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Introduction

The study of the distribution of economic activities across space has always been the
essence of economic geography, regional economics, and related disciplines. Empirical
analyses have provided significant evidence, for example, that especially urbanized
regions are very successful in developing innovation and employment (e.g., Wedemeier
2009). A prerequisite for the generation of economic growth is, however, the capability
of economic agents to be creative and to develop new ideas. A relational perspective
places the analytical focus on the complex nexus of economic relations between actors
and structures. It has been argued that changes in the relations between actors and
structures foster dynamic transformations in the spatial organization of economic
activities (Boggs and Rantisi 2003). Hence, relational economic growth is concerned
with the ways in which socio-spatial relations of actors are interlaced with structures
and processes of economic change at various geographical scales (Yeung, 2005).
Bathelt and Glickler (2003) argued that the relational perspective has three fundamental
components: (a) economic actors operate within frameworks of social and institutional
relations; (b) economic processes are path-dependent, with future actions constrained to
some extent by past decisions; and (c) economic processes can also shaped by agents’
free will, unconstrained by existing development paths. According to Jones (2009, p.
487) recent years “have witnessed a burgeoning of work on ‘thinking space
relationally™, even though there seem exists some silence on factors that, for example,
constrain, structure, and connect space (see also Sunley 2008).

This issue, Relational Dimensions of Regional Growth, aims to advance
relational thinking by providing new and further in-depth theoretical insights and
empirical perspectives in this field. The papers reflect on the central issues of
knowledge, networks and work. They were first presented at the 2008 meeting of the
International Geographical Union (IGU) Commission on the Dynamics of Economic
Spaces held in Barcelona from the 5" to the 8" of August. The main topics of the
meeting were the multi-scalar dynamics of new economic spaces; and this issue draws
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together the papers from that meeting that explore regional economic growth and its
relational facets.

Relational economic geography

In the past decade, relational economic geography has developed significantly, using
Granovetter’s (1985) concept of “embeddedness” to understand and explain the
dynamics of local economies in terms of social-spatial interactions between firms,
institutions, and other economic actors (Yeung, 2005). These relationships are built on
four pillars; organization, interaction, innovation and evolution (Bathelt and Gluckler,
2003). They are interpreted as being path-dependent and involving open-ended
strategies that, in turn, tie institutions and enterprises into functional economic
networks.

Built on the concept of embeddedness, relational thinking in economic
geography has become an influential model of local economic growth that draws on a
range of complementary literatures on “clusters”, ”new industrial spaces”, “‘learning
regions”, “innovative milieu” and “regional innovation systems” (see for example,
MacKinnon, et al., 2002; Braczyk, et al., 1998; Storper, 1997), sometimes referred to as
“new regionalism”. Research in this field sees economic growth linked not only to
market conditions, but also to repeated inter-firm interaction and knowledge exchange,
collaborative long-term buyer-supplier relationships, the creation of social capital
(including trust, reciprocity and loyalty), and a supportive tissue of local institutional
thickness, than to market conditions (see Malmberg and Maskell, 2006; Cumbers, et al.,
2003). As such, relational thinking within geography stands in strong opposition to the
“new economic geograhy” in economics (see, for example, the work of Krugman,
1991). Indeed, relational thinking in economic geography has brought a renewed
interest in the advantages of geographical proximity between firms in related industries
(Keeble and Nachum, 2002).

The papers in this issue continue this developing debate and discussion of
relational ideas in economic geography, and bring new thinking and new empirical
material to test, challenge and clarify this emerging theoretical perspective.

The papers in the first part of this issue focus on cluster development as a source
of regional growth. In the first paper, Jeong Lee and Hyungjoo Kim analyze the path
evolution of three Korean clusters. They use a multi-scalar approach avoiding treating
each scale level as a separate and independent factor. They argue that exogenous factors
and government policies should be incorporated as major reasons for differentiated
cluster development, in addition to the differential working of local business networks
and other endogenous elements. In the second paper, Sang-Chul Park also reflects on
Korean cluster development. While Lee and Kim emphasized the macro level in their
analysis, Park focuses on regional and local levels, while also recognizing the
importance of government policies on innovation and cluster growth. The paper focuses
on the transformation of national industrial complexes into innovative clusters, a
concept that emphasises the interaction between firms, government and educational
institutions. In the third paper, by Julia Bosch, Laura Capel, Francois Cougoule, Gissel
Ferrari and Sergi Solanas, continue the focus on technological and innovative clusters.
These researchers explore the competition aspects of 23 world clusters, using the
“22@Barcelona” cluster as a detailed case study. While the first three papers of this
issue have explored principally metropolitan clusters, in the fourth paper of the issue
Linda Lundmark and Orjan Pettersson explore the importance of clusters in rural areas.
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Lundmark and Pettersson show that principles and processes underpinning innovative
clusters in metropolitan areas cannot always be used as a blue print for economic
development in rural and sparsely populated areas of a country. They explore this issue
in the Swedish context where, because of the country’s particular geography, regional
policy for non-metropolitan areas requires thoughtful consideration. In combination, the
first four papers of this issue demonstrate the important role that governments and
institutions play the shaping of successful clusters. Paper five extends this
understanding by focusing on the relations among actors within economic clusters.
Building on communication and cognitive psychology, Michael C. Carroll and Mark C.
Zeller explore how the human ability to process information can limit network
formation. Recognizing and accommodating this constraint is, therefore, vital to the
formulation of successful cluster policies.

The second part of this issue deals with role of knowledge in local economic
development. In the sixth paper, Mercedes Rodriguez and José A. Comacho explore the
distribution of knowledge intensive services (KIS) throughout Europe. These services
are located in main capital regions and regions adjacent to them. Deepening this
perspective, the seventh paper by Britta Klagge and Carsten Peter explores the reasons
why private equity providers have become increasingly centralized in national financial
centres to the detriment of regional centres. Klagge and Peter point out that changes in
knowledge management create new patterns of business in the geographical
organization of financial actors. In the eighth paper, the focus of investigation is shifted
the role of social networks in shaping local economic development. Using social
network analysis (SNA), Neil Reid and Bruce W. Smith measure the level of
collaboration among local economic development players in the Toledo, OH,
metropolitan statistical area. Their analysis leads to the conclusion that social interaction
through networks is an important way of obtaining knowledge for local economic
development. Extending this perspective, paper nine, by Eike W. Schamp, analyzes the
cumulative and path-creating processes that have underlain the transformation and
reinvention of a major German footwear producing district into a new technology-based
centre. As in the case of Toledo, the development and reinvention of the footwear
industry was possible only through the co-ordinated action of a range of economic
actors.

The third set of papers in this issue, focuses on the worker and work place
dimensions of local and regional economic growth. In the tenth paper, Antonia Casellas,
Esteve Dot-Jutgla and Montserrat Pallares-Barbera explore the transformation of an old
industrial district in Barcelona into a renovated technological neighbourhood. They use
the example of an old industrial factory building that was transformed through the
activities and actions of new types of worker, for example artists in collaboration with
public institutions. In paper eleven, Carol Ekinsmyth extends this perspective workers
and work through an analysis of women moving into self-employment. Ekinsmyth
reflects on the importance in this context of social networks in contrast to formal
channels for job creation, recruitment and knowledge generation. In paper twelve, Brita
Hermelin and Kristina Trygg shift this perspective to the geography of work. Using a
case study from Stockholm, they look at knowledge-intensive work in a public sector
organization and, for example, where work is done. Their results show how institutional
restrictions and self-reflective choices determine the organization of work in time and
space.
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The final section of this issue takes an evolutionary approach to relational
economic geography. Paper thirteen, by André Scharmanski and Martina Fuchs
explores the rationality and routines in the decision-making processes of property
investors. They contrast the rationality of choice by firms investing in emerging markets
with the experience-based knowledge of traditional property investors that self-replicate
through routines. New investors combine both approaches and the resulting decision-
making behaviour is a combination of rational and path-dependent decisions.

Conclusion

The papers in this issue demonstrate the breadth, depth and complexity of the
issues that underpin the path dependent development of economic regions. They
demonstrate the need for sensitive, multifaceted analysis that manifest empirically that
the economic development of regions depends not only on maximizing economic
benefits through purely rational decision-making, but also, and especially, on the
particular routines, networks of involved actors, and different institutional actions that
are driven by social, societal and political processes within localities regions and
nations. The contributions in this issue also demonstrate the diversity of methodologies
required by this relational economic geography perspective, ranging from quantitative
models and network analyses to qualitative interviews.
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Abstract

This paper critically examines cluster dynamics and development in a multi-scalar approach, criticizing
both the argument overemphasizing local networks and endogenous development for regional
development and the contention highlighting global networks and the role of global players. We argue
that state policies, exogenous and direct, play a significant part in cluster dynamics and development
especially in the case of Korea where the state government’s strong policies have led to rapid
industrialization. We analyze multi-scalar factors, especially the government policies at a national level,
in the development paths of the three cases including Ulsan automobile cluster, Daedeok research cluster,
and Dongdaemun fashion cluster.

Keywords: cluster theory, multi-scalar geography, Korea

Introduction

The rise of successful industrial clusters, such as Silicon Valley, in knowledge-based
economies has received the attention of many scholars and policy-makers since the
1980s. They have recognized the role regions play in innovation and economic
development. A large number of academic arguments on innovative clusters and
policies to promote successful clusters have emphasized interactions between local
innovators and regional institutions (e.g., Saxenian 1994).

However, their exclusive focus on local networks and endogenous development
has been criticized for not taking into account non-local networks and other exogenous
factors affecting cluster dynamics (Bathelt et al. 2004). According to the critics,
innovation networks and knowledge flows are not confined to the local level but involve
global linkages. Both sides of the argument, however, overlook the significant role of
exogenous government policies and multi-scalar factors affecting cluster dynamics and
development (Sohn et al. 2009).

The Korean clusters are examples that show the importance of government
policies at a national level in cluster dynamics and development. Korea has been
referred to as a successful model of a developmental state where government policies
combined with dominant large firms have led to rapid industrialization and economic
growth. Many of the Korean clusters have been created by strong national government
intervention; the legacy of the developmental state model is imprinted on their
development path. However, recently criticism has grown and the limits of government
policies’ effect on clusters are often pointed out (Lee et al. 2006).

Considering the gap between the above arguments and the reality of the Korean
clusters, we seek to answer the following research questions. What drove the generation
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and development of Korean clusters? Have they been influenced by multi-scalar factors
on the local, national, and global scales? And have the government policies of Korea,
where the state has led industrialization, played an important role in cluster dynamics
and development? If the government’s policies played a key role, are they still effective
in promoting cluster innovation?

In order to answer the above questions, we will examine the dynamics of three
Korean industrial clusters in a multi-scalar framework, focusing on the role of
government policies. The next section will critically review theoretical arguments about
cluster dynamics on various scales and the role of policies in cluster development and
will translate the arguments into the Korean context. Based on this, we will investigate
the spatial dynamics of three Korean clusters and the role of policies in cluster
generation and development.

Cluster Dynamics and Development as a Multi-scalar Process

In recent years, studies on innovative clusters and policies to promote successful
clusters have abounded in academic and policy circles. A cluster is defined as a
localized industry configuration where interrelated firms concentrate within a local
boundary. The concept emphasizes internal relations between local firms and the
importance of ‘traded and untraded interdependencies’ (Storper 1997) for supporting the
concentration (Depner and Bathelt 2005, Asheim and Gertler 2005). The related studies
have focused on interactions between local innovators and regional institutions - these
interactions foster self-sustaining endogenous development - largely in the Western
context (e.g., Saxenian 1994).

However, criticism has arisen that these studies exclusively focus on local
networks and endogenous development, while neglecting non-local networks and other
exogenous factors affecting cluster dynamics (Bathelt et al. 2004). The concept of
‘global commodity chains’ emphasizes the advantages of international production
organizations and governance structures for regional economic success (Gereffi et al.
2005). Proponents emphasize the role of trans-local actors, especially external global
firms and their networks with local actors for regional upgrading. The ‘global
production networks’ thesis argues that strategic coupling between global production
networks and local institutional thickness, mediated by diverse institutional forces, is
key for regional economic development (Yeung 2009).

