialisation since the 

1980s (Rowthorn & Coutts, 2013; UNIDO, 2020)1, strong adherence to neo-classical 

economic principles and growing spatial imbalances (Hamilton Project, 2018; Larose, 2020; 

Martin, Pike, Tyler, & Gardiner, 2016; Martin, Sunley, Tyler, & Gardiner, 2016).  

  

Figure 1. Manufacturing value added (MVA) as a percentage of GDP across the Anglosphere, 

major and small successful economies. 

 
1 See Figure 1 
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Source: Own analysis based on data from (UNIDO, 2020). 

This paper proposes an elegant resolution to the tension identified in the literature by 

including a number of financial effects not previously incorporated into procurement 

evaluations. If utilised effectively, this has the potential to target lagging regions and be 

employed at multiple spatial levels. Emerging literature on the nature of contemporary 

industrial ecosystems (Hauge & O’Sullivan, 2019; Spring, Hughes, Mason, & McCaffrey, 

2017) and the favourable properties of advanced manufacturing (Andreoni & Chang, 2016b; 

Bivens, 2019; Ringer, 2020) suggest that possession of sophisticated production capabilities 

results in significant financial benefits. Advanced manufacturing not only lies at the heart of 

important economic clusters but is a major driver of technology driven productivity growth 

(Andreoni & Chang, 2016b), reduced spatial inequality and exports (De Loecker, 2007, 

2013), in turn improving a nation’s balance of trade and economic resilience (Bailey et al., 

2019; Foresight, 2013). As such, strategic management and regional industrial strategy 

should go hand in hand (Bailey, Pitelis, & Tomlinson, 2020) to fully develop frameworks and 

networks that allow inimitable and globally competitive manufacturing to emerge. Ironically, 

it is these very benefits associated with industrialisation that developing economies use to 

justify support of their domestic sectors (Kattel & Lember, 2010). 

The current omission of the financial implications of these factors from public procurement 

frameworks has serious adverse repercussions for policymakers at all spatial levels. While 

there is a sizeable literature, dating back to the 1980s, on the use of public procurement’s 

demand side influence to achieve broader policy goals (Geroski, 1990; Roessner, 1979; 

Rothwell, 1984), it is important to acknowledge that these studies digress from the prevailing 

neo-classical paradigm (Edler & Georghiou, 2007; Edler & Yeow, 2016; Edquist & Zabala-
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Iturriagagoitia, 2012). Although the theoretical rationales for using public procurement as a 

tool to achieve secondary objectives are sound, they do not address tension with neo-classical 

views; a challenge which continues to plague both theory and practice. Retention of a strong 

financial approach plays an important role in protecting government buyers from gaming by 

bidders and ensures that local industry isn’t insulated from competition. This paper argues 

how augmentation of neo-classical frameworks in the special context of advanced 

manufacturing enables achievement of broader policy objectives without disrupting the 

existing paradigm.  

Procuring domestically, whether that be locally, regionally or nationally, generates a number 

of real financial benefits that are overlooked by existing cost-based appraisal. This leads to a 

misallocation of resources. When these benefits, notably employment, investment in research 

and development (R&D) and exports are accounted for (Helper, Krueger, & Wial, 2012), 

cases may arise where favouring domestic producers results in the best value for money to 

taxpayers. Unlike previous arguments in favour of using procurement more proactively, 

incorporation of overlooked financial benefits in high value sectors operates within the neo-

classical framework and improves the efficiency of resource allocation. As mentality shifts 

associated with concepts such as “new municipalism” gain traction, the conceptual argument 

developed in this paper enables their reconciliation with bi and multilateral trade rules 

associated with other government levels within the same nation. 

