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ABSTRACT

INSTITUTIONAL ASPECTS OF REGIONAL/ LOCAL ECONOMIC
DEVELOPMENT

Ozelgi, Tanyel
PHD, Department of City and Regional Planning
Middle East Technical University of Ankara, Turkey
Supervisor: Prof. Dr. Ayda Eraydin

March 2002, 284 pages

The main aim of the thesis is to understand the influence of institutional factors on the
regional/ local economic development prospects. The basic statement is that capitalist
development is entering a phase in which regions becoming the primary unit of spatial
organization and production and the issues of regional regulation have a crucial role to

maintain economic development in the new global competition.

The scope of this study is

-to examine changing general theoretical ideas about regional development processes

-to review some of the important changes which have occurred in twentieth century
affecting the environment in which regional economies operate; the implications of
transformations in the global production and regulation mechanisms

-to develop a framework for analysing the institutional structure of a locality

-to discuss the institutional aspects of local economic development through the
experiences of world and Turkish cases

-to search for a new model

The study will focus on a set of theoretical tools involving interdependent dimensions of

iii



regional economic development such as regulationist theory, institutional economics,
evolutionary economics, economic geography. Along these theoretical perspectives, the
importance of an institutional atmosphere in the creation and maintenance of an
agglomeration will be emphasised through the case of Denizli, a new growth node in

Turkey.

The handling of the case Denizli will be an attempt to explain the institutional

arrangement of an agglomeration.

The methodology of the study is, theoretical literature survey, comparative analysis of
different related cases with reference to available literature, statistical data of different

institutions and publications, field surveys and in-depth interviews.

Key Words: Local economic development, new institutionalism, institutional economics,

evolutionary economics, industrial districts, socio-spatial, socio-economic geography.
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BOLGESEL/YEREL EKONOMIK GELISMENIN KURUMSAL YONLERi

Ozelgi, Tanyel
Doktora, Sehir ve Bolge Planlama Boliimii
Orta Dogu Teknik Universitesi Ankara, Tiirkiye
Tez Yoneticisi: Prof. Dr. Ayda Eraydin

Mart 2002, 284 sayfa

Tezin ana hedefi kurumsal faktérlerin bolgesel/yerel ekonomik gelisim {izerindeki etkisini

anlamaktir. Tezin temel 6nermesi; kapitalist geligimin, bolgelerin mekansal organizasyon

ve iretimde temel birimler oldugu bir agamaya girmekte oldugu ve yeni kiiresel rekabet

ortaminda bolgesel diizenleme konularmm ckonomik gelisimin devam ettirilmesinde

yasamsal rol oynadigidir.

Bu ¢aligmanin kapsami;

bolgesel gelisim stiregleri ile ilgili degisen genel teorileri incelemek,

yirminci yiizyilda meydana gelen, bélgesel ekonomileri etkileyen degisimleri ve
kiiresel iiretim ve diizenleme mekanizmalarindaki doniigiimleri incelemek,

yerel ekonomilerin kurumsal yapisimi incelemek igin gergeve gelistirmek,

yerel ekonomik geligmenin kurumsal yoniinii diinya ve Tiirkiye oOrnekleri
cercevesinde tartigmak

yeni bir model aragtirmaktir.

Caligma, diizenlemeci teori, kurumsal eckonomi, ekonomik cografya gibi bélgesel

ekonomik geligimin birbirine bagli boyutlarim iceren teorilerden faydalanmaktadir. Bu

teorik bakis agilarinin yanmda, yifimanm yaratilmasinda ve devamlihfinda kurumsal

atmosferin 6nemi, Tirkiye’de yeni bir bilyiime odafi olan Denizli o6megi ile



vurgulanmaktadir. Denizli OrneSinin ele alinmasi, bir yifilmann kurumsal

diizenlenmesinin incelenmesine bir deneme olacaktir.
Caligmanin metodolojisi, teorik literatiir aragtirmasi, mevcut literature referansh benzer

6rneklerin kargilagturmali analizi, farkli kurumlarin ve yaymlann istatistiki verileri, alan

aragtirmalar1 ve derinlemesine goriigmelerdir.

Anahtar Kelimeler: Yerel ekonomik gelisme, yeni kurumsallagma, kurumsal

ekonomi,evrimci ekonomi, sanayi bolgeleri, sosyo-mekansal, sosyo-ekonomik cografya
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CHAPTER 1

INTRODUCTION

L1 Aim and Scope

The main aim of the thesis is to understand the influence of institutional factors on the
economic development prospects of regions in an era of globalisation. The basic statement
is that capitalist development is entering a phase in which regions becoming the primary
unit of spatial organization and production and the issues of regional regulation have a

crucial role to maintain economic development in the new global competition.

World capitalism is moving into a phase of development marked by an intensified
regionalisation of production overlaid by a global division of labour. In this process, a
significant reallocation of economic coordination and steering functions is occurring away
from the sovereign state, up to the international and down to the regional levels, The
combined process of global integration and regional concentration of economic activity

raise important questions about appropriate forms of regulation in the new world order.

The late 1970s and early 1980s period witnessed a growing appreciation of the fact that
the nationally-oriented Fordist-Keynesian political economic compromise, variations of
which had become hegemonic in most ‘core’ Western countries after the Second World
War, was reaching exhaustion (Lipietz 1987). As part and parcel of this structural crisis,
many of the institutions of post-war capitalism-fordist mass production, were being
fiercely challenged (Hirsch 1983). The erosion of post-world war institutions has
accelerated and addressed a key question: what other economic institutions should replace
the configuration of post-war regulatory regimes and Keynesian strategies? (Lange and
Kulessa 1997).



The current era is marked by a profound degree of uncertainty in prevailing economic and
political relations. At the root of this uncertainty are three interrelated processes; the
emergence of a new information technology paradigm that is dramatically altering
economic calculus of production and distribution; the phenomenon of globalisation which
is increasing the linkages and interdependence between the economies of Europe, North
America and East Asia; and the gradual decline of Fordist methods of standardised mass
production and distribution with profound implications for the occupational structures and
patterns of employment throughout these economies. The resulting dislocation raises
fundamental questions about the future roles and relationships of different levels of

governance —at the global, national and regional levels of the economy and society.

These developments are focusing attention on the changing role of the regions. A number
of factors contribute to the increasing salience of regions in the emerging global economy.
Complex systems of technology production processes and industrial organisation, and
their supporting infrastructures of social and political institutions exhibit distinctive spatial
characteristics. Production relations tend to aggregate over time among networks of firms
following the pattern of input-output relations, or traded interdependencies, that form the

basis of information exchange in the local economy.

The scope of this thesis is;

-to review some of the important changes which have occurred in twentieth century
affecting the environment in which regional economies operate; the implications of
transformations in the global production and regulation mechanisms and geographical
reorganization of capitalism,

-to examine changing general theoretical ideas about regional economic development
processes and the recent debate about institutional approach to economic geography,

-to examine the role of institutional structures in the development of dynamic local
production systems through some of the success stories of industrial and regional
development in 1980s and 1990s,

-to develop a framework for analysing the institutional arrangement of an agglomération,
-to search for a new model of regional economic development through the emphasis of an
institutional atmosphere in the creation and maintenance of an agglomeration through an

empirical study from Turkey, Denizli,



-to speculate on region-specific policy axioms on local economic development
L2 Theoretical Framework

Since the mid-1990s, we have seen the flourishing of a new economic geography with
‘strong institutionalist’ accounts (Peck 2000). Deriving much of their conceptual
inspiration from the institutionalist paradigm, and their empirical evidence from many of
the industrial districts that had originally featured in debates on post-Fordism, these

perspectives share two common premises (Lange and Kulessa 1997).

The first offers, the local and the global are intricately intertwined in a process of
institutionalisation where “local - initiatives structure responses to processes of
globalisation and themselves become part of the process....of globalisation” (Amin and
Thrift 1994, p.257). Moreover, globalisation does not represent the end of territorial
distinctions and distinctiveness, but an added set of influences on local economic

identities and development capabilities.

The second contends that production is territorially embedded in social and cultural
relations and dependent upon processes of cognition (different forms of rationality);
culture (different forms of shared understanding or collective consciousness); social
structure (networks of interpersonal relationships) and politics (the way in which
economic institutions are shaped by the state class forces). Local economic development
reflect how locally relevant actors can shape the course of economic evolution by
mobilising ‘flexible institutional strategies’ through an appropriate blend of organisational
support structures and embedded ‘social capital’ (Putnam 1993). The latter refers to
institutional infrastructures such as knowledge-creating networks of trust and reciprocal
ties, which complement investments in human and physical infrastructures and which

sometimes draw on traditional, familial, and community-based resources.

The lineage of these concerns can be traced as far back as the late 1970s and some key
research in various research programmes which took the role of economic and political
institutions seriously in their explanation such as; evolutionary economics (Nelson and
Winter 1982) on technological innovation, neo-Schumpeterian theory (Freeman et.al

1982) on economic long waves, industrial sociology (Sabel 1982) on labour process,



economic geography (Bluestone and Harrison 1982) on regional decline, French
regulation theory (Aglietta 1979) on economic crisis, European state theory (Hirsch 1983)
on political legitimacy and early work on industrial districts on local economic

development.

Institutionalist outlook, which is behind all these research programmes, seeks to redefine
what is considered to be ‘the economic’ through the progression of an emerging socio-
economics (Amin and Thrift, 1995). Viewed from this lens, markets are socially
constructed; economies are diachronic, evolutionary, and volatile; and economic
behaviour is itself self-embedded in and shaped through a whole range of institutional
habits, seemingly nonrational cultural mores, knowledge-creating networks, and place-
based ties of proximity (Lange and Kulessa 1997). All of which implies a recourse to
contingency and contextuality in theory formation and a key role for geography in the
configuration of any institutionalist mode of inquiry, not least through the growing
appreciation of ‘evidence-based research’ (Amin and Thrift 2000; Barnes 1999; Martin
2000).

Following these recent debates in the literature, the thesis focuses on a set of theoretical
tools involving interdependent dimensions of regional economic development.
Regulationist theory provides us with a view of economic history as a chain of
distinctive periods, together with a concept of the multi-layered and politicai character of
capitalist accumulation. These periods are defined by specific economic practices
consisting of dominant sets of production relations (embodied in ensembles of leading
industries), complemented by different political and quasi-political arrangements which
coordinate the economy. Perhaps with much of the pioneering regulationist work
assuming a national ontological focus (Boyer 1990), the theory might easily give the
impression of being impoverished as a framework for urban and regional inquiry.
However over the last few years, a number of reforms have been made in order to take
account of urban and regional restructuring, the role of subnational regulation, the shifting
nature and spatial structures of the state, and related questions of scale. Regulation
approach have been most instructive in establishing a continuously evolving framework

with which to enrich an institutionalist perspective (Lange and Kulessa 1997);
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The regulation approach is most distinctive for its ensemble of intermediate concepts, the
institutional form, emerges from “individual and or collective agency acting within and
upon the historically produced social configuration” (Mouleart and Swyngedouw 1992,
p-40), and allows analytical links to be made between the general logic of accumulation

and more concrete expressions like firms(Lange and Kulessa 1997).

Evolutionary approach conceives of the development of technologies, markets, and
institutions as pathways whose historical trajectory is governed by the complex interplay
between prevailing rules of social order, and the probing and experimental character of

much economic behaviour in the context of prior states of the system.

There is a potentially fruitful complementarity concerning two different levels of
description. The aggregate functional and institutional regularities which are the starting
point of most regulation models could possibly be shown to be emergent properties of
underlying, explicitly microfounded, evolutionary models, appropriately enriched in their

institutional specifications (Coriat and Dosi 1998).

One of the main concerns of this thesis is to broaden our vision about the emerging new
economic geography exploring the prospects of interaction and integration of various
strands of institutionalist theories and evolutionary theory, with particular emphasis on
the regulation approach (Coriat and Dosi 1998). Through the exploration of the
prospects of interaction and integration of various strands of institutionalist theories, the
thesis emphasises the different levels of observation and different primary phenomena to

be explained based on evolutionary and regulationist approaches.

Coriat and Dosi (1998) put the points that both evolutionary and regulation approaches
have in common: They do share some methodological commitment to the understanding
of dynamic patterns; they both also depart from the canonic view of the economy as a
‘naturally’ self-regulating system; moreover, their microfoundations (explicit in most
‘evolutionary’ contributions, implicit in most of the ‘regulationist’ ones) imply much less
than perfect rationality and foresight; and finally they share a deep commitment to the idea

that ‘institutions matter’.



Both evolutionary and regulation approaches share the idea that a good deal of individual
and collective behaviours are ‘boundedly rational’, context-dependent and relatively
inertial over time, shape as they are by equally inertial institutions in which they are
embedded (Coriat and Dosi 1998). In a word, both approaches share the view that a good
deal of the reproduction of the socio-economic fabric rests on the development and
implementation of organisational routines. However, most organisational routines entail a
double nature: on the one hand, they store and reproduce problem-solving competences,
while, at the same time, they are also mechanisms of governance of potentially conflictual

relations.

As Coriat and Dosi(1998) discuss, we are very far from a consistency across levels of
descriptions in economics. However, it is necesary to suggest a theory-informed dialogue
between bottom-up (microfounded, and so on) evolutionary approaches and more top-
down (aggregate albeit institutionally richer) regulation ones. This will help to rigorously
define the bridges between micro behaviours and entities at different levels of
aggregation, also will highlight potential conflicts of interpretation which are currently

often confused by level-of-description issues.

Of course the thesis does not claim that straightforward links between levels of description
can be made without resorting to a lot of further ‘phenomenological’, history-based,
specifications. However it is handy, first, the consistency in principle between the levels
of description; second, the fact that a good deal of higher-level properties can be
understood as emerging properties from lower-level dynamics; and third, that without a lot
of additional ‘phenomenological’ information. generic emergent properties are not enough

to determine why something is something but not another thing (Coriat and Dosi 1998).

1.3 Outline

Along these theoretical perspectives, the circumstances in which regional economies
operate in terms of both real world and theoretical developments in the twentieth century
is analysed in the following chapter. The first part examines accumulation and regulation
systems which affect regional economies from the point of view of regulation theory.
Subsequent to an overview on the accumulation systems of twentieth century, the

characteristics and changing structure of national state, the development of international



regulation system and the ongoing structuring of global regulation system is examined.
Within this framework the regional regulation is taken up under two headings,
“Traditional Regional Regulation” and “Newly Emerging Regional Regulation: New

Regionalism” to emphasise the changing conditions of regional regulation.

The second part examines the development of economic thoughts and regional theories
and models as ideas concerning regional growth processes are largely derived from
- general economic doctrine. The construction of this part is again based on a distinction
emphasising the traditional regional economic development theories, which are derived
from the general economic theories such as neoclassical, Keynesian and neo-liberal
theories, and the various schools and models emerged in the post-Fordist debate. The
attempts in the latter debate are far from a complete theory but rather an effort to
understand and define the conditions of the last decades which regional economies are

faced.

Third chapter aims to assess the contribution of neo-institutional theories to economic
regulation of regions and discusses how the institutional approach can contribute to the
new theorization of regional/local economic development and why do we need to look
through the perspective of institutional approach. In the first part, the context of
institutional paradigm, the concepts of institution, organisation and institutional change
are examined. In the second part, the contribution of institutional paradigm to the theory
of economic geography is examined through the notions appeared in the post-fordist

debate of regional development models.

Fourth chapter examines the “industrial district model”, which is the empirical evidence of
post-fordist debates. The first part of this chapter discusses the stylised facts of the model.
In the second part, the successful industrial clusters emerged in the world economic
geography after 1980s is examined comparatively. In the third part institutional factors
that leads to success in industrial districts are emphasised. In the fourth part, the effects of

institutional factors in industrial districts are evaluated.

Fifth chapter, discusses the methodological, analytical and policy implications of

institutional approach for economic geography. Evaluation of these issues also leads to the



determination of general principles for analysing the institutional environment of a

regional economy.

In the fourth chapter, the answer to “why only some territories have become more
successful agglomerations” will be searched by examining the dynamics‘ behind this
development -the complex set of institutional conditions which are not ubiquitously
available- through the case of Denizli, which is the most celebrated example of the new
growth nodes in Turkey after 1980s. The first three parts of the fourth chapter represent a
descriptive analysis. In the first part. Denizli is compared with metropolitan regions and
new growth nodes in Turkey. The second part analyse, local economic development
history of Denizli through the industrialisation stages and institutional set-up at the
national level and their implications at the spatial level. The third part is an analysis based
on mostly statistical data, which aims to understand Denizli’s existing economic structure,
putting the specialisation, agglomeration and character of production. The fourth part of
the fourth chapter inquires the institutional atmosphere of Denizli with non-measurable
statements. This part attempts to explain the relationships between localised institutional
structures and localised economic and social chauge which are stated to be both reciprocal
and vary due to different phases of development. It is the institutional approaéh, which
will bring the specificity of Denizli by emphasising the different institutional spheres
interconnected and the cumulative interactive effect in shaping the local economy. The
last part of this chapter evaluates empirical modelling of Denizli case through theorctical

implications of institutional approach and the observed facts .

The last chapter as a conclusion, provides an evaluation to what extent this thesis has
fulfilled its objectives and discusses forming a framework of an analysis of a local
economy from the perspective of institutional approach; extending our knoWledge about
the institutional aspects of local economic development; and speculating about the shaping
or informing policy prospects addressing the regions which continue to cope and prosper,

given the constraints within which they must wo:k in a globalising world.



CHAPTER I

REGIONAL/LOCAL ECONOMIC DEVELOPMENT IN THE TWENTIETH
CENTURY

This chapter aims to analyse the circumstances in which regional economies operate in

terms of both real world and theoretical developments in the twentieth century.

The first part takes up different accumulation and regulation systems which affect the
functioning of regional economies according to the regulation theory. Subsequent to the
identification of accumulation systems appeared in the twentieth century, the
characteristics and changing structure of national state, the development of international
regulation system and the ongoing structures of global regulation system will be
examined. The regional regulation is taken up under two headings as. “Traditional
Regional Regulation” and “Newly Emerging Regional Regulation: New Regionalism”.
Also, in this part European Union Regional Policies will be discussed as an example of

supranational initiation on new regional regulation.

The second part examines the economic thoughts which affect the development of
regional theories and models. Ideas concerning regional growth processes are largely
derived from more general economic doctrine. The construction of this part is again based
on a distinction emphasising the traditional regional economic development theories
which are derived from the general economic theories such as neoclassical, Keynesian and
neo-liberal theories, and the various schools and models appeared in the post-Fordist
debate. The attempts in the latter debate are far from a complete theory but rather an effort
to understand and define the conditions of the last decades which regional economies are

faced.



I1.1 Phases Of Accumulation And Regulation Systems

The neo-classical economic orthodoxies which had provided explanations of change in the
market economies of the world for most of the twentieth century, failed to explain the
major shift which occurred in the mid 1970s. What needed were better explanations and
among the post-Keynesian models, Regulation Approach (RA) have attracted greatest

attention.

Since its origins in 1970s Paris, the RA has been widely popularised so that it now forms
one of the leading paradigms in institutional economics and evolutionary political
economy (Boyer 1990, Jessop 1997a, 1997b). In their investigation of the
institutionalisation of socio-economic and political life, regulationists emphasise the
contingent coupling between a particular regime of accumulation, which represents a
macro economically coherent and reproducible relationship between production,
distribution, and consumption, and its associated mode of regulation (Peck and Tickell
1995). Mode of regulation (MoR) is often defined quite simply as the extra-economic

institutions and social norms that help codify the accumulation regime.

Multi-dimensional reading of the MoR is analysable on five interconnecting levels: These
are 1) the wage relation which abstracts relations between the labour process, labour force
reproduction, labour market governance, and lifestyles; 2) forms of competition, or
relations between autonomous and fragmented centres of accumulation and how this
manifests as corporate ties and links to banking capital; 3) monetary and financial
regulation vis-a-vis the dominant banking and credit system and the relative allocations to
sectors: 4) the state and governance including the state’s internal structures, its system of
representation, patterns of intervention (for example public versus private), and the
institutionalisation of its social bases of popular support; and 5) the international regime or
the way in which trade, investment, monetary settlements and political arrangements help

to integrate national and regional economies, nation-state and the world system.

