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Abstract: This article examines the methods of developing industrial sectors within the framework of
regional economic development. The study analyzes theoretical and practical approaches to strengthening
regional industrial potential, including industrial diversification, cluster development, investment attraction,
technological modernization, digital transformation, and innovation-driven growth. Special attention is given
to the role of institutional support, infrastructure development, human capital formation, and public—private
partnerships in enhancing industrial competitiveness. The research highlights that sustainable regional
economic growth depends on a comprehensive strategy that integrates structural transformation,
productivity improvement, and high value-added production. The findings contribute to the development of
effective industrial policies aimed at improving regional economic resilience and long-term competitiveness.
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The development of industrial sectors plays a decisive role in ensuring sustainable and
balanced regional economic growth. In modern economic systems, regions are increasingly
viewed as key drivers of national competitiveness, innovation, and productivity. Industrial
development not only contributes to higher gross regional product but also generates
employment, stimulates technological progress, enhances export capacity, and strengthens
the overall economic resilience of territories. Therefore, identitying effective methods for
developing industrial sectors within regional economies has become a priority issue in
economic research and policy design.

Regional economic development is closely linked to the structural composition and
performance of its industrial base. The transition from resource-based or low value-added
production to diversified, innovation-oriented industrial structures is essential for long-term
competitiveness. Methods of developing industrial sectors include attracting domestic and
foreign investment, promoting industrial clustering, fostering public—private partnerships,
modernizing infrastructure, supporting small and medium-sized enterprises, and
implementing digital and green technologies. These approaches aim to increase productivity,
encourage value chain integration, and improve the technological sophistication of regional
industries.

In addition, institutional support, effective industrial policy, human capital
development, and access to financial resources are critical components of successful
industrial sector development. A comprehensive and coordinated strategy that integrates
economic, social, and technological dimensions enables regions to strengthen their industrial
potential and achieve sustainable growth. This study focuses on analyzing the key methods
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of developing industrial sectors in regional economic development and assessing their role in
enhancing regional competitiveness and long-term economic stability.

The issue of developing industrial sectors within regional economic development has
been widely examined in economic theory and applied research. Classical and neoclassical
growth theories emphasize capital accumulation, labor, and technological progress as the
main determinants of economic growth, while later structuralist approaches highlight the
importance of sectoral transformation and industrialization in achieving sustainable
development.

One of the foundational contributions to industrial development theory is presented by
Joseph A. Schumpeter, who emphasized innovation and entrepreneurship as key drivers of
economic transformation. His theory of creative destruction explains how new industries
and technologies replace outdated structures, thereby stimulating regional and national
economic growth. This perspective underlines the importance of innovation-oriented
industrial policy in regional development.

New economic geography, particularly the work of Paul Krugman, stresses the role of
spatial concentration, agglomeration effects, and economies of scale in industrial growth.
According to this approach, the clustering of firms in specific regions increases productivity
through knowledge spillovers, shared infrastructure, and specialized labor markets. Building
on thisidea, Michael Porter’s cluster theory argues that competitive advantage at the regional
level is strengthened when interconnected firms, suppliers, and institutions operate within
industrial clusters. Cluster-based development has become one of the most widely applied
methods in regional industrial policy.

Modern industrial policy discussions, particularly those advanced by Dani Rodrik,
emphasize the need for smart, context-specific government intervention to support
structural transformation and diversification. Rodrik argues that effective industrial policy
should focus on identifying growth constraints, encouraging innovation, and promoting
sectors with high value-added potential.

International  organizations have also significantly contributed to the
conceptualization of industrial sector development. Reports by the World Bank, the
Organisation for Economic Co-operation and Development (OECD), and the United Nations
Industrial Development Organization (UNIDO) highlight the importance of productivity
growth, technological upgrading, digital transformation, and sustainable industrialization.
These studies stress that modern industrial development must integrate environmental
sustainability, digitalization, and inclusive growth to ensure long-term regional
competitiveness.

Recent empirical research further indicates that successful regional industrial
development depends on diversified economic structures, strong institutional frameworks,
human capital development, and access to finance. Public—private partnerships, innovation
ecosystems, and investment in infrastructure are identified as critical instruments for
enhancing industrial performance.

Overall, the literature demonstrates that industrial sector development in regional
economies requires a Kommuekc and integrated approach combining structural
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transformation, innovation policy, cluster development, institutional support, and
sustainable practices. These theoretical and empirical insights provide a solid foundation for
analyzing effective methods of industrial sector development in regional economic contexts.

The mechanism for implementing industrial policy primarily relies on the following

€conomic instruments:

- direct state investments;

- subsidy mechanisms in various forms;

- tax and other financial incentive programmes.

Based on the analysis of industrial policy practices in numerous foreign countries,
economists have classified five main types of this policy (Table 1.3).

Table1

Types, objectives, and implementation instruments of industrial policy (taking into
account the degree of state intervention in the economy)

No. | Type Objectives and Instruments
1 Passive and Negative | Supervision, restriction, penalising dominant positions,

supporting competition.

Passive and Positive | Formation of favourable economic instruments.

3 Active and Negative | Protecting all aspects and sectors of industry from risks and
hazards.

4 | Active and Positive | Coordinating national economic policy. The state acting as a
provider of capital.

5 | Active (direct | The state acting as entrepreneur and innovator.
influence on
production)

Among the interrelated measures aimed at developing industrial sectors, the following
aspects occupy a special place:

- enhancing the economic efficiency of production processes and forming a healthy
competitive environment that supports the innovative initiative of enterprises;

- ensuring the necessary organisational and institutional conditions for the creation of
new product types, the introduction of advanced technologies, and their mastering and wide
dissemination;

- systematically developing new industrial directions by strengthening intersectoral
proportionality within the economy.

In academic research, G.I. Idrisov has divided the main instruments used in industrial
policy into two groups according to their direction of influence. These are referred to as
horizontal and vertical industrial policy instruments. It is emphasised that through these
instruments it is possible to exert a targeted influence on the structure of the economy and
to stimulate priority industrial sectors.

Horizontal industrial policy instruments are aimed at creating general conditions for
all sectors of industry, and include the following: tax privileges and customs concessions,
state support for scientific research, allocation of subsidies for education, development of
entrepreneurial infrastructure, establishment of state agencies promoting export activity,
and measures to ensure national currency stability. Such instruments serve to increase
innovation activity, reduce transaction costs, and improve the competitive environment.
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Vertical industrial policy instruments, by contrast, are designed to selectively support
specific sectors or lines of production. This group includes: directing direct state investments
towards export-oriented sectors, protecting domestic producers, channelling public
procurement towards priority fields, export subsidies, and other targeted financial incentive
measures. In addition, the regulation of inefficient types of economic activity through
technical and financial instruments, as well as mechanisms aimed at normalising imports and
trade, form an important part of vertical policy.

In general, the harmonious application of horizontal and vertical instruments in the
implementation of industrial policy creates a scientific and practical basis for the formation
of new industrial sectors, the diversification of production, and the provision of regional
economic growth.
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