The conceptual framework developed in this paper not only enables public procurement to 

achieve broader policy objectives through its incorporation of overlooked financial benefits, 

but has implications for nurturing regional ecosystems and improving the spatial distribution 

of economic activity. It is well documented that the transition from industry to services had 

an asymmetric impact. Cities able to transform into knowledge centres prospered while 

employment in former industrial regions tended to be low skilled and poorly remunerated 

(Martin, Pike, et al., 2016; Martin, Sunley, et al., 2016; Nolan, 2004). Unlike services sectors, 

which benefit tremendously from agglomeration in world cities (Glaeser & Kohlhase, 2004), 

manufacturing activity often takes place outside of major financial centres. Martin, Pike, et 

al. (2016) state that many Northern UK cities “still have significant manufacturing potential” 

(p.353) where the redirection of capital to these regions would assist in their growth and 

development. By identifying sectors where government is a major buyer, such as transport, 

defence, energy and medical supplies, procurement officials can judge where expenditure can 

be purposefully directed to support existing or emerging advanced manufacturing clusters. It 

is likely that the impact of procurement capital will be strongest in relatively poor performing 

regions. This is due to the limited availability of substitute employment opportunities and the 

impact of congestion on places with high levels of economic concentration. By being able to 

target lagging regions, well-directed and appraised public procurement is key to how 

government can intervene within a financial framework supportive of existing trade 

agreements while promoting stronger industries in places facing high levels of spatial 

inequality. 

It is important for government to capture both jobs and value for their economies (Gruber & 

Johnson, 2019) and, in our view, place-based industrial strategy is a vital means to this end. 

By identifying multiple sources of theoretical and practical tension and reviewing multiple 

streams of overlapping literature, this paper postulates that public procurement, which 

analyses the broader financial benefits of advanced manufacturing, has the potential to 
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strengthen and develop advanced manufacturing clusters. Though not a silver bullet, this 

creates significant potential for policymakers and decision makers seeking to promote 

stronger industrial capability and more balanced regional growth within the prevailing 

economic strategy framework. In future studies, we empirically test the conceptual 

framework developed in this paper through case studies in the passenger rail rolling stock 

industry. Accordingly, our discussion draws examples from this sector.  

The remainder of this paper is structured as follows. We commence, in Section 2, by detailing 

tension in the literature between the neo-liberal and policy-based views of procurement. 

Section 3 uses a document review to briefly explore the persistence of this tension in practice. 

To resolve this tension, Section 4 examines the nature of contemporary industrial ecosystems 

and advanced manufacturing to determine if a special financial case exists. Section 5 

discusses how the arguments developed in this paper can be implemented in practice and the 

challenges that will be faced at varying spatial levels.  

2.0 The Role of Public Procurement 
Public procurement, which refers to goods and services purchased by governments, 

comprises 12 percent of gross domestic product (GDP) across members of the Organisation 

for Economic Co-operation and Development (OECD) (OECD, 2019). The magnitude and 

scale of government purchases places enormous responsibility on policymakers to ensure that 

capital is allocated efficiently and effectively, not only at the national but also the 

regional/spatial level (Morgan, 2017).  

Prior to the 1980s, developed economies utilised a wide variety of policy tools, such as 

tariffs, subsidies and nationalisation, to protect domestic manufacturing (Arrowsmith, 2003; 

Branco, 1994). These policies often lacked a solid economic rationale and paid little heed to 

an industry or region’s underlying competitiveness (Shoch, 2001). In response to growing 

concerns that heavily subsidised and uncompetitive industries were stifling innovation and 

exports, successive governments shifted their trade and industrial policies towards those 

advocated by classical economic theory (Bartlett, 2014). Anderson, Kovacic, and Muller 

(2012) argue that competition through liberalised markets is critical to achieving value for 

money in the procurement process through three mechanisms: market access that reduces 

collusion, greater incentives for suppliers to become more efficient and larger inducement for 

supplier innovation. Discrimination that favours domestic suppliers risks the emergence of 

price fixing, corruption and reduced investment in R&D (Sorte Junior, 2015). Market 

isolation may also diminish the efficiency of outcomes by limiting a nation’s access to certain 

technology (Kattel & Lember, 2010). For these reasons, the cost effectiveness or neo-

classical model of public procurement is viewed by proponents as the best means of 

achieving and maintaining a fair, transparent and unbiased tendering process (Keulemans & 

Van de Walle, 2017). As economic growth and innovation are perceived to arise from high 

levels of competition, academics and practitioners of the neo-classical school contend that 

public procurement has no justification as an industrial strategy tool (Evenett & Hoekman, 

2005).  

