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Foreword

Across the OECD, globalisation is increasingly testing the ability of regional economies to adapt and exploit their competitive edge, even as it offers new opportunities for regional development. This is leading public authorities to rethink their strategies. Moreover, as a result of decentralisation, central governments are no longer the sole provider of development policies. New co-operation between different levels of government is now required in order to improve public service delivery.

The objective of pursuing regional competitiveness and governance is particularly relevant in metropolitan regions. Although they produce the bulk of national wealth, metropolitan areas often the focus of unemployment and economic distress and do not always exploit opportunities for growth. Effective policies to enhance their competitiveness need to address a functional region as a whole and thus call for metropolitan governance.

In 1999, responding to a need to study and disseminate innovative territorial development strategies and governance in a more systematic way, the OECD created the Territorial Development Policy Committee (TDPC) and its Working Party on Urban Areas (WPUA) as a unique forum for international exchange and debate. The TDPC has developed a number of activities, including a series of specific case studies on metropolitan regions. These studies, following a standard methodology and a common conceptual framework, allow countries to share their experiences, and are intended to help formulate and diffuse horizontal policy recommendations.
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Assessment and Recommendations

Copenhagen’s competitiveness is essential to Denmark as a whole


The Copenhagen metropolitan region’s competitive position is essential to the economic health of Denmark, since it contributes nearly half of the country’s national output. With 2.4 million inhabitants, the Copenhagen metropolitan region accounts for 44% of the Danish population, in an area that includes the cities of Copenhagen and Frederiksberg, as well as five adjacent former counties. Among 78 OECD metropolitan regions with populations of more than 1.5 million inhabitants, the Copenhagen metropolitan region ranks fourth in terms of its share of national output. Metropolitan regions within the OECD often function as the engines of national economic growth: they are usually richer, more productive and more innovative. This is also true of Copenhagen. The Capital Region alone, an entity created in 2007 that has a population of 1.6 million (somewhat less than the Copenhagen metropolitan region), provided 75% of the new jobs created in Denmark in the last 10 years. The area, home of the best universities in the country, concentrates 80% of Denmark’s high-tech firms, as well as 70% of its private research and development. More than half of all Danes with higher education live within its confines, and its economic influence is felt throughout the nation. For every 100 jobs created in Copenhagen, 20 jobs are created elsewhere in Denmark, whereas for every 100 jobs created elsewhere in Denmark, seven jobs are created indirectly in Copenhagen.

Equity and efficiency are compatible in Copenhagen


Copenhagen benefits from a diversified metropolitan economy, a thriving labour market and good social indicators. A robust, export-oriented combination of industries bolsters its strong competitive position. The metropolitan area is one of the most service-based metropolitan economies in the OECD, with an employment share in the service sectors comparable to that of London or Paris. Business services remain the largest employer, although the wholesale and retail sector experienced the steepest increase in value added in the period from 1995-2005 (25.5%). Copenhagen boasts a diverse mix of economic specialisations and a strong competitive advantage in biotechnology, a field in which it has become a European leader. Unlike many other OECD metropolitan areas, Copenhagen’s economic performance has not resulted in economic disparity. Unemployment in the Capital Region has remained low, at 5% (2007), the participation rate is high, and social segregation is limited by comparison with other OECD metropolitan regions. This is generally reflected throughout Denmark, which not only enjoys unusually low unemployment and remarkably little income disparity between regions but also boasts one of the most equal income distributions in the world.

Copenhagen’s critical mass is enhanced by the Øresund Region


At the regional level, the opening of the Øresund Bridge, which links the City of Copenhagen to Malmö in Sweden, has brought new opportunities for trade and communication and has positioned the metropolitan area as a regional hub in the Baltic Sea. Copenhagen is a relatively small city located at the margin of Europe: of the metropolitan areas in Europe, it is one of the farthest removed from market potential. Cross-border commuting traffic remains limited, although it has risen steeply in the last decade, and the Øresund Region is not yet an integrated and functional labour market. However, it holds great potential for synergies in regional labour markets and among firms in knowledge-intensive activities such as medicine, pharmaceuticals, and the information and communication technology industries, which are responsible for a high number of patents. The Øresund Region has also developed a significant specialisation in food processing, as well as a cluster of companies that either deal in environmental technology or make products and services more environmentally friendly. These organisations – Medicon Valley Alliance, Øresund IT Academy, Øresund Food Network, and Øresund Environment – already play an important role in promoting networking and integration across the region, and show a great deal of promise. This nexus is buttressed by the 12 universities and 150 000 students in the Øresund Region. Working in collaboration with researchers, business leaders and policy makers, the Øresund University, created in 1997, has helped to identify driving growth clusters and to facilitate the development of networking associations in these areas.