Both sides of the arguments often overlook the significance of the national level
or recognize it as a secondary and indirect factor for cluster dynamics and development.
The national level is important in determining the configuration of the regional
production system and cluster development (Bathelt 2003). Distinctive regional
institutional endowment is associated with particular regimes of business systems and
institutional frameworks at a national level (Asheim and Gertler 2005).

Accordingly, the authors believe that the dynamics of a cluster can be better
understood as a multi-scalar process.* The production linkages and innovation networks
of a cluster are often extended to the national and global division of labour.
Communities of practices also cross-interregional and even international boundaries.
And exogenous actors and relationships play a larger role at a national and global level
(Asheim and Gertler 2005). The spatial multiplicity of clusters, however, is not a static

! The multi-scalar approach in geography has recently received attention since it provides a tool for grasping the
global, national, and regional economic and social dimensions of economic globalization (Park 2009). It adopts the
relative notion of scales in contrast to the conventional view, which regards scales as being separate and distinct.
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or uniform phenomenon (Lee 2008). Each cluster has its stages of rise, growth, decline,
and rejuvenation, which are influenced by specific multi-scalar factors (Maskell and
Malmberg 2007).

Among the multi-scalar factors affecting cluster dynamics and development, we
argue that state policies, exogenous and direct, should be taken into particular account.
The role of state policies in cluster dynamics and development has often been
underestimated, particularly in Western contexts. Bresnahan et al. (2001) argue that
state policies have not had a substantial influence on the establishment of clusters,
including both advanced and emerging regions; their study focused mostly on Western
countries. Instead, their work underscores the degree of openness in regional economic
relations and connections with large external markets in order for clusters to be
successful. However, state policies have played a significant part in regional economic
development, particularly in East Asian countries (Yeung 2009).

Clusters in Korea: The Role of Government Policy

Korea is often referred to as a successful model of a developmental state, which is
characterized by a strong central government that deliberately and strategically supports
large enterprises and industrial competitiveness. The influence of the national level has
dominated the local and global dimensions of most industrial cluster dynamics in Korea
(Lee 2008). Government policies have directly supported the generation of industrial
agglomerations in a number of regions. Dynamics and development of such regions are
largely directed from outside and above the region; for the most part, innovation occurs
as a product of government policies (Cooke et al. 2007).

The history of Korean policies on industrial clusters goes back to the 1960s. The
government sought export-oriented industrialization and supported particular sectors
and locations. Labour-intensive industries were the major industries in the 1960s; heavy
and chemical industries were strategically promoted in the late 1970s and early 1980s.
The Korean government established several large industrial complexes in the
southeastern part of the country, including Ulsan, Changwon, Gumi, and Pohang, which
later developed into industrial clusters. However, the industrial complexes in the early
stage of development lacked significant local production networks, with only limited
linkages between large firms and their suppliers (Park 2009).

Korea created numerous government institutes to undertake research and
development (R&D) activities, which triggered a sharp increase in industrial R&D
investment in the 1980s. It also established the Daedoek Research Park, where many
government research institutes are located. Since the mid-1980s, the focus of
government policies has moved to high-technology industries. Since the late 1990s, the
Korean government has increasingly favoured knowledge-intensive industries. The
policies supporting high-technology and knowledge-intensive industries resulted in a
concentration of those industries in the capital region (Park 2009).

The term “cluster’ recently received a lot of attention in Korea and became one
of the key words in the government’s “new regional policy’ for balanced development
between 2003 and 2008. The policy was pursued to enhance endogenous growth
potential of regions and national competitiveness by promoting innovative clusters. The
Korean government’s industrial policy in that period consisted of two parts: an
innovative cluster policy and a regional strategic industry promotion policy. The first
one was intended to transform existing industrial complexes into innovative clusters.
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Each was specialized in a particular industry?, and networking among local firms was
underscored. Daedeok Science Town was designated as a special district and promoted
as a research cluster. Second, a couple of strategic industries were specified in every
province and metropolitan city of Korea, and policy supports were provided through
infrastructure building, R&D support, human resource development, and networking
support among industries, universities, and research centres. Building regional
innovation systems in the provinces and cities, especially in the non-capital regions, was
a goal of the new regional policy. The policies were initiated by the central government;
however, local governments have been increasing their role in developing clusters in
their regions (Lee et al. 2006, Park 2009). Overall, policies on developing clusters and
regional innovation systems resulted in the building of infrastructure for innovation in
each region and connecting industries with local universities. However, it remains to be
seen how the government’s policies on cluster development will contribute to upgrading
industrial clusters into innovative clusters.

We selected three Korean clusters as illustrative case studies - Ulsan automobile
cluster, Daedeok research cluster, and Dongdaemun fashion cluster - to investigate
cluster dynamics and development in a multi-scalar framework and to analyze the role
of government policies in the process (Figure 1). The three cases were selected based on
the characteristics of major local innovators and the role of government policies in the
initial stage of cluster development. In their early stage, these clusters had limited local
linkages and lacked innovative activities. Each cluster experienced challenges and
opportunities and recently recognized the need to upgrade to an innovative cluster. We
examine development of each cluster in three stages: early and development stage,
transformational stage, and upgrading stage.

Figure 1: Locations of three clusters in Korea

2 This includes the IT cluster in Gumi, the automobile cluster in Ulsan, the machinery cluster in Changwon, the parts
and component cluster in Banwol-Sihwa, the parts and components of automobile and machinery industries in
Gunsan-Janghang, the photonics industry in Gwangju, and the medical instrument industry in Osong.
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Ulsan Automobile Cluster

Ulsan is one of the largest automobile cluster, which has 193 companies, including
Hyund3ai Motors, and whose production volume is about US$25 billion (as of January
2007).

Early and Development Stage

The early growth of Ulsan was the result of Korean national government policies
coupled with the presence of a large company. Since the 1960s, Ulsan has grown to be
one of the major centres of Korean auto manufacturing, petroleum refining, and
shipbuilding. Ulsan has experienced accelerated growth as a result of having been
designated one of the *Special Manufacturing Districts’ in the Korean government’s
1962 Economic Development Plan. Ulsan has been the hometown of Hyundai Motors
since 1969. As Hyundai expanded its car production, its suppliers began to locate
facilities in Ulsan. In the early stage, local production linkages were formed between
suppliers and Hyundai, and some of the employees of Hyundai later established their
own auto parts companies. However, most of the suppliers lacked design capabilities.
As Hyundai has grown in the domestic market and expanded into the global market,
interactions between Hyundai and its local suppliers have strengthened and strong
engineer networks have developed among them. Despite this, Ulsan is still dominated
by Hyundai and collaborative networks between local suppliers did not develop.

Transformational Stage

The Ulsan production system has recently confronted challenges in relation to the
national and global level. Hyundai’s relocation of its R&D centre to the capital region in
2005 caused the weakening of the link between R&D and production. Hyundai also
invested in establishing production lines and R&D centres in foreign countries, and
some of its second- and third-tier suppliers moved their production facilities to other
developing countries with lower wages.

Since the 1990s, several leading suppliers in Ulsan have enhanced their own
capacity of production and process innovation. However, some have charged that the
power structure between Hyundai and its suppliers has created bottlenecks, preventing
the smooth transition to an open and continuous experimentation of locally embedded
horizontal networks, essential to innovative activities.

Upgrading Stage
In order for the Ulsan cluster to take off as an innovative cluster, suppliers need to
develop their own R&D capabilities in order to create stronger innovative networks
between Hyundai and its suppliers. While a small number of suppliers have developed
their own innovation capabilities, a majority of them are still dependent on Hyundai and
accustomed to subcontracting based on vertical networks. This results in low intention
on the part of suppliers to create their own technological innovation through R&D
activities. Developing collective production networks would help the first- and second-
tier suppliers to produce quality products to sell in the global market.

Recent government policies, not only at the national level but also at the local
level, have supported upgrading the Ulsan automobile cluster to a centre for global
sourcing. They have especially targeted developing suppliers’ technological capabilities.

% http://english.ulsan.go.kr/indexEn.php
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There have been two recent projects supporting the Ulsan automobile industry: first, the
Auto Valley Project by the City of Ulsan; and second, the Innovative Cluster Project by
the Korea Industrial Complex Corporation (KICOX). The Auto Valley Project aims to
help suppliers in Ulsan develop technological competitiveness and participate in global
parts sourcing. The City of Ulsan established the Automotive Parts Innovation Centre
and has been supporting suppliers by providing services including marketing, exports,
and networking. KICOX, one of the agencies of the central government that previously
focused on management of infrastructure, has been supporting inter-firm networking
and technology development.

Recent government policies have motivated local suppliers to develop their own
technological capabilities and to invest in R&D. However, the policies’ focus on
suppliers resulted in the exclusion of Hyundai, which is still the most significant
customer and source of information and knowledge for its suppliers. In order to upgrade
Ulsan to an innovative cluster, regional innovation capacity should be enhanced by
developing local collective production networks, including not only Hyundai and its
suppliers but also local universities and research institutes.

Figure 2. Ulsan automobile cluster
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Daedeok Research Cluster

Daedoek is a research cluster located in the city of Daejeon, which has 977
organizations, including 73 government research institutes, six universities, and 898
companies. It has 40,338 employees, including 6,800 Ph.D. students, as of 2007.*

* http:/Avww.ddinnopolis.or.kr/
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Early and Development Stage

In its early stage, Daedeok® was just a place where a number of government research
institutes were collocated. It lacked local interactions and knowledge exchanges. Each
research institute largely depended on its own research funds provided from ministries
of the central government and developed technologies for its designated industry. It had
little reason to interact with the other institutes in the area.

The financial crisis of the late 1990s at the global level and government policies
at the national level brought changes to Daedeok. Facing International Monetary Fund
(IMF) conditions as a result of the crisis, spin-offs were established by scientists and
engineers previously employed at the research institutes in Daedeok. At the same time,
the Korean government began to promote commercialization of results from
government research institutes in the 1990s. The spin-offs were supported by
government policies intended to promote venture firms. These venture firms, mostly
R&D-oriented, developed diverse technology networks with research institutes in
Daedeok.

Transformational Stage

Daedeok has been losing some of its most successful venture firms. They grew from the
start-up stage and listed on the KOSDAQ (Korean Securities Dealers Automated
Quotations) exchange. Many have relocated to the capital region to get easier access to
various production facilities and services, including marketing. As a result, technology
networks between research institutes and venture companies in Daedeok have been
weakened. The central government has tried to support venture firms by providing
production facilities and services in Daedeok, where research and education functions
were previously dominant. However, the policy support could not stem the exodus of
successful venture firms from Daedeok to the capital region.

Upgrading Stage

To provide a basis for venture firms to grow in Daedeok, the key is linking local venture
firms, mostly R&D-oriented, to national and/or global producers of finished goods and
services. Coordinating technological assets of local firms will increase the value and
possibilities of national and/or global marketing. Through policy support for global
marketing and networking, venture firms could develop an innovative cluster, which
could promote the firms’ technologies in the global market.

Since 2000, the central government has started to support the transformation of
Daedeok as an innovative cluster; the local government in Daejeon also participated in
the support. ‘Daedeok Innopolis” was established to combine research, education, and
production functions; the cluster was strengthened by a special law.

The recent policy supports for Daedeok have taken two tracks. At the national
level, the Daedeok Innopolis and the Small and Medium Business Administration have
supported venture firms in the areas of R&D and technology development,
commercialization of research results, marketing, and exporting. At the local level, the
City of Daejeon has also supported venture firms by investing in R&D and production
facilities for local industries, providing services for marketing and promotion, and

® The Daedeok Science Town was established as part of the central government’s plans for science and technology
(S&T) development. The government aimed to build a research park where research institutes and universities were
collocated with innovative networks connecting each other. Daedeok’s mission was to help domestic industries
develop technologies (Ministry of Science and Technology 2008).
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fostering innovative networking. Business incubators, established at a number of local
research institutes and universities, are another policy support for venture firms in
Daedeok. However, policies concerning commercialization and marketing, which are an
acute weakness of venture firms in Daedeok, are limited to support for exhibition
participation and promotional brochures.

Figure 3. Daedeok research cluster
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Dongdaemun Fashion Cluster
The Dongdaemun area in Seoul is a famous garment cluster in Korea, where
approximately 30,000 garment, textile, and accessories shops are concentrated.