The way of stylised arguments, as in the transition from extensive to intensive Fordism,
the RA has usefully characterised different national variants of accumulation-regulation
and their associated institutionalised compromises (Aglietta 1979; Lipietz 1987; Peck and
Tickell 1994). “Accumulation and regulation will ‘couple’ together in different ways in

10



different places, with differing degrees of functionality and with differing politico-
economic consequences. These different interactions ...may have the important effect of
‘causing national and regional economies to develop along divergent paths’” (Peck 1994,
p-169).

To theorize the transitions one needs to clarify, the links between regional development
trajectories and national mode of social regulations and the interaction between nation-
states and the globally dominant regime of accumulation. Also the international sphere,
have to be reintegrated. The approach to existing institutional structures will, identify the
constraints which are inherited from the decaying regime and will identify the new

collective subjects.
II.1.1 Accumulation Systems

Various writers have recognized that world development in the twentieth century can be
divided into four phases as shown in the Table 2 (Tickell and Peck, 1992; Storper and
Scott, 1992; Capello, 1996; Chisholm 1990). A regime of accumulation is @ relatively
stable and reproducible relationship between production and consumption defined at the
level of international economy as a whole. Three regimes of accumulation can be
identified in the twentieth century: the extensive regime, intensive (or Fordist) regime and
flexible regime. Together with the intervening periods of structural crises, these are

illustrated in Table 2.

An extensive accumulation system was dominant globally from the late nineteenth century
until the onset of the First World War. During this time, growth was achieved
incrementally, through the insertion of additional productive factors into the capitalist
circuit. Accumulation occurred as a result of the expansion of capitalist relations into new
industrial sectors, new areas within the core industries and new countries. It was a period
of rapidly growing demand and the major problem for individual units of capital was
meeting demand for their goods in expanding markets. The extensive accumulation
system was complemented by a mode of competitive regulation. At the level of the nation-
state the mode of social regulation was economically liberal and non-interventionist. At
the international level competitive regulation was characterized by British hegemony and

the gold standard.
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After the First World War, technical progress spread to consumer goods industries, which
altered the structure of the regime of accumulation. However, there was insufficient
consumer spending power to create an effective demand for increased production in
consumer goods. This created structural crises during the 1930s. The core of the problem
was that the competitive mode of social regulation was unable to form a social framework

where wages could increase in line with productivity growth.

The period between the two world wars was one of a long transition between the extensive
regime and a phase of intensive accumulation or Fordism. Technical changes often
involving deskilling, brought about significant increase in labour productivity in both
capital and consumer goods industries after the Second World War. This productivity
growth led to a massive rise in real wages which, in turn triggered the formation of mass

markets for consumer goods.

A monopolistic mode of social regulation complemented the intensive accumulation
system. Monopoly conditions in the productive sphere allowed firms to maintain prices
irrespective of demand. Nation-states became interventionist through social programs in
order to maintain the levels of total consumption. Wage levels were determined
collectively which increased the bargaining power of workers and contributed to real wage

rises which again stimulated the growth in consumer demand.

This coupling of intensive accumulation and monopolistic regulation under the Fordist
regime began to dysfunction from the late 1960s, although structural crises were not
manifest until the mid-1970s. In the late 1960s there was a slow-down in productivity
growth in the core Fordist countries as the leading industrial branches reached technical
limits in the context of rising real wages. At the same time investment and capital

intensification in consumer goods slowed down.

This unfolding structural crises triggered further internationalisation of production brought
about increased charges on welfare states (as a result of increased unemployment) and led
to a reduction in aggregate demand, which in tum caused problems of over-capacity and
difficulty in debt-repayment for companies. The internationalisation of production and the
growth of the export sector meant that wages were increasingly seen as a drag on

economic competitiveness rather than a contributor to consumption. Consequently, real
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wages began to slow down and then decline, compounding the problems of stagnating
consumer demand. Keynesian demand management faltered, becoming discredited as a

macroeconomic philosophy.

It is suggested that the crises of Fordism was exacerbated by ‘exogenous’ shocks to the
system. First, Japan began to present a considerable threat to the established Fordist
economies of Europe and North America. Secondly, in 1973 there was sudden and
massive rise in the oil rent charged by the petroleum producing nations, which had acute
inflationary consequences. Finally, international indebtness began to grow. Initially this
supported export-based industries in the developed world and enabled the international

financial system to cope with the new oil revenues.

In spite of the dominating position of Fordist mass production over much of the 20th
century, more flexible patterns of industrial organization were always present, and even
preceded the historical emergence of Fordism. However the specific forms of flexible
production that are now shifting into an increasingly central position in the advanced
capitalist economies have their origins in the period following World War II, and have

grown to major economic prominence only since about the end of the 1960s.

Flexible production systems refer to forms of production characterized by a well
developed ability both to shift promptly from one process or product configuration to
another, and to adjust quantities of output rapidly up or down over the short run without
any strongly deleterious effects on levels of efficiency. Both of these type of flexibilities
are achieved through a variety of intersecting strategies. Within the firm flexibility may be
attained through general purpose, non-dedicated equipment and machinery and/or craft
labour processes. In the domain of inter-firm relations, flexibility is achieved by
extensions of the social division of labour facilitating rapid changing in combinations of
vertical and horizontal linkage between producers, thus leading to intensification of
external economies of scale in the production system as a whole. In addition, the labour
markets associated with flexible production systems tend to be typified by high rates of

turnover, and by the proliferation of part-time and temporary work as well as homework.

Individual units of production in flexible production systems are usually less specialized

and smaller in size than mass production units. They are technologically capable of
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achieving great flexibility of production within their own spheres of operation and at the
same time this flexibility is multiplied by the system effects of the social division of
labour, which permits the formation and re-formation of interdependent combinations of
producers. Product differentiation increases as a result, and markets become increasingly

competitive.

The rise of the nmew flexible technological-institutional model of production has
coincidentally been accompanied in the majority of the advanced capitalist countries by
the electoral success of governments committed in varying degrees to attempts to
dismantle the apparatus of Keynesian welfare-statism. Backed up by resurgent neo-
conservative ideologies, these governments are attempting to install new policies
putatively designed to reinforce economic competition, entrepreneurialism, privatisation,

and self-reliance.

11.1.2 Regulation Systems

A mode of regulation is a complex of institutions and norms which secure, at least for
certain period, the adjustment of individual agents and social groups to the overarching
principles of the accumulation regime. In an effort to comprehend this radically
indeterminate reconfiguration and rescaling of institutional performance, certain
regulationist scholars have explored the conditions that might lead to particular local or
regional modes of social regulation (Peck and Tickell 1992, 1995). Peck and Tickell
examine how various functions of the regulatory mode may be enacted at a variety of

superimposing and overlapping spatial scales.

Following this outlook, in the first section, the regional regulation in the twentieth century,
is analysed through different levels, and the relations between these different levels, such
as global-national, national-local, global-local.

Then in the second section, the regional level regulation will be taken up under two
headings as “Traditional Regional Regulation” and ‘“Newly Emerging Regional
Regulation”. This distinction will enable us to emphasise the crises of Fordism during the
1970s and 1980s and the transformation process whose effects still shaping emerging

regulation systems.
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11.1.2.1 International and National Regulation

The development of large-scale Fordist industry in the early decades of the 20th century
re: 1 arced the connection between capitalism and the sovereign state. The connection was
sealed by the peculiar national versions of Keynesian and welfare-statist policy that
emerged after World War II in response to certain systemic failures of the Fordist model

of industrial and social development (Scott, 1996).

The mutual advantages to be obtained from inter-national trade, and other forms of
economic exchange, led to concerted political efforts over the post-war years to establish
an orderly international system. The critical event of this new economic system was the
Bretton Woods Conference of 1944, where arrangements for a prospective international
currency system worked out. The conference also established two major  financial
institutions (IMF and World Bank) to carry out its mandates. In 1947, the General
Arrangement on Tariffs and Trade (GATT) was established to regulate trade between the

m: * i capitalist countries, with Japan joining later in 1955.

The growth of world’s national economies was facilitated by continual lowering of tariff
barriers and the removal of other institutional impediments to trade as well as by the
dramatic improvements in transportation and communication technologies. The advent of
large-scale container transport by land and sea, the proliferation of inexpensive
international air connections, and the emergence of worldwide electronic communications
systems of all sorts, reduced the costs of transacting between different countries and
increased the velocity of circulation of goods and information. As a result, national
economic systems have gradually, but inexorably, invaded one another’s territory and
have become intertwined together in extended divisions of labour. One consequence of the
evident erosion of the economic boundaries between sovereign states that has been going
or. * 5 that the power of individual states to control their internal economic destiny is

waning.

The efforts made over the post World War II era to establish supranational mechanisms of
economic coordination go someway towards dealing with the most critical of these
challenges, and many new initiatives are in progress. We seem now to be shifting into a

transitional political phase on the way to a more effective global regime. The emergence
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of multinational economic alliances like the European Union, NAFTA, ASEAN, and
others, in which groups of countries essentially give up elements of their economic
sovereignty in exchange for wider access to resources and markets under strong
contractual and institutional guarantees of cooperation. Also, GATT has been reorganized
as the World Trade Organization and given additional authority to pursue its free trade
agendas. One further symptom of this drift is the expansion in the number of international

organizations of all varieties that has occurred of late.
Characteristics of National State

In the post-war period, Keynesian Welfare National State was primary among the various
spatial scales of formal political organization (with local and regional states tending to
serve as transmission belts for national economic and social politics and with the key
institutions at supra-national level comprising various international and intergovernmental
institutions designed to promote cooperation among national states in securing the various
conditions for national economic and political regeneration after the Second World War).
Among the various spatial scales of economic organization, the national economy was
adjudged dominant for state action, was defined and measured in terms of national
aggregates, and was managed primarily with reference to targeted variation in these
aggregates. The primary focus of state economic strategies and economic regulation was a
relatively closed national economy, with local or regional economies being regarded as
territorial sub-units of the national economy and with the international economy largely

taking the form of financial and trade flows among different national economies.
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The primary object of welfare and social reproduction policies was the resident national
population and its various constituent households and individual citizens and the basic
units or ‘elements’ of the state’s social basis comprised individual political subjects
endowed, as citizens of the national state, with various legal, political, and social rights,
and organized as members of economic-corporate organizations (trade unions and

business associations) and as supporters of responsible political parties fit for government.

Although most national economies have been organized around major urban economies
and have been integrated into pluri-national productive systems, the various urban and
pluri-national economies associated with Fordism were primarily managed in and through
the national state. Thus as objects of political management, the complex field of economic
relations was handled as if it were divided into a series of relatively closed national
economies. Urban and regional policy was primarily redistributive in character, pursued in
a top-down manner and concerned to equalize economic and social conditions within such

national economies.

In short, the construction of the national economy and its associated national state should
be seen as a specific historical moment in the changing dynamic of ‘reproduction-
regulation’. This suggests in turn the recent transiormation of the national economy and its
associated national state should be related to the changing forms of accumulation and their
impact on the continued feasibility and plausibility of treating economic relations as

primarily national in form (Jessop, 1996).

There was the development of the national state marked by an optimistic and temperate
reformism in the 1960s. From the 1970s onwards, however three successive but partially
overlapping series of debates and reflections on this state form have occurred. The first
series involved assertions that the modern state was in crisis. Whether due to an excess of
demands placed upon it a scarcity of resources to meet them, a deficit in state capacities to
pursue objectives, a loss of political cohesion, declining faith in the legitimacy of
government, or simple overload, it was held that the national state was 10 longer
functioning as expected. Among the most common suggestions here were that state
functions should be shared with non-state bodies to reduce the overload on a state

apparatus which had become over-extended.
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The centrality of the sovereign state itself was called into question due to a legitimacy
crises as the state no longer seemed able to guarantee full employment and growth, to
achieve such official national economic objectives as full employment, stable prices,
economic growth, and a manageable balance of payments. These crises tendencies
aggravated by growing conflicts between local states and central government: and by the
crises of the international regimes organized under American hegemony which meant they
were less able to secure the conditions for effective economic and political performance

by national state.

Moreover, regional and local economies were increasingly recognized to have their own
specific problems which could be resolved neither through national macro-economic
policies nor through uniformly imposed meso or micro economic policies. This prompted
demands for specifically tailored and targeted urban and regional policies to be

implemented from below.

There was also a crises of forms of political representation which were based on
‘governing parties’, ‘business unionism’, and capitalist associations. ‘New social
movements’ developed to challenge the industrial logic of Atlantic Fordism and the statist
logic of Keynesian welfarism in favour of alternative forms of economic and political

organization and an anti-bureaucratic, autonomous, politicised civil society.

Table 3 Changes in State function at different levels of political centralization under
flexible accumulation

State functions with respect to economic life National Regional Local -
Wage labor relation
collective bargaining - + +
{co)organizer of social security system - + ?

Direct intervention in economic activity

promoting innovative capital + + +
rationalization of traditional capital + ? ?
physical social investments:

- + +
- complementary ] + "
- discretionary ) " "
indicative planning

Supranational bargaining with respect to:
international monetary or financial system -,+
economic co-operation (direct investments - + +
joint ventures etc.) :

Source: Mouleart et al., 1988.
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As table 4 indicates, Mouleart et al. (1988), predict an ongoing process of disintegration
between the nation-state and the economic sphere under flexible accumulation. The
nation-state is seen to withdraw progressively from intervention in the wage labour
relation, in planning and physical social investment and in the process of supranational
economic co-operation. In contrast, the regional and local state is endowed with a
considerably enhanced role in direct economic intervention, bargaining with local firms

and unions and promoting innovation.
I1.1.2.2 Regional Regulation

II.1.2.2.1 Traditional Regional Regulation

During the 1930s, an important distinction between the American and West European
approach to regional policy came to light: in the USA, priority was given to development
programmes for individual cities, areas and states, while in western Europe, the state
produced a national strategy of regional development with defined foci of activity based
on it. Thus the scale of regional policy in Western Europe was far greater. This is linked to
the lesser development of state-monopolistic capitalism in the USA, and to the federal

organisation of the state, with autonomous states.

Regional anti-disparity policies emerged in Western Europe in the post-war era as an
extension of Keynesian macro-economic management. Economically, the aim was to

improve what were seen as market imperfections in the allocation of resources.

Capital tended to flow to central places close to markets, a tendency exacerbated by
technological changes which liberated newer industries from their ties to raw materials
and waterways. This produced higher levels of unemployment and lower regional incomes
in depressed regions, together with overheating and inflationary pressures in the booming
areas.

Governments therefore adopted a series of diversionary policies. The main instruments
were: grants and incentives to private investors to locate in development regions;
restrictions on investment in booming locations; the diversion of public-sector investments
into development regions; public infrastructure investment in advance of need, to create

favourable conditions for growth.
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However, 1970s crisis showed that it was impossible to continue regional development
policies based on strong government intervention and external transfer of capital. One
reason was the experience of policy failures, expensive projects which did not link
effectively to their local and regional economies, produce spin-off jobs or stimulate a
regional multiplier effect. In many cases, regional policy was given inadequate
administrative means, consisting of grants and incentives without the necessary
coordination, monitoring and follow-up. Linkage to sectoral policies and to local land use
planning was not always ideal, despite the efforts of states to modernise their local
government structure to facilitate this. In some cases, the failure was political, either of
will or the result of corruption and patronage. After all, if regions did succeed in achieving
self-sustaining growth, they would no longer need regional aid and a powerful instrument

of clientelism and patronage would be lost (Keating 19).

Under the conditions at the end of the 1970s and start of the 1980s, the ideas about the
requirement of the state to maintain territorial justice, possibly only through a decrease in
economic efficiency, were criticised by both politicians and scientists. The practical

consequence was the a-fore-mentioned reduction in the scale of regional policy spending.

The opening of European and international lets has led to a shift of priorities on the part of
national governments. Instead of putting resources into backward regions, they feel
increasingly compelled to favour their most dynamic sectors and locations in order to
maximise national competitiveness. The increased international mobility of capifal makes
it more difficult for governments to steer investments, since a firm is able to choose a
variety of world sites and no longer feels constrained to go to a development region.
Hence governments have moved to sectoral rather than regional aid, guided by national
considerations. As the commitment to full employment has been abandoned, social
problems, including the management of unemployment, have been separated from
mainstream economic management. Social priorities themselves have also been redefined,
as has the spatial geography of need. Urban problems have emerged within regions which
are, overall, prosperous, so spatial problems have become more complex and policies

inconsistent.

The traditional regional regulation, which guided policy between the 1950s and 1980s,

was based on the state and its command of macro-economic policy and an array of
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interventionist instruments. The common assumption in both Keynesian legacy and the
neoliberal approach, despite their fundamental differences over the necessity for state
intervention and over the equilibrating powers of the market, has been that top-down
policies can be applied universally to all types of region (Dunford, 1998). Critics of this
approach complained that these policies were ineffective, or merely produced dependent
forms of development rather than self-sustaining growth, development alien to the needs
and cultural traditions of many regions, based on the assumption that the mass production

model of industrialisation was the future of everyone (Keating 1988 p.140).

In 1980s, the international context became more important marked by competitive growth
rather than consensual managemént (Smouths, 1998). This ongoing is dominated mostly
by the economic dimension and the changes in the nature of capitalist production.
However, by the end of the 1980s, crisis of neo-liberal ideas and a partial return to the
former ideals based on social values can be seen. During the 1980s it has become clearer
that the market cannot guarantee optimum acceptance of decisions from the social point of

view.
I1.1.2.2.2 Newly Emerging Regional Regulation: “New Regionalism”

The new initiatives since mid 1970s were different from the previously dominant regional
policy in the sense that they were the attempts to transform the ideas about what a
desirable economy is and how to achieve it rather than the form of spatial economic policy
(Eisenshitz and Gough, 1993). The suggestion that there is ‘new regionalism’ is now
commonly made widely accepted. Recent claims concerning the new regionalism —that is,
the ‘re-emergence’ of the region as a unit of economic analysis and the territorial space
most suited to the interaction of political, social and economic processes in an era of

globalisation (Tomaney and Ward, 2000).

The New Regionalism designates a body of thought which comprises ‘1) the historico-
empirical claim that “the region” is becoming the “crucible” of economic development;
and 2) the normative bias that “the region” should be prime focus of economic policy’
(Lovering 1999a,p.380). The logic of the New Regionalism as a process is ihextricably
tied in with the supposed transition from Fordism to post-Fordism (Webb D. and Collis

C., 2000).
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Sengenberger (1993) notes, the renaissance of the region has been due in large part to the
perceived necessity for regional action in an environment characterised by i) the loss of
macro-economic policy influence on the part of national governments in the global
system; ii) the fact that regions have been the site for resolving large-scale restructuring
problems since 1970s; and iii) the épparent success of some high profile dynamic regions
in generating growth via regional productivity coalitions, based on local clusters of firms

with strong inter-firm linkages and /or relations on trust.

It is claimed that the state has been transformed and in the process was losing its former
abiiity to manage spatial change and development (Keating 1988, p:139). Its power and
authority has been eroded from three directions: from above by internationalisation; from
below by regional and local assertion; and laterally by the advance of the market and civil
society, eroding its capacities in economic management, in social solidarity, in culture and
identity formation, as well as its institutional configuration (Keating 1988, p.140).
Specifically, a gap has emerged between the system of representation through state
institutions, and decision-making that has retreated into technical and social networks. It is
suggested that this leads to a divorce between ‘politics’ and public policy, which by
implication can be filled by regional democracy (Tomaney J. and Ward N., 2000). The
new regionalism is an attempt to modernise and forward-look, in contrast to an older
provincialism, which represented resistance to change and defence of tradition. Yet both
old and new regionalism continue to coexist in uneasy partnership, seeking a new

synthesis of the universal and the particular (Keating 1988pp.72-73).