Its international ranking is mixed…


On the global level, Copenhagen faces some challenges. Although its GDP per capita and productivity are higher than the national average, it is in the middle range of OECD metropolitan areas and falls behind major North European metropolitan areas (Stockholm, Helsinki, Oslo) in terms of GDP per capita and productivity. Its economic prospects are clouded by its recent modest growth performance: real annual GDP growth averaged only 2.0% in the 1995-2005 period, which is low compared with several cities with the same average GDP per capita. Stockholm, Houston and Dublin, for example, scored higher on this indicator. Except in the field of biotechnology, Copenhagen’s economic base is characterised by a low rate of specialisation in technology-intensive industries. Although process innovation and non-technological innovation help to contribute to the strong exporting performance of some firms, the relative underrepresentation of knowledge-intensive activities could jeopardise Copenhagen’s long-term competiveness, given increasing competition from cities in emerging countries. As is the case in many OECD metropolitan areas, Copenhagen must constantly boost its innovation and productivity to secure its economic position. Given global financial turmoil and tighter credit markets, exports are projected to be weak during 2009, and leading businesses are expected to cut back investment.

…and challenged by a shortage of skilled workers and a capacity for innovation that could be improved


Firms in Copenhagen remain vulnerable to two salient factors that compromise its productivity and regional output capacity. These are



	
The scarcity of skilled workers. Labour market shortages already constrain growth, particularly in areas that are critical to maintaining Copenhagen’s international competitiveness, such as science, but also in the hotel and restaurant industries, graphic design and in the welfare sector, such as health care and education. These shortages are predicted to become more acute in the coming years. Although the labour market is particularly tight in Copenhagen, other regions in Denmark rate little better. Inter-regional labour mobility, from Malmö and the Skåne region (south Sweden) for example, can thus provide only limited relief. Facing the inevitable prospect of economic slowdown, Denmark, unlike most countries, is already experiencing severe pressures on capacity and from wages rising much faster than warranted by productivity growth.

	
Average innovation capacity. Copenhagen scores only average on several indicators for innovation, such as research and development spending, patents per inhabitant and share of the population working in the high-tech and medium high-tech sectors. Copenhagen registered around 400 patents per million of its working population; half the figure for Stockholm and a third of the number for Munich. In Helsinki and Stockholm, between 7% and 8% of university students are pursuing doctoral degrees; for the Capital Region, the figure is only 3%.



A strategic vision is needed...


Dealing with these issues calls for a common strategic vision. Several strategic documents exist for Copenhagen, such as the City Development Strategy, the Business Development Strategy of the Growth Forum of the Capital Region and the Regional Development Plan of the Capital Region. Although these plans do not entail any outright contradictions, they do not provide clear priorities on how to sharpen Copenhagen’s competitiveness. The processes leading up to the elaboration of these plans have increased the involvement of strategic actors, but the plans’ relative lack of focus is a missed opportunity to sound the sense of urgency that is needed to mobilise more support in the effort. The national government could play a key part in formulating a strategic policy, considering its important role in many of the areas crucial for Copenhagen’s competitiveness.

…that could be based on four main areas for action


A well-rounded strategy could be articulated by the three tiers of government around four main objectives. The first two would directly address the issues of productivity and output capacity, and would consist in 1) increasing the availability of skills and 2) fostering innovation and research. The appeal of Copenhagen as a location to live and work could also be improved by 3) upgrading infrastructure and housing supply and cultivating a better environment. Finally, 4) governance provisions for implementing economic development could be strengthened.

The skills shortage is of paramount concern…


The scarcity of available skills in Copenhagen can be explained by four main factors.