Early and Development Stage

Dongdaemun has developed from being a historical local market for necessities into a
national hub of the clothing industry in Korea. Dongdaemun has developed its unique
path without being dominated by global buyers. Dongdaemun has accumulated its own
assets as a centre of wholesaling and retailing to supply the Korean domestic market
(Kim and Shin 2000, Shin 2005). Dongdaemun has not been supported by national
policies, which have strongly promoted exports, since its products are mainly for the
domestic market.

Dongdaemun has grown rapidly since the late 1960s with the booming domestic
market for ready-made clothes and later casual clothes. The local production system of
Dongdaemun was formed to provide garments that were sold in the wholesale market;
local capacities for design and production were enhanced to produce various
fashionable clothes in a short period. Dongdaemun consists of numerous small firms
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that plan, design, produce, and sell clothes. Most of the products are planned and
designed by the merchants, and small sewing factories are located close to
Dongdaemun.® The clothing makers can purchase textiles and accessories, such as
buttons, zippers, labels, and wrappings, within Dongdaemun. Collocation of tightly
related firms enhances access to product-related information, resulting in an efficient
quick-delivery system. It takes on average one week in Dongdaemun for a new product
to come to market from the design stage, while other Korean original equipment
manufacturer (OEM) producers take at least one and half months to produce a new item.

Transformational Stage

The late 1990s financial crisis threatened the national economy of Korea; however, the
change of the exchange rate during the crisis provided short-term price competitiveness
for Dongdaemun. Foreign buyers, mostly from East Asian countries including Japan,
Taiwan, and Hong Kong, found Dongdaemun an attractive supplier for low-to-mid-
priced markets, where consumer demand was increasingly diversified and product
cycles ever shorter. Export growth provided Dongdaemun with a new and larger market,
leading to an expansion of sales and the number of firms. Thus, Dongdaemun has
developed, since the late 1990s, into a place for original design manufacturers (ODMs)
facing increasing exposure to foreign buyers (Lee 2003).

The short-term price advantage caused by the IMF’s conditions did not last, and
Dongdaemun has been facing challenges to upgrade its production system.
Dongdaemun has recently stagnated as the result of movement of production facilities
to China and Southeast Asian countries, and its production system has been threatened
by the upsurge in the number of Chinese garment producers.

Upgrading Stage

However, Dongdaemun could be a fashion hub in the casual garment market of East
Asia by upgrading the sources of its competitiveness, such as design capabilities, quick
delivery, and flexible small-batch production. The design capabilities have been
developed as the result of sophisticated domestic demand and the recent influx of
creative and entrepreneurial designers into Dongdaemun. Quick delivery of products is
one of the most significant advantages of Dongdaemun, based on just-in-time
production by collocated firms. Small-batch production capability is another advantage
of Dongdaemun in an age of ever increasing diversification of consumer demand and
shorter fashion trend cycles. To sustain and upgrade its sources of competitiveness,
Dongdaemun should foster its close networks between design and production firms and
upgrade the quality of the products for export to the Asian market.

Dongdaemun, a traditional market that developed without assistance from
government policies, has recently been recognized as a major design centre, forming a
significant part of the City of Seoul’s plans to develop as a historical and cultural centre.
A new Dongdaemun Design Plaza and Park is under construction where the
Dongdaemun stadium used to be. The City of Seoul plans to use the building for
conventions, fashion shows, and design support. Also, the Seoul Fashion Centre,
located in Dongdaemun, was established by the City of Seoul and Small and Medium
Business Administration in 2000 and has been supporting the fashion industry by

® Most of the sewing factories are located within a 20 minute drive from Dongdaemun. They specialize in different
items, such as women’s wear, casual wear, children’s wear, and T-shirts, depending on their location (Kim and Shin
2000).
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helping to market, provide information, and educate the workforce. It is an open
question whether these recent policies will rescue Dongdaemun’s production system
and promote its connection with the global market.

Figure 4. Dongdaemun fashion cluster
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Conclusions and Discussions

This paper has examined multi-scalar factors that have affected the generation and
development of Korean clusters, focusing on government policies at a national level.
We have criticized the argument that overemphasizes endogenous development from
local networks and the one that overstresses the connection to and the significance of
global players. Instead, we have argued that government policies at a national level,
exogenous and direct, should be taken into account as one of the multi-scalar factors
affecting cluster dynamics and development.

In the Korean case, clusters have been generated and developed by the interplay
between multi-scalar factors and have been influenced by government policies
throughout their development. In the early stage, government policies at a national level
initiated the Ulsan automobile cluster and the Daedeok Research Park, while traditional
market forces generated the Dongdaemun garment cluster. The three clusters have
increasingly developed their local networks, which have provided the basis for
innovation. These include strong engineer networks between Hyundai and its local
suppliers at the Ulsan automobile cluster; research networks between research institutes
and venture firms at the Daedeok research cluster; and production networks between
merchants and sewing factories at the Dongdaemun fashion cluster. The challenges
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these clusters have recently faced are interrelated with national and global economic
developments: Hyundai’s shift of its R&D and production facilities to other regions
including foreign countries; relocation of the leading venture firms to the capital region;
and relocation of the garment production facilities to China.

To overcome the challenges faced by clusters in Korea, the national and local
governments have adopted diverse policies supporting the three clusters. A majority of
the policies for the Ulsan automobile cluster and Daedeok research cluster have
underscored networking and collaboration among local innovators. These policies are
different from previous policies, which largely focused on creating the physical
infrastructure for industrial complexes and science towns. These earlier policies
supported large firms and research institutes without giving much attention to local
innovative networks. However, they often failed to bring active participation of the key
players, including leading large firms and research institutes. It remains an open
question whether the clusters can continuously develop and nurture innovative networks
without targeted and enlightened policy support. In case of Dongdaemun, whose
strengths lie in its tightly knitted local production system, there are concerns that recent
policy intervention focused on expanding physical infrastructure for the fashion and
tourism industries will not have the desired effect.
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Abstract

Global economic environment based on globalization processes caused a severe competition between the
nations, and these nations launched various strategic approaches to increase their market shares in the
global markets. The economic globalization process stimulates changes of technology environment that is
not favor for the technology advanced nations to transfer their strategic technology areas toward
developing and newly industrialized nations. Moreover, due to the change of external economic and
technological environment national development strategies in all nations are also changing. In order to
generate economic growth and gain a better position in severe competition between nations, the advanced
nations have already established strong national and regional innovation systems The nations
participating in the globalization processes actively tend to close free trade agreements (FTA) in order to
intensify the movement of their production factors across the national borders as quick as possible. This
new trend has cognized the importance of regions and regional competitiveness that are based on regional
industries. In line with the new trend of global economies, building innovative local clusters has become
one of the core strategies to develop the nations further. This frame shift has affected South Korea to a
high extent because the nation cannot develop further without inventing its own core technology that
costs a vast capital as well as takes a long time. This paper examines an attempt to restructure existing
industrial complexes, turning them into innovative clusters at regional and local level. This contribution
also tries to identify the tasks and strategies necessary to build locally embedded innovative clusters and
how to best analyze these.

Keywords: innovative cluster, transition, globalization, low-tech, high-tech, economic growth

Introduction

Global economic environment based on globalization processes has been changed since
the cold war era was finished in the end of the 1980s. Since then, comparative
competitiveness between the nations is regarded as economic power instead of political
and military power. Such an external economic change caused a severe competition
between the nations, and these nations launched various strategic approaches to increase
their market shares in the global markets. This is described as an economic
globalization process (Dicken 2007). The economic globalization process stimulates
changes of technology environment that is not favour for the technology advanced
nations to transfer their strategic technology areas toward developing and newly
industrialized nations. This frame shift has affected South Korea to a high extent
because the nation cannot develop further without inventing its own core technology
that costs a vast capital as well as takes a long time. With the economic globalization
process the concept of national boarder may have been falling since capital, technology,
and highly educated manpower are footless. This new trend has cognized the
importance of regions and regional competitiveness that are based on regional

Urbani izziv, volume 23, supplement 1, 2012 (special issue)



S20

industries. In line with the new trend of global economies, building innovative regional
clusters has become one of the core strategies to develop the nations further (OECD
1999).

Banwol & Siwha National Industrial Complex has been regarded as a global
supply base for components and materials industries that are composed of nearly 10,000
SMEs. In fact, the complex is the largest industrial site in the world in terms of the total
number of SMEs concentrated in the one spot. Despite the agglomerated locational
advantage, the complex has had a visible limitation on mainly production oriented
functions that could result in lessening competitiveness in the long run. Arguing that it
is imperative to actively react to the process of economic globalization, this paper
examines an attempt to restructure existing industrial complexes, turning them into
innovative clusters at regional and local level. This contribution also tries to identify the
tasks and strategies necessary to build locally embedded innovative clusters and how to
best analyze these.

Theoretical Considerations

Malecki (1991) described that technology is a key element in regional growth, and high-
tech firms are both dynamic and offer high-quality and high-wage jobs for workers. For
this reason, most nations use a combination of national and regional policies to
stimulate innovation. Additionally, Oakey and Mukhtar (1999) explained that national
policies include technical education, government support for R&D, technology transfer
and protection for strategic industrial sectors, while regional policies focus on
stimulating measures for innovation such as investment, grants, science parks and
technopoles. Porter (2000) stressed that innovative clusters represent a new way of
thinking about national, state, and local economies. These create new roles for
companies, government, and other institutions in enhancing competitiveness. This paper
is based on the path creation theory and focuses on whether this theory can be adopted
for the South Korean approach to restructure the existing industrial complexes to the
innovative clusters or not.

Regarding the accumulation of technical knowledge, Dosi (1982) already urged
that the knowledge leads to the formation of a path of possible technical developments.
Furthermore, the cumulative nature of the technological process narrows down the
range of potential choices that is regarded as the evolution of the technology proceeds.
David (1985) characterized this as the path dependency theory embodying strong
prescriptions about which technological change should be pursued and which should be
neglected. Where the cumulative nature of the process of technological development
involves the narrowing of ranges of potential choices, national trajectories enable
differentiation and diversification from the main development path (OECD 1992).
However, Schienstock and Haméldinen (2001) argued that a risk of path dependency
exists when a specific development path in an economy exhausts itself. This is indicated
by a loss of competitiveness, retarding economic growth, and increasing unemployment.
Therefore, Grabher (1993) and Schienstock (1997) insisted that such a lock-in
phenomenon suggests paying more attention to the aspect of path creation.

As such, a theory of path creation can provide a way of understanding how
entrepreneurs escape a lock-in situation. Garud and Karnoe (2000) explained that path
creation is interpreted as a process of transforming a technological field in which
different actors with different frames are cooperating. In the transformation process, the
entrepreneur plays a main role as a stimulator and coordinator at a business level.
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According to the path-creation perspective, all economic actors are regarded as
knowledgeable agents with a capacity to react in ways other than those prescribed by
the existing social rules and technological artefacts. However, David (2000) argued that
a new path-creating innovation needs the development and coordination of a vast array
of complementary elements that include new management techniques, new organization
forms, new kind of workforce skills, new infrastructure, government policies, public
organizations etc. Path creation processes require the importance of trial and error.
Stable processes of path creation and diffusion can generate positive results if all actors
of an innovation system cooperate, review each other’s change processes and finally
adapt to them. In addition, continuous exchange of information and knowledge in
dialogues and multi-logues is required for stabilizing a new development path. In this
regard, Schienstock (2007) explained that the government plays a key role in the path
creation process. Furthermore, path creation also needs new forms of coordinating and
various innovation activities such as vision creation and discursive coordination.

A Korean Case Study

Background and Local Environment

Banwol & Siwha National Industrial Complex (B&S NIC) is one of 35 national
industrial complexes. It was planned to be established in the end of the 1970s by the
central government. The government started to build the industrial complex in 1977 and
completed in 2004. It is located in the two cities such as Ansan City and Siheung City,
Gyeonggi-Province that is a part of Seoul Metropolitan areas.

B&S NIC is a large sized area. It is a ca. 32 km? complex, and industrial area is
about 19 km2. The area is based on land reclamation. By creating the area, many
questions about environmental effects had been raised. However, the then military
regime continued the construction in the 1980s. The main reason for it was that the then
government tried to move out environmental pollution producing companies located in
Guro Industrial Complex in Seoul due to heavy pollution and strong resistance of
residents living nearby (KICOX 2007).