Now, the context was provided not just by the state as in the past, but also by the changing
international market and the emerging continental regime. Regions are pitted in
competition for niches in world markets, for investment and for technological advantage.
This has profound implications for policy, as well as for politics, as competition over
distributive issues within regions is replaced by competition between regions (Keating

1988, p.140).
There is a search for new mechanisms for managing the impact of economic change on

territories, focused more on the contribution of regions themselves and less on the

directing and planning policies of the state (Keating 1988). Policies now put less emphasis
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on investment incentives provided by the central state and more emphasis on the
endogenous growth, or the attraction of investment by the qualities linked to the region,
like the environment, the quality of life or the labour force. Policy has also shifted from
infrastructure provision to human capital and business development, tasks requiring a
more refined capacity for intervention on the ground. Attraction of inward investment is
still emphasised, but even here the stress has moved from grants and subsidies to
promoting the competitive advantages of the region as a location to do business (Trigilia
1996). There is much encouragement of networks among producers, and of private-public
partnerships to mobilise local energies and resources. Labour market policy and training
are given prominence. These type of supply-side policies do not need to be managed
centrally and, indeed, require a high degree of local knowledge and connections and a
capacity for horizontal integration. So policy has been decentralised to regional and local

institutions, themselves increasingly in competition with each other (Keating 1988p.141).

Regionalism is still closely connected with planning, especially for large infrastructure
projects which, in the absence of regional decision-making, could be under-provided
(because of an unwillingness to share external benefits) or over-provided (because of
competition to attract complementary investment). Ports, airports; major highways,
railways, universities and research centres and major industrial sites would be examples.
Regions are also seen as an appropriate level for determining priorities and programming
in capital investments which have repercussions for wide areas. So a regional level of
planning has often been introduced within sectorally-defined functions, such as education

or health, even where the primary policy responsibility lies at another level (ibid, p.81).

Some scholars address the fuzziness of ‘new regionalism’ (Smouths M.C., 1998). The
historico-empirical claim that the new wave of regionalism represents a bottom-up
movement informed by demands for greater democracy and framed by ‘hollowing out’ of
the state has been challenged by theorisations which point to the new regionalism as a top-
down centrally orchestrated movement informed by the economic need to secure an
institutional basis for the continued reproduction of the process of capital accumulation. It
is claimed that hollowing out of the state has been exaggerated while the forces for
centralisation of control at higher levels of governance remain strong and overwhelming
(Keating 1988). Also, the normative bias of the new regionalism has also been challenged

(success stories). Even where phenomena such as the ‘new industrial spaces’ can be
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identified, it is far from clear whether they signal the emergence of a ‘new paradigm’
(Tomaney J. and Ward N., 2000). The barriers to emulation of these systems are high, not
because they probably owe a large part of their dynamism to institutional and cultural
structures that have been built over a long period. Moreover, even among- the new
industrial spaces there are many differences, often reflecting their particular national
setting making it difficult to derive a general account of their characteristics. To date there
have been few efforts to undertake a general analysis of the dynamics of regional growth
taking into account economic, social and political factors. Even now it is not clear whether
they represent a contingent response to turbulent economic conditions or a new model of
economic development for the twenty-first. In short, while there have been significant

economic changes it is very difficult to generalise about their impacts on regions.

Moreover there are territories which do not have the capacity to impose their logic and
will be forced into dependence on state or on the international market. Regionalism is a
complex phenomenon which cannot be reduced to the notion of a ‘level’ in the new

territorial hierarchy (Keating 1998,p.28).
I1.2 Economic Thoughts And Regional Theories

“Traditional Regional Economic Theories”, which had been effective until to the end of
1970s are derived from the general economic doctrines which had been effective in those
periods. The economic doctrines which had been mostly effective in the development of
traditional regional economic theories is taken here, generally as Neo-classical Theory,
Keynesian and Neo-Marxist Radical Theories and Neo-Liberal Theories. In the post-
Fordist debate, there is not a whole theory of economy and so a regionél economic
development theory. Thus, there are debates on models derived from various schools
which are mostly based on evolving notions to understand the developments in the post-
Fordist era. This section will examine the traditional regional economic devélopment
theories and the schools and models on regional economic development in the post-Fordist
debate. Here the approaches of various schools are generalised for their emphasis and
partly for their time sequence of entering into the debates, as Endogenous DeVelopment

Approach, Evolutionary Approach and Communitarian Approach.
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I1.2.1 Traditional Regional Economic Development Theories

The main economic theories which had affected the formation of traditional regional
economic development theories will be examined in this section. Neoclassical economic
theory was dominant in the early phases of twentieth century. After the 1930s crises and
especially in 1950s and 1960s Keynesian revolution had been prominent in regional
growth theories. Keynesian theories was challenged by both neo-Marxist radical and
monetarist supply-side approaches in 1970s and 1980s. Neo-Liberal theory had been
significant from the 1970s to 1980s but has less significance as it could not be

incorporated into the theory of regional economic development.

Neo-classical theory was essentially micro-economic -concerned with individuals and
firms, and their behaviour. It was clearly recognized that behaviour (as buyers, sellers,
producers and consumers) is conditioned by the actions of all the other micro-economic

actors as they respond to market signals

Neo-classical economists concentrate on self-balance models of resource allocation. They
assume that capital and labour will migrate to areas where they can get the highest
possible wage or profit. Profit maximization is the main concern for individuals or firms
so they will act according to this economic rationale. In this framework, there is no need
for intervention because in a perfectly competitive regional economy, a balanced
distribution and growth will be reached in the long-run. The analysis is based on decision-
making at the micro-level of individual enterprise but put in a regional context to show the
locational preferences with respect to transportation and labour costs. In this sense, the
theory expects the capital to flow to low-wage areas and capital-labour ratios are expected

to be highest in high-wage areas due to the substitution principle.

The strongest conclusion is the proposition that the market mechanisms provide the most
efficient allocation of resources and that any intervention which ‘distorts’ the system away
from the market optimality is undesirable. If this conclusion is accepted, then governments
ought not to intervene at all, except in so far that taxation and expenditure are necessary in
order to provide collective goods and services. Allocation of resources should be left to

market mechanisms.
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There was a strong attack on the neo-classical doctrines pertaining to an imagined world
of perfect competition. Attention had been drawn to the spatial implications of
monopolistic and imperfect competition and to the fact that the costs of the overcoming
space provide an important reason why no real economy can function as postulatéd by the
perfect competition model. To view the space economy in general terms is to think of the
interdependence of locations and activities, the link between location and price and the

role of transport costs.

In order to isolate the impact of transportation and labour costs on spatial agglomeration,
many restrictive and artificial assumptions have to be made. For example Wéber (1909)
has assumed that the cost of labour is fixed and unlimited and transportation costs are
proportional to distance. He has contributed to following regional theories by déaling with
‘agglomeration factors’. Losch (1944), on the other hand, has described an economic
region as a homogeneous plain with uniform distribution of raw materials, uniform
transport surface, uniform distribution of population, uniform tastes and preferences,
uniform technical knowledge and uniform production opportunities. Isard (1960) has also
used some assumptions, such as a fixed price for a single homogeneous product and no
scale economies. In his early work he has emphasized the role of market mechanism in
arranging the activities in optimal profit maximizing places in a hierarchical economic
landscape. In his later work he has tried to include social, political and administrative

aspects together with economic considerations.

The achievement was to have systematised the conditions required for an efficient
ordering of the economic landscape, based on the principle of minimising total movement
costs. These ideas have been influential in the planning of individual settlements and in

some cases whole settlement systems.

Keynesian ideas of economic management dominated the 1950s and 1960s, had a
profound and pervasive effect on regional economic thought. During this period, neo-

classical ideas were often used as a basis for comparison with Keynesian concepts.
Keynesianism is an outcome of mature capitalism and it became popular together with the

crises of 1930 when the interventionalist role of state was seen to be crucial in achieving

stability and continuous growth of capitalist systems. During this period legitimate state
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intervention was seen necessary for the ‘promotion of economic growth, the maintenance
of full employment and the redistribution of income’ (Friedman, 1983). Keynes has
claiﬁned that as capital is accumulated, new capital investment opportunities are exhausted
and as a result capital accumulation and progress slows down. He believes that aggregate
demand created by consumption and investment are necessary for continuous
development and growth. Keynesian view of regional development became prominent in
the post-war period, drawing upon Keynesian thinking and the work of the other scholars,

and emphasizing the disequilibrium nature of regional growth processes.

Marx was the first person who analysed capitalism itself in creating imbalances. In the
1950s the process of uneven development and also theories based on imperialism, i.e.
dependency theories started to be discussed. Agglomeration of economic activity in
certain areas at the expense of others is accepted by all of them but the reasons are
explained from different points of view. Instead of spaceless supply and demand
constraints and capital and labour flows, historical development of physical and material
conditions and the dynamic social and spatial structures started to be considered in

analysis.

The idea of ‘cumulative causation’ was provided by Perroux in the early 1950s, followed
later that decade by Mrydal (1957) and Hirschman (1958). Perroux was much influenced
by Schumpeter’s emphasis on innovation as the basis for development and the associated
idea of ‘propulsive industry’. Myrdal calls the negative effects of growth centers
*backwash effects’ and the positive ones ‘spread effects’. Hirschman, emphasized the
trickling down effect of growth poles in the long-run. North, elaborated a growth process
propelled by exports.

The disequilibrium, cumulative causation model of regional growth postulates that
favoured regions will inexorably and inevitably forge ahead, while other regions decline
in relative and perhaps even in absolute terms. This positive theory suggests-that if a
government employs measures to concentrate new investment in a limited number of
centres it will be possible to create the multiplier and scale effects which will ensure

continued self-sustaining growth (Rodwin, 1963).
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Relations of core-periphery have been analysed by many authors. For example Rodwin
has proposed a strategy of ‘concentrated decentralization’ for economically backward
regions. According to Friedmann development originates in a small number of centres due
to its interactions in the communication plane. He has emphasized the hierarchical
relationships, ranging from the province to the world. He has also stressed the tensions
between core and periphery in diminishing the authority-dependency relations. In other
words, he gives importance to institutional and organizational framework of society and

includes cultural and political processes in the process of economic development.

Imbalance theory as a whole has been successful in analysing the ‘traps’ in the
development process and the impotence of internal and external economies. It has also
emphasized the uneven development in the free working of the capitalist market. In most
development theories, state is given an important role in correcting the imbalances created
by the market and this was easier in 1950s and 1960s because the competitive position of

regions were much more similar and growth potentials were larger.

Nevertheless, the idea of unequal exchange clearly has certain attractions, in that the
source of underdevelopment is located externally to the country in questioh,'within the
operation of global capitalist system. In this sense the blame for the poverty of the poor
lies largely with the rich. Furthermore the doctrine has a clear and ready extension from
the international setting to the relationships of regions within nations. Peripheral regions
and smaller cities, it is held, suffer a net loss of resources, while the centre (usually the

capital) is regarded as being a net beneficiary.

Since the early 1970s, the ascendancy of Keynesianism has been challenged in two fronts.
One has been mounted by economists persuaded of the virtues of monetarism and the
importance of the supply-side of the economy. Keynesian consensus emphasized the role
of demand management to the virtual exclusion of supply-side issues. In the regional
context, regional economies were viewed as dominated by the exogenous demand for their
products or by the exogenous injection of demand through government intervention. So
far as supply-side issues were considered, they were treated in neo-classical terms -
population as an exogenous factor and the mobility of (homogeneous) capital and labour
in response to differing rewards but tending to equality in equilibrium. Supply-side issues

of a more disaggregated nature were largely ignored, as also the question of technological
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change and the role of the entrepreneur in fostering economic growth (Chisholm,1990).
Although there has been remarkable growth in supply-side practice at the regional level,
nobody has yet fully formulated ideas of regional growth in supply-side terms.

The other challenge has been mounted by radical-minded scholars persuaded of the merits
of the writings of Marx and others in that tradition. In neo-Marxist radical approaches
which were significant in 1970s and 1980s, Marxian concepts are used by many authors in
regional analysis from different perspectives. According to Massey (1978) the first
category is the group of theorists who use the general laws of historical materialism and
study the spatial effects. In this group Holland (1976) has analysed the inevitable tendency
of capital to concentrate in certain locations. Lipietz (1977) has studied the law of value
which is shaped over space. Lipietz analysed the laws of motion of capital over space to
explain uneven development. He has studied the unequal exchange between different
modes of production to show regional disparities. Regions dominated by peésant and
artisanal ‘petty commodity production’ are in a disadvantageous position compared to
regions dominated by ‘capitalist commodity production’ and developed technical and
organizational structure. Castells (1977) has considered urban space as the place of
consumption and the region as the place of production. He claims that the dominant mode
of production, which is the monopoly capitalism, structures social life as well as space by
segmenting space in various ways. The result is the concentration of large multi-regional
and multi-national enterprises in favourable locations. This brings about regional
inequalities with respect to production. Castells’ formulation is criticized due to the
neglect of mutual dependence between production and consumption and over-estimation

of the urban instead of the spatial representation of the social relations of production.

The second group of theories explain unequal regional development through dependency,
unequal exchange and imperialism theories (Massey,1978). The theorists share the idea
that development and underdevelopment are interrelated. Inequalities are considered to be
necessary for continued capital accumulation and the reproduction of the capitalist mode
of production. Inequality is analysed in the international or national levels in terms of

developed and underdeveloped nations or regions.

These theories have been criticized mainly with respect to the division of the world into

static core and periphery regions. In addition, the newly industrializing countries in the
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East in 1970s, the vulnerability of the developed economies in the face of oil crises and
the new industrial division of labour (Smith, 1986). Another criticism is due to the fact
that they have not developed a theory of development.

Various theorists adapted the dependency paradigm to geographical space to explain the
uneven geographical development in capitalist mode of production. According to Soja
(1978), capitalism needs to create, intensify and maintain regional inequalities to survive.
He also tries to formulate dialectical relationships between spatial and social rejections of
production. Smith (1986) tries to establish the uneven development under capitalism due

to different historical conditions.

In sum, in the neoclassical and Keynesian models, the regional growth or decline is
perceived to be related either to the availability of factors of production, such as land,
labour, capital and enterpreneurship and the relaxation of supply constraints by attracting
capital and labour or the role of external markets which create demand on the products of
a region and multiplier -accelerator effect of basic industries in a region. They
overestimate the characteristics of regions in causing growth or decline. These models
perceive factors of production in quantitative terms, excluding continuously changing
material and physical conditions due to new technologies and production processes. They
also disregard the dynamic social structure which leads to modifications in the material
and spatial structures and which at the same time is shaped by the modifications
themselves. Artificial assumptions are necessary to show how equilibrium conditions are
reached but they are unable to explain why imbalance occurs all over the world and
whether this problem can be settled at all. Neo-marxist critique goes a good deal further. It
is asserted that the technical relations of production and consumption can only be
understood by reference to the social relations, the sets of relationship constituting a mode

of production.

Monetarist supply-side approach of neo-liberal theories which were significant in the
1970s and 1980s, suggested that supply can create its own demand at the regional level. In
this respect technological leads and lags become crucial, as does the role of
entrepreneurial talent. The dynamics of regional growth and decline is explained as the
intersection of the interests and responses of entrepreneurs and firms on the one hand and

the interests and responses of workers and inhabitants on the other.
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A more recent line of analysis revolves around the new spatial and intemational division
of labour -mediated by the multi~éstablishment, multinational enterprise - in which the
various phases of the production process are differentially allocated across space in
relation to their varying technological and skill characteristics. In this view, advanced
technical and managerial tasks are typically allocated to core regions, and routinized, low-
skill, labour intensive activities are allocated to the periphery. Trade then occurs between
different regions but within the large firm (Storper and Scott, 1992).

In contradistinction to the traditional theory of trade, comparative advantage is only rarely
a matter of pre-given endowments. Comparative advantage is more frequently humanly
created in the very process of trade, and one of the important ways in which this occurs is
through a trajectory of regional development in which industrial agglomerations with their

stocks of external economies are steadily brought into being,.

Whereas many kinds of commodity chains are spread out across the globe, as described by
the theory of the new spatial/international division of labour, the most rapidly growing
industries today are often strongly associated with particular industrial agglomerations. In
any one of these agglomerations, semi-manufactured outputs, subassemblies and other
kinds of inputs are made within the local industrial network, are then passed on to plants
in other locations and other agglomerations. In most industries today, a combination of
agglomeration of key activities coexists with dispersal of other elements of the commodity
chain; in brief, the ‘roundaboutness’ of the division of labour is both functional and
spatial. Accordingly there can be no absolute opposition between the theory of

agglomeration and the theory of the new spatial/international division of labour.

As we enter a new millennium the classical paradigms of social and economic
development seem to have exhausted themselves. The paradigms of the Left, ranging from
neo-Keynesian to Marxist, are impaired by an exaggerated and naive faith in the capacity
of the state. Less credible is the neo-liberal paradigm of the Right, whose adherents are
unable or unwilling to recognize the shortcomings of the market as a mechanism for
promoting economic development and social welfare. For all their differences the classical
paradigms are afflicted by dualisms -state versus market, public versus private, étc.- which

need to be transcended rather than affirmed in a one-sided fashion. In contrast some of the
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more eclectic ‘third wave’ conceptions of development consciously try to eschew such
binary thinking so as to open up inquiry regional processes and intermediate institutions
that were marginalized by the inordinate attention devoted to ‘state’ and ‘market’
(Morgan, 1997).

Over the past two decades, innovation- understood in the broad sense to include product,
process and organizational innovation in the firm as well as social and institutional
innovation at the level of an industry, region and nation- has assumed an ever more central

role in theories of economic development.

A new school of economic theory has developed over the past few years which has tried to
build on some of Schumpeter’s key insights: that capitalism is an evolutionary process
driven by technical and organizational innovation; a process in which firms face a greater
degree of uncertainty and instability than is ever admitted in neo-classical theory; a

process in which social institutions other than the market play a major role.

Within economic geography a number of tentative efforts have been made to utilize some
of the insights of evolutionary economic theory, especially with respect to learning,

innovation and the role of institutions in regional development.

I1.2.2 Main Schools and Models Of Regional Economic Development In The Post-Fordist
Debate

The policy measures were almost clear in the Traditional Regional Development Theories.
Regional policy presented itself és a means of influencing the distribution of resources,
particularly mobile investment between regions. However, it is after 1980s, it became
obvious that to control every aspect is not possible The effects of the internationalisation
of the economy, the geographical mobility of investment and production, the large
corporations and transnationals and bureaucratic government transform the local
economies into an unstable state. The coherence of local economies and the mobility of
capital and trade are the two conflicting processes that the new approaches in the post-
Fordist debate have to struggle. Changing notions about welfare and the relation between

economy and society are at the base of the new approaches.
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Over the last twenty years, regional economists, geographers and planners have devoted a
considerable part of their time and energy to the search for a ‘new’ model of regional
development. Conceptually, against the individualism of the orthodoxy (e.g. the centrality
of homo economicus), the new approaches recognize the collective or social foundations
of economic behaviour, for which reason it can be described loosely as an institutionalist
perspective on regional development (Amin, 1999). However, these endeavours are
neither an approach with a coherent economic theory behind it nor sufficient to become a
theory of regional economic development. Rather, these attempts have been mostly dealed
with the discussion of new notions appeared to explain the complex transformation
process of the world economic, social, political and spatial conditions. Since the notions in
the literature are evolutionary, there is not a consensus on the policy orientations also.

Moreover, normative biased explanations do not make way for generalisations.

In the climate of crisis in ‘traditional’ regional policy, starting in the 1980s, an appeal on
(endogenous) local and regional initiatives of economic development was made. Both in
policy agenda and in academic circles, strong voices reassert the value of local and
regional development potential as an alternative to national-state led regional economic
policy. The first generation debates were local and regional based, emphasising the
indigenous dynamics for competitive advantage. There was not a clear reference to the
relations with other localities and regions. Than, it is realised that having a competitive
advantage at a given time is not sufficient for localities to adapt to the changing world
conditions. So the second generation debates gained prominence which can be named as
evolutionary approach, emphasising adaptation, innovation and learning. The first and
second generation debates have economy based view-point mostly dealing with the
supplying of firms’ economic rationalities. As a reaction to the local-based economic view
which evaluate social structures within economic structures, third generation debates have
brought the community based behaviour emphasising the social base as important as

economic base.