Despite literature grounded in the neo-classical school discouraging the use of public 

procurement as a broader policy instrument, governments have frequently deployed their 

major buyer status to influence markets through specifications defined throughout the 

tendering process (Jaehrling, 2014; McAfee & McMillan, 1989). This has been supported by 
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an established body of research outlining the role of public procurement in developing 

domestic industries, stimulating the local economy, driving innovation, protecting jobs and 

national champions, defending against international competitors and safeguarding national 

interests (Edquist & Zabala-Iturriagagoitia, 2012; Kattel & Lember, 2010; Morettini, 2011; 

Uyarra & Flanagan, 2010). These strategic objectives are often extended to target firms in 

areas with high structural unemployment, city regeneration and the protection of small and 

medium sized businesses (SMEs) that are locally significant (Loader, 2013; MacFarlane & 

Cook, 2008). Unlike tax breaks and direct subsidies, public procurement is a demand side 

tool capable of generating additional and stable levels of demand, and hence business activity 

(Frenken, 2017; Grillitsch, Hansen, Coenen, Miörner, & Moodysson, 2019). This sends a 

strong market signal which is especially important for technologically sophisticated and 

typically high-risk ventures (Hauser, 2014; OECD, 2011). Award of major government 

procurement contracts can foster the development of globally competitive industries and 

encourage further innovation through knowledge spill overs and synergies both in the urban 

and regional context. Bleda and Chicot (2020) identify three key stages where public 

procurement can drive innovation: market origination, coordination of adoption and adaption 

& retention. Georghiou, Edler, Uyarra, and Yeow (2014) find that public buyers are second 

only to market changes as a determinant of innovation. Following the award of public orders, 

approximately half of firms surveyed responded with an increase in R&D expenditure while 

29 percent indicated that public procurement increased or enabled exports (Georghiou et al., 

2014).  

Use of public procurement to achieve secondary objectives has been popular at multiple 

spatial levels from supernational regions such as the European Union (Foray, 2014; Marques 

& Morgan, 2018) down to the local level (Bailey et al., 2018). Alhola, Ryding, Salmenperä, 

and Busch (2019) apply the concept of a circular economy to public procurement as a means 

of reducing waste and lifting efficiency. The idea of maintaining value within a community 

underpins foundational economy models (Centre for Local Economic Strategies, 2017; 

Morgan, 2019) which focus on the use of procurement to meet the basic needs of a local 

community. Examples include the UK’s Preston Model (O'Neill, 2016), which has since been 

applied to other UK regions, and the Cleveland model originating from the US (Rowe et al., 

2017). These models deviate from traditional views and perceive procurement as a tool of 

community wealth building where anchor institutions use their buying power to ensure that 

benefits are captured locally or within the relevant region.  

It is undeniable that procurement has a profound influence on economic activity across a 

variety of spatial levels. Less clear is how procurement should be undertaken (Pickernell, 

Kay, Packham, & Miller, 2011). The above discussion reflects the existence of theoretical 

tension between advocates of a cost-based free market approach and those which favour 

greater use of procurement to achieve a broader set of objectives.  This tension remains 

unresolved in the literature where the bulk of studies present arguments in favour of a certain 

model without acknowledging the potential for secondary policy objectives to be achieved 

through an enhancement of appraisal within a framework of open and competitive markets. 

3.0 Public Procurement’s Role – Practical Tensions 
Tension concerning public procurement’s core objective regularly plays out in practice. The 

neo-classical least cost approach has been widely adopted by developed nations which have 

enshrined principles of anti-discrimination and competition into their appraisal documents 
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and trade agreements. For example, Australia’s Commonwealth Procurement Rules (CPR) 

emphasise ‘value for money’ through the promotion of competition, transparency, non-

discrimination and the incorporation of quality lifetime costs (Department of Finance, 2019). 