The companies moved to B&S NIC were mainly engaged in low-tech industrial
sectors such as chemical and steal related industries. These companies had strong
linkages with large sized companies in a verticalized subcontracting relationship.
Therefore, they needed to be localized near to the large sized companies. B&S NIC
became the largest SMEs concentrated industrial area. In 2008, there were 3,752
companies and 6,948 companies in Banwol and Siwha respectively. In total, 10,700
companies were operating in the complex (KICOX 2007).

Around the complex two major universities and three technical colleges are
located. These universities and colleges support SMEs operating in the complex. Major
tasks of academia and industry focus on close collaboration between the two actors in
order to develop new products as well as technology transfers. Moreover, three national
research institutes are also located in the complex. These institutes support and
cooperate with academia and industry.

Industrial Structure and Characteristic

B&S NIC is the largest SMEs agglomerated area in Korea, in which components for
machine, electronics and automobile, fine chemicals and new materials for textiles are
co-existed. Among various industrial sectors in the complex, three major industrial
sectors such as machine, electrics & electronics and petrochemicals accounted for about
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70.8 per cent of the total number of companies operating in the complex in 2007. In
these major industrial sectors, the largest share was machine that accounts for about 45
per cent. Electrics & electronics and petrochemicals followed with the shares of 15 per
cent and 10 per cent respectively.

Among the operating companies, the number of the large sized company is 35
that hire over 300 employees. The rest, ca. 9,750 is small and medium sized companies.
It means that over 99.7 per cent of the companies are SMEs. Among these, companies
hiring employees less than 50 are the absolutely majority. The total number of
companies located in the complex accounted for about 22 per cent of the companies in
the Gyounggi Province in 2007. The total output of the complex reached ca. 45 trillion
won (ca. 45 billion US dollars) in 2007 that also accounted for about 22 per cent of the
total output in the Gyounggi Province. In addition, the total number of employees was
171,592 that were about 20 per cent of the province (Korea National Statistical Office
2008, Gyounggi Province 2008).

In the complex, the most of operating companies are involved in components
and materials. The total number of components and materials related companies reached
4,886 in 2008 that accounted for 44.2 per cent. Among these, the components
companies accounted for 81.6 per cent, while the materials companies were 18.2 per
cent. The former consists of machine components, electrics and electronics and IT. The
latter are composed of nano, fine chemicals, textile and metal (Banwol & Siwha Cluster
Agency 2009).

Industrial characteristics are based on the following four factors that indicate
structural strength and weakness of B&S NIC as well as companies characters operating
in the complex. First: mainly subcontractor for large sized companies. Over 89 per cent
of the companies located in the complex is SMEs operating with less than 50
employees. 76 per cent of these companies have its revenue less than two billion won.
As a result, the most of companies are not able to carry out R&D activity and to access
to the global market by themselves. Second: production cost down as a major strategy.
Due to the weak R&D capability, the most of SMEs set the target to reduce their
production cost as much as possible in order to compete with other SMEs. All
conglomerates also demand strongly their subcontractor to minimize their production
costs in order to compete with other global companies. Therefore, SMEs are forced to
concentrate on reducing production costs based on cost saving management instead of
technology and management innovation. Third: strict industrial regulation in the
metropolitan area and worsening business environment. The complex is located in the
metropolitan area, which is strictly regulated by the law restraining excessive
development. Therefore, companies starting their new business need to receive various
permissions and follow strict environmental regulations. As a result, most of new
starting companies prefer to operate as tenants of the rental companies that result in
small business structurally. Fourth: mainly components and material sectors. By
developing in various industrial sectors, components and materials industries have been
growing rapidly. Thus, the complex has become the area of largest concentrated
components and materials industries (KICOX 2007).

Performance of B&S NIC

B&S NIC has developed continuously since its establishment. Particularly it has created
an outstanding performance in terms of number of company, revenue and employment.
In the year 1980 only 309 companies were located, and its total revenue reached 59

Urbani izziv, volume 23, supplement 1, 2012 (special issue)



S23

billion won. In the complex, only 8,700 employees worked at that time. Around three
decades later, the total number of companies increased up to 9,784 and its total output
grew about 800 times that accounted for 45 trillion won. Furthermore, the total number
of employees also increased dramatically from 8,700 to 171,592.

As a result, it may be safe to say that the complex has expanded successfully and
played its role properly to operate as a nation’s major product base. In each decade the
complex exposes its clear characteristics. In the 1980s revenue and employment
increased rapidly, while the total number of companies and revenue expanded
dramatically in the 1990s. Since the year 2000 all three sectors have outperformed in
balance. (Table 1)

Table 1: Growth Pattern of Banwol & Siwha NIC, 1980-2007

1980 1990 2000 2007
No. of company 309 1,096 4,209 9,784
Output (Billion won*) | 59 4,644 24,988 45,044
No. of employment 8,700 9,500 11,295 171,592

Note: * 1 billion won is approximately 1 million US dollars
Source: KICOX, Statistical Data (2007, 2008)

Transformation Strategies

The cluster policy is one of the main policies for the balanced national development.
For realizing the policy, the government nominated seven national industrial complexes
and one national science and technology special zone as model innovative clusters. The
former is Banwol & Siwha in Seoul metropolitan area, Gunsan in Mid-west, Kwangju
in South-west, Changwon in South, Gumi in South-east, Ulsan in South-east, and
Wonju in East. The latter is Daedeok Innopolis located in Daejeon. These model
clusters are representative national industrial complexes and science and technology site
in Korea. Their output accounted for ca. 50 per cent of the national industrial output in
2007. In addition, these model clusters are located evenly in nationwide that take the
balanced national development into consideration (www.kicox.or.kr 2008-03-14).

These eight model clusters focuses on their strategic industrial areas that
contributes to strengthening their competitiveness and generating regional economic
growth. At the same time, these are committed to create their own local innovation
system for cooperating with academia located in the local areas. The model clusters are
cooperating and competing under control of Korea Industrial Complex Corporation
(KICOX) that is a public company created by the Ministry of Knowledge and Economy.
Among the eight model clusters B&S NIC is chosen to be explored how to transform
towards an innovative cluster. The cluster represents components and materials industry
of Korea.

The national industrial complex is a large sized industrial site, while the regional
industrial complex is small and medium sized. It is true that industrial complexes
contributed to a rapid economic growth in a short period particularly from 1960s to the
mid 1990s. During this period, Korean industrial complexes were very effective and
competitive for generating mass production. However, the complexes faced difficulties
due to a high labour cost and low priced Chinese products on global markets since the
2000s. In fact, the most of Korean national industrial complexes have been insufficient
to create a sustainable development based on technology innovation and highly value
added products because their major function has been based on production technologies
instead of generating technology innovation backed by R&D activities. In order to
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overcome difficulties, the government started to carry out a cluster policy in 2004 that
focuses on technology innovation as well as regional economic growth.

It is not an easy task to transform B&S NIC to an innovative cluster. The major
problem is that the most of the companies located in the complex has mainly focused on
production activity without any R&D activity in spite of a high number of companies.
Simply these companies have not been able to invest their resources into the R&D
activity due to its physical limitation.

Under the circumstances, Banwol & Siwha Cluster Agency (BSCA) started to
implement the cluster policy in the complex since the year 2004. Owing to an inferior
innovative environment based on a large number of SMEs functioning mostly as first
and second layer of subcontractor, BSCA possessed little room to create any framework
for building an innovative cluster. Additionally, BSCA did not have any experience of
management in the complex, but it had delivered administrative services regarding
locating companies in the complex until 2004.

The cluster policy was launched by the former government in line with the
national balanced policy in 2004. In order to implement the national balanced policy,
KICOX was committed to transform the seven existing national industrial complexes to
innovative clusters. BSCA as a regional headquarter of KICOX has been in charge of
transforming processes.

By launching the plan for transformation, the task of BSCA has been changed to
act actively as a major innovative actor creating innovative environment and developing
management skills. For it, BSCA has created a taskforce team for transforming an
innovative cluster and hired several well educated employees as a specialized group.

The strategies for transforming an innovative cluster that BSCA has carried out
are as follows:

First: building mini clusters. To build mini clusters is a common strategy of
KICOX to transform the national industrial clusters chosen as model clusters into
innovative clusters. A mini cluster means that over 30 companies operating in the same
or similar business areas in the complex build a small sized regular meeting group in
order to create a close network that enables to exchange information about market,
technology, labour, financing etc.

BSCA had built 13 mini clusters until 2007 because there were over 9,000
companies as well as over ten industrial sectors. The total number of mini clusters
reduced to eight in 2008. The reason for it is that the taskforce team to build mini
clusters could not cover the high number of mini clusters properly due to its limited man
power. Additionally, it may be wise for them to choose a certain kind of companies to
become members of the mini clusters in order to create a successful model (KICOX
2007).

In the mini clusters company and university play major roles in collaborating for
their common interests. Furthermore, research institute and supporting organization also
participate in the mini clusters. BSCA created eight mini clusters in three industrial
sectors such as components, materials and infrastructure technology in 2008. In total
802 members participated in the mini cluster activities in the same year.

In the beginning of the mini cluster activity, the performance was rather poor
than expected due to low credibility of BSCA. The most of located companies used to
regard BSCA as a control institute instead of as support organization. In order to
overcome this kind of prejudice, BSCA tried to find out joint projects participated by
companies, universities and research institutes as well as to discuss how to solve
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problems and difficulties that companies faced. Additionally, BSCA hold technology
related forums and seminars that all innovative actors were interested in. As a result,
BSCA created 1,067 networking activities between members, and 13,484 peoples
participated until 2007 (KICOX 2007).

Second, creating a global supply base for high value added components and
materials B&S NIC has over ten industrial sectors. By nature, it is not focused and
specialized. Various industrial sectors co-exist. A common characteristic is SMEs based
that are mostly subcontractors for conglomerates located in the metropolitan area.
Therefore, BSCA intensifies its strategic view in creating the complex as a supply base
for high value added core components and materials. The reason for it is that companies
in the complex mark lower productivity and value added compared to the national
average (Table 2). The former accounted for about 77 per cent while the latter reached
only 74 per cent in 2007.

Table 2: Comparison of Productivity and Value Added in Selected Industries

Nation Banwol & Siwha
Sector Manufacturing Components & Manufacturing Components &
Materials Materials

- Million won - - Million won -
Amount of 220 220 193 169
product/ person
Value added/ 84 84 73 62
person

Source: KICOX, Customized Development Strategy in National Industrial Complex (2007)

Third, collaboration between industry and university. As explained, the complex
has been a core production base for components and materials industries in the
metropolitan area. Over 99 per cent of the companies in the complex is SMEs and
possesses little R&D capability. This result in lower productivity and value added
compared to the national average. Over 70 per cent of the companies in the complex do
not operate any R&D centre. Furthermore, about 26 per cent of the companies do not
invest any resource into R&D activity, and 49.4 per cent of the companies invest less
than five per cent of their revenue.

In order to overcome this chronic problem, BSCA has tried to build a strong
collaboration between industry and university located in the same area. However, most
of collaboration between these actors uses to be based on joint projects that do not focus
on basic and apply technology development, but developmental technology as well as
technology advices regardless their sizes.

As a result, the activity of collaboration in the area exposes a limitation to create
technological innovation for strengthening competitiveness of the complex as well as to
generate sustainable regional economic growth. Despite the structural limitation, BSCA
tries to intensify collaboration between two actors continuously due to its gradual
improvement to upgrade technological capability of the companies and to solve
difficulties that the most of the companies faces in the complex.

A Successful Transformation?

BSCA has conducted transformation processes of B&S NIC into an innovative cluster
since 2004. The reason for the necessity of the transformation is based on a structural
disadvantage of industrial complex owing to production oriented capability without
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R&D activity. Therefore, BSCA is keen to transform the complex into an innovative
cluster that can increase productivity and value added products based on R&D activity.

In order to analyze the transformation processes 802 members of the mini
clusters were targeted to ask whether activities of BSCA could impact on their business
properly or not. For it, a survey was conducted by BSCA in 2007 that was focused on
pattern of R&D activity, networking between industry, university and research institute,
and number of domestic patent application etc. that are important factors for becoming
an innovative cluster (BSCA 2008).