	First, the population’s level of attainment in higher education in Copenhagen is not as high as that of many U.S. and Nordic cities, for example Boston, San Francisco, Stockholm and Helsinki. The main reason for this score lies in Denmark’s high dropout rates. Projections show that without policy changes, around 95% of the students in Denmark leaving primary school in 2005 will start secondary education, but that only 79% will complete it. Only 48% will have completed tertiary education by 2030, and less than 30% will have completed a vocational degree.

	Second, the late entry of students into the labour market is an issue. Among OECD countries, Denmark’s workers are the oldest at the time they enter the labour market. Students take extended breaks between secondary and tertiary education, and generous student grants create incentives to prolong their studies once they have started. The median age for starting tertiary education in Denmark is around 23 years, one of the highest in the OECD. Around 40% are still enrolled in tertiary education six years later. This reduces a worker’s life-time earnings, leaving fewer years to practise the acquired skills in the labour market, and much of this loss is carried by public finances through foregone tax revenue.

	Third, the existing foreign labour force is under-utilised. The figures for aggregate employment of immigrants in Denmark are low. Employment rates for native-born Danes stood at around 78% in 2005, as compared with 56% among the foreign-born, and 51% for the foreign-born from non-OECD countries. In few other OECD countries is the disparity between employment rates for immigrants and the native-born, across all education levels, as high as in Denmark. Although immigrants in Denmark are less highly educated than the native population, their rates of qualification do not appear to be any lower than those in other countries. The gap in employment rates between highly skilled native-born and foreign-born workers is even higher (19%) than the gap for low- (15%) and medium-skilled workers (15%). This is particularly challenging for Copenhagen, where most of the immigrants are located and where labour market scarcity is most acute. Immigrants could increase their educational attainment if efforts to reduce the dropout rate in secondary education were intensified.

	Fourth, Copenhagen has a lacklustre track record of attracting highly skilled foreigners, and the number of immigrant arrivals, as well as of foreign students, is relatively limited. Copenhagen’s share of immigrant population is below average compared with that of other metropolitan areas. English-speaking metropolitan areas obviously enjoy an advantage in this respect, but many non-English-speaking metropolitan areas have higher shares of foreign population than Copenhagen. Since immigrants tend to locate in places where they already have acquaintances, established immigrant cities such as Toronto, New York and London can more easily attract highly skilled foreigners. Copenhagen does not have this advantage, and must put in more effort to attract foreign labour.



Students enter the labour market at a relatively late age…


Addressing the late entry of students into the workforce could be made a priority. The national grant system does not encourage students to become rapidly active on the labour market, or to make efficient study choices. Higher education is free, and grants of up to six years are provided to cover students’ living expenses. As a result, students enter universities at a high median age and switch studies regularly. In 2006, the national government introduced measures to reduce grants for those who delay their studies by more than two years. The national financing policies of universities and students could be recalibrated to increase the efficiency of educational choices, reduce the dropout rate and improve the adaptation of students to the needs of the labour market. This could take the form either of introducing tuition fees, or of partially replacing student grants by student loans to be repaid after graduation.

…and immigrants are not fully integrated


The skills of current immigrants could also be put to better use. The City of Copenhagen has pursued different strategies to improve the educational performance of immigrants and facilitate their integration into the labour market, for example through education and integration policies. Such measures could be intensified in order to reduce the dropout rate among immigrant children. Active labour market programmes are not always effective in enhancing the integration of immigrants into the labour market, but only limited use has so far been made of enterprise-based job training, a promising means of dispelling employers’ hesitations about the qualifications of immigrants and their lack of experience in the Danish labour market. The Employment Region Copenhagen and Zealand, as well as the job centres in the area, could come up with an action plan with the business sector, presenting ways to increase enterprise-based job training for immigrants.

Attracting talent is a challenge


Given its moderate global appeal, Copenhagen could more actively recruit foreign workers. The City of Copenhagen barely rates as one of the 50 most globally connected cities as regards business links and international services, and cannot be considered a major airline hub. It has relatively few major internationally oriented companies, making it difficult for foreign workers (and their spouses) to find appropriate career opportunities. Furthermore, Copenhagen’s universities are less outwardly oriented than universities in other metropolitan areas. Copenhagen’s relatively modest size may explain the limited number of international companies it has attracted, but other metropolitan areas in Europe of its size appear to be much better connected internationally. Moreover, the international reach of the City of Copenhagen appears to have declined relative to other OECD cities with which it competes for global talent.