Although all the approaches on regional economic development appeared in the post-
fordist debate are meshed for some of their point of departures, three strands are identified
in this section to examine in more detail, which are evaluated according to their time
sequence in entering to the post-Fordist debates; first generation approaches depart from

endogenous development which witnessed the development of “industrial district” and
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“new industrial spaces™ as identifying models, second generation evolutionary approaches
which can be identified by various contributions in the generic name of “territorial
innovation models”, and third generation more communitarian based approaches

emphasising the “local economic initiatives™ in the framework of ‘social ecdnomy’.
11.2.2.1 Regional Endogenous Development Approach

Regional Endogenous Development Theory combines the three dimensions of
development; the economic dimension, found in the concept of economic growth using
inputs that are at least partly available or generated locally; the socio-cultural dimension,
which reflects cultural needs and community identity; the political dimension, relative to
political decision-making and involvement of regional groups and individuals in the

policy process.
Endogenous inputs can be defined in a;

-technical-economic way; looking at natural resources, human resources, entrepreneurial
experiences, existence of an industrial structure, technical education etc. (Garofoli 1984)
-they can include wider socio-cultural fabric of growth coalitions involving the
educational system, chamber of commerce, professional associations, leading to the
definition of territory in terms of ‘clustering of social relations, the place where local
culture and non-transferable local features are superimposed (Garofoli 1992 p.4)

-They involve in the first place the institutional dynamics of all groups whose needs are
structurally alienated, and who gradually manage to establish their bottom-up
development models. Another important dimension of the plurality in interpretation of
endogenous development is the relation of endogenous development factors and how

significant the endogenous portion of the development asset should be (Garofoli).

The issue of spatial scale is an important debate in the endogenous development literature.
How ‘far’ should a locality or a region go in its endogenous strategy? It offers a new
conception of space: territorial space replaces functional space or an internal dynamics of
development replaces space as a ‘simple’ support of economic functions. In the territorial
approach, in addition to (or in interaction with) the usual economic attributes privileged by

anterior theories of regional development, space is ‘upgraded’ with a new content of
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socio-cultural values and traces of the local history. Economic space is now differentiated,
and contains the milieu of human community where the members are mutually linked by

economic, cultural and historical values.

The growth coalition model is the most celebrated conception of institutional dynamics
within a locality or a region seeking to reconcile the global with the local: which
institutional forces should be geared towards the appropriate (but usually ‘exogenously’
pre-cooked) endogenous development strategy? How can socio-political forces be adopted
to the ‘right’ model? There is ‘institutional instrumentalism’ to accomplish the economic

growth targets (Mouleart and Sekia 2000).

Different schools and models in the context of endogenous development approach will be
examined below. Regulation, Flexible Specialisation and Californian Schools, Industrial

District and New Industrial Spaces Models are the ones that take the lead in this debate.

I1.2.2.1.1 Regulation, Flexible Specialisation School and Californian Schools

In the regulation school, historically and geographically-specific politics and institutions
(that is mode of regulation); labour market rules and inter-firm relations which force
industrial systems down one or other of the pathways of quasi integration are the main

points.

The regulationist school, in line with its institutional tradition, modelled some of the
archetypes of industrial relations accompanying the successful application of
technological innovation. It gave a social and territorial content to the concept of

‘technological paradigm’ and system of innovation (Leborgne and Lipietz 1988).

In the flexible specialisation school the main theoretical claims are about institutions,
division of labour, possibility of industrial divides. The model is rich and provocative, but
drawn on Italian and German examples as their principal empirical supports do not cover
all forms of regionalised, competitively successful, flexible production, cannot be

accepted as the general explanation for these phenomena.

In 1980s Scott attempted to theorise the relationship between the division of labour,
transaction costs and agglomeration by the case of Los Angeles clothing industry. Then in
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1986, 1987 Storper and Christopherson study the strong process of vertical disintegration,
on Hollywood’s film and television industry, and Storper and Scott (1987) study the
France and Italy cases. The argument emerged, rooted flexibility in the division of labour
in production and linked that to agglomeration via an analysis of the transaétion costs

associated with inter-firm linkages.

The coverage of the model, meant to be greater than the initial version of the flexible
specialisation model, in that it allowed any mix of firm sizes, any sector, any mixture of
interlinkages. Defined the model around three groups of sectors found to account for
increasing proportions of employment, output and value added in 'industry-high

technology, revitalised craft production, producer and financial services.

As the debate proceeded they realised that the linkage-transactions cost model was
incomplete. Toward the end 1980s, they became more sensitive to the possibility that the
agglomeration was a source of industrial dynamics. They held that agglomerations, once
in place, constituted industrial communities where endogenous dynamics of knowledge

and technology development appeared.

This latter point brought them to the questions of institutions. Though agglomerations
could be theoretically accounted for the way that potential external economies were
realised, there was no assurance that markets alone, nor even various forms of contracts,
could successfully coordinate the nexus of transactions in an industrial agglomeration.
Such transactions -in labour markets, in inter-firm relations, in innovation and knowledge

development- tended to have points of failure in the absence of appropriate institutions.

In these two respects —evolution and institutions- they attempted to go beyond the initial
Williamsonian framework to argue that the “institutional arrangements™ of agglomerations
(Cooke and Morgan 1990; Storper and Scott 1989, Scott and Storper 1991) —that is the
nexus of transactions on their economic performance- were themselves outcomes of
broader institutional environments énd themselves generators of future choices for

pathways of development.

So they come ‘full circle’ to rejoin the initial authors of the flexible specialisation thesis,

albeit with a somewhat different point of entry and without quite the same perspective on
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the role of institutions in development as a whole. In addition they came to realise the
central importance of the new economics of technological change and its core notions of
evolution and path dependency for the problem of the role of the region in post-Fordist

capitalism.,

In any case, the problem staked out by the flexible production school remains (Storper
1995): what are the sufficient conditions for the existence of the observed agglomerations
of productive activity which grew so strongly in the 1980s? The Californian school came
up with an explanation but it was partial, emphasised the importance, complexity and
geography of input-output relations. But the localisation of such I-O relations, that is the
localisation of traded interdependencies, is inadequate to the task of explaining the link
between flexible production and the resurgence of regional economies in contemporary

capitalism.

The Californian School’s explanation also suffered from the same problem as that of the
flexible specialisation school: the central aspects of its theory could not distinguish
between ‘good’ agglomerations and ‘bad’ ones. Vertical disintegration, high transaction
costs and agglomeration could be found both in high-wage, technologically dynamic

industries and in low-wage technologically-stagnant ones.
11.2.2.1.2 Industrial District and The New Industrial Spaces Model

From the mid 1970s, Italian scholars called attention to the different development model
which characterised the North-East Centre (NEC) of their country, dubbed the ‘Third
Italy’ by Bagnasco (1977) (Beccatini, Bellandi, Brusco, Russo, Sforzi, Solinas, Dei Ottati,
Regini, Piore and Sabel). The industrial system cf that region were made famous by Piore
and Sabel (1984) which they were the first to capture as a model that of flexibility plus
speéialisation. Generalising from Italy to certain other cases (notably German), they then
placed the success of such forms of production in macro-economic and historical context
and postulated the possibility of an ‘industrial divide’ separating a putative era of flexible
specialisation from that of post-war mass production (Storper 1995).

Discussion of industrial districts as a model for endogenous regional economic

development have often proceeded on an ideal typical level and have led to public policy
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attempts to reproduce the experiences of successful districts elsewhere. The experience of

these regions suggests that a flexible production base combined with effective national

and international marketing organizations can generate significant rounds of economic

growth. The pattern of regionalized growth has been shown to be dependent upon a high

trust regulatory environment with its associated cooperative relations between economic

actors and with its extensive utilization of collective services and institutions.

Storper and Scott (1988) combines insights from the literature of industrial districts,

flexible production systems, social regulation (Boyer 1986, Lipietz 1986) and local

community dynamics and they named their model as “new industrial spaces”.

Table 4 Propulsive Industries and New Industrial Spaces

Propulsive sector

Typical Features

Cited examples

Craft industries
a) labour intensive
e.g. clothing, furniture

b) design intensive
e.g. jewellery

High technology industry

Exploitation of , ‘sweatshop’ labor,
often high level of immigrants.

Subcontracting and out-working

High quality products. Extreme

social division of labor

Segmented local labor markets with
1)skilled managerial cadres and
malleable

2)disorganized and
fractions of the labor force

New York, USA
Los Angeles, USA
Paris, France

Tura, Switzerland
Southern Germany
Emilia-Romagna, Italy
Central Portugal
Jutland, Denmark

Route 128, Boston, USA
Orange County, CA, USA
Silicon Valley, CA, USA
M4 Corridor, UK
Scientific City, France
Austin, TX, USA
Boulder, CO, USA
Cambridge, UK
Grenoble, France
Montpellier, France
Sophia Antipolis, France

Office and  business Preferentially based on white collar London, UK

services labor- including low-wage female New York, USA
labor. Very diversified and prone to Tokyo, Japan
agglomeration

Source: Tickell and Peck,

1992.
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New industrial spaces involve more than agglomerated production systems, but also social
regulation system providing

-coordination of inter-firm transactions and the dynamics of entrepreneurial acfivity
-organization of local labour markets and social reproduction of workers

-dynamics of community formation and social reproduction’ (p.29)

A large number of new industrial spaces have been identified. As table shows, these are
almost associated with one of the propulsive sectors of flexible accumulation. Research
into agglomerations of propulsive industries has tended to concentrate on the reviewed
craft industries and on high technology sectors, leaving the financial and business services
in the realm of assertion. This is regrettable not only because these services have long and
relatively stable economic geographies, but also because they are subject presently to

contradictory locational pressures.
11.2.2.2 Evolutionary Approach-Territorial Innovation Models

To identify the intangible aspect of a territorial or regional economy that underlies
innovative, flexible agglomerations of both the high and low tech variety, the first insight
came from the evolutionary economics pioneered by Nelson and Winter (1982) and
redefined for the case of technology by Dosi and others. They claimed essentially that
technologies develop along pathways or trajectories, which describe choice sets that are
totally different from those of orthodox economics. Unlike the orthodox model, it is
virtually impossible to predict outcomes from a starting point, even if actors are rational

and the outcomes reflect no single optimum.

So the relationship between starting point and end point is no longer clear, no longer
highly predictable, no longer amenable to some claims about efficient resource allocation
made in orthodox economics. Beyond the external economics —as-accidents-of-history,
there are reasons why producers tend to follow certain pathways. There are significant
technological spillovers in the economy: knowing how to do one thing is frequently
consequent upon knowing how to do another, or key to doing other things (Romer 1990).
This idea draws on the seminal work of Perroux in the 1950, who noted that an economy
consists of ‘spaces’ or fields of endeavour in part having to do with the density of non-

traded technological connections between them (for example common types of knowledge

42



or similar types of machines, or knowledge of how to work similar types of basic

materials or inputs) (Perroux 1950).

The new economics of technological change suggested in the 1980s, that there are
knowledge or ‘common practice’ spillovers such that technological excellence comes in
packages or ensembles (Lundvall 1990b; Lundvall and Johnson 1992; Beije 1991). Since
such excellence lies frequently on knowledge or practices which are not fully codifiable,
the particular firms who master it are tied into various kinds of networks with other firms,
both through formal exchanges and through untraded interdependencies. The latter include
labour markets, public institutions, and locally or nationally derived rules of action,

customs, understandings and values (Dosi and Orsenig 1985).

Evolutionary economics holds that technological change is an endogenous property of
economic systems and that it is not principally the result of allocational adjustments but of
interdependent actions in which the signalling knowledge development and doing the best
one are central (Dosi et al. 1990). The evolutionary economists point out that such a

framework necessitates a change in focus of attention in economics generally.

The evolutionary economists working on technological change discovered territory-
nations and regions. In theoretical terms, they began to reason that the technological
spillovers and their untraded interdependencies would be territorialized under certain
conditions, notably where the technological trajectories were particularly open, that is had
wide margins of potential variation, thus increasing the uncodifiability and tacitness of
knowledge development on the importance of communicational clarity and common

interpretation in understanding information (Lundvall 1990b; Lundvall 1992).

The argument can be summarised;

-Technological change is path dependent

-It is path dependent because it involves interdependencies between choices made over
time -Choices are sequenced in time, not simultaneous, and often irreversible.

-These choices have a spatial dimension, which is closely tied to their temporal

uncertainty and interdependence.
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Territorial Innovation Models are developed from the theories of evolutionary economies,
endogenous growth, development theory, systems theory based basically on the concepts

of agglomeration economies, externalities and networks.

From the late 1970s on, students of regional development investigated the regionally
uneven distribution of high technology industries and the apparently better propensity of
some regions to develop ‘high tech’ economic basis than others (Malecki 1984, Glasmeir
1986).

Their point of departure was technology, mostly high technology and regional
development. Two branches can be reviewed. The American school of high technology
regional development sought the conditions for growth in Silicon Valley and Route 128
(Markusen et al. 1986). Besides research university —spin off processes, a list of secondary
factors said to be present in successful high tech regions, among which were a ‘high
quality of life’, good infrastructure. A second branch of the American school might be
called ‘regional politics’ approach (Markusen). It holds that regional coalitions secure

resources that push for the transfer of high technology resources.

An alternative European approach has been developed by GREMI group principally
Franco-Italian-Swiss regional economists. Their central theoretical notion is that of the

milieu (Aydolat 1986; Camagni 1991; Maillat et al. 1990; Maillat et al. 1993).

The milieu is essentially a context for development, which empowers and guides
innovative agents. The milieu is something like a territorial version of what the American
sociologist Mark Granovetter labelled the ‘embeddedness’ of social and economic
processes (Granovetter 1985). The milieu is described variously as a system of regional
institutions, rules and practices which lead to innovation. Many of the milieu theorists use
the ‘network’ as their principle organisational metaphor. For some, the milieu is itself a
network region. For others, the network concerns the input-output system, and the milieu
provides members of the network with what they need for coordination, adjustment and

successful innovation.
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GREMI Authors distinguish between three functional spaces for the firm; the production,
the market and the support space. It is the support space that empower the enterprise to
face uncertainty. The support space is constituted around three types of relationships
1)qualified or privileged relations with regard to the organization of production factors 2)
strategic relations between the firm, its partners, suppliers and clients 3) strategic relations

with agents belonging to the territorial environment.

Recent research agenda of GREMI stresses the concept of apprenticeship, which means
that the innovative capacity of the different members of the milieu depends on the

capacity of learning.

GREMI group has never been able to identify the economic logic by which milieu fosters
innovation. The milieux school returns, again and again, to the properties of milieux, but
they do not specify the potential mechanisms and process by which such milieux function,
nor precisely what the economic logic of a milieux would be —why localisation and

territorial specificity should make technological and organisational dynamics better.

Another track in territorial innovation models is “Theory of Regional Innovation Systems”
which insists on the role of collective learning, which in turn refers to deep cooperative
relationships between members of the system. Rather than a result of a research activity,
innovation is a creative process; the interaction between agents of the process, the
cumulative aspect of and increasing returns to the innovative process and the “problem-
solving” orientation. Innovation is not only a technological but also an organisational
process. There are two interpretations of the region as an innovation system in this theory;
either as a subsystem of national or sector-based systems, or as a reduced version of the

national system of innovation, with its own dynamics.

An intermediate synthesis in the debate on the territorial innovation model has taken the
name “The Learning Region” (Cooke, Morgan, Asheim) recently. The model integrates
innovation systems literature, institutional evolutionary economics, learning processes and

the specificity of regional institutional dynamics.
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Morgan (1997) defines the model as, “to connect the concepts of the network or
associational paradigm-like interactive innovation and social capital to the problems of

regional development in Europe’ (p.492)

Morgan highlights the state of knowledge in evolutionary economics which could be
connected to new theoretical departures in regional development by stressing its two main
propositions: innovation is an interactive process between firms and the basic science
infrastructure between the different functions within the firm; and innovation is shaped by
a variety of institutional routines and social conventions(p.493). Morgan cites Lundvall
(1994) “knowledge is the most important strategic resource and learning the most
important process”. Then Morgan underscores the importance of the growihg interests of
ecuiomic geographers, planners etc. in innovation dynamics: “Within economic
geography a number of tentative efforts have been made to utilise some of the insights of
evolutionary economic theory, especially with respect to learning, innovation and the role

of institutions in regional development™(p.494).

Morgan especially refers to Storper’s work emphasising the association between
organisational and technological learning with agglomerations, based on traded (input-
output relations) and untraded interdependencies (labour markets, regional conventions,

norms and values, public or semi-public institutions).

11.2.2.3 Communitarian Approach

The idea that local communities can serve their own needs through the ‘social economy’
has been gaining momentum throughout Europe and North America in recent years. In
part, this is a reflection of the dramatic rise in the numbers of third sector organisations
attempting to create jobs and provide services at a local level independently of the
conventions and institutions of state and market. In part it is also a reflection of an
emerging belief in the academic and policy community that third sector solutions might be
necessary and desirable in localities characterised by persistent unemployment, market

failure, and state withdrawal.

In theoretical terms, the above attempts are related to the themes local autonomy,

community and enterprise that constitute the vision of desirable economy. This vision take
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different names in the discussion of scholars from a variety of disciplines. Keating (1998)
used the term meso-corporatism to explain the configuration of public and private actors
that take place in development coalitions applied at the ‘meso’ level between the central
state and the localities. Eisenchitz and Gough (1993) called the new initiatives in the name
of “bootstraps strategy”, which defines locality as a unified organic entity by economic
means and social ends. The locality becomes both more of a community, through
collaboration between local institutions and interests, and more enterprising through
competing more effectively with the world outside. Communitarianism perspective (Tam,
1998) stresses the transformation of prevailing attitudes and conditions in society in order
to build inclusive communities with respect three principles: First, any claim about what is
to be accepted as true can only be validated under conditions of cooperative enquiry.
Second, common values validated by communities of cooperative enquirers should form
the basis of mutual responsibilities to be undertaken by all members of those communities.
Third, power relations at every level in society must be reformed so that all those affected
by them can participate as equal citizens in determining how the power in question is to be
exercised. Community economic development (CED) (Filion, 1998) approach, similarly
emphasises the promotion of social equity, advanced social objectives and the
achievement of community survival in the face of econmomic adversity. CED is
differentiated from mainstream economic activity both by the priority it gives to social
objectives over the profit motive and by the participation of producers, conéumers or the

community to the decisionmaking by CED organisations.

Collaborative approaches shift the task of urban planning from ‘building places’ to
fostering the institutional capacity in territorial political communities for ongoing ‘place-
making’ activities, by widening stakeholder involvement beyond traditional power elites,
recognising different forms of local knowledge, and building rich social networks as a
source of institutional capital through which new initiatives can be taken rapidly and
legitimately (Healy, 1998). The existence of a rich 'institutional capital' is seen to allow
rapid mobilisation to new circumstances and enables flexible responses to be designed and

developed.

Whether the social economy might provide an alternative to the profit-driven mainstream
that is capable of reconciling economic provision with genuine social need and social
participation is an important question. The potential for such a reconciliation has been

identified by Amin and others (2001), among the following areas: Environmental
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valorisation; theorists of the sustainable economy argue that the growing imperative to
‘green’ industry, develop ‘clean’ technologies and to manage the natural and built
environments, offers considerable scope for new markets and jobs, many of which could
be developed by local communities, Active labour market policies; based on life-long
learning, bridging tacit and formal knowledge, linking education and training, and so on,
Welfare needs beyond state provision; new welfare theorists argue that instead of simply
privatising provision, the creation of a social market centred around the voluntary sector,
non governmental organisations and community agencies could be an effective way of
delivering services to communities marginalised by the market or missed by the state,
Upgrading the informal economy; theorists have therefore argued for more supportive
policies towards informal economic activity might allow greater potential for improved
employment conditions, Norn-monetary metrics of exchange; to allow the trading of

personal and domestic services among low-income groups.