In the pattern of R&D activity, the most of member companies preferred to carry
out their R&D activity by themselves, while the joint R&D activity between company
and university accounted only for 8.1 per cent. Surprisingly enough, companies
collaborated with other companies more than with universities. It may indicate that the
cooperative relationship between the two actors was not based on mutual trust yet
(Table 3).

The current situation of building networks between companies and universities
also shows that universities and research institutes could not contribute to creating close
networks for the companies properly. Only less than 20 per cent of the total companies
agreed that university and research institute provided some support to build networks
they need. Moreover, the companies regarded a close network with university as
unnecessary owing to their verticalized relationship with large sized companies (Table
4).

Table 3: Pattern of Companies’ R&D Activity - Banwol & Siwha NIC

Independent  Cooperative & Commission based Others
Commission based Cooperation with ~ Cooperation with other
with University & University & companies
Research Institute Research Institute

47.5 % 1.0% 8.1 % 20.2 % 23.2 %

Source: Banwol & Siwha Cluster Agency (2008)

Table 4: Current Situation of Company Networks - Banwol & Siwha NIC

Very Supportive Little No support  No
Sector supportive supportive relation Total
University | 4.0 % 12.1% 23.2% 6.1% 54.5 % 100 %
Research
Institute 6.1 % 18.2 % 20.2 % 6.1 % 49.5 % 100 %

Source: Banwol & Siwha Cluster Agency (2008)

Finally, BSCA has supported a few companies participating in joint projects with
universities and research institute since 2004. As a result, the participated companies
created technological development with the support of universities and research
institutes. The number of domestic patent application reached only six in 2005.
However, this number grew continuously year by year. In 2008, the number increased
up to 60. The highest number of domestic patent application reached 80 in 2007.
Unfortunately, there was no international patent application. A year later, this number
decreased 25 per cent due to global economic slowdown.

In sum, the transformation process does not seem to be very positive.
Particularly building network and collaboration between companies and universities
may not be in a proper track that is needed to develop continuously. At the same time,
however, the number of domestic patent application based on joint projects between
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companies and universities has increased from 2005 to 2007 rapidly although this trend
was down turned in 2008.

BSCA tried to build a platform in which all innovative actors such as private
companies, universities and research institutes and local governments strongly interact
one another for maximizing their mutual interests. However, BSCA as a part of central
government organization was not able to cooperate with local governments due to the
regulations that do not allow local governments participating in the designated national
industrial complex. Therefore, BSCA is only able to implement its strategies focusing
on collaboration with companies, universities and research institutes that resulted in
weak cooperation. As a result, the path creation theory based on strong interaction
between innovative actors may be difficult to be applied in the context of B&S NIC.

Conclusions

It is absolutely true that national and regional industrial complexes have contributed to a
rapid economic growth and a successful industrialization in Korea. In particular, 35
national industrial complexes have played major roles in the industrialization processes
last four decades. As a result, the 35 complexes produced about 40 per cent of GDP and
exported about 48 per cent of the total exports in 2007. Moreover, the national
complexes hired about 20 per cent of employees in the same year.

B&S NIC as one of the major national complexes has also played a core role in
terms of output, export and employment in the Gyeonggi Province located in the Seoul
Metropolitan area. However, its limitation as one of the national production bases
started to be visible with the globalization process.

Therefore, the former government launched the cluster policy in order to
transform eight model clusters into innovative clusters in 2004. The concept of an
innovative cluster is based on a strong interaction between innovative actors such as
industry, universities and government. Furthermore, technology innovation and
sustainable economic growth must be taken place continuously in a concentrated area. It
means that the result of R&D activity must be engaged in commercialized new products
as soon as possible within the area.

In order to transform B&S NIC to an innovative cluster, BSCA created a
taskforce team dealing with cooperation and interaction between industry and
universities in 2004. BSCA has focused on three strategic targets that are building mini
cluster, creating a global supply base for high value added components and materials,
and collaboration between industry and universities.

These targets are not easy tasks for BSCA to realize in short time with a limited
manpower specialized in clustering assignment ordered by KICOX. Regarding the
survey carried out by BSCA, a high number of member companies in the mini clusters
complained about weak performance and incredibility in the first and second years.
After the year 2006 the transformation process became better than previous years. The
number of domestic patent application can prove this positive trend in the year 2006 and
2007.

However, the global economic crisis in 2008 hit the Korean national economy,
particularly in the national industrial complexes because the complexes used to be
heavily dependent on exports. Furthermore, the new government, which commenced in
February 2008, does not have any strong intention to follow the policies launched by the
former government as planned. Therefore, BSCA has struggled for vitalizing the
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transformation process continuously since 2008. It seems to be that the complex still has
a long way to go for realizing an innovative cluster.
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Abstract

This paper presents the results of a comparative study of 23 urban or regional high-technology clusters
(media, ICT, energy, biotechnology) all over the world, analyzing how they were created, how they are
managed and how they operate, and the strategies followed to improve and excel in their fields of action.
Special attention is given to issues related to descriptive aspects, R&D, performance of the clusters,
location factors and incentives to attract companies. The empirical analysis applied to the identified
clusters was done through a questionnaire sent to the representatives of the cluster’s management. When
analyzing the data, the study has combined quantitative and qualitative methods, depending on the
information to be processed. The data collection was done through a selection of indicators chosen in
order to cover the different elements that cluster literature coincide in consider essential to develop a
competitive economic cluster in urban regions. The main obstacle we find with the information available
to carry out this study has been its heterogeneity and different quality of the data. 22@Barcelona appears
to be in a good position to compete with other excelling clusters, but it still needs to improve in areas such
as financial supply for R&D and start-ups and coordination between the different actors involved in urban
economic development. Our research also contributes to the discussion on the role of public institutions in
the cluster development policies. In the clusters studied here, especially in 22@Barcelona, we have seen
that a capable and resourceful public administration can determine the success of the cluster initiative.

Keywords: cluster initiatives, urban spaces, regional policies, high-technology

Introduction
Clusters, understood as being interconnected geographic concentrations of businesses
and institutions of a specific field, have a long research tradition in urban and regional
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economics which has led to numerous literature on the subject' and based on diverse
economic activities (from automotive industries to food or textile)?.

In this paper we focus in one specific type of cluster that emerged with the
growth of the economy based in the information and communication technologies,
which usually grow in metropolitan areas with industrial means and know-how. The
economy of Internet has, for example, intensified the high density of companies in cities
such as San Francisco, New York and Los Angeles, following the same geographic
patterns as other innovations in the past (Leaner and Storper 2001). The starting point is
usually the establishment of a small number of central institutions characterized by their
strong network relations among companies and between the labour market and
companies, because of their industrial environment and because of a circular and
accumulative advantage as a result of the generation of external economies in these
places (Storper and Walker 1989).

The success of some of this ‘technological clusters’ has lead to numerous
initiatives of a similar scope and also to many research trying to understand how these
clusters work and what the key to success of them is (Bresnahan et al. 2001). In this
sense, one strand of research focus on the so-called “cluster-based initiatives” and tries
to discern the effectiveness of public driven innovative clusters at regional and local
level (Burfitt et al. 2007, Fromhold-Eisebith 2005, Desrochers and Sautet 2004).

A good case of study to analyze such research strand is the 22@Barcelona, a
public driven cluster initiative of the Barcelona municipality to transform an old
industrial area into an innovative district for the concentration of intensive knowledge-
based activities. In order to position it in the international scene, we follow a
comparative methodology to try establishing the success elements of various innovation
clusters in the world.

Literature referring to the comparison of clusters shows that this type of exercise
has been carried out mainly in North America and Europe. In the first case, they have
been led by Michael Porter and the Institute for Strategy and Competitiveness of the
Harvard Business School (www.isc.hbs.edu/econ-clusters.htm). Their main projects
include ‘The Cluster Mapping Project’ and ‘The Cluster Meta-Study’. By using regional
data, existing publications referring to clusters and statistical techniques, they analyze
the regional economic profiles and their performance over time, with special emphasis
on clusters. To do this, they use a model to enable them to collect information in a
tabulated manner and compare the variables. The model has been taken into
consideration in the design of the questionnaire used in this work.

In Europe, one of the most important strategies is ‘“The Cluster Initiative Green
Book® (Solvell, Lindtqvist and Ketels 2003) developed by ‘The Competitiveness
Institute’, a non-profit association formed by professionals of clusters working in
cooperation with Michael Porter®. 500 clusters have been identified throughout the
world, chiefly in Europe, North America, New Zealand and Australia, 238 of which
have been interviewed through an online survey. This study establishes a series of
characteristics, which in spite of the typological diversity of the clusters, seem often to
appear in all cases: initiatives are more frequent in developed countries and in transition
economies, and the majority are focused on technology-intensive areas such as

! Some widely known classical references are Krugman (1991), Porter (1998) and Saxenian (1994).

2 See for instance Buffit et al. (2007) for an analysis of medical clusters or Fromhold-Eisebith (2008) for the
automotive industry clusters.

® For other European studies see European Commission (2002) and Euricur (2004).
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information and communication technologies (ICT), medical equipment, and
communication equipment. Initiatives emerge from the public and industrial sectors or
both, although the public sector always plays a fundamental role®.

Objective of the Research

The study originated from a research requested by the company 22@Barcelona, which
wanted to position the economic district it manages in an international context (Bosch et
al. 2008). The 22@Barcelona currently concentrates companies, research institutes and
public administration in Media, ICT, biomedicine and energy areas, in a cluster-like
fashion. To establish whether this initiative can respond to the challenges posed to the
local economy of Barcelona by the knowledge-based and globalized economy, it was
necessary to compare it with other similar initiatives.

Based on the previously described theories of clusters and innovation, this paper
analyzes how they were created, how they are managed and how they operate, and the
strategies followed to improve and excel in their fields of action. Particular attention has
been made to aspects related to descriptive issues, research and development (R&D),
performance of clusters, location factors and incentives to attract companies. These
clusters have to be understood as an industrial system consisting of players, resources
and activities joining together to develop various types of goods and services, or as a
spatial agglomeration of certain economic sectors.

Methodology
First of all, based on the following selection criteria, 22 clusters have been identified
from around the world (Figure 1), located in 18 different countries of Europe, America
and Asia:
1. Content dimension: the cluster must be specialized in at least one of the
four activities carried out in the 22@ District: ITC, media, medical
technologies (TecMed) and energy.

2. Urban dimension: the cluster must be located in a city or in a
metropolitan region.

3. Geographic diversity: the cluster can be located anywhere in the world,
as long as it meets at least one of the previous dimensions.

4. Excellency criteria: the cluster must be well positioned at international

level, and be acknowledged as a successful case in its field of action.

When analyzing the data, the study has combined quantitative and qualitative methods,
depending on the information to be processed. The data collection was done through a
selection of indicators chosen in order to cover the different elements that cluster
literature coincide in consider essential to develop a competitive economic cluster in
urban regions (Koschatzky and Lo 2007, S6lvell, Lindtqvist and Ketels 2003, European
Commission 2002, Euricur 2004). Five sets of indicators have been used, chosen to
enable the evaluation of each of the districts and their comparison: descriptive
indicators, R&D, performance, location factors and public incentives. Due to the
diversity of information sources, we have decided to use the last year available in each
variable.

* For a critical analysis on the role of public administration in cluster’s development see Desrochers and Sauet (2004).
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Cluster Region / City Country
Canary Wharf London United Kingdom
Digital Hub Dublin Dublin Ireland
Discovery District Toronto Toronto Canada
Dubai Internet City Dubai Arab Emirates
Electrum and Kista Science Park
Stockholm Stockholm Sweden
Enterprise Seattle Seattle USA
Forum Virium Helsinki Helsinski Finland
Hafen City Hamburg Hamburg Germany
HighTech Campus Eindhoven Eindhoven The Netherlands
Hsinchu Science Part Taiwan Taiwan Taiwan
Knowlege Innovation Community Yangpu [Shanghai China
Life Science Cluster Boston Massachusetts USA
Liverpool Digital Liverpool Unkited Kingdom
Manchester Knowlege Capital Manchester United Kingdom
Munich Biotech Cluster Munich Germany
Novi Science Park Aalborg Aalborg Denmark
One North Singapore Singapore Singapore
Oresund IT Oresund Denmark/Sweden
Orlando Media Digital Orlando USA
Rhéne-Alpes Eco-Energies Rhbéne-Alpes France
Silicon Fen Cambridge Cluster Cambridge United Kingdom
Torino Wireless Torino Italy
22@ Barcelona Spain

Figure 1: List of Selected Clusters

To collect information about the clusters, a questionnaire that included all the
points considered essential to the comparative analysis was sent by e-mail to the 22
clusters under study and we received ten replies. Regarding the cases that did not reply,
the main source of information has been research work in the internet, and, whenever
possible, data has been checked by consulting various sources (web pages, articles in
scientific magazines, newspapers, reports, analyses made by consultants, etc.). For
statistical data of countries and regions, we have consulted the web pages of Eurostat,
OECD, and the National Science Foundation.