While this framework encompasses more than simple cost minimisation, its remit remains 

narrow where emphasis is placed on CPR’s operation within the framework of Australia’s 

bilateral and multilateral agreements (Thurbon, 2016). Even in the United States, a country 

which far more heavily utilises government procurement as a policy tool through measures 

such as the Buy America Act (Manuel, 2016) and small business innovation research (SBIR) 

program (Thurbon, 2015), Baldus and Hatton (2020) find that US chief procurement officers 

are primarily driven by user satisfaction and cost when making procurement decisions. 

The theories of comparative advantage and free trade have heavily influenced the formulation 

of trade agreements and World Trade Organisation (WTO) rules such as the Government 

Procurement Agreement (GPA) (Morettini, 2011; WTO, 2020). The European Union, UK, 

US, Australia, Canada, NZ, Japan, South Korea, Taiwan and Singapore are all signatories to 

the GPA which limits the ability of governments to use preferential procurement policies 

such as local content requirements. This creates incongruence between the rules applied by 

central governments and those used by state, regional and local governments. In Australia, 

the Commonwealth (Federal) Government and New South Wales (NSW) State Government 

emphasise non-discriminatory procurement. For example, the NSW Treasury (2020, p. 10)  

states that “you must treat potential suppliers equitably and not discriminate based on 
business size, location or ownership” and “you must not discriminate against suppliers due 
to their foreign affiliation or ownership, or the origin of their goods or services, for 
procurements covered by enforceable procurement provisions.” Concurrently, the state’s 

procurement rules enable the use of procurement to support SMEs, Aboriginal-owned 

businesses, regional businesses, and disability employment. This reflects tension with 

reference to the scope of procurement within the same level of government. Further 

document investigation into procurement rules within Australia reveals that the Victorian 

State Government supports social procurement at both a state and local government level 

(VIC, 2020). Local Government Victoria has developed a toolkit which enables local 

councils to build stronger communities through procurement in a manner which parallels the 

UK’s Preston model (VIC, 2021). 2  Furthermore, the Victorian Government has a fifty per 

cent local content requirement on procurement; a target which played a decisive factor in the 

state’s recent purchase of passenger rail rolling stock for Melbourne (HCMTP, 2017). A 

similar case is observed in the US where the central government is bound to trade agreements 

(though numerous exemptions for defence, small business and the Buy America Act etc. have 

been negotiated) despite numerous regions and cities using procurement to achieve secondary 

objectives. For example, the Washington Metropolitan Area Transit Authority (WMATA) 

stipulated that firms bidding to manufacture its new fleet of railcars provide “a narrative 

describing economic benefits that will accrue to the local region as a direct or indirect result 

of the Contractor’s performance of this contract” (WMATA, 2019, p. 34). A similar pattern is 

observed in recent railcar purchases for Boston, Chicago and Los Angeles.  

 
2 Victoria’s local councils procure goods, services and works worth about AUD $3 billion annually. 
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4.0 Resolving the Theoretical Tensions of Industrial Strategy 
The preceding analysis reveals significant tension between the neo-classical and policy-based 

views of public procurement.  

While both views of procurement have validity, their undiscerning application is likely to 

impose significant costs and result in sub-optimal outcomes. Taking comparative advantage 

and free trade views prima facie leaves economies exposed to becoming uncompetitive due to 

technological change and the industrial policies of foreign governments (Atkinson, 2019; 

Cypher & Dietz, 1998). For instance, China’s state-owned rail rolling stock manufacturer 

CRRC underbids on contracts to drive competitors out of the market. In debriefing about 

CRRC’s successful Boston railcar bid, runner up Hyundai Rotem stated that “I cannot grasp 

how they are able to do it at that cost” (Brotherton-Brunch, 2020). On the other hand, while 

the views presented in foundational economy and other policy-driven models of procurement 

are laudable, gaining timely acceptance of such approaches and balancing the benefits of 

competition remains unresolved.   