However, for all the potential that the recent successful examples in Western World
demonstrate, there is another body of research which shows that only a very small number
survive for more than one or two years or can be said to represent a ‘social economy’ that
is in any real sense an alternative to the 'mainstream' economy (i.e. not constrained by
market pressures). In addition, the reasons for the success of projects that do endure to

make a positive contribution remain largely under-researched and unknown.

As a conclusion, we can say this form of regulation would thus necessarily be highly
fragmented, emerging only in those communities that both experience difficult economic
circamstances and can muster the leadership essential to local economic development
initiatives. In practice local community-based economic development ventures often
encounter serious difficulties, accounting for their small scale and high failure rate and
therefore for the marginality of the movement. It follows then that this form of
development emerges as an appealing solution to present economic and social problems
but as a solution whose capacity to alter prevailing trends has yet to be investigated

rigorously (Filion,1998).
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CHAPTER IIT

INSTITUTIONAL APPROACH TO REGIONAL/LOCAL ECONOMIC
DEVELOPMENT

As it is discussed in the previous chapter, the limitations of the traditional models for
regional/local economic development have given way to the searches for new
theorizations. The theoretical agenda connects with an attempt to redefine the nature of
economics and what is regarded as the ‘economic’. Essentjally, the new emerging model
is rooted in socio-economics' which has been derived from a number of different strands
of work in the social sciences (i.e institutional economics, institutional sociology,
evolutionary economics). The aim of this new approach is to identify the territory with the

role of the process of institutionalisation.

! Etzioni ( ), puts the general principles of socio-economic approach in social sciences as;

-The independent variables in any proposition member of socio-economic theory have to include at
least one non-economic variable and one economic one. Without it the proposition will be the
proposition of economic theory. Similarly if all independent variables are non-economic, we are
dealing with sociological, psychological, or socio-psychological propositions but not in socio-
economics ,

-Core substantive assumptions: i) competition is a subsystem embedded within a societal context
that contains, values, power relations, and social relations. The societal context both enables and
restrains competition. That is, socio-economics assumes that self-interests are not necessarily or
automatically complimentary and harmonious; societal source of order is necessary ii) individual
choices are shaped by values, emotions and knowledge. There is no prior assumption that people
act rationally, or that they pursue only or largely self-interest or pleasure.

-Methodological approach: Inductive studies are coequal in their methodological standing with
deductive ones. E.g., a study of how firms actually behave has the same basic merit as treating the
firm as an analytic concept or mathematical model. Inductive inputs and deductive derivations are
assumed to correct, and thus balance one another.

-Socio-economics is both a positive and normative science. Le., it openly recognises its policy
relevance and seeks to be self-aware of its normative implications rather than maintain a mantle of
an exclusively positive science.

-Socio-economics does not entail a commitment to any one ideological position, implied in terms
such as political economy and social-economics, but is open to a range of position that share a view
of treating economic behaviour as involving the whole person and all facets of society.
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Recent years have seen the emergence of several economic theories which share the
common preoccupation of developing an alternative to neoclassical theory based on an
understanding of economic change as a historical, institutionally embedded process. Two
alternative research programmes can be distinguished, on the one side, various strands of
institutionalist theories, and on the other side, an emerging evolutionary theory of

economic dynamics.

This chapter aims to evaluate the explanatory power of neo-institutional theories for the
economic regulation of regions and will discuss how the institutional approach can
contribute to the new theorization of regional/local economic development and why do we

need to look through the perspective of institutional approach.

In the first part, the context of institutional paradigm, the concepts of institution,
organisation and institutional change will be examined. In the second part, the
contribution of institutional paradigm to the theory of economic geography will be
examined through the notions appeared in the debate of post-fordist regional development

models.

IT1.1 Institutional Paradigm

It is now widely accepted that research in the field of economic change and especially in
the transition of economic systems, has to recognise the important role played by
institutions. Whereas classical theory seeks to analyse an economy at a particular moment
and takes little cognisance of peculiarities of time and place, institutionalists examine
process and seek to explain why some economies have advanced and othérs have not.
Unlike orthodox neoclassical theory, institutionalist approaches share in common the view
that the rules of behaviour, traditions, and other non-formal and formal institutions are
considered important determinants of human action. Institutions are regarded not as
neutral but as relevant variables which inevitably have to be included in any economic

analysis (Lange and Kulessa 1997),
Although there is little agreement as how to analyse and explain economic change, there is

a rich and growing body of economic literature which tackles change and evolution,

whereby increasing returns are the norm rather than the exception (and, with that, also the
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possibilities of lock-ins), history counts, and agents are presumed to be less than perfectly
rational and knowledgeable (Coriat and Dosi, 1998).

On the one hand there are the New Institutional Economics (NIE), which are regarded as a
significant addition to neoclassical theories (North). On the other, there are the early
contributions of Old Institutionalism, which now serve as the reference pofnt for the
revival of the research tradition (Veblen, Douglas, Hodgson). In addition there is now

emerging an evolutionary approach to institutional change (Table 6).

Table.6 Institutional Paradigm and the Main Contributors

INSTITUTIONAL PARADIGM Main contributors
Old institutional economics Veblen 1949,1953 (American)
: Innis (Canadian)
New institutional economics Williamson
North
Scott

Contemporary institutional economics

*Veblenist institutional economics Dougless
Hodgson 1993,1994

*Evolutionary economics Nelson and Winter 1982
Storper 1997
*Economic sociology-socioeconomics Granovetter 1985
Grabher
Amin and Thrift

Veblen’s works is generally considered to be the earliest tendering of an explicitly
institutionalist approach to economic behaviour. Veblen challenged the methodological
individualism inherent in orthodox neoclassical economics. And yet he found the
emphasis on collective classes over individually oriented consciousness and action to be a
major frustration (Maclead, 2001). He developed an evolutionary approach, which
focused on institutions as the “settle habits of thought common to the generality of men”
(Veblen 1919 p.239). Hodgson (1993, p.125), has interpreted this to mean the routinized
thought processes that are shared by a number of persons in a given society. This, of
course, assumes a hugely broad conception of institutions extending beyond formal
organisations, which represent a particular subset of institutions that involve strategic

coordination (Maclead, 2001).
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111.1.1 New Institutional Economics

New institutional economics (NIE) is a development of neo-classical economics to include
the role of tramsaction costs (the costs of finding out what the relevant prices are, of
negotiating and of concluding contracts, and then of monitoring and enforcing them) in
exchange and so take account of institutions as critical constraints on economic
performance. NIE starts from the reality that information is rarely complete, and that
individuals have different ideas (or mental models) of the way in which the world about
them works. Individuals make choices on the basis of their mental models. In consequence
there is not one determinate equilibrium which will obtain; but multiple equilibria can
occur. Institutions are broadly defined as means of reducing these information and
transaction costs. Institutions are thus crucial determinants of the efficiency of markets
(Harris and others, 1995). The broader claims of NIE, resting on the view that the past can
only be made intelligible as a story of institutional evolution, are that it provides a basis on

which to develop ‘a dynamic theory of social change’ (Sjdtrand 1993).

It has become clear that the new institutional economics is radically undersocialised as an
approach —a deficiency for which it paradoxically overcompensates by producing a
radically oversocialised idea of society as a set of bureaucratic hierarchies in opposition to
markets (Granovetter 1985). Thus more attention is started to be paid toA explanations
couched in terms of a new institutional sociology, with its emphasis on ‘embeddedness’.
In this view, socio-cultural processes are creative in institutionalising the political rules
and the conventions (property rights, contract law, and such like) whose own presence
underpins the existence of markets and the embeddedness of local/national economies
(Gertler 1997). Polanyi’s notion of ‘embeding’ which looks at the role of interpersonal
and interorganisational networks in generating trust and dissuading malfeasance in
economic behaviour, has been popularised by Granovetter (1985). ‘Embeddedness’ refers
to the fact that economic action and outcomes, like all social action and outcomes, are
affected by actors’ dyadic relations and by the structure of overall network of relations
(Grabher 1993:4). Thus this approach stresses the importance of seeing economic action
as social action; understanding networks which function between markets and hierarchies
on a semi-permanent basis; and tracking the processes of institution-building (Granovetter
1985). Recently, this approach has informed work into the social context of industrial
development (Amin and Thrift 1994; Grabher 1993). 11; particular, writers such as Lorenz
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(1990;1992) have stressed the importance of relations of trust, or what Storper (1993)
more generally has referred to as ‘untraded dependencies’.

The proposition that in a sense ‘institutions count’ in shaping economic coordination and
change is certainly shared by all breeds of ‘evolutionists’, that is evolutionary research
programme relate to the various strands of institutionalism. They argue that the links are
indeed profound (Veblen is a historical symbol of this intuitive relationship) (Coriat and
Dosi, 1998).

“As Veblen suggested, the evolutionary paradigm provides a basis for encapsulating both
continuity and change, both inertia and novelty....it is biased toward dynamic rather than
equilibrium-oriented modes of theorising.....Institutionalists bring a different perspective
to the analysis of learning by seeing it, in part, as a transformative and reconstitutive
process, involving the creation of new habits, propensities, and conceptual frameworks

(Hodgson 1998a, p.175).

Evolutionary approaches can be characterised in terms of the following features

(Groenewegen and Wromen, 1999);

-the unit of analysis is not the isolated, atomised individual, but the individual in
interaction with the environment; procedural rationality replaces substantive rationality;
-the economy is basically an open system, subject to pervasive uncertainty, so that end
states are hard to predict;

-institutions influence learning and selection processes in terms of initial conditions
(history matters), lock-ins and trajectories;

-attention is paid to different selection mechanisms working simultaneously: efficiency
and power.

-the methodological imperative is dynamics. That is the explanation of why something

exists rests intimately on how it became what it is (Coriat and Dosi, 1998).

There are growing number of contributions which share some or all of these features; such
as the flourishing number of formal models and historical interpretations of economic
growth as an evolutionary process propelled by technical change which have followed the
seminal work of Nelson and Winter (1982), the diffusion of innovations fruitfully

analysed, from different angels, as an evolutionary path-dependent process, and
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exploration of learning itself as an evolutionary process at the levels of both individuals
and organisations

Although one is still lacking any systematic mapping between classes of institutional
arrangements of the economy and classes of interaction mechanisms/adjustment rules that
one finds in evolutionary theories (Coriat and Dosi, 1998), there are signs of a mutual
attraction and new connections befween institutional and evolutionary economics
(Hodgson 1993). In general, institutions have been regarded as basic elements in social
evolution; they form selection environments for innovations, and they store and transmit
knowledge from one period to another. In particular, routines are often regarded as basic
elements in both institutional and evolutionary economics. Furthermore, in evolutionary
economic theory it is generally assumed that evolutionary processes are embedded in

institutions.
IT1.1.2 What is Institution, Organisation, Institutional Change

In examining institutions and the relationship between institutional and economic
dynamics. recent literature has served to problematize what is meant by, and thus how we

define, institutions. The concept of institution is used in many different ways.

For most institutional economists an institution is identified by (a) the individuals who
think and act and by (b) the rules that provide repetition, stability, and a predictable order.
Moreover, there are (c) folk views explaining and justifying those activities as well as the
rules connected to them. Most particularly institutional economists tend to distinguish
between habits, which involve individuals; routines, which involve groups; and

institutions which are composed of habits and routines (Amin and Thrift 1995).

In Sjostrand 1993, from the perspective of institutional sociology, an institution is
tentatively defined as a human mental construct for a coherent system of shared (enforced)
norms that regulate individual interactions in recurrent situations. Then institutionalisation
is the process by which individuals inter-subjectively approve, internalise, and externalise

such a mental construct.

In actor-network theory, institutions are viewed as able to stabilise over a certain period,

against a background of uncertainty, characteristics which most importantly, will include
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skills, tacit knowledge and formalized information. Granovetter (1985) argues that
economic behaviour is clearly embedded in networks of interpersonal relations. Actor-
network theorists combines the insights of economics, that it is things that grow actors
into relationships, with the insights of sociology, that actors come to define themselves
and others through interaction. When these insights are combined, than it becomes clear
that ‘actors come to define one another in interaction —in the intermediaries they put into
circulation’ (Callon 1991). The different types of intermediaries can be used to build
networks in and through which it is possible for actors to exert power. This approach
emphasises the intermediate forms of governance which illustrate the power of networks

and the information they carry (Amin and Thrift, 1995).

According to North (1993), it is necessary to distinguish clearly institutions from
organisations, Institutions are the rules of the game of a society, or, more formally, are the
humanly devised constraints that structure human interaction. They are composed of
formal rules (statute law, common law, regulations), informal constraints (conventions,
norms of behaviour and self-imposed codes of conduct), and the enforcement
characteristics of both. Organisations are the players: groups of individuals bound by a
common purpose to achieve objectives. They include political bodies (political parties, the
senate, a city council, a regulatory agency): economic bodies (firms, trade unions, family
farms, cooperatives); social bodies (religious structures, clubs, sports associations); and

educational bodies (schools, colleges, vocational training centres).

North (1995) suggests some points for the ways to transform prevailing economies into

successful economies from the fundamental characteristics of institutions:

1) Institutions are made up of formal rules, informal norms, and the enforcement
characteristics of both, and it is the admixture of rules, norms and enforcement
characteristics that determine economic performance. While the formal rules can be
changed overnight, the informal rules change gradually. Since it is the norms that provide
the essential ‘legitimacy’ to any set of formal rules, revolutionary change is never as
revolutionary as its supporters desire, and performance will be different than ahticipated.
More than that, societies that adapt the formal rules of another society will have very
different performance characteristics than the original country because both the informal

norms and the enforcement characteristics will be different.
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2) It is polities that shape economic performance because they define and enforce the
economic rules of the game. Therefore the heart of development policy must be the

creation of polities that will create end enforce efficient property rights.

After putting the characteristics of the institutions North suggest some implications of this

description in the developing world as;

1) Political institutions will be stable only if they are supported by organisations with an
interest in their perpetuation. Therefore an essential part of political/economic reform is
the creation of such organisations.

2) It is essential to change both the institutions and the belief systems for successful
reform since it is the mental models of the actors that will shape choices.

3) Evolving norms of behaviour that will support and legitimise new rules is a lengthy
process and in the absence of such reinforcing norms polities will tend to be unstable.

4) While economic growth can occur in the short run with autocratic regimes, long run
economic growth entails the development of the rule of law and the protection of civil and
political freedoms.

5) Informal constraints -norms of behaviour, conventions, and codes of conduct- are a
necessary (but not sufficient) condition for good economic performance.

6) It is adaptive rather than allocative efficiency which should be guide to policy.
Allocative efficiency is a static concept with a given set of institutions; the key to
continuing good economic performance is a flexible institutional matrix that will adjust in

the context of evolving technological and demographic changes as well as shocks to the

system.

To understand institutional change, one possible starting point is to analyse how
institutions are reproduced over time. Institutions then have to be reproduced
continuously, and their reproduction is often incomplete. Through the idea of
reproduction, dynamics is introduced into the theory. Reproduction does not imply that
institutions are replicated over time (that is, simple reproduction) but that the core of the
coherent system of shared norms is preserved, allowing for some changes in the positions,
roles, and functions of different actors (that is, extended reproduction or (re)production.
Simple reproduction of institutions occurs when actors have a common perception and

definition of a situation and act according to the aroused norms. Such a process is, of
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course, very much favoured if the interests of the single actors correspond to the ones
stored in the institutional setting and if (especially additional) individuals are wholly
socialized to the prevailing norms. Otherwise, one could expect "distortions," foregoing
both extended reproduction and a "swapping" of institutions (and even deinstitutionaliza-

tion) (Sjostrand 1993).

North presents five propositions that define the essential characteristics of institutional

change:

1. The continuous interaction of institutions and organisations in the economic setting of
scarcity, and hence competition, is the key to institutional change

2. Competition forces organisations continually to invest in skills and knowledge to
survive. The kinds of skills and knowledge of individuals and their organisations acquire
will shape evolving perceptions about opportunities and hence choices that will
incrementaly alter institutions.

3. The institutional framework dictates the kinds of skills and knowledge perceived to
have the maximum pay-off.

4., Perceptions are derived from the mental constructs of the players.

5. The economies of scope, complementarities and network externalities of an institutional

matrix make institutional change overwhelmingly incremental and path dependent.

According to Sjostrand (1993), ‘another possible starting point when discussing
institutional change is to try to identify its potential sources. An "innovation generator” is
needed, as is a "selection mechanism." Here a gap and a mismatch between microlevels
and macrolevels in institutionalisation processes are suggested as the initiating force. This
gap or mismatch is explained by the distance between, on the one hand, the experiences
and thoughts of the many single individuals on the microlevel and, on the other hand, the
content and regulations embedded in the more formalised institutions on the macrolevel,
reflecting a more holistic perspective on society. These macro-institutions are
continuously (re)produced by the individuals in their daily activities and interactions on
the microlevel. As previously indicated by the use of the prefix (re), this reproduction is
usually extended (that is, imperfect), and thus over time it now and then undermines the

ruling institutions on the macrolevel.
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I11.2 Institutional Approach to Economic Geography

Although the bulk of writings within institutionalist economics and economic sociology
may have been somewhat tacit about the role of space in enframing the institutional
landscape of capitalism —institutionalism appearing more fluent in the language of history-
the raw ideas have certainly proved instructive for recent thinking in economic geography
(Maclead 2001). It permits the exploration of the evolution of particular institutional
architectures giving rise to distinctive local, regional and nationally instituted
‘configurations of capitalism’ (Boyer 2000). The idea that successful reproduction of
capitalist economic systems can not proceed in the absence of institutionalised agencies
and collective action holds not only at the level of national economy but also at the level
the regional economy, where because of the specialization, agglomeration, and place
specific character of production, peculiar forms of institutional order often present
themselves (Storper and Scott, 1992). “If institutional path dependence maiters, it matters
in different ways in different places: institutional-economic path dependence is itself place
dependent” (Ron Martin 2000, p.80). This axiom holds centre stage in the new

institutionalist accounts of urban —regional change (Maclead 2001).

In this emerging institutional paradigm, institutions are very broadly conceived, to include
not only formal organisations, but also more informal conventions, habits, and routines
which are sustained over time (and through space). As such, institutions act to stabilise a
range of collective economic practices in a particular territory. More generally, this means
taking seriously the contention that the economic life of firms and markets is territorially
embedded in social and cultural relations and dependent upon: processes of cognition
(different forms of rationality);. culture (different forms of shared understanding or
collective consciousness); social structure (networks of interpersonal relationships); and
politics (the way in which economic institutions are shaped by the state, class forces, etc.)

(Amin and Thrift 1995).

To present institutionalism as a theoretical totality or closed model, seems artificial. In
economic geography, main contribution of institutionalism, -institutionalism taken as a
hybrid and incomplete project, has been to open a mesolevel understanding of the
economic life of different cities and regions, their relative prosperity, their trajectories,

their potential for development (Amin 2001). This it has done by demonstrating that the
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economy is an instituted process, and by offering an expanded understanding of what

counts as the economic and its guiding influences.

We have moved on from the simplicities of land, labour, and capital accounts of economic
location and economic potential, as well as the macro/structural insights‘ of Marxist,
Ricardian, or Keynesian theory explaining the systemic role of the wage relation, money,
investment, savings, technology, and labour relations (Amin 2001). There are alternative
viewpoints on appropriate notion of economies of agglomeration in economic geography
from the original Weberian formulation in terms of minimum transportation costs and
industrial organization to the Marshallian external economies and to the innovation
process oriented views also with counter debates which argue that ‘it is time to shed
‘agglomeration economies’ and concentrate on the nature of the network externalities.
However, recently, as a result of the rise of a new institutional economics and a new
institutional sociology (Amin and Thrift 1994) local agglomeration has come to be treated
in new ways. We now have a better sense of how economic success or failure are also the
product of past habits and routines, cognitive and knowledge frames, architecture of
innovation, business support systems, inter-subjective and network relations, corporate

power, the regulatory environment, and governmental policies.