Comparative Description of the Clusters

The majority of clusters are located in Europe, followed by Asia and North America.
More than half of the chosen clusters have been recently created, from 2000 (14), some
are older, from the eighties (3), and nineties (3), and three were created before 1980.
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In more than half the clusters (15), the geographic distribution of businesses and
institutions is limited to a well defined area, while there are others (8) where businesses
are spread out over a larger extension without a clear physical delimitation. The
dimension of clusters with a physical delimitation varies between 1.5 and 625 hectares,
the largest being the Hsinchu Science Park in Asia. All urban clusters covering less than
10 hectares are located in Europe.

The number of businesses varies between 20 and 12,000. The Forum Virium
Helsinki is the smallest (this is a newly created cluster), but the majority of its
companies are large and medium-sized, similar to the case of Canary Wharf London.
The remaining clusters have small and medium-sized businesses, although all have
some large companies which are leaders in the activity sector of the cluster. With regard
to the number of employees, nine of the clusters have less than 10,000, while four have
between 10,000 and 30,000 employees, including 22@Barcelona.

The number of clusters incorporating more than one economic sector is similar
to those focusing on one particular sector, with the majority specializing in ITC
activities (15) and biotechnology (12), six include media activities and only three have
companies of the energy industry.

The majority of clusters are a result of public (ten clusters) or private (seven)
initiatives and five are mixed. Only one is a university initiative, which is the
Cambridge cluster. It should also be mentioned that many clusters conceived from the
private sector have received public backing, and in some cases, the European Union has
participated through the Interreg programmes. Besides the type of initiative, a close
relation between the regional development agency and the management institution of
the cluster is relevant for a better coordination of the public and private agents, as we
see in EnterpriseSeattle and One-North Singapore, where both institutions are the same
one.

In the majority of clusters there are more mature companies than start-ups or
spin-offs, with the exception of Novi Science Park Aalborg, which is characterized
precisely as being a park for start-up companies which want to expand. Life Science
Boston, which specializes in biotechnology, has also a high number of start-ups.

With respect to related institutions, regional clusters have a greater variety than
those with a clear physical delimitation, among which Munich Biotech and Discovery
District appear to be the best positioned. Regional clusters with the highest score in the
number of linked companies are Life Science and @resund IT.

Evolution statistics of clusters are difficult to compare, as the periods indicated
by each one are not the same, and also the variable used is different in each case. For all
clusters providing details, evolution has been positive, with the exception of Silicon
Fen. Some have experienced very significant expansion, such as the case of Munich
Biotech and Digital Hub Dublin. A total of 1,063 companies have set up in
22@Barcelona over the period 2000-2007, more than half of which operate in one of
the four strategic sectors (media, ITC, TecMed and energy). All clusters in the USA
have increased in recent years, both in the number of occupancies and in the volume of
sales.

Research and Development

R&D is acknowledged as one of the backbones forming a cluster, either as one of the
condition factors of the competitiveness model of Michael Porter (1985, 1990) or as one
of the parts of the triple helix, where the interaction between universities, government
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and companies is the key to the promotion of technological innovation (Mohnen 2005).
The new trend in knowledge creation tends to eliminate the strong boundaries between
separate institutional spheres and organizations leading to a more flexible overlapping
system (Etzkowitz 2002). In fact, the improved university - private sector relationship
focuses on a large part of R&D promotion policies, and therefore, various measures are
developed from public administrations to improve this cooperation, such as grants and
subsidies to research projects, the promotion and marketing of scientific results or the
direct financing of new R&D infrastructures.

Questions related to R&D in this study have focused on the presence or absence
of seven elements: R&D projects, generation of spin-offs, ongoing training
programmes, laboratories and experiment areas, joint educational programmes, creation
of start-ups and technology transfer. The data discussed in this article are focused
exclusively on activities performed directly in the cluster itself.

Hsinchu Science Park Taiwan

Rhéne-Alpes Eco-Energies
Orlando Media Digital =
Enterprise Seattle
Digital Hub Dublin _:|
Life Science Cluster Boston

Oresund I ]
Torino Wireless D

Discovery District Toronto

22@Barcelona

Munich BioTech

Novi Science Park Aaiborg [ ]

KIC Yangpu

Forum Virium Helsinki [

Electrum Kista Estocolm

Hightech Campus Eindhoven

Sillicon Fen Cambridge Cluster

0 1 2 3 4 5
O R&D Projects mJoint educational programs
O Spin-off generation [J Start-up creation
B Ongoing training O Commercialization and technological transfer
W Laboratories and experimentation

Figure: 2 Activities Related to R&D within the Cluster
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Firstly, we should mention that all the clusters analyzed refer to R&D activities. The
clusters of Silicon Fen Cambridge and High Tech Campus Eindhoven stand out as
having the highest number of R&D activities and they can be considered the best in this
aspect (Figure 1). Cambridge stands out for its ongoing training activities also offered to
employees of the cluster, and Eindhoven for its laboratories, where companies can
experiment prototypes and safely perform experiments at low cost. After these two
cases, Forum Virium Helsinki, Electrum Kista Science Park Stockholm and Knowledge
Innovation Yangpu focus on four of the activities related to R&D. Forum Virium
Helsinki particularly stands out for marketing research results and Electrum-Kista
Science Park Stockholm for its joint educational programmes with universities. In any
event, the majority of clusters has an applied approach to R&D and tries to promote it as
much as possible, such as Discovery District Toronto, Wireless Turin and
22@Barcelona.

Another form of R&D identified in some clusters is the presence of
laboratories, where small companies and also university researchers can draw-up
models or directly develop prototypes for future application in real life, such as in the
case of Electrum-Kista Stockholm.

Joint research projects between universities and companies have been identified
in eleven of the clusters. Many of them also have joint educational programmes, such as
the Eco-Energies Rhéne-Alpes cluster. However, ongoing training from the university
directed at businessmen or employees of the cluster are less developed, with only one
programme identified in Silicon Fen Cambridge. Support programmes to the creation of
spin-offs and start-ups are more frequent, such as the case of Silicon Fen Cambridge,
HighTech Campus Eindhoven, Discovery District Toronto, Digital Hub Dublin,
22@Barcelona, @resund IT and Novi Science Park Aalborg.

Another significant cluster in terms of R&D is @resund IT, which stands out for
its high proportion of qualified manpower (6.500 Ph.D. students), for multidisciplinary
R&D programmes and for the high number of scientific publications related to IT issues
and its significant increase (47 per cent from 2002 to 2003).

The 22@Barcelona cluster is in a relatively good position, in a positive regional
context with one of the highest private investment in R&D in Europe and good
infrastructures to develop the triple helix and university-company research projects.
However, it has some weak points, such as the low investment in R&D by public
administrations and the low number of companies performing internal R&D activities (a
third in 2006). Another problem is that many areas dedicated to R&D are not yet
operational, although this should be solved shortly.

Performance

The concept of performance refers to the operation of the cluster, which are the key
elements capable of boosting the use of external factors generated in the proximity. The
factors which have been detected are classified in three aspects: support to companies,
the attraction of private capital and networks.

Support to Companies

A number of elements of support have been identified and assessed: if the cluster
provides professional, legal, technical and financial advice, the services present in the
cluster, and provision of facilities and resources to facilitate communication among
companies. At least 75 per cent of the elements studied are present in practically half the
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clusters, which reinforces the idea of considering them as a necessary condition to the
operation of clusters.

Clusters with best results are located in different geographic areas, and therefore,
it is possible to formulate the hypothesis that the keys in the dynamics of business
support in clusters could form a general pattern.

The positioning of de 22@Barcelona compared to the remaining clusters is
good, as the Landing and UGAP (Management Unit of Aid to Projects) programmes
enable the district to be at the same level as clusters highlighted for this aspect.

Attraction of Private Capital

Start-ups and growing companies need to have sufficient resources to perform their
operations and therefore require financing to be able to develop the product, the market
penetration and investments, and sufficient cash flow to ensure their operational
continuity. Clusters have been classified according to their main source of attraction of
private capital, which is a key factor to their development and growth.

Most of the clusters make use of private capital attracted by entities of their city
or region, such as the case of Digital Hub Dublin or @resund IT. This method of
attracting funds is also found in many cases as a secondary way of accessing capital.

Clusters that have been able to develop their own initiatives to attract private
capital have responded better to the needs of companies due to the proximity of end
users of financing, such as the case of the initiative 22@CAPITAL. Nevertheless, the
majority of these initiatives have received the backing of their respective local or
regional governments, which proves the need for relations with a public partnership.

Alternative ways of generating attracting forces include the cases of Dubai
Internet City, for its financial incentives, Life Science Cluster Boston as it is located in a
know-how pole acknowledged throughout the world, or Forum Virium Helsinki for the
major companies located there (Nokia and Microsoft) with their own capital risk
services.

Networks

The different collaboration networks present in the clusters have been classified
according to type and players taking part in them, in order to view the transmission of
know-how and know-who within each cluster. Networks have been identified in seven
levels, which are represented in Figure 3. It is important to notice that not all the
networks have the same relevance, being more important those referring to R&D,
innovation or production than the informal networks.

Three profiles can be clearly identified of who was the driving force behind the
creation of the network. The first is when the cluster itself promotes and establishes
networks in a much centralized fashion, normally when the public sector is directly
involved in the creation and functioning of the cluster, such as the case of Hsinchu
Science Park Taiwan. Another case is when the players become involved naturally and
the manager of the cluster acts as a shadow agent providing all the means for initiatives
to be set up successfully, such as the case of Kista Science City Stockholm. The last
profile is when these resources are outsourced taking advantage of already existing
networks, such as Munich Biotech with the EurOffice Services Network.

In 70 per cent of the cases, Internet was the main source for network activities
(i.e. marketing, business relations). We should mention that almost half the clusters
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have intranet for the circulation of information among members, such as the case of
Barcelona with 22@Network.
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Dubailnternet City [ [T
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Hafen City Hamburg
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NoviScience Park Aalborg I
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Enterprise Seattle
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Hsinchu Science Park Taiwan
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One North Singapore

22@ Barcelona

Knowledge Innovation Community Yangpu
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Silicon Fen Cambridge Cluster

Kista Science City
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o R+D @ Innovation 0 Production O Marketing
@ Promotion O Informal networks @ Internet

Figure 3: Types of Networks in the Cluster

Regarding the players involved in the different networks, a clear prevalence of the
networks established among companies can be observed. Contrary, there are a relatively
low number of clusters which achieve networks involving all agents.

The overall operation of cluster networks is better as the involvement of players
making up the triple helix increases. It is also essential establishing networks between
professionals given the importance of retaining talent and to offset the high rotation of
employees working in know-how intensive sectors.
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Location Factors

Location factors have been studied based on the data available, which have been taken
from several sources: the questionnaires that were sent to the clusters, Eurostat for
European clusters and various observatories for the rest.

As regards accessibility, Barcelona is in the top part of the ranking (considering
elements such as airports, ports, highways). Since it is a significant node of activity in
the Mediterranean arc, it has many infrastructural elements that place it within the most
accessible cities in the world. However, it should improve on the number of
intercontinental flights from the airport, which, on the other hand, is well connected to
other European airports. It should also be noted that other cities of similar size have at
least two airports.

To understand the size of the local market, the population of the agglomeration
of cities or areas where clusters are located has been used. The analysis of data has
enabled us to see how the size of the market and its accessibility can be placed parallel,
as the larger an urban agglomeration, the more accessible it is.