…and attracting more internationally oriented firms could be helpful


Recently, Copenhagen has intensified its efforts to attract foreign firms and international events. Considering the tight labour market, bringing in foreign businesses is not a priority, at least with regards to job creation. There may, however, be a rationale for selectively attracting the headquarters of foreign firms that generate knowledge spillovers, as well as employment opportunities for the spouses of highly skilled immigrants. As regards the competition for global events, this may only be relevant for Copenhagen’s competitiveness as long as it contributes to enhancing its appeal as a place for highly skilled foreigners to live and work. The city could reconsider its policies for attracting firms, tourists and international events in this light. Serious reflection is warranted on how a World Expo in 2020, currently under consideration by the three levels of governments, could help to increase Copenhagen’s attractiveness to highly skilled foreigners.

An ambitious campaign could be launched to recruit foreigners with needed skills


Copenhagen could refine its strategy for recruiting foreign workers. The stakeholders in the Copenhagen metropolitan region must be congratulated upon their efforts to reflect on the kind of individuals they want to attract, as expressed in the so-called Copenhagen Brand Book. Copenhagen likes to present itself as an environmental capital on the coast, with high quality of life and a healthy work/life-balance. However, this may not be sufficient to compete with other Northern European capitals for attracting internationally mobile highly skilled labour. The City of Copenhagen, with the Capital Region and other local authorities, could try to refine its image and experiment with more ambitious measures. A “green card” scheme and tax arrangements for highly skilled foreigners have been adopted nationally, but these policies do not constitute a sufficient incentive by comparison with those of many other OECD countries. A more active approach is required by all levels of government, as well as universities and businesses, if substantially more highly skilled people are to be recruited. Copenhagen’s local authorities could more actively promote the importance of attracting talent and involve immigrant groups more systematically in policy making. In 2009, the City of Copenhagen plans to set up an office for expatriate affairs, the Welcome Shop; this initiative needs to be expanded and marketed. Celebrating cultural diversity could be systematically included as part of Copenhagen’s event strategy. The City of Copenhagen and the Capital Region could develop a campaign to attract highly skilled foreigners, conducted by a local or regional stakeholder, such as the office set up to attract foreign investment, Copenhagen Capacity, or a similar organisation.

Tax accommodations for skilled foreign workers need to be considered…


At the national level, a major obstacle to attracting foreign skills is the high marginal income tax rate. The tax code in Denmark includes an option under which approved researchers and key employees recruited abroad may opt out of the income tax system in favour of paying a flat rate of 25% for three years, a period that has recently been extended to five years. While this is a step towards addressing the problem, the scheme is somewhat narrowly conceived, and a more general approach is warranted, since it does not address the problem of retaining skilled Danes who might be tempted to migrate. Beyond that, the target group is restricted to professionals paid more than twice average full-time earnings, although R&D employees, mainly scientists, may also benefit from the programme at lower incomes. Younger specialists in areas such as finance, management and marketing, as well as entrepreneurs, may find it difficult to obtain approval. In addition, the five-year limit necessitates more staff turnover than may be desirable and militates against long-term planning and investment. The best option would be a general overhaul of the income tax system, reducing the very high marginal tax rates in Denmark; the Tax Commission that is currently looking at taxation has a mandate to make proposals to this effect. Alternatively, tax accommodations for foreign workers could be reconsidered: to effectively attract and retain highly skilled foreign workers, the tax exemption could be allowed for a longer period and for more categories of workers.

…and universities have a key role to play


Universities could make more active efforts to attract international students, given that they are a potentially important source of highly skilled labour. Universities in Copenhagen are not particularly well adapted to this strategy. Denmark has fewer international students than many other OECD countries, and the percentage of international students in tertiary education was 4.4% in 2005 in Denmark, as against 6.7% in the OECD as a whole. Copenhagen scores somewhat higher than the national average; the University of Copenhagen has a student population of 6% foreign students, but this figure is still limited compared with many metropolitan universities worldwide. A similar tendency is found with respect to foreigners in research. The share of international students in Denmark has increased by 35% from 2000 to 2005, as compared with 49% in the OECD as a whole. Universities could do more to actively compete for international students, so that a larger pool of potential foreign talent becomes available. Co-operation at the Øresund University is needed to reap concrete benefits like economies of scale (merging faculties or courses); a common internationalisation strategy is recommended for targeting countries from which to attract students. Students could be engaged more by regional internships, teaching and research projects, and by increasing student mobility through supporting student travelling expenses.