Certain institutionalist perspectives currently at the vanguard of economic geographical
discourse and urban-regional inquiry is reviewed in this section. I will discuss the
contribution of institutionalist paradigm to the theory of economic geography in the
context of questions concerning regional economic development, by examining the two
determining tracks in the recent debate; one track is based on the discussions on
agglomerations and proximities through the mnotions of “localised | capabilities”,
“institutional thickness”, “embeddedness”, “network externalities” and “governance” and
the other one is based on the discussions on regional innovation through the notions of

“knowledge” and “learning”.
I11.2.1 Institutional Approach to Agglomeration and Proximity

Storper and Walker (1989) emphasised the importance of geography as a key to
understanding processes of economic development and social development as a whole. By

this perspective territories are defined as socially created congeries of human activities,
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around which form important geographical boundaries that shape social action and the

exercise of power.

Following this debate, Amin and Thrift (1995) put the particular importance of place-
centredness referring to the problems of integration and coordination in integrated global
production filieres. They give three reasons for their statement: The first one is pointing to
the face-to-face contact needed to generate and disseminate discourses, collective beliefs,
stories about what world production filieres are like and at which knowledge structures
can be tapped into. Secondly, they emphasise the role of centres acting as places of
sociability, of gathering information, establishing coalitions, monitoring and maintaining
trust, and developing rules of behaviour and their necessity to enable social and cultural
interaction. And thirdly, they put the importance of place-centredness by its role in
providing a critical mass of knowledgeable people and structures, and socio-institutional
networks, in order to identify new gaps in the market, new uses for and deﬁﬁi’cions of

technology, and rapid responses to changes in demand patterns.

The debate on the relation of geography, economic development and socio-spatial aspects,
has generally moved the literature on industrial agglomerations towards a new approach
based on a recognition of the importance of an institutional atmosphere in the creation and
maintenance of agglomerations. Attention has increasingly turned from ‘economic’
reasons for the growth of new industrial agglomerations, such as product specialisation,
and vertical disintegration of the division of labour, to ‘social’ and ‘cultural’ reasons such
as intense levels of inter-firm collaboration (Amin and Thrift 1994); a strong sense of
common industrial purpose; social consensus, extensive institutional support for local
business; and structures encouraging innovation, skill formation, and the circulation of
ideas (Hirst and Zeitlin 1991; Sabel 1989, 1992; Salais and Storper 1992; Storper 1993).
The recognition of socio-cultural aspects in turn, given renewed impetus to the study of
territorial embeddedness as found in the literature on industrial districts and other

localised industrial complexes (Amin and Thrift 1994).

All the analyses of post-fordist localised industrial dynamic models show that the
temporal viability and stability of these forms depend on the capacity of the local actors
involved to develop a collective dynamics of proximity (Dupuy and Gilly 1996).

Proximity can be conceived considering a given configuration of the economic
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relationships existing among agents (Kirat and Lung 1999, p.29). Proximity dynamics
(Dupuy 1995) is a complex process, involving strategic interaction between actors,
leading to the constitution of types of knowledge and collective reference points in an
uncertain environment. This concept refers to geographic proximity, which represents the
most intuitive meaning, and indicates the positioning of agents within a predetermined
spatial framework. This type of proximity must therefore remain distinct from a physical
proximity which would represent the outcome of *natural’ constraints in that it is a social
construction, built as much by the installation and development of transportation and
communication infrastructure as by architectural aspects and technical imperatives (Kirat
and Lung 1999, p.29). Such dynamics cannot, however be achieved solely in terms of pure
market logic; they must also integrate ‘invisible’ forms that support social relations such

as conventions, norms and collective knowledge (Dupuy and Gilly, 1996:1603).

Agglomeration is a strategy whereby producers ease the tasks of transactional interaction
because proximity translates into lower costs and wider opportunities for matching needs
and capabilities. Amin and Thrift (1994) emphasise that agglomeration alone does not
necessarily lead to the formation of efficient transactional interrelations. They give three
reasons: First, breakdowns of information exchange occur where one party holds
privileged information that can be traded on opportunistically. Second failures of trust
underpin and intensify this tendency; that is in the absence of formal and informal means
of ensuring that other parties to a transaction are likely to abide by a given set of
standards, it becomes rational to be hesitant about doing so oneself. Third, where these
problems prevail, fine-tuning of input-output flows is difficult to achieve and, in the
absence of durable agreements at all levels of the production hierarchy, firms are
encouraged to develop buffer stockpiles of critical inputs. All of these problems can be
kept at bay by institutional infrastructures or social practices which increase information
exchange and trust, and limit the probability that opportunistic behaviour will benefit
those who practice it (Storper and Scott 1992).

II.2.1.1 Localised Competences/Capabilities

Maskell and Malmberg (1999b), define localised capabilities as ‘the specific combination
of localised factors which influence the distribution of economic activity between and
within each country or region’. They establish well the relation between agglomeration

and localised capabilities by the statement; “the market selection mechanisms ensure that
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firms located in areas where the localised capabilities are specially suited to accommodate
and satisfy their needs will have a better chance of survival and growth than similar firms

located elsewhere”, (p: ).

In traditional location theory (Weber, 1909), a distinction was made between two types of
production input. On the one hand, there are factors of economic importance for the
operation of a firm for which the costs differ significantly between locations, so-called
localised materials. On the other hand, there are materials and other producfion inputs
which in practice are available everywhere at more or less the same cost, which are called
the ubiquitous materials. Weber used the distinction between localised materials and
ubiquities to determine the degree of market-pull on the location of industries; the larger
the element of ubiquities in the final product, the more strongly would the potential
savings in transportation cost pull the industry away from the sources of raw material

towards a location near the customers (Maskell and Malmberg 1999b).

Maskell and Malmberg (1999b) determines two processes that traditionally shifts the
relative importance of locational factors. There may have been a cease in demand for a
formerly important factor, perhaps caused by some innovation in the production process,
leading to the use of new inputs or a change in the magnitude of various existing inputs.
Alternatively, the supply of a localised input may have changed: natural deposits may
have become exhausted while new sources are discovered elsewhere; labour has become
scarce where it used to be abundant; suppliers have relocated; the geographical

concentrations of demand have shifted, etc.

As a repercussion of the ongoing globalisation they put a third process that has recently
emerged which actively converts formerly localised inputs into ubiquities. A large
domestic market is no advantage when transport costs are negligible; when the loyalty of
customers to local suppliers is dwindling; and when most trade barriers are eroded.
However, firms are progressively stimulated in order to increase their competitiveness
precisely because of the drive towards globalisation and the resulting homogenisation of
formerly critical factors of production. No firm can build competitiveness on ubiquities
alone, and little economic progress would be made anywhere if everyone Were able to
exactly the same in all places at once (Maskell and Malmberg 1999b).Thus, firms might

differentiate themselves by their location and —as a consequence by being able to utilise
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dissimilar territorially specific resources and localised capabilities(Maskell and Malmberg
1999b).

Oinas and Van Gils (1999) extends this debate to explain the competitive advantage by
emphasising the resources external to the firm. Firms or units derive resources from
various larger “entities” in which they are a part: larger corporations, networks, industries,
sectors, regions. They participate in coevolution processes in such entities. Evolution as
part of a larger whole leads firms and other actors to adopt certain aspects of the larger
entities, and to share common characteristics with other actors forming a part of that
entity. A degree of homogenisation emerges among the actors involved. The acquired
characteristics may affect their transformation, perception, use and access to resources.
And that may function as a competitive advantage for the various actors when they create

a distinction in regard to other actors,

Oinas and Van Gils (1999), identify four fundamental collective competences (resources)
in economic activities:

1.Technical competences refer to the ability to develop and implement technological
solutions, design products and processes, and to operate machines and facilities effectively
2.Economic competences refer to the ability to find economically efficient solutions to
activities carried out in business organisations. Here it is more focused on strategic
decision-making capabilities under competitive pressures and (relative) economic
efficiency.

3.Organisational competences make a collective of individuals in an organisation to
function as a co-ordinated entity. Collective entities have to set up certain fixed
procedures but they also have to maintain a sufficient degree of ﬂexibﬂity. This is
successfully done, by finding a balance between stabilising and dynamising routines.
4.Institutional competences enable economic actors to make use of external resources in
specific institutional environments so as to function effectively there. Institutional
environments, through their cultural (beliefs, norms and the related cultural practices) and
political (laws, rules, regulationé) aspects, condition economic action. The notion of
institutional competence relates centrally to three of the types of entities: industries,

sectors and regions.

64



They put the relation between production, firm and place as ‘Well functioning and
organised markets for products and production factors must be seen as a specific (non-
tradable) localised capability. Localised capabilities thus link the concepts of regions and

countries to the concept of the firm’.

Maskell and Malmberg (1999a) point out that a region can lead to sustainable regional
competitive advantages only if the resulting localised capabilities are:

-valuable (they must allow firms in the region to create profit);

-rare (they cannot be in abundant supply)

-not subject to substitution; and

-imperfectly imitated (meaning that firms and policy-makers in other regions cannot

readily copy them).

Localised capabilities which firms locate and build their competitiveness in interaction
with, are primarily based on (Maskell and Malmberg 1999a);
. -the region’s built environment
-the natural resources accessible in the region
-the region’s specific institutional endowment and

-the knowledge and skills available in the region

The importance of institutional endowment for enhancing localised capabilities is
emphasised by North (1994) as ‘Firms interact on markets which are social constructions,
embedded in territorially specific institutions which define and secure property rights and
enable economic transactions’. Maskell and Malmberg (1999a) define the institutional
endowment broadly by, embracing all the rules, practices, routines, habits, traditions,
customs and conventions associated with the regional supply of capital, land and labour
and the regional market for goods and services. It also includes the entrepreneurial spirit,
the moral beliefs, the political traditions and decision—making practices, the culture, the
religion and other basic values characterising the region. The geographically specific
institutional endowment epitomises the results of previous rounds of economic activity
while at the same time comprising the setting for new rounds of localised knowledge
creation. The relations of causality between localised capabilities and localised knowledge
creation function both ways and form a decisive element in the formation of the

competitive advantages experienced by firms in some regions and not in others.
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The regional institutional endowment might be created, transformed, eroded and recreated
through the economic history of the region, but at each point in time it has a directional
effect on the efforts of firms in the region by supporting and assisting some types of
knowledge creation while hampering or preventing others. The institutional endowment
simultaneously spurs and confines the development of firms in the region, thereby
exerting a strong —but never deterministic- influence on the future of the region (Maskell
and Malmberg 1999a).

II0.2.1.2 Institutional Thickness/Network Density

Amin and Thrift (1995) defined the complex set of institutional endowment of a place,
which are not ubiquitously available as “institutional thickness”. They explain precisely
why only some territories have been able to become centres of agglomeration by creating
and consolidating institutional thickness, and also making it work to secure dominance

over other competing localities.

Martin (2000) highlights a useful distinction which economists have drawn between the
institutional environment and institutional arrangements. The former relates to ‘soft
institutions’ and their articulation with the more formal regulations of competition, trade,
and welfare which govern socio-economic behaviour. Institutional arrangements, on the
other hand, refer to particular organisational forms such as markets, firms, unions,
government agencies, welfare regimes, and such like which are simultaneously a source, a

medium, and an outcome of the institutional environment.

Local institutional thickness, as Amin and Thrift (1995) defined, is the combination of
factors including inter-institutional interaction and synergy, collective representation by
many bodies, a common industrial purpose, and shared cultural norms and values. It is a
‘thickness’ which both establishes legitimacy and nourishes relations of trust. It is a
‘thickness’ which continues to stimulate entrepreneurship and consolidate.the local

embeddedness of industry.

Amin and Thrift (1995 p.102), determine the factors that contribute towards the
construction of institutional thickness as;
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-A strong institutional presence, that is plethora of institutions of different kinds
(including firms; financial institutions; local chambers of commerce; training agencies;
trade associations; local authorities; development agencies; innovation centres; clerical
bodies; unions; government agencies providing premises, land and infrastructure; business
service organisations; marketing boards) all or some of which can provide a basis for the
growth of particular local practices and collective representations. However, although the
number and diversity of institutions constitutes a necessary condition for the establishment
of institutional thickness, it is hardly a sufficient one.

-High levels of interaction amongst the institutions in a local area. The institutions
involved must be actively engaged with and conscious of each other, displaying high
levels of contact, cooperation, and information interchange which may lead, in time, to a
degree of mutual isomorphism. These contacts and interchanges are often embodied in
shared rules, conventions, and knowledge which serve to constitute the °‘social
atmosphere’ of a particular region.

-The third factor must be the development, as a result of these high levels of interaction, of
sharply defined structures of domination and/or pattems of coalition resulting in the
collective representation of what are normally sectional and individual interests and
serving to socialise costs or to control rogue behaviour.

-The development amongst participants in the set of institutions of a mutual awareness
that they are involved in a common enterprise. This will almost certainly mean that there
is a commonly held industrial agenda which the collection of institutions both depends
upon and develops. This will usually be no more than a loosely defined script, although
more formal agendas are possibIe. This agenda may be reinforced by other sources of
identity, most especially various forms of socio-cultural identification (such as region,

gender and ethnicity).

These four determinants of institutional thickness will in the most favourable cases,

produce six outcomes.

1) Institutional persistence, that is local institutions are reproduced.

2) The construction and deepening of an archive of commonly held knowledge of both the

formal and tacit kinds.
3) Institutional flexibility, which is the ability of organisations in a region to both learn

and change.
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4) High innovative capacity, which is not jut specific to individual organisations but, is the
most common property of a region.

5) The ability to extend trust and reciprocity.

6) Finally, and least common of all, is the consolidation of a sense of inclusiveness, that is
a widely held in common project which serves to mobilise the region with speed and

efficiency.

For sure, institutional ensembles represent some of the explanans but they are not in and
of themselves the full explanation (Maclead 2001). Besides the discussion of Amin and
Thrift on the importance of institutional thickness, Hudson (1999) emphasises that there
are no simple relationships between the existence of local institutional thickness,
guarantees of local economic regeneration and growth, and the socially progressive and
transformatory content of the politics pursued through it. Rather, the relationships between
localised institutional structures and localised economic and social change are ones that
both are reciprocal and vary between places and over time. Local institutioné may be

important in some circumstances is fostering change, in others in resisting it.

Hudson (1999) discusses localised  institutional thinness may have held greater
emancipatory and radical transformatory potential. Similarly Maskell and Malmberg
(1999a), point to the fact that a region has previously been lagging behind, and thus has
not developed such structures, might in certain cases turn out to become an ‘advantage of
backwardness’. The absence of physical structures and social institutions adjusted to
yesterday’s level of technological and organisational development may become an

advantage when trying to implement those of today or tomorrow.

Hudson emphasises that particular combinations of local economic growth models and
localised institutional structures, which play an important regulatory role, evolve in such a
way as to provide a stable localised basis for production and social reproduction. Whilst
this stability may be sustained for longer or shorter periods of time, in the end serious
disjunctions will emerge between the growth model and the regulatory framework and a
localised crises erupts. This is resolved —or attempts are made to resolve it-via searching
for a new stable combination. Here, what Hudson pointing out is that whether localised

institutional structures can be developed which would allow more of a smooth and
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incremental adaptation of local economic and social life to the broader exigencies of

national state policies and global political-economic change.

The work on institutional thickness, mainly through successful regions, have made the
imitation of these successful concentrations the main concern of many policy-makers.
However, Maskell and Malmberg (1999a) emphasise the enduring differences in
specialisation and the persisting disparities in generated income between regions through
long periods of time suggest the existence of strong barriers preventing localised
capabilities from being instantly imitated. Diericks and Cool (1989) idéntify three
important factors which might hamper imitation namely; asset mass efficiency, such as
large stocks of R and D, experience based knowledge and specialised labour force, time
compression diseconomies that indicate the need for long periods of experience in creating
certain capabilities and interconnectedness of asset stocks as the complex webs of

national, regional and local institutions as well as between institutions on each levels.

Another important point for institutional thickness or institutional endowment of a region
is the deterioration problem. Maskell and Malmberg (1999a) discuss that capabilities can
deteriorate for a number of reasons, thereby undermining the competitiveness of the firm
located in the region. A decline in formerly strong localised capabilities can be the
consequence of various specific and local reasons which can be gathered under the
headings of asset erosion (Diericks and Cool 1989), substitution (Porter 1990) and lock-in
situations (David 1985, Arthur 1989).

Asset erosion describes the process whereby hitherto important institutions in a region are
no longer reproduced at the same pace or to the same degree. Substitution represents a
special form of asset erosion where new technology rapidly devalues former investments
in, for instance, skills, education and infrastructure, thus undermining the region’s

capabilities (Maskell and Malmberg 1999a).

Normally, a region gradually develops its physical, social, institutional and cultural
structure in correspondence to needs of existing industry. Even if we assume that each
round of building new institutions or improving the old is based on, and perfectly adjusted
to, the most advanced technological, organisational or market knowledge available at the

time, there is always a risk that the resulting institutional endowment in the long run will
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become an obstacle to future development and perhaps even develop into a i'egidnal lock-
in. Such obstacles may be physical but they seem more often to be social and cultural
(Maskell and Malmberg 1999a).

At this point Maskell and Malmberg (1999a) suggests the importance of un-learning
process of firms and regions which will often necessitate the disintegration and removal of
formerly important institutions which now hinder further development. They take the
attention to the possible regional lock-ins as this un-learning process might jeopardise the
interests of some individuals or larger groups with the power to prevent or impede the
process. Similarly Glasmeier (1994) emphasise the individual self-interest and limited

information flows which can inhibit a local complex’s ability to transform institutions.

Hudson (1999) reminds that there can be no localised solution that impacts equally on all
social classes and groups in an area. In this sense, the myths of socially undifferentiated
proactive localities seeking to pursue their own interests are dangerously misleading ones.
What is necessary to do is specify whose interests are to be prioritised in seeking to
formulate and implement local solutions and create appropriate localised institutional
structures to facilitate this process. On the other hand, it should be emphasised that there
are no ‘local’ solutions to ‘local’ problems and no amount of localised institutional and

cultural change on its own will guarantee local economic prosperity (Hudson).
I11.2.1.3 Embeddedness

Embeddedness is recognised as having four basic forms —cognitive, cultural, political, and
structural (Zukin and DiMaggio, 1990;‘ Grabher 1993). Cognitive embeddedness identifies
the bounded rationality of economic actors and place-based knowledge. Cultural
embeddedness recognises the importance of shared collective understandings in decision-
making and goal formulation amongst firms doing business in a place. Political
embeddednes recognises the place-based impact on firms’ business decisions of struggles
with non-market institutions that might just as easily foster them (Heidenreich and Krauss,
1998) or constrain them to the point of failure (Glasmeier, 1991; Grabher 1993b).

At the heart of the embeddedness thesis, however, is structural embeddednéss which

identifies the manner in which business enterprises are incorporated into local, place-
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based networks that facilitate and promote information exchange and learning (Maskell et
al 1998; Asheim 1997). In particular, the role and impact of asymmetries between
business enterprises remains largely unexplored in this literature despite the central role it

has been identified as playing in network relationships (Taylor and Leonard).

Structural embeddedness has been recognised as having four essential characteristics
reciprocity, interdependence, loose couplings and asymmetric power relations (Grabher
1993a). Reciprocity refers to recurrent transactions between networked firms that are more
than simply repetitive and involve relationships that do not have immediate equivalence in
each transaction but achieve some approximate balance over the life of an exchange
relationship. Interdependence reflects the elements of trust and mutual orientation in long-
term exchange relationships that enable firms to exchange resources and information that
are crucial for high performance but are difficult to value and transfer via market ties. It is
central to network learning and local innovation capacities. Loose couplings, or integrated
separateness (Lundvall 1993), recognises the ability of firms networked in a place
individually to shift their partners while mgintaining an essentially stable district
framework of interaction. Asymmetric power relations area counterweight to the coziness
of network collaboration with collaboration and co-operation within networks being
undermined by practices of dominance and exploitation between unequal exchange
partners (Grabher 1993b; Taylor 1999).