Certain exceptions can be observed, such as the case of Stockholm, one of the
most accessible cities, but with a population of less than two million, which is between
Orlando and Liverpool, two cities with relatively low accessibility. The agglomeration
of Barcelona is placed in the highest part of the classification, with five million
inhabitants, which is similar to two major metropolises, one in Asia, namely Singapore,
and the other in North America, namely Toronto.

Although it has not been possible to carry out a full analysis, due to the lack of
data, it should be mentioned that Barcelona is also positioned in an average position in
comparison with other cities throughout the world regarding costs for companies, such
as rentals of offices, retail establishments and industrial land, or gas and electricity for
industrial use (Observatori de Barcelona 2007).

One of the main attractions of Barcelona lies in combining a high quality of life
with relatively low costs within an international context. Regarding the first of these
factors, we should underline that professionals interviewed by European Cities Monitor
have chosen Barcelona for ten years running as the European city offering the best
quality of life to its employees (Cushman & Wakefield 2008).

Public Incentives

Public incentives to companies could be defined as a set of policies designed by the
public administration to make a location more attractive to investors/businesses.
Nevertheless a public cluster policy can also give rise to inertia, political game playing
and opportunism (Burfitt et al. 2007).

Therefore, these incentives are localization factors which do not correspond to
the advantages of the place and also they may be targeted at attracting companies from a
specific economic field. The most common are tax or financial incentives, or non-
economic incentives, such as legal advice, and grants for infrastructures or services.
(Rondinelli and Burpitt 2000).

In this study, we have analyzed public incentives from two aspects: those
offered by regions and cities to which the clusters under study belong; and those offered
exclusively by the cluster itself. The analysis has found that although some incentives
are exclusively the responsibility of the states (for example company tax deductions),
others can be offered by any of the administrative levels analyzed, such as the case of
financial incentives for start-ups. There are also incentives which whoever sets them up,
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can be targeted exclusively to the cluster, or be of a general nature for all companies
wanting to establish themselves in a certain country, and which will therefore also
indirectly benefit companies installed in the cluster of that country.

The first result shows that in all cases studied, deductions are offered for R&D
activities, and credits and financial facilities for start-ups. Deductions for R&D
activities are established especially by state authorities, although in the case of Toronto,
Boston and Barcelona, they are also offered by regional governments or by the cluster
itself. Asian countries are different from Western countries, as in the cases studied; they
are offering tax exemptions and free trade areas which western states do not have. Other
relevant incentives found at different degrees in the cases under study, are aid to young
companies and venture funds to create and localize businesses.

Those incentives that are not of an economic nature are offered in some of the
cases studied. For example, in France, they are trying to make administrative procedures
needed to create new companies simpler, and in Taiwan they are also simplifying town
planning permission to install companies in the Hsinchu cluster. In other cases, it is the
regional administration offering incentives directed specifically at developing activities
of clusters. This is the case of the region of Noordbrabant in the Netherlands, the
Northwest region in the United Kingdom, and the Northjutland region in Denmark,
which all have non-economic incentives such as legal advice for companies seeking to
establish themselves in their respective clusters.

The 22@Barcelona cluster appears to be in a relatively weak position as regards
public incentives, as when compared to other clusters, it only stands out for non-
economic incentives. At state level, Spain offers the most favourable tax incentives in
the world for foreign share companies, while Catalonia provides financial aid to create
companies and to develop SMEs, but does not have a programme specifically targeted
at 22@Barcelona.

Final Considerations

The fact that the analysis had to be done mainly from a qualitative perspective and with
information that does not always include all the clusters makes it difficult to set a global
ranking from the indicators used. However, we have been able to place the Barcelona
district in its context for each of the aforementioned variables, enabling us to assure that
the international position of 22@Barcelona is generally good.

Another problem encountered with the information available to carry out this
study has been its heterogeneity. The variability of data available from one cluster to
another has made it difficult to establish common ‘behavioural” models due to different
experiences, and therefore to group innovative districts according to certain
characteristics. This methodological difficulty has been also highlighted by Desrochers
and Sautet (2004) when they conclude that the data may be biased by the background of
the informants and the quality of the data available.

Our research also contributes to the discussion on the role of public institutions
in the cluster development policies (Burfitt et al. 2007). In the clusters studied here,
especially in 22@Barcelona, we have seen that a capable and resourceful public
administration can determine the success of the cluster initiative. This line of research
should be reinforced with more intercontinental comparison of clusters as the one
undertaken here to fulfil the scarcity of such studies.
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Abstract

The relatively weak performance of sparsely populated areas has been given substantial attention in many
regional, national and European Union initiatives. Many rural areas are struggling with development
problems such as depopulation, advanced ageing, industrial restructuring and high levels of structural
unemployment. In Sweden these issues are mainly associated with the difficulties in the non-metropolitan
sparsely populated areas in the northern and southeastern parts. Here, the issue of implementing general
cluster policies in sparsely populated regions in order to enhance their economic development is in focus.
This research includes an overview of existing Swedish regional growth and development programmes
that exemplify the current regional policies. It is found that the concepts of clusters and innovation
systems have become important for policy on national and regional levels of government, but the
understanding of the concepts is poor. In spite of regional variations in preconditions for cluster
development, there are no clear regional modifications in the interpretation of clusters as described in the
documents. One conclusion is that regional and local strategies to develop businesses in sparsely
populated areas would benefit from using examples from non-metropolitan regions as a point of departure
rather than using experiences drawn from high-tech industries located in metropolitan areas usually
referenced in the international literature. The routine use of cluster and innovation systems in policy on
the regional level underlines the need for more empirically based research on the preconditions for cluster
development in sparsely populated areas.

Keywords: cluster theory, growth policy implementation, sparsely populated areas, regional development

Introduction

The cluster as a concept was introduced by Michael Porter in the beginning of the 1990s
(Porter 1990, 1996, 1998), and the impact of the theory has been breathtaking to say the
least. The ideas put forward by Porter have been adopted and developed both in
research in economic geography and other related academic disciplines (Malmberg
2002, Malmberg and Maskell 2002). The interest has been remarkable and has also had
an impact on policy making concerning industry policy and regional development
(Karlsson 2008, Malmberg 2002, Swedish Agency for Economic and Regional Growth
2009). However, there has not been much attention in research directed towards the
reality of businesses in sparsely populated regions. Nevertheless, the relatively weak
performance of sparsely populated areas has been given substantial attention in many
regional, national and European Union initiatives. Many rural areas are struggling with
development problems such as depopulation, advanced ageing, industrial restructuring
and high levels of structural unemployment (Pettersson 2002). Within a Swedish
context, these issues are mainly associated with the difficulties in the non-metropolitan
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regions and generally sparsely populated areas in the northern and southeastern parts of
the country (Figure 1). A diversification of the economy is often mentioned as
important for the future development and special attention has been paid to promoting a
better business environment for small and medium size companies (SMES) in order to
develop a new business structure, to increase entrepreneurship and hence stimulate new
firms and employment opportunities. The latter point is largely related to the measures
taken to improve people’s knowledge in terms of how to start a new business and
computer usage. These are also seen as conditions in which dynamic clusters are
developed (Malmberg 2002, Malmberg and Power 2005, Porter 1996, 1998).
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Figure 1. a) Population in Swedish counties in 2009. b) Division of counties into
Metropolitan and non-metropolitan counties (NMA). Source: Statistics Sweden

This paper targets the issue of implementing general cluster policies in sparsely

populated regions in order to enhance their economic development. The paper starts out
by introducing some of the main themes regarding policy and cluster theory. Then an
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overview of the possible implementation options of policy informed by cluster ideas
follows, and an overview of existing Swedish regional growth and development
programmes (‘Regional Growth Programme’ - RTP; and ‘Regional Development
Programme’ - RUP) are used to exemplify the current regional policies. Finally, a
discussion of the possibilities versus the weaknesses of the cluster policy approach is
presented with some reference to the use and misuse of the cluster ideas.

Clusters, Innovativeness and Labour Mobility

There are many interpretations of what a cluster is, departing from diverse viewpoints.
However, they all explain different functions and benefits of clusters (Malmberg and
Power 2005 offer an overview). The confusion produced by this flexible use of the
concept has created difficulties in interpreting both what clusters are, and where the
advantage actually lies (Malmberg and Power 2005). Despite the confusion around the
concept, there is a mutual understanding among researchers that the presence of clusters
in an economy is positive and an incentive for competitive advantage, regional
development and knowledge creation (Bathelt et al. 2004, Malmberg and Maskell
2002). Michael Porter (1990, 1996, 1998, 2000) defines a cluster as a group of
industries connected by specialized buyer-supplier relationships or related by
technologies or skills. The most important agglomeration economies are dynamic rather
than static and revolve around the capacity for innovation and learning (Porter 1996,
1998). The role of innovation has been emphasized as being the most important for
clusters and cluster development (Malmberg and Power 2005) and according to Asheim
et al. (2003) the ability to be innovative in a globalizing economy is vital for the
competitiveness of SMEs. Innovativeness, however, is not restricted to high-tech
industries alone but can also be achieved by traditional low-tech sectors. In current
theory on innovation systems and cluster evolution, knowledge is regarded the most
important resource in the economy and learning is the most important process (Steinsli
and Spilling 2004).

According to Porter (1996), there are some options on how to encourage
regional business development. Porter suggests that agglomeration economies at the
cluster level have a profound influence on competition, particularly in more developed
countries, and that the cost to access distant markets has decreased; increasing the
companies’ possibilities to sell their products outside the local and regional market.

Empirical research on the relationships between labour mobility, the presence of
clusters and firm/plant performance is however scarce, although there are some notable
exceptions (Boschma et al. 2008, Eriksson and Lindgren 2008, Eriksson et al. 2008).
One overriding hypothesis is that labour mobility generates knowledge flows between
firms and is thus important to the understanding of cluster dynamics. To begin with,
Eriksson et al. (2008) find that the propensity of changing jobs within a local labour
market increases with the size of the local labour market. This means that job changes
are more likely to occur in large and diversified metropolitan regions than in smaller
labour markets. Furthermore, the propensity increases if there is an agglomeration of
firms in similar or related businesses (i.e. clusters). This effect is also observed in small
labour markets, thereby indicating that localization economies are partly able to
compensate for smallness. Eriksson and Lindgren (2008) further state that spatially
close firms tied together by flows of labour between them outperform other similar
firms within the same local labour market. This indicates that labour mobility between
firms produces knowledge flows that are more important for the firm’s competitiveness
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than simply spatial concentrations of similar or related firms usually assumed in many
theories regarding cluster and localization economies. An inflow of related competences
(i.e. not exactly the same or totally different from the skills already present within a
certain workplace) to a plant substantially improves performance (Boschma et al. 2008).
It is argued that, in contrast to an inflow of similar or unrelated competences to a plant,
related competences broaden the skills portfolio represented within the work-place and
thereby enhance competitiveness and increase productivity. Unrelated skills may
contribute to productivity, but only if the person comes from within the same labour
market. Furthermore, an inflow of labour from outside the region only stimulates
productivity if it brings related skills.

Thus, for small labour markets outside the metropolitan regions and rural areas
in general, spatial agglomerations of related and similar activities can enhance firms’
and regions’ performance, though it also seems important that the labour flows between
the local firms consist of related skills and not only similar or unrelated competences.
The same is relevant for an inflow of labour from outside the region. Otherwise there is
an obvious risk of stagnant productivity and reduced competitiveness.

Labour Markets Expansion and Cluster Policies

In countries with few inhabitants spread over vast geographical areas it is important to
have access to well developed communication systems facilitating commuting. This is
because there is not a large enough population to be able to host all the competences and
knowledge needed in the firms located in geographical clusters. The human and social
capital vested in the population is the base on which the success of a region or area is
built. However, one of the largest barriers for economic growth is the immobility of
people. Local labour market expansion has been a popular target during recent years in
Swedish regional politics (Sandow and Westin 2010). It is at the local level most
mobility takes place because, among other things, people have accumulated place- or
firm specific insider advantages, local knowledge and place attachment. With high
degrees of place-specific investments, the cost of changing region or work is likely to
exceed the potential benefits. Economic change and labour market development is
geographically uneven which imply that local labour markets function differently
depending on size and geographical location.