This paper draws on the special case of advanced manufacturing to argue that the 

achievement of broader policy goals can be achieved within an augmented neo-classical 

framework. Although public procurement of goods requiring advanced manufacture cannot 

be undertaken in all local areas, the framework proposed in this paper provides a tool through 

which some local, many regional and all state and national governments can use alongside 

other place-based industrial strategies presented in the literature. 

One of the key shortcomings of neo-classical economics is that it overlooks the heterogeneity 

of production activities both across and within sectors (Andreoni & Chang, 2016a). As all 

production capabilities are assumed to be symmetric, with no attention paid to technological 

intricacy and productivity, little justification exists for governments to invest in improving 

their nation’s productive base (Lin & Chang, 2009). This has resulted in the popular view that 

all industrial policies and strategies should be horizonal or sector neutral. Such a perspective 

is problematic given differing levels of potential for productivity and export growth across 

sectors. 

Manufacturing, particularly advanced manufacturing, is linked to “technology-driven 

productivity growth in modern economies” (Andreoni & Chang, 2016b, p. 5). The sector’s 

ability to infuse productivity growth from automation, advanced machinery and chemical 

processing has resulted in rapid efficiency gains since the Second World War (OECD, 2020; 

Rowthorn & Coutts, 2013). This isn’t achievable nor desirable in most service sectors with 

Bank of England Chief Economist Andy Haldane attributing falls in national productivity 

growth to manufacturing’s decline from 17 to just 7 per cent of employment since 1990 

(Haldane, 2017). Furthermore, the sector makes a disproportionate contribution to investment 

in R&D (Helper et al., 2012; Hewett, 2020) where the possession of a strong manufacturing 

base is seen as critical to the maintenance of a competitive knowledge base (Berger, 2013; 

Chang et al., 2013; T. Friedman & Mandelbaum, 2011).3 This is supported by recent evidence 

from the UK, which finds that official statistics for manufacturing overlook additional value 

 
3 Going forward, this influences the export competitiveness of services. 
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generated in high value service sectors within manufacturing’s value chain (Hauge & 

O’Sullivan, 2019). 4 This has also been observed in the US (Bivens, 2019).  

Modern manufacturing is comprised of complex geographically dispersed systems of 

production and innovation (Spring et al., 2017). Success is decreasingly tied to the 

management of an individual firm (Hayes & Wheelwright, 1984) and increasingly driven by 

access to advanced technology and capabilities (Menor, Kristal, & Rosenzweig, 2007; Mills, 

Platts, & Bourne, 2003) through business communities dubbed as “industrial commons” 

(Bailey et al., 2020; Bailey & Tomlinson, 2017; Pisano & Shih, 2009, 2012a, 2012b; Pitelis, 

2015). As the benefits of innovation and manufacturing co-location increase with an 

activity’s knowledge intensity and complexity (Ketokivi & Ali-Yrkkö, 2009), successful 

advanced manufacturing clusters require the development of an environment which nurtures 

and develops engineering expertise and R&D. To this end, Berger (2013) attributes the 

success of German firms to the nation’s strong “industrial commons” and argues that the link 

between innovation and manufacturing justifies the retention of some production functions in 

the domestic economy, even at the detriment of short-term savings. Government can use 

major purchases to develop these commons where the influence of agglomeration forces will 

strengthen the competitiveness of a region through time (Martin, Pike, et al., 2016).  

Kattel and Lember (2010) indicate that it is advisable to target strategic procurement policies 

at specific sectors rather than take a sweeping approach. This suggests that the value of using 

public procurement to generate economic activity within the domestic economy is dependent 

upon the industry being targeted. Given advanced manufacturing’s disproportionate and 

largely underestimated impact on the economy, the sector presents a special context in which 

to utilise an augmented version of least cost procurement that achieves broader policy goals. 