In the literature ther? are criticisms on the the concept of ‘embeddedness’ as it being
imprecise and ill-defined (Taylor). In the model of local growth it has directed attention to
the nature of relationships between firms and their socio-spatial environments that are
neither well understood nor particularly well conceptualised (Oinas, 1997). The
assumptions implicit in the model is, however, that ‘embedded’ equals ‘local’. Oinas
(1997,p.29) has argued that there is no reason for this to be so and that entrepreneurs and
business people can be embedded in social relations at different spatial scales.
Nevertheless, there is no clear understanding of what aspects of social relations lead to the

cultural and political embeddedness of firms.
Furthermore in the criticisms of embeddedness model, the symmetrical properties of trust,

reciprocity and loyalty in buyer/supplier relationships are argued as being either

temporary or even illusory, and to be fundamentaily at odds with the existence and impact
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of power asymmetries within and beMeen firms (Bresnen 1996; Pratt 1997; Baker 1996;
Taylor 1999). The model is seen by some as an ahistoric, idealised and romanticised view
of inter-firm relationships that inappropriately extends notions of flexibility, policy driven,
functionalist and is perpetuated by selecting case studies on the dependent variables
(Hudson 1999; Staber 1996; Lovering 1999).

Already it has been recognised that embeddednes cannot be replace market mechanisms
entirely. Co-operation, it is argued, must be tempered by competition. A balance is needed
to avoid lock-ins, to avoid paternalism in labour markets, to stimulate the knowledge

economy and to prevent ‘institutional overload’ obscuring economic imperatives.

The case can be argued, however, that economic relationships involve more than a
dynamic tension between collaboration and competition, they also involve the more brutal
exercise of power, through the control of resources, the manipulation of relationships or
the exercise of discipline (Taylor, 1995). Taylor ( 1998) ,determines that power
inequalities can be seen leading to exclusion. First, they restrict firms’ freedom of action.
Power inequalities limit the forms transaction and buyer-supplier relationships open to
firms according to their positions in inter-firm networks This restricts the wéys they are
able to do business and, thus, their possibilities and potential to accumulate capital.
Second, power inequalities can create lock-ins and the ossification of transaction relations
( Amin and Robins 1991; Amin 1993; Grabher 1993b; and Glasmeier 1991). Indeed the
creation of institutions in a place can be seen just as much as a way of protecting the status
quo of doing business in a place (and so promoting lock-in) as it 2 mechanism for the
generation of dynamic development. Third, power inequalities lead to uneven spatial
development —a well recognised inherent characteristic (Hudson 1999; Massey 1984). Just
as some economic local economic systems are ‘winners’, others are ‘losers’. Finally, the
power inequalities of class lead to exclusion in business communities through its shaping

of boards of directors and the strategic decision-making role they have. (Hambrick, 1994).

While the local embeddedness model has been accused of being policy-driven theory in
the context of the industrial west (Lovering 1999), it is very clearly seen as a way of
promoting socially and culturally sensitive economic growth in the developing country
context (Taylor 1999). There is a major implicit shift in the focus of the embeddedness

model. Though recognised first as a COmpetitive strategy for the incorporation of places in
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a global economy, here it is subtly translated into a coping mechanism to counter the

underdevelopment of places by global economic pressures.

Now in the developing country context the focus is on the creation of “social capital’ and
the creation of seemingly appropriate non-economic and non-political institutions as the
underpinnings of successful economic growth (Putnam, 1993). Such institutionaily driven
research is relatively new ( Schmitz and Musyck, 1993; Honig, 1998). Tentative
conclusions from empirical research show, however, that in developing countries where
scale economies are lacking, there is a greater need for inter-firm collaboration (Yeung
1998). The major lending institutions, however, have recently been pushing for ‘good
governance’ to create an ‘enabling environment’ for economic growth in the developing
world, so it can be assumed that such studies will be of growing importance as these

policy initiatives mature.

Embeddedness model of local economic growth needs to be more sensitive to the dualities
of process operating within local economies; for example inclusion versus exclusion;
powerfulness versus powerlessness; flexibility versus lock-in; stability versus instability;

and coping versus competitiveness (Taylor 1999).
I11.2.1.4 Network Externalities

Networks are introduced as intermediate organisational forms between markets and firms,
when these fail in efficiency and efficacy. When markets are not able to serve for co-
operative relations, especially trust, demand or supply specificity, possibilities for co-
operation, are at the basis of a choice for supplier-producer and buyer-subcontractor
network relationships: extended family networks, cooperative networks etc. have formed
the organisational structure of local small production systems (Hansen 1992 p.100-101).
Obviously, the regions with already established networks of various types and the socio-
cultural environment that supports the networking among different units believed to have

advantageous position in contemporary era.

The emerging interpretative framework of the new real world situation as ‘the network

paradigm’ (Capello, 1996) is embodied in three main theories;
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-cooperation agreements among firms (synergy networks, complementarity networks,
strategic networks),

-local/global developments of local areas (local networks, density of relations, informality,
openness; frans-terrvitorial networks; greater formalization of relationships, network
selectivity and closure),

-the new management of territory by firms.

Common success factors of these theories emerge as the basic features of the network
paradigm are (Capello, 1996);

-competence of firms and local territorial systems in decision-making processes,
-dynamic efficiency of industrial and territorial production systems,

-flexibility of production systems required by high degrees of uncertainty and market
volatility,

-synergy and integration among firms and local areas, with the aim to exploit network

externality advantages as much as possible.

Network forms is the product of forces that have matured in the course of time and of
relationships that are peculiar to particular contextual circumstances (Amin and Hausner,
1997). Networks differ in terms of the strength of their ties (Grabher 1993), and the
differences play a significant part in defining both the importance of the network for

actors and its adaptive qualities.

Amin and Hausner (1997) emphasised the difference among networks characterised by
strong and weak ties. While the network characterised by strong ties of association may
secure unity of purpose and rapidity of response, as in the case of say, a network of
clientalist relations cultivated by a politician or a business boss, it is likely to foster
relations of dependence, as actors are deprived of alternative connections as well as the
capacity to improve or innovate. Thus, a network of strong ties risks becoming an
inadaptive network if contextual circumstances change. In contrast, a network of loose
alliances, such as say, periodic meetings between community organisations working in a
similar field, is one that brings together a variety of agendas and rationales, and is
probably difficult to mobilise as a single unit. On the other hand, loose alliances in
representing variety of capability spread across relatively self-governing actors, are likely

to offer a wider pool of possibilities to draw from when circumstances change.
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Amin and Hausner (1997) also points to the power dimension of networks. Relations
within and across networks are seen to be somehow more reciprocal and more egalitarian,
because they rely on interaction. Not all networks are mnon-hierarchical, - mutually
beneficial or discursive, therefore it is important to distinguish between different types of
power relations within the network form. Rob van Tulder and Winfried Ruigrok (1997)
focus on industrial complexes, to distinguish one important dimension of power relations.
This is the bargaining position of ‘partners’, which they differentiate in terms of the
relations of dependency between actors. They distinguish between five types of
relationships, reflecting different links of association with ‘core’ firms:

- relations of independence, resulting in cooperation or competition;

- relations of independence, resulting in compliance;

- relations of inderdependence, resulting in coalition;

- relations of dependence with core firm influence, resulting in direct control,

- relations of dependence without partner influence, resulting in structural control.

This example usefully illustrates that the bargaining position of actors differs enormously
from one network to another in accordance with the power of individual actors over
others. Hence, usefulness of exploring the nature of interaction between actors, beyond

simply recognising the existence of ties (Amin and Hausner, 1997).

What counts also, importantly is the institutional set-up of networks, which we could
define as the enduring collective practices and organisations within networks. This
includes formal rules and institutions of regulation and governance, as well as the
embedded cultural and social practices, and conventions which constitute the reproductive
framework of networks. Institutional set-up, thus, defines the enduring qualities of
networks, their stability and degree of coherence, their collective efficacy, and above all
their overall governance structure. Institutions —hard and soft- constitute webs and nodes
of networks, the channels of collective organisation and communication, as well as the
points of intersection and encounter. In a sense, they are the architectural frame of

networks (Amin and Hausner, 1997).

Mouleart and Sekia, (2000) suggest that network design principles in territorial
development should include;
- targets responding to human needs satisfaction

- communication and decision-making based on inter-cultural communication
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- innovative institutionalisation principles (shared responsibilities, direct democratic
control on key functions rotation in main functions);

- integration of scale and power links.
II1.2.1.5 Governance

The discussion about ‘networks’ leads to the even contemporary discussion about
‘governance’. Since the academic literature on governance has various theoretical roots
such as, the choice between market and hierarchy (and intermediate forms) initiated by
Coase and others in institutional economics, organisational and development studies,
political science and public administration (Stoker, 1998), the improvement of the ‘urban
growth coalition’ and the local governance debate at the regional and urban level (Le
Gales 1998; Storper 1997; Mouleart et al. 1996), there is a wide array of notions of
governance. In practice, it is usually accepted that governance is “a code for less
government” and reflects a search for reductions in the resource commitment and
spending for government in the period of recognised financial limits, as well as declining
institutional capacities in the changing world conditions (Eraydm 1999). However,
governance has a wider meaning that can be generalised as “different modes of
coordination of interdependent activities” (Jessop, 1993:29) and “creating conditions for

collective action” (Stoker, 1998).

Jessop (1998) defines three different forms of governance: the simplest type of
governance stems from selective formalisation of interpersonal networking among the
individual actors who build their relations based on past familiarity with others. The
partnerships formed are more targeted and partners share an imagined community
interests. Secondly, as the mode of co-ordination among the formally autonomous
organisations in order to secure a joint outcome, which is mutually beneficial for all the
partners. Third type of governance depends upon the mutual understanding and co-
evolution of different institutional orders and to secure agreed societal objectives. The
relations are the means to realise an inter-systemic consensus, inter-organisational
arrangements and relevant activities in order reach specific objectives and to respond

continuous changes in the external world.
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In terms of regional policy, governance means less centralised decision-making and
creating self-organisation that should be based on collective action. The importance of
self-governing networks of local actors, a change from individual to collective interests
(Ottati 1994), a new deal between the different groups or parties, the new roles of
government such as ‘mediator’, ‘enabler’ or ‘catalytic agent’, public-private partnerships,
local government led partnerships, and support by cultural aspects and normé embedded in

regions are the structural characteristics of regional governance (Eraydin 1999).

Jessop (1997) identifies three levels of ‘embedded’ social orgamisation relevant to
governance. These are;

- the social embeddeness of interpersonal relations (Granovetter 1985)

- the institutional embeddedness of inter-organisational relations (Grabher 1993, Powell
and Di Maggio 1991)

- the ‘societal’ embeddedness of functionally differentiated institutional orders in a

complex, de-centred societal formation.

The notion of governing capacity is introduced, that is to say the capacity to plan and
execute a development project. The nature of the project differs from region to region
depending on the balance of social forces. In regions with strong regional governments,
political forces may lead the development project. In other cases leadership is determined
by the combination of internal pressure, from firms, unions, social movements and
political forces, and external circumstances. In some cases, the external circumstances are

decisive and the region then has no capacity to impose its priorities (Keating 1998,p.26).

There is special emphasis on self-governing capacity, which indicates the local actors and
institutions formed by them as the major proponents of self-fed development process. In
the self-governing networks different local actors take place. Obviously individual firms
are the main actors that are tied to each other by various networks. However there appear
several formal and informal institutions acting as catalytic agents. How a successful self-
organisation and self-evolving system can be achieved depend upon certain conditions,
such as, mode of coordination adopted, the constitution of the objects of governance and
the environment within which relevant actors coordinate their activities to achieve their

objectives.
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Jessop (1997) determines the points that should be included in any attempt to build
effective governance mechanisms:

-simplifying models and practices which reduce the complexity of the world and which
are congruent with real world processes as well as relevant to the objectives of fhe actors
concerned;

-developing the capacity for dynamic social leamning about various casual processes and
forms of interdependence, attributions of responsibility and capacity for actions, and
possibilities of coordination in a cbmplex, turbulent environment;

-building methods for coordinating actions across different social forces with different
identities, interests and meaning system, over different spatio-temporal horizons and over
different domains of action; and

-establishing both a common world view for iadividual action and a systexh of meta-

governance to stabilise key players’ orientations and rules of conduct.

I11.2.2 Institutional Approach to Territorial Innovation: “Learning” and “Knowledge

Creation”

The connection between institutions and change becomes rather obvious once the
importance of knowledge and leamning for the structwre and change of the modemn
economy has been realised (Johnson and Nielson 1998). This is reflected in the increasing

importance of concepts like the ‘knowledge based economy’ and the ‘learning economy’.

Recently the common agreement is that, contemporary capitalism has reached the stage at
which knowledge is the most strategic resource and learning the most important process.
This is a dynamic vision of the economy as a learning process (Johnson and Lundvall
1993) which is distinct from the conventional conception in terms of an allocation
mechanism that leads to equilibrium. Lundvall (1995) remarked that the term ‘learning
economy’ signifies a society in which the capability to learn is critical to economic
success. Gradually a knowledge-based economy is materialising, where the cdmpetitive
edge of many firms has shifted from static price competition towards dynamic
improvement, favouring those who can create knowledge faster than their competitors
(Porter 1990; Chandler 1992). Carter (1994) characterises the shift towards a knowledge-
based economy by three elements:

-the growing importance of economic transactions focused on knowledgé itself
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-the rapid qualitative changes in goods and services
-the incorporation of the creation and implementation of change itself into the mission

of economic agents

Capitalism is seen as an evolutionary process, driven by technical and orgémizational
innovation; a process in which firms face a greater degree of uncertainty and instability
than is ever admitted in neo-classical theory, a process in which social institutions other
than the market play a major role. Morgan (1997) suggests two propositions that have
contributed to the debate about the nature of capitalism as a learning economy; (i)
innovation is an interactive process -between firms and the basic science infrastructure,
between the different functions within the firm, between the producers and ﬁsers at the
inter-firm level and between firms and the wider institutional milieu- and this process
should be conceived as a process of interactive learning in which wide array of
institutional mechanisms can play a role, (ii)innovation is sbaped by a variety of

institutional routines and social conventions.

Malecki (1991) relate these propositions to territory by suggesting such routines partly
rooted in the local and regional institutions and the milieu so that specific regional
trajectories may emerge. Local firms and networks becoming increasingly interlinked with
global markets, with corporate markets, with corporate hierarchies as well as networks
increasingly shaping the innovation process and consequently local and regional

development is shaped within specific local conditions and histories (T6dtling, 1999).

These propositions associated with the evolutionary approach give way to some new
theoretical departures in the field of regional development. In the base of this new debate
there is the nature of learning process and the concept of knowledge, so it is important to

understand what learning and knowledge is.

Hudson (1999) puts that, learning both presupposes and produces knowledge but
knowledge is not an undifferentiated entity and it exists in a variety of forms. There is, in
particular, a critical qualitative difference between information, which is codifiable (and
so commodifiable and tradable) knowledge that can be transmitted mechanically or

electronically to others and in principle can become ubiquitously available; and tacit
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knowledge in the form of know-how, skills and competencies that cannot be so codified
and ubiquified. Maskell and Malmberg (1999b) emphasise the need to have tacit
knowledge in order to use codified knowledge. On the other side, Amin and Cohendet
(1999,p.93) put the relation among codified and tacit knowledge by indicating that the
“behaviour of firms is guided by organisational routines which mobilise both forms of
knowledge”. Amin and Thrift (1994), emphasise the significance of place;specific tacit
knowledge within key nodes of command and control and representation in a global
economy which is enhanced by the technological facilitation of information flows

simultaneously.

Learning processes determine the creation of knowledge. Maskell and Malmberg (1999a)
emphasise learning processes are inherently interactive in nature and generally
characterised by uncertainty. Most new knowledge emerges from problem-solving, often

on a trial-and-error basis, and as such it is normally arrived at incrementally.

Learning processes can be internal to an actor (actor can be seen either as an individual or
as a collective actor such as a firm, a corporation, even a network) or they can take place
in inter-actor processes (Oinas and Van Gils, 1999). In the latter case, new elements to
actors’ learning processes are integrated from other paths followed by other actors.
Relatedness —similarity and complementarity- between the new elements and the pre-
existing resource-bundles condition the directions (depth or scope) learning can take.
(Oinas and Van Gils, 1999) In most cases, similarity and complementarity are needed for
learning, Similarity creates the cognitive basis for creating novel combinations, for

actualising potential complementarities.

Maskell and Malmberg (1999a) put the two implications of the general character of
learning processes as;

- “History matters”. In order to cope with‘ the uncertain and incremental character of
learning processes, firms develop various routines and procedures. Success will tend to
make such routines extraordinarily durable, and this, in turn, will tend to establish path-
dependent ‘learning trajectories’.

- “Proximity matters®. The interactive character of learning will in itself introduce

geographical space as a necessary dimension to be taken into account. The more tacit the
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knowledge involved, the more important the spatial proximity between the actors taking

part in the exchange.

These two implications of general character of learning put forward the understanding of
the contemporary emergence and reproduction of spatial agglomerations of related firms,
in which the path-dependent and interactive character of knowledge creation is a key.
Maskell and Malmberg (1999a) stress the empirical works which suggest that a certain
interchange of tacit knowledge (Nelson 1987, Von Hippel 1988) taking place at a local
level, where firms share the same values, background and understanding of technical and
commercial problems. They suggest that, such ability to interchange, otherwise purely
internal information, constitutes an important part of the competitive advantage of spatial
agglomerations of related firms and industries. Also the region’s distinct institutional
endowment that embeds knowledge and allows for knowledge creation which —through
interaction with the available physical and human resources- constitutes its capabilities

and enhances or abates the competitiveness of the firms in the region.

Hudson (1999) emphasises the increasing complexity of the knowledge-base upon which
the totality of the production process depends is increasing the social division of labour in
knowledge production and resulting in growing numbers of collaborative long-term
relationships between firms. As a result, know-who is becoming of growing importance in
the production of know-how (Lundvall and Johnson, 1994). This growing emphasis on
knowledge and learning therefore also links in with claims as to new forms of relations
between companies, based on co-operation, trust, and the sharing of knowledge for mutual
benefit. Trust-based relationships are emphasised (Lorenz 1992, Storper 1995) which are
primarily built as trust is not a commodity readily available on the market. When building
trust-based relationships between firms, some forms of tacit knowledge might eventually
be exchanged (Sako 1992). In another context Maskell and Malmberg (1999b) propose
four distinctive stages in this process:

-the transfer of knowledge involves the employment of a very old-fashioned, precapitalist
exchange mechanism: barter.

-the patterns in one transaction save some or all the search costs by keeping in contact
with each other, thus initiating a ‘dyadic’, stable relationship.

-the accumulated sunk costs align the incentives and make the partners in a dyadic relation

behave as if they trust each other.
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-the dyadic partnerships interconnect in building network-relations through which each
participant might access knowledge while benefiting from the trust-enhancing investments
made by the initial sinking of costs in one or a few relationships (your-friend-is-my friend)

Also, considerable emphasis is placed upon new forms of network relations, both
‘horizontal’ relationships between small and medium-sized enterprises (SMEs) and
‘quasi-vertical’ relationships between big firms and their suppliers and/or customers,
which stress the sharing of R&D, of knowledge and the products of learning to the benefit
of all partner companies in the network (Hudson 1999).