Innovation capacity is average…


Copenhagen scores average on research and development indicators, both with respect to share of GDP invested, number of people employed in high-tech industries and number of patents per inhabitant. Although firms in Copenhagen excel in process innovation, user-driven innovation and non-technological innovation, and despite a high degree of innovation in the welfare sector, there is room for improvement with regards to product innovation, research and the commercial use of research, which strongly influence competitiveness. One important research area in Copenhagen is health, which has seen strong growth since 2000 and which benefits from the extensive Danish data registers that gather health and socio-economic data. Although health science in Copenhagen performs better than elsewhere in Europe, career possibilities for young researchers are limited, forcing them out of the field. Flexible employment structures in universities and hospitals, allowing for career enhancement, could resolve this problem. Links with Lund University, with its strong life sciences department, could be strengthened.

…and could be improved by further links between higher education institutions and firms…


Networks of business and academia could be stimulated, rather than intermediary organisations created. The focus of policy in innovation has been on the commercialisation of research. The main instruments chosen to achieve this have been university patenting and science parks, and as a result, Copenhagen now has a wide variety of technology transfer offices, incubators and science parks. However, university patents and science parks have not necessarily proven successful, according to numerous foreign studies, and some doubt prevails as to whether they have been effective in Copenhagen. Domestic academic contributions to Danish dedicated biotechnology firms has declined as an result of the Danish Law on University Patenting, and only a minor part of this decline has re-emerged as inventive capability in university-owned patenting or in the establishment of university spin-offs. An assessment of the Symbion Science Park, which is specialised in commercialising inventions in IT, telecommunications and biotechnology, found relatively few links to the higher education institutes in the area and low student awareness of the initiative. This suggests that institutions such as Symbion have in fact reduced interaction between higher education and industry. To achieve more commercialisation of research, complementary approaches will be needed to increase university-industry co-operation. This could take the form of networks, rather than new institutions and intermediaries; business, universities and other research institutes are the main responsible actors, but the City of Copenhagen and the Capital Region could stimulate the creation of these networks. Commercialisation of research could be streamlined in the context of the Øresund Science Region, leading to more co-operation on commercialisation of research among the universities in the region (more common projects, for example).

…and an incentive-based research funding scheme


The quality of research could be improved by the introduction of more incentives to fund it. Denmark has a two-tier system for the allocation of research funds. The first tier is the basic grant, disbursed by ministries directly to the institutions. The second tier consists of grants from the National Research Councils, strategic research programmes, R&D funds from the different ministries, private funds and firms. Although basic research grants facilitate long-term planning for the universities, they offer no incentives for efficiency, relevance and impact on society. No mechanisms are in place to ensure that the institutions producing the highest quality research are rewarded. The complexities of the second tier can easily become opaque and bureaucratic. The national government would do well to reconsider its funding mechanisms and introduce more incentives in the first tier of research funding, as it is considering doing as of 2010. In addition, a simplification of second-tier funding is needed.