Helper et al. (2012) identify three primary mechanisms through which manufacturing has a 

substantial positive financial impact on the economy: employment, investment in R&D and 

exports. These apply across all spatial levels. By calculating the financial value of selecting 

the domestic manufacturer in a public procurement contract and deducting it from the tender 

price, procurement officials can make a more informed comparison between options. Unlike 

simplistic margins of preference, which are not financially justified (Sorte Junior, 2015) nor 

theoretically robust, the framework presented in this paper takes overlooked financial impacts 

and internalises them into the procurement process. This works within trade agreements, 

unbinds decisions which favour a nominally higher cost domestic manufacturer from 

protectionist labels and gives policymakers confidence when determining whether to 

purchase domestic or foreign produced goods in the advanced manufacturing context. 

Effective internalisation of broader financial benefits in advanced manufacturing purchases 

has significant implications for the generation of employment, development of key 

technologies, strengthening of trade balances and alleviation of spatial disparities. A 

comparison of public procurement approaches, including the revised framework, are 

presented in Figure 2. Please note that the definition of a “foreign producer” varies between 

jurisdictions. It can refer to an overseas entity, an entity in a different state (e.g. A company 

based in Victoria bidding for a NSW Government contract may be classified as foreign) or an 

entity outside of a region or local government area. 

 
4 Service activities that used to be conducted “in house” at manufacturing firms are commonly outsourced. 
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Figure 2. Comparison of public procurement frameworks. 

 

The framework developed in this paper does not attempt to account for everything. While 

social and environmental objectives are valuable and deserve consideration, their 

unaccounted inclusion risks insufficient competition and gaming by bidders alongside greater 

opposition from entrenched schools of thought embedded within finance departments (Foray 

et al., 2012). For example, the US Buy America Act has been criticised for increasing the cost 

of rail rolling stock by over 30 per cent without developing a sustainable domestic or export 

industry (Rossetti, Varas, & Fernandez, 2017; Whiting, 2017). Ideally, future public 

procurement frameworks will integrate the contributions of this paper with new and existing 

approaches for weighting social and environmental factors. The influence of foreign 

government policy on market efficiency, though moderated by the proposed framework’s 

ability to capture broader financial benefits, is not fully compensated. As the example of 

CRRC in the rail rolling stock industry reflected, additional adjustments may be necessary to 

counter mercantilist policies by foreign governments.  

The challenge with a wide range of appraisal frameworks and standard economic theory are 

their inherent bias towards prosperous regions. It is presumed that growth is best achieved 

through the support of productive agglomerations which offset weaknesses in other regions 

(Combes, Duranton, Gobillon, Puga, & Roux, 2012; Glaeser, 2013). This logic has been 

criticised for reinforcing spatial inequalities (Iammarino, Rodriguez-Pose, & Storper, 2019). 

In an analysis of transport infrastructure projects in the UK, Coyle and Sensier (2020) argue 

that the cost-benefit analysis (CBA) methods employed in the Green Book overlook 

structural change and favour prosperous regions. While conventional CBA effectively 

captures the value of incremental projects, it is not designed to encapsulate the impact of 

structural changes arising from government decisions, including procurement (Metro 

Dynamics, 2018). Notwithstanding, deviation towards more dynamic impacts makes the 

business cases of politically charged projects more vulnerable to manipulation (Coyle & 

Sensier, 2020; Forth, 2017). 
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Our framework goes a long way towards alleviating some of these challenges. Lagging 

regions, by definition, are likely to exhibit weaker numbers on employment, R&D 

investment, and exports. As a result, public procurement which stimulates advanced 

manufacturing activity in a poor performing region is likely to have a stronger effect. This is 

due to the influence of marginal impact. Providing a government contract to a region with 

above average unemployment, particularly when the contract aligns with surplus skills, is 

likely to create more additional jobs than a contract to an area which has low prevailing rates 

of unemployment.5 It is also likely to keep costs lower as there is less competition for the 

same skillsets. For example, when the UK Department for Transport awarded the Crossrail 

rolling stock contract to Bombardier in Derby (February 2014), the fact that Derby’s 

unemployment rate of 8.4 per cent exceeded the national rate of 7.4 per cent would increase 

the likelihood that additional jobs were being created/sustained.6 The same logic applies to 