It is also emphasised that there are some limitations to the comparative advantages of
agglomerations as learning environments (Amin and Cohendet, 1999). One is the
tendency to ignore the relational proximity provided by global links of reciprocity, such as
the networks of transnational corporations, that also constitute a rich source of informal
learning. Another is its inadequate appreciation of the power of organizational
environments in combining the fruits of tacit knowledge with science and technology (e.g.
design and quality-conscious high performance companies), as well as its underestimation
of the normal transaction cost savings associated with size. A third limitation is the under-
appreciation of the variety of possible learning outcomes (Odgaard 1998, quoted in Amin
1999), which are in part influenced by differences in actor-network rationalities and
cognitive frames (e.g. craft networks of incremental learning based on trust and
reciprocity versus networks of problem-seeking learning based on reflexive knowledge).
Finally, at times it is not clear whether the strengths of dynamic networks derive from
their learning capabilities or their ability to anticipate change and adapt (Hudson 1996
quoted in Amin 1999),

After discussing the concepts of knowledge and learning and their spatial implications, it
is now important to put forward the different ways, types or sources of learning processes.
The learning that has changed the nature of both international competition and industrial
organisation in the post-fordist age are the ones that are active, systematic, integrative, and
generative (Senge 1990). Rather than the passive processing of information or passive
accumulation of experiences, knowledge creation, diffusion and transformation are
actively and systematically conducted and embodied in the whole organisational process

of production (Florida and Kenney, 1993).
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There are, however, several strands to the learning literature, which highlight different
aspects of, and ways of learning: learning-by-doing (Arrow, 1962); learning-by-using
(Rosenberg 1982); learning-by-interacting (Lundvall 1992); and learning-by-searching
(Boulding 1985;Johnson 1992). Perhaps the most influential of these within recent debates
has been Lundvall’s emphasis on learning-by-interacting, informed by a concern to
understand how (predominantly small) companies in open economies can remain
competitive in an environment of rapid technological change and uncertainty. It
essentially focuses upon companies learning about and adapting to ‘best practice’ via
interaction with other firms and institutions as the route to competitiveness (Hudson

1999).

Jin and Stough (1998) define the sources of learning by emphasising the different levels of
institutional arrangements that promote the learning capability of various agents. The
levels of learning include:

(i) Individual and organisational learning; The learning capability of an organisation
depends in part on the knowledge and skill base of its employees. Students of human
capital and human resources are pointing out that the effective supply of well-trained
workers by the education system is important for a nation to compete in international
markets (Porter 1990; Thurow, 1992). This conclusion is also valid for regional

development.

The effectiveness of individual learning in an organisation depends on several factors. The
first one is the amount and quality of on-the-job training provided by the firm. The second
factor is the employee’s motivation to learn. Both these factors depend on social, cultural
and institutional factors. Some countries and regions have cultural norms supporting
learning, whereas others do not (Vogel, 1992). Though cultural norms for learning are
important, 2 more influential factor comes from the nature of the employment relationship.
A short-term contractual employment relationship decreases the employer’s incentives to
provide training and employee’s motivation to learn firm-specific knowledge and skills. In
contrast, a long-term employment relationship promotes both the motivation for
employers to provide training and the motivation for employees to learn firm-specific
knowledge and skills. A firm with a commitment to long-term employment preserves its
learning capability by retaining its experienced workers when it faces economic recession

and therefore achieves a learning advantage when the economy recovers.
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Learning by monitoring is a practice through which deficiencies of products and processes

are identified and eliminated on the spot by reducing production bottlenecks.

(i))Transactional learning; is the type of learning that occurs in the marketplace. The
simplest form of transactional learning happens when people are exposed to new ideas
about new products and new ways of doing business in international markets. The second
form is learning by using new equipment (Rosenberg 1982). Investment in machinery has
proved to be essential in long-turn productivity growth (DeLong 1992). New machines
embody new knowledge, whereas their use facilitates the generation of new skills,
expertise, and insights about opportunities for improvement (De Long 1992). The third
form happens when people exchange economic knowledge at specific time and places
(Hayek 1945), or exchange technological knowledge about specific products and
processes, either in the marketplace, local restaurants (Saxenian1994) or professional
conferences (Lynn et al 1993). The learning capability of firms in a given region is greatly
influenced by the extent and intensity of the spillover of knowledge in that region. The
fourth form comes from the movement of knowledge workers, including éxperts in

engineering, marketing, and management across firm boundaries and regions.

(ii’)The Network Learning: However the patterns of transactional learning are facilitated
not only by impersonal markets, as implicitly indicated (Porter 1990, Von Hippel 1984)
but also by geographically clustered and socially constructed markets. Structurally,
learning is enhanced by inter-firm- networks in the market that facilitate knowledge
exchange and knowledge synthesis among suppliers and producers (Fruin 1992, Gerlach
1992). Culturally, information exchange is facilitated by the various forms of social
capital, especially the cultural norms of trust, co-operation and reciprocity (Fukuyama
1995; Hansen 1992; Lorenz 1992). Without these spatially concentrated institutional
structures and cultural norms, the market in the neo-classic sense can help little in

facilitating and stimulating co-operative learning.

(iv) Spatial Learning: Spatial learning is the kind of learning that results from the spatial
configuration, accessibility, mobility, and exchange of externalised information,
knowledge, competencies, and learning capabilities. In the Fordist age, the spatial impact
was conceptualised in theories of industrial location based on the consideration of

transport cost and economies of agglomeration. Whereas learning in the Fordist age
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happened most frequently in the education and R&D systems either in the public sector or
within the firm, spatial learning in the age of Fordism most frequently took place in the
agglomeration, attraction and movement of human resources in an industrial space.
Consequently, other than its traditional role in enforcing contracts and property rights, and
in the provision of public infrastructure, the focus of local government was on the
production and reproduction of necessary knowledge and human capital through the

public provision of education.

The spatial form of learning encompasses not only individual and organisational learning
in the regional context but also transactional and network learning within a region. The
importance of the spatial dimension of learning and knowledge creating is at ﬁrst reflected
in the existence of what Scott (1996) calls “spatial transaction costs”, especially, when it is
related to the creation, diffusion, appropriation, and exchange of tacit, localised, relational,
and externalised knowledge, expertise, and capabilities. According to Scott (1996), the
spatial transaction costs generally decrease with the geographical distance between two
ﬁansacting parties. This is especially true when people engage in a frequent exchange of
tacit, localised and relational knowledge, expertise and capabilities. The spatial impact of
learming is further reflected in the role of regional and communal governance in either
reaucing the transaction costs or overcoming the market failure in the creatiqn, diffusion,
and appropriation of externalised knowledge, expertise, and capabilities. Combining these
two spatial and/or regional impacts on learning with the fact of an increasing reliance of
externalised competencies and capabilities in the post-Fordist age, it is to predict the
increasing importance of the spatial element of individual, organisational, transactional,

and network learning and knowledge creation.

Concerning regional policy, Oinas and Van Gils (1999) discuss that there is no one kind of
“regional learning” —and no way of boosting it. There are a several kinds of resource-
activity bundles in firms and regions, based on which learning can take plaée in diverse
(but not random) constellations of actors involved and toward an array of (but not infinite)
directions. It is the role of policy to recognise the variety —and to support the search for

successful realisations of the potential offered by each specific context.

From the policy dimension, the main question becomes how to improve the

national/regional innovation systems in order to create conditions for innovative activities.
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Especially the literature on national innovation system (NIS) explains the roles of different
institutions and actors. In the work that leads to innovation and the discussions on the
Reéional Innovation Systems (RIS) follow the same kind of understanding at the regional
level (Cooke, Uranga and Extebarria 1997 and 1998). Programs and policies to ensure
innovative basis receive increasing importance (Gregersen and Johnson 1997). In this
context, both learning process and the end products of knowledge are assumed something
that can be manipulated (Eraydin 1999). In fact, although learning is defined as path
dependent process, the literature is increasingly full of material that explain how the
technological base can be supported and the new institutions to be introduced, etc.
However, by far, no answer to the question what the role of social dynamics and
democratic decision-making in innovation trajectories should be (Mouleart and Sekia,

2000).

State’s policy in creation of an institutional setting that ranges from direct subsidies,
public education and training facilities, public Rand D spendings, infrastructure facilities,
financial support, regulation, standards to public procurement are all considered a part of
NIS. In certain areas both the actors and their relations supported by informal networks
and national, regional and local institutions enable some region to have an advantageous
position in the innovative activities. They constitute knowledge centers such as
universities, research institutes, contact research organisations and technology transfer
agencies and deeply affected by governance structure of business associations, chambers
of commerce and public economic development, training and promotion agéncies and
government departments. Institutions in the sense of common habits, routines, established
practices rules or laws that regulate relations and interactions between individuals and

groups shape the interactive learning process (Gregerson and Johnson 1997).
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CHAPTER IV

INDUSTRIAL DISTRICT MODEL

The 1980s literature on spatial development and industrial geography present many
success stories identified as ‘industrial districts’(Brusco 1982; Sabel 1989; Piore and
Sabel 1984; Amin 1989; Pyke, Beccatini and Senberger 1990; Capecchi 1989; Beccatini
1991; Storper 1990 and 1993). Industrial districts composed of interdependent networks of
firms in north-east central Italy, West Germany, Scandinavia, the USA and Japan are
usually classified as Marshallian or high technology districts. These districts stand out not
only for their flexible and innovative response to the demands of changing markets but
also for the complex balance of cooperation and competition between industrial firms

which makes possible the recombination of resources (Zeitlin,1989).

While the first examples were from advanced parts of the world, beginning from 1990s, it
is possible to observe the presentation of success stories also from the developing
countries, although they are still in limited number (Eraydin 1997). There are examples
from Latin America especially from Brazil (Schmitz 1995;Storper 1990), South Korea
(Park and Markusen 1995), Mexico (Rabelotti, 1995 and 1997), India (Cawthome 1995),
Turkey (Eraydmn 1998a, 1998b).

The empirical success of the industrial districts both at national and international levels,
has consolidated the economic validity of this organizational model. Although there are
increasing doubts on the sustainability of growth in these regions and their future
development patterns (Harrison 1994b; Cooke 1996; Staber 1996) and questions whether
textbook formulations are supported by actual evidence (Rabelotti 1995), they are still in
the agenda of both advanced and developing countries. Additionally, a range of

complementary literatures on spatial agglomerations in different forms begah to be named
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as, as “learning regions” (Florida 1995), “innovative milieu” (Camagni 1991) or “regional
systems of innovation” (Cooke, Uranga and Etxebarria). They are usually accepted as the
spin offs or advanced forms of industrial districts in the changing economic conditions of
1990s, where information, knowledge and innovation became the prominent factors of
success (Hassiok, 1997).

This chapter examines industrial district model with reference to institutional factors,
which in the literature has been discussed as one of the main determinants of the model.
The first part of the chapter discusses the stylised facts of the model presenting an
overview of the industrial district literature. In the second part, some of the industrial
district cases from different parts of the world is examined comparatively. The third part
discusses the institutional factors that leads to success in industrial districts. And, in the
last part, current problems of industrial districts and future prospects are provided.

IV.1 Stylised Facts of the Industrial District Model

In his original formulation Marshall envisioned a region where the business structure
comprises small, locally owned firms that make investment and producﬁon decisions
locally (Markusen 1999). Scale economies are relatively low, forestalling the rise of large
firms. Within the district, substantial trade is transacted between buyers and sellers, and
often entails long-term contracts or commitments. Although Marshall did not explicitly
say so, linkages and/or cooperation with firms outside the districts are assumed to be

minimal.

What makes the industrial district so special and vibrant, in Marshail’s account, is the
nature and quality of local labour market, which is internal to the district and highly
flexible. Individuals move firm to firm, and owners as well as workers live in the same
community where they benefit from the fact that ‘the secrets of industry are in the air’.
Workers are committed to the district rather than to the firm. Labour out-migration is
minimal, while in-migration occurs as growth permits. The district is seen as a relatively
stable community which enables the evolution of a local cultural identity and a shared

industrial expertise.
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The Marshallian district also encompasses a relatively specialised set of services which
are tailored to the unique products/industries of the district (Morgan 1999). These services
include techmical expertise in certain product lines, machinery and marketing, and
maintenance and repair services as well. They include local financial institutions offering
so called ‘patient capital’, willing to take longer-term risks because they have both inside

information and trust in the entrepreneurs of local firms.

In brief, Marshallian industrial district, is identified by the following features (Rabelotti
1997): with regard to its economic structure, spatial proximity of firms, specialisation in
the same sector or filiere, division of the production cycle in phases, differentiation and
customisation of the products; with regard to the social structure, existence of a system of
values like labour ethic, high risk and saving propensities, sense of community, existence

of an institutional network favouring the diffusion and tranmission of values.

Beccattini (1979) introduced the concept of industrial district, which is developed as the
Italianate version of Marshallian industrial district. He defined the industrial district: ‘as a
socio-territorial entity which is characterised by the active presence of both a community
of people and a population of firms in one naturally and historically bounded area’

(Beccattini 1990, p.38). Becattini emphasised the socio-economic origin of the concept.

According to Beccatini firms within industrial districts are strongly rooted in the territory,
‘any single unit of production which operates within a district is to be considered at one
and the same time both as an entity possessing its own history which in principle is
disconnected from its territorial origin and as a specific cog in a specific

district’(Beccattini 1990, p.38).

Another important feature of industrial districts that Becattini borrowed from Marshall, is
the concept of ‘industrial atmosphere’ i‘eferring to the; concentration of a large number of
skilled and specialised people which favours a process of mutual training and learning by
doing and the existence of very strong specialisation, spatial proximity and cultural

homogeneity which aids the fast diffusion of innovations and know-how.

Unlike the passivity of Marshall’s firms, Italianate districts exhibit frequent and intensive

exchanges of personnel between customers and suppliers, and cooperation among
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competitor firms to share risk, stabilise markets and share innovation (Markusen 1999).
Disproportionate shares of workers are engaged in design and innovative aétivities.
Activist trade associations provide shared infrastructure -management, training marketing,
technical or financial help- as well as providing forums to hammer out collective strategy.
Local and regional governments may be central in regulating and promoting core
industries. Trust among district members is central to their ability to cooperate and act
collectively (Harrison 1992; Saxenian 1994), although critics argue that the power of large
corporations to shape Italian industrial districts has been understated.

As for growth and stability, as long as agglomeration economies remain and are not
replicated in other locales, both Marshallian and Italianate industrial districts retain good
long-term prospects for growth and development. Although more standardised functions
may be hived off and driven elsewhere by inflated regional costs, innovation will ensure
the revitalisation of these ‘seedbeds of innovation’. But other hypotheses have been
advanced. Agglomerative specialisation and success in one industry, especially when
associated with some degree of market power and/or dominance over region factor
markets, can actually impede the development of other sectors whose presence might

diversify the economy and counteract maturation or instability in the original sector.

Externalities have been widely used as a concept to capture several economic effects of
clustering, both in a static and dynamic perspective (Rabelotti 1997). In industrial districts
the reduction in transaction costs can be explained by geographical proximity and socio-
cultural homogeneity. The stability of many relationships and the importance of building a
reputation decrease the risk of opportunistic behavior. In the districts a delay in delivery or
bad quality production immediately becomes common knowledge and a bad reputation
negatively influences future relationships. Moreover, in industrial districts, firms facing
some problems with their partners can easily find a new enterprise able to satisfy their
needs. Another important aspect characterising transactions in industrial districts is the
possibility of easily recycling investments in transaction-specific assets, like specific
knowledge or machines (Dei Ottati 1986). Investments can in fact, be used in similar

transactions with different partners or sold to other firms without excessive losses.

Moving from static to dynamic external economies, Stewart and Ghani (1991) identify
three types of dynamic effects of industrial growth; changing attitudes and motivations,
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skill formation and changing knowledge about technologies and markets. The first type of
externalities refers to a sort of demonstrative effect on attitudes which induces economic

agents to adopt new technologies or introduce new products or new forms of organisation.

The second type, human capital formation, is generally acknowledged to be an important
source of externalities. In an industrial district where a mass of skilled and specialised
workers is concentrated, the training process takes place in a spontaneous and socialised
way, both at the formal and informal level (on-the-job-learning), generating an overall
positive incentive to work. The last type of dynamic externalities is related to technology
transfer through interactions between firms outside of the market, which can generate
technological upgrading in many different forms. Spatial proximity facilitates the

movement of skilled labour bringing knowledge of new, improved technologies.

The effects generated by dynamic external economies can be interpreted as increases in
collective learning. Referring to the concept of ‘learning by doing’ incorporated by Arrow
(1962) in the theory of growth to make technical progress endogenous. In industrial
districts the investment of each economic actor in product and process innovations, in
information collection or in marketing generate a collective learning effect which

increases the rate of growth of the entire system’s collective efficiency.

A further effect of dynamic external economies has been introduced by Camagni (1991),
who stresses the role played by the districts in the reduction of uncertainty in innovation
processes, due to imperfect information, difficulties in precisely defining the effects of
innovative decisions, problems in coﬁtrolling the reactions and behaviour of economic

actors.

Other than Marshallian and Italianate versions of industrial district model there are also
some characteristics derived from the industrial clusters appeared in less developed
countries (LDCs). The characteristics derived from the different versions of the industrial

district model is summarised in the Table 7.
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IV.2 Structural Comparison of Some Successful Industrial Districts -

This part aims to put forward that there is no single pathway to the emergence of industrial
districts. It should be emphasised that evaluation of the institutional aspects of different
industrial district cases from different parts of the world needs a broader understanding,
which will take into account the ways in which the forms are both geographically
distinctive and embedded in national and international contexts. Country-specific
framework, state industry policy networks, local macro-regulative context are the
important determinants of the local institutional dynamics. Following this, in the first part,
before discussing the institutional factors that are emphasised in the success of industrial
districts, some of the selected cases wil} be compared by their;

-spatial, economic, political and social conditions

-the phenomena of networking, the informal interaction common among firms

-national differences in state-industry policy networks

The selected cases from the literature for comparison are: the regions that can be classified
(i) as having design intensive craft-based production; NEC Italy industrial districts which
have a rich production culture and institutional environment, Baden-Wiirttemberg which
has an innovative regional network architecture, Swiss Jura Arc which is an old industrial
district and lived a transition to a technology district; and (ii) as having high technology
production; Californian High Technology Districts which has a system of innovation,
maturity succession, Japanese Technopolis and South Korean Industrial Districts which
are the initiatives of national government. The spatial, economic, political, social,
institutional, cultural features, policy networks, regional systems and success factors of the

selected cases are summarised in the Table 8.

One of the variables for comparing the structural features of the selected cases is the main
type of networks in the production system. Storper (1991) and Maillat and othéfé (1995)
identified the main types of networks as the governance of the production systems.
According to this identification the first type concerns a compact network in which the
overall design of the project is devised collectively, there is no systematic lead firm and
hierarchy. NEC Italy and Swiss Jura Arc can be considered in this type with their

agglomerated network of mostly small units.
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The second type concerns a network with a coordinating firm or firms, which controls the
project in collaboration with all the partners responsible, there is some hierarchy. Baden-
Wiirttemberg with a small and largé firm agglomerated network, and the Californian High
Technology District with small and large firm agglomerated network could be included in

this type.

The third type concerns a network with a leader firm which has taken the initiative for an
innovation project and which controls all the operations. Power is asymmetrical, there is
considerable hierarchy. Japanese system could be considered in this type with é dispersed
network of some large units. The fourth type is the vertically integrated firm. South

Korean system could be considered in this type. There is no network type of organization.

While comparing the production systems it is important to consider the national
differences in state- industry policy networks. Waarden (1991), defined the state- industry
policy networks by the nationally specific characteristics of the actors involved:
organized societal interests and state agencies. At a very high rate of generalization, the
terms ‘strength’ or ‘weakness’ of state and societal interests have been used and various
types of policy networks have been classified related to these. In the table, policy
networks are defined according to this classification. For France and Italy, strength of
state is strong but strength of societal interests is weak and called state corpdrdtism . For
Germany strength of state and strength of societal interests are strong and this type of
network could be called neo-corporatism. For USA, the strength of state and societal
interests are weak, this is called liberalism. For Switzerland the strength of state is weak
but the strength of societal interests is strong this is called liberal corporatism. For Japan,
strength of state and societal interests is strong and this could be called as meso-

corporatism. For South Korea strength of state is strong, this is a state intervention.

The distribution of key production skills and competences, by which is meant the stock of
knowledge and practice which is key to the particular technological dynamism, are based
on socially constituted identities (Storper, 1991). The identities of key skill groups is
normally associated with recognized important mobilisers. These key resource mobilisers
do not exist in isolation and so their relations to other groups in the production system and
regional society are crucial to whether their competences get used to promote learning and

technological dynamism. In the table, the conventions of identity and participation of key
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