Entrepreneurship policies could be aligned with Copenhagen’s needs


National entrepreneurship policies could benefit from improved co-ordination and alignment with regional and local initiatives in Copenhagen. The national government in Denmark recently prioritised entrepreneurship, particularly businesses that can generate rapid growth in personnel, value added and exports. In order to stimulate high-growth entrepreneurship, Regional Centres of Growth were established to provide services to these entrepreneurs. One such Regional Centre of Growth is active in the Capital Region, in addition to the business centres of various municipalities in the Copenhagen metropolitan region. The City of Copenhagen conducts its own business policy, in which creative entrepreneurship and ethnic entrepreneurship play an important role. As part of these policies, creative zones were created by the City of Copenhagen, setting up favourable conditions for entrepreneurs in the creative sectors. National policies sometimes appear to conflict with regional and local goals. A tension exists between encouraging entrepreneurs to increase personnel and the already very tight labour market in Copenhagen, as implementation of this policy would add to growing recruitment challenges; moreover, creative entrepreneurs tend not to consider increasing staff numbers a priority. National policies might be better aligned with regional needs by leaving more room for regionally differentiated targets in the contracts with the Regional Centres for Growth. Co-ordination between Regional Centres for Growth and municipalities could be strengthened by a second generation of letters of agreement between Regional Centres of Growth and municipalities. There are serious concerns about the devolvement of funding of Regional Centres of Growth to municipalities after 2010; this could be reconsidered. More focus on Copenhagen’s entrepreneurship policies would improve the results, which are currently mixed. There is no clear indication that the creative zones result in positive effects, and although some may yet materialise, a more focused approach is warranted. More emphasis could be put on stimulating creative industries that have shown promise of attracting highly skilled foreign labour. In addition, the synergies of creative industries with other economic sectors could be systematically explored, for example, with the life science and environmental sectors. The City of Copenhagen could play a role in stimulating the creation of inter-sectoral networks aimed at creating these synergies.

Attractiveness is Copenhagen’s asset…


Copenhagen’s reputation for liveability could be further enhanced. Although it scores well on several rankings as regards quality of life and the quality of its public services, the city faces some challenges, particularly with regards to



	
Infrastructure. Even though traffic in the Copenhagen metropolitan region is far less congested than in other European capitals, there are issues to address. Congestion in the Capital Region rose by 10% in 2007, at a cost estimated at EUR 1.2 billion. Copenhagen faces several challenges as far as external accessibility is concerned. The construction of the Fehmarn Belt Link provides an opportunity for linking to the European high-speed rail network. However, the railway connection between Ringsted and Copenhagen is still under discussion. Although the Øresund Bridge has stimulated cross-border traffic, it could be further utilized as a means of creating a functionally integrated area.

	
Housing. Housing prices have increased considerably from 1995 to 2006, especially in the northern and central municipalities, due to such factors as population growth, migration and low interest rates on loans. Denmark has some of the highest housing costs relative to income in the EU. In 2003, Danes spent 28.6% of their income on housing costs, surpassed only by Spain and Sweden. Consequently, residents generally perceive the City of Copenhagen as a place where it is difficult to find moderately priced housing, especially rental units. An average family with children with an annual income of approximately EUR 80 000 will typically have to look for housing 50 kilometres away from the city centre to find affordable housing.

	
Liveability and environmental sustainability. Copenhagen, renowned for its quality of life, nevertheless faces obstacles to improving liveability. Part of its appeal is size; Copenhagen is close to natural amenities that provide for outdoor activities, and in 2006, around 36% of its inhabitants bicycled to work. Issues related to cultural amenities, crime and air quality, however, remain. The City of Copenhagen has a collection of fine cultural institutions, but lacks certain facilities, for example a large-scale multi-use indoor facility for live performances. The limited number of tourists to the city indicates a lack of awareness worldwide of Copenhagen’s urban amenities. Crime rates are higher than in several similar-sized metropolitan areas in the OECD: the rate of car theft from 2003 to 2006 was for example 9 per 1 000 inhabitants, the second-highest among European capitals. There is room for improvement with regards to air quality: though the City of Copenhagen has one of the lowest sulphur concentrations, many large cities in the OECD have lower concentrations of NO2 and particulate matter. In the case of particulate matter, large cities such as Paris, London and Frankfurt have managed to achieve lower concentrations. In 2005, the limit for daily average value for particulate matter (PM10) was exceeded 64 times in Copenhagen, 29 more days than EU’s permitted threshold.



…thanks to solid infrastructure endowment


Strengthened infrastructure policies can ensure that proximity and relative lack of congestion continue to be an asset for the region. The development of smart transport infrastructure is important for urban competitiveness, not only to capitalise on transit needs and encourage economic growth, as well as providing proximity and agglomeration effects, but also to mitigate the burden of transit on the environment. Transportation is one of the three main planks of the 2008 regional development plan of the Capital Region. To accommodate further growth of its metropolitan area, Copenhagen could build upon its strengths in internal and external accessibility.

A congestion charge could be considered


A congestion charge could help to limit traffic jams in the region,...
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