R&D investment and export generation. Therefore, by taking these broader financial effects 

into account, the conceptual framework developed in this paper implicitly favours lagging, as 

opposed to, prosperous regions. While not the focus, pockets of world leading industrial 

clusters are still supported by our proposed procurement framework. Their greater efficiency 

and depth of capabilities are likely to be reflected in disproportionately strong R&D 

investment and future export generation when they receive government orders. This will 

partially offset the lower marginal impact of awarding contracts to firms in prosperous 

regions or localities.7 

Advanced manufacturing generates significant underestimated financial effects, with 

Barzotto and De Propris (2018) finding a link between smart workers, those employed in 

advanced manufacturing and knowledge-based production support activities, and regional 

gross value added (GVA). Manufacturing is also generally located outside of financial 

centres. This makes the sector’s success a key ingredient in the achievement of spatial 

rebalancing. By taking a snapshot of manufacturing employment share in Great Britain (from 

April 2019), it is evident that public procurement which bolsters the manufacturing sector 

will have a positive spatial effect. Manufacturing’s share of employment in Greater London 

and its adjoining local authorities are generally in the low single digits. As Figure 3 

illustrates, manufacturing’s share of employment lifts as you head further away from Greater 

London with the strongest concentrations found in the Midlands and North of England.  

 

 

 

 

 

 

 
5 Skills mismatch is a significant challenge across UK regions (Sevinc et al., 2020). 
6 If employment is being poached, the financial benefit is subdued.  
7 World-leading industrial clusters can be located in regions which are otherwise performing poorly. 
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Figure 3. Manufacturing share of employment by local authority district in Great 
Britain (April 2019). 

  

Source: Own analysis using data from the UK Office for National Statistics; Business 

Register and Employment Survey. 

5.0 Implementation 
Following the COVID-19 pandemic, calls for greater use of government procurement to 

achieve secondary policy goals have strengthened. In NSW Australia, local businesses and 

the state opposition have lifted pressure on the government to purchase locally produced 

goods and reinstate a local content/manufacturing requirement (McCallum, 2020). 

Concurrently, US President Joe Biden has directed the Federal Government to increase its 

purchases of domestically made goods by broadening the scope of the Buy America Act 

(CBS, 2021).8 While sentiment to strengthen domestic industry exists, tension concerning the 

 
8 Includes lifting the threshold on the additional cost the government is willing to pay to support a domestic 
producer, tightening up on exemptions and stipulating greater US content. 
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scope and scale of government intervention remains heavily contested. Citing the “folly” of 

nationalisation, Australian Industry Minister Karen Andrews stated that any growth in 

manufacturing should be business rather than government led (Hewett, 2020). Furthermore, 

fiscal constraints across all levels of government limit willingness by leaders to incorporate 

secondary objectives into procurement.  

Section 4 introduces a revised procurement framework which seeks to broaden the scope and 

efficacy of public procurement without sacrificing the value of competitive markets. This 

alleviates theoretical and practical tension, especially in periods of austerity, by providing 

guidance within what is undeniably a complex, contradictory and messy public procurement 

environment (Schapper Paul, Veiga Malta João, & Gilbert Diane, 2006).  Notwithstanding, 

actual implementation of the conceptual framework presented in this paper is constrained by 

a combination of incentive structures (Boardman & Vining, 2012), information asymmetry, 

bounded rationality (Dale-Clough, 2015) and path dependency (Pierson, 2000; Thurbon, 

2015). Incorporating broader financial effects into decisions requires high-level technical 

skills and time which is often lacking within poorly resourced procurement departments 

(Lawther & Martin, 2005). This is a particular problem at the local level (Dale-Clough, 2015) 

where Pickernell et al. (2011) find that purchases by local authorities tend to lack the scale 

and sophistication required to generate supplier innovation. In a study of Baltic city 

authorities,  Lember et al. (2010) support these findings citing the reliance of sub-national 

buyers on national level regulations and financing alongside greater exposure to corruption 

and rent seeking. 

Although, public procurement for innovation is hampered at a local level, the framework 

developed in this paper can be applied at broader levels. Keeping with the theme of rail 

rolling stock manufacturing, it is possible to observe how purchases are made at the 

city/regional, state, and national levels. When Washington Metro began the purchase of 8000 

series railcars in 2018, it provided incentives for bidders to establish an assembly plant within 

the local region. While local benefits from advanced manufacturing need not be extravagant, 

estimation of the financial benefits derived from local assembly would benefit from 

comparison with the additional cost incurred. This would enable authorities to determine 

what forms of benefits are most sustainable and valuable to a particular region. For instance, 

the popularity of specifying local assembly may be blinding regional, state, and national 

authorities from supporting the development of component manufacturers that can become a 

valuable part of the global supply chain.9 Naturally, as the level and spatial reach of 

government increases, the scope of what is possible can be scaled up. Thurbon (2016) 

provides an interesting discussion of how South Korea has used strategic procurement at a 

national level to commercialise locally developed technology, substitute imports, finance 

strategic industrial expansion and transform SMEs into major suppliers in global value 

chains. 

It is important to acknowledge that the framework presented in this paper is unlikely to apply 

to every local authority. While innovations in advanced manufacturing have allowed niche 

producers to emerge, scale is expected to remain an issue. This paper makes the conceptual 

argument that when authorities are making purchases of advanced manufacturing equipment, 

 
9 Making components is generally more valuable and high-tech than assembly. For example, many products that 
are “made in Mexico” are merely assembled there and include significant US componentry (Wilson & Wood, 
2016).  
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incorporation of previously overlooked financial benefits will result in decisions which are 

more reflective of value. As this will likely result in more contracts being awarded 

domestically, enhanced procurement within existing frameworks will achieve broader policy 

goals previously thought incompatible with least-cost procurement. Our conceptual model 

represents a significant advance over arbitrary approaches such as the Buy America Act used 

by the US Federal Government which requires domestically manufactured goods to be 

procured unless the cost exceeds the foreign bid by 25 per cent (Rossetti et al., 2017). By 

estimating the financial value of procuring domestically and using this as the basis for 

adjustment, our model may support premiums in excess of 25 per cent yet does so in a 

manner which keeps bidders competitive. Given the broader mandate and financial and 

administrative powers of national level governments, our framework would benefit from 

coordination between government agencies and levels of government. It is important for 

higher levels of government to comprehend the broader financial benefits that may be 

available through domestic procurement and be prepared to make up shortfalls incurred by 

the adoption of this framework by state, regional and local authorities.   

Going forward, the framework proposed in this paper will be tested through an examination 

of government purchases in the rail rolling stock industry. This will enable refinement of the 

parameters through which higher nominal cost domestic procurement is financially justified 

across multiple levels of government. 

6.0 Conclusion 
Overall, this paper seeks to resolve theoretical and practical tension between free market and 

policy driven procurement by drawing on the special case of advanced manufacturing. The 

advanced manufacturing sector generates several underestimated financial effects which, if 

incorporated into appraisal frameworks, have the potential to direct contracts domestically 

without contravening free trade principles and multilateral agreements. Unlike margins of 

preference and policy-based initiatives such as “new municipalism”, acknowledgement of 

broader financial effects generates a robust approach which ensures that bidders remain 

subject to market discipline. This is likely to result in a positive spatial rebalancing effect for 

two reasons: (i) manufacturing activity is generally located outside of financial centres and 

(ii) the value of underestimated financial effects is likely to be greatest in lagging regions.  
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