Porter (1996) argues that governments often hinder cluster formation and
development by encouraging firms to locate in areas lacking supporting infrastructure
and where they face competitive disadvantages. Such efforts result in high costs to
governments and communities in terms of subsidies. Instead, regional policy should
promote specialization, upgrading and trade among regions (Porter 1998). Since
productivity is assumed to determine the wealth of a region, Porter further claims that
governments must support initiatives that promote increased productivity. Governments
must be able to supply high quality inputs such as an adequate physical infrastructure
and well-educated communities. The three main dynamics of productivity, innovation
and new business investment, and the specific benefits these bring to local firms and
economies are essential to cluster development. In Porter’s mind location continues to
play an important role for the development of strong economies, as long as a region can
maintain its exclusive critical mass. Government policy can assist sector interaction at a
local level where the clusters operate. This is crucial for the development of local
advantages, and agglomerations (Scott and Storper 2003).
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The Geography of Regional Development in Sweden

Sweden is a country with substantial differences regarding, for instance,
population density and economic change. There are basically three metropolitan areas in
Sweden. First and foremost, there is the capital region of Stockholm, where Stockholm
county together with Uppsala is Sweden’s largest and most dynamic local labour market
(Figure 1). The other two metropolitan regions are represented by the counties of Véastra
Gotaland (incl. Gothenburg) and Skane (incl. Malmo and close to Denmark’s capital
Copenhagen). These three regions together hold a slight majority of the country’s
population. However, in this paper, the focus is on the non-metropolitan areas as
represented by the remaining 17 counties. Whereas the population has grown rapidly in
the metropolitan regions, the more sparsely populated non-metropolitan counties as a
group have experienced a much more moderate growth. Half of the non-metropolitan
counties have in fact had negative population figures during the first decade of the 21st
century. Even though data regarding, for example, employment, trade and industry does
not reveal any dramatic differences between Sweden’s counties, there are nevertheless
some structural variations worth mentioning. In the non-metropolitan counties there is
still a larger dependency on manufacturing, primary activities with related industries,
and public sector services (Table 1). The metropolitan regions are characterized by
higher shares of employment in the private service sectors. Furthermore, there are clear
differences in education level where the non-metropolitan areas have a lower share of
highly educated people.

Table 1: Key Figures for Classified Swedish Regions

Sweden Mid- Southern  Northern  Sweden
Sweden Sweden  Sweden

Variable: MA NMA  NMA NMA NMA
Number of inhabitants 2009 (thousands) 5,152 4,189 1,523 963 1,703 9,341
Population density 2009 (inh./sgkm) 103.6 11.6 42.5 26.5 5.9 22.8
Population change 2000-2009 (%) 8.6 1.2 34 1.6 -1.0 52
Pop. with higher education 2008 (%)* 21.5 14.6 15.3 13.7 14.4 18.4
Employed in private companies 2008 (%) | 69.1 62.6 64.6 64.2 59.9 66.3
Share of employed in sectors (2007)**:
- Primary and secondary industries (%) 14.8 22.8 22.1 27.4 20.7 18.3
- Services to private companies (%) 17.8 10.5 114 9.2 104 14.6
- Other (%) 67.4 66.7 66.5 63.4 68.9 67.1

MA: Metropolitan Area — NMA: Non-Metropolitan Area

*Persons 16-74 years of age with at least 3 years of university education
**\Working population 16+ years of age

Source: Statistics Sweden

However, there are also obvious variations within the non-metropolitan group. In
general, the counties close to the metropolitan areas show a better performance than
those in southeastern Sweden and northern Sweden. In particular, the northern non-
metropolitan counties are characterized by low population densities, long distances
between major urban areas, structural ageing, depopulation and a relatively poor
performance on most growth indicators. This has been a general tendency over several
decades and also the basic motivation behind these parts of the country having been the
main targets for traditional Swedish regional policy (Pettersson 2002). Nevertheless, the
restructuring problems in developing from a society largely based on the region’s
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natural resources (such as land, timber, ores and hydroelectric power) to ‘the new
economy’ still remain, to some extent, and continue to have an effect on population
development, employment change, etc.

Regional Cluster Policies in Sweden

Seeing that economic growth in Sweden is mainly taking place in ‘new’ industries
located in urban regions many of the industries in sparsely populated regions are
defined, explicitly or implicitly, as traditional and backward. Attempts to assist these
backward regions often mean helping them to ‘create’ clusters. Porter’s plea (1996) for
cluster theory to be incorporated in policy making has been heeded at European and
national levels. For instance, the Swedish Agency for Economic and Regional Growth
(2009) has described the concept of clusters as follows: “Regional clusters work
together to achieve competitive advantage. Clusters consist of businesses, public
operators and universities from the same geographical area” (author’s translation).

Table 2: Analysis of Regional Growth Agreements and Regional Development
Programmes in Sweden (RTP and RUP)

County type  County No. of No. of Definition  Definition Reference
times times of clusters  of to research
clusters are innovation innovation
mentioned  systems are systems

mentioned

Sweden Stockholm 44 3 Y Y Y

MA Vistra 1 0 N — N

Gétaland

Skane 5 4 Y N N

Uppsala 2 2 N N N
Mid-Sweden  Ostergotland 2 1 N N N
NMA Halland 0 0 — — —

Orebro 2 2 N N N

Sérmland 3 0 N — N

Véstmanland 3 2 — — N

Southern Jonkoping 20 9 Y Y N

Sweden Kalmar 0 0 — — N

NMA Kronoberg 3 0 Y N N

Blekinge 4 8 N N N
Gotland 0 0 — — N

Northern Dalarna 39 5 Y N N

Sweden Gavleborg 13 6 Y Y N

NMA Vérmland 23 3 Y Y N

Vasterbotten 4 6 N N N
Norrbotten 5 6 Y Y N
Vasternorrland 27 0 Y — N
Jamtland 0 0 N — N

MA: Metropolitan Area — NMA: Non-Metropolitan Area
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It is not just at the national level the idea that cluster formation and innovation can be
stimulated, but also on the regional level. In this way, cluster projects are an important
and integral part of the current national and regional growth policy in Sweden. One way
to examine the use of clusters in policy on regional level is to look at the present
regional growth and development programmes (RTP and RUP). An indication of the
importance of the concepts of clusters and innovation systems is the number of citations
in official documents (Table 2). There are only four out of 21 counties that do not
mention clusters or innovation systems at all. These are Jamtland, Halland, Kalmar and
Gotland. Those which mention clusters most often are Stockholm (44), Dalarna (39),
Vasternorrland (27), Varmland (23) and Jonkoping (20). Jonkdping also use the term
innovation systems most often (9).

In terms of content, almost all documents use the concepts of clusters and
innovation systems without reference to research and without defining them, and there
are also large discrepancies between the documents. In some documents, innovation
systems are taken to be about the technique while others refer to the systems of
communication and networks. In most cases, there is no mention of research which
supports the arguments to encourage cluster and innovation systems development in that
particular context.

All documents that use the term cluster make reference to sectors which are
already identified, according to the particular definition used in the document, as being
important existing, developing or potential clusters. This is exemplified in RUP
Varmland: “With cluster we mean a geographically delimited concentration of
businesses dependent on each other and that contribute to stronger ability to compete. In
our region we can identify some cluster-like concentrations of businesses - The Paper
Province, Compare (IT), steel and industry with a number of partial clusters. The
strategy aims at strengthening the aforementioned ‘clusters’” (Hallbar Varmlandsk
véxtkraft: 13). The concept of clusters has also been defined as follows:
“Agglomerations of businesses often develop, so called clusters” (Ostgétaregionen 2020
Regionalt utvecklingsprogram: 35) or as “...a strategic competence field (cluster)” (Det
kreativa Dalarna: 3).

How viable the goals are is also dependent on the understanding of what clusters
are. In the RUP of Gavleborg it is stated that the goal is “...to record ideas for new
clusters that are likely to create regional growth” (5 per cent battre: Tillvaxt Gavleborg
2004-2007: 27). This takes the idea of creation of clusters to the point that it is an
actual, well defined empirical unit and not an abstract dynamic entity that constitutes the
cluster. It also means that it would be possible to create a cluster if the idea is good
enough.

The Dalarna RTP links strongly to the national strategy which explicitly draws
on the prioritisation of clusters and cluster development: “In Sweden it seems that the
national level is determined to continue to stimulate the creation of an active regional
and local cluster development strategy. This fact also constitutes an important
ingredient in our work to link together local and regional initiatives with national
interests and resources. In fact, Dalarna has already started with the work in Triple
Steelix to actively use and develop innovation systems” (Det kreativa Dalarna: 3).

Thus, there are three major important findings in the documents. First, it is clear
that the concepts of clusters and innovation systems have become important for policy
on national and regional levels of government. Second, the understanding of clusters
and innovation systems is generally poor. Third, in spite of obvious regional variations
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in preconditions for cluster development, there are no clear regional modifications in the
interpretation of clusters as described in the documents.

We started our analysis by asking if policy and planning can help dynamic
growth clusters to develop in sparsely populated regions. First of all, it is obvious that
cluster theory and policy has been oriented towards urban areas. The focus has been on
‘new’ industries, rather than on traditional trades like forestry and mining which remain
relatively important in non-metropolitan areas. Most industries in traditional sectors
have been localized according to old economic paradigms, close to the natural
resources. This has meant that there is a path dependency of such industries because of
the tremendous capital costs (economic and human) it would entail to move them
somewhere else. It would also mean a loss of the labour force with social contacts and
networks, skills and know-how - and potential innovation capacity — if they were not to
come with the firm. Despite the fact that the forest industry is one of the more
innovative industries in Sweden little attention has been paid to this in economic
geography. However, Malmberg (2002) argues that these industries are just as inclined
to make technological innovations and adjustments as other industries and sectors, as
well as engaging their employees in competence developing activities. This path
dependency can also explain why there are several forest industry clusters that have
evolved through history but no new clusters have developed. In support of Malmberg’s
(2002) argument it can be argued that dynamic environments have grown and developed
spontaneously over a long period of time and are therefore not the outcome of a well
planned strategy. In other words, historical development and historical events are
important.

It is also obvious that cluster policies rely heavily on Porter’s diamond model,
agglomeration theory (basically localization and urbanization economies) and
experiences from case studies performed on high-tech clusters in relatively densely
populated regions (Karlsson 2008). This is rational from several points of views but
nevertheless it could be questioned whether these experiences can be implemented in
cluster policies targeting development issues in sparsely populated regions far from
metropolitan areas. These kinds of obstacles when implementing cluster policies have
for instance been discussed by Peck and Lloyd (2008) and Hospers (2005). The ideas
about geographical clusters frequently emphasize the importance of factors such as the
spatial agglomeration of many firms within a specific field, close contacts with
subcontractors, and demanding customers and advanced/specialized supporting
functions relatively nearby. Furthermore, the importance of a large pool of specialized
labour has been highlighted. Quite often, the need for a critical mass is mentioned. Even
though it could be argued that this kind of critical mass under certain conditions could
be achieved in highly specialized businesses located in rather small places these criteria
are usually much more easily met in metropolitan regions and dense urban areas. Low
densities of population and firms, weak physical infrastructure and long distances to
metropolitan areas are problematic when sparsely populated regions are trying to
accommodate national and international governments to identify, create and stimulate
new and existing clusters for regional growth.

From this it could be expected that sparsely populated areas would not be able to
accommodate clusters. However, there are some exceptions even in the sparsely
populated regions of northern Sweden. These have often developed over a long period
of time (as have most successful clusters) and are based on an initial demand from
traditional industries such as forestry or mining within the region. Another interesting
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example is the remarkable growth in the testing of cars and components in certain
localities in the two northernmost counties (Korsds 2003). Here a number of local
entrepreneurs are serving several transnational companies testing their products under
harsh winter conditions. The development started already during the 1970s but took off
during the 1990s and early 21st century. Today several hundreds of people from the
area are involved, in particular during the winter season. Whether or not these
businesses could be seen as a cluster might be questioned, but it is a fact that these
activities are geographically concentrated to a limited number of municipalities in the
north and make an important contribution to the local economy in terms of employment
opportunities, investments in testing infrastructure and multiplier effects on local
services. What generally characterizes these businesses is that they have been able to
make initial use of local circumstances or traditions and further strengthened these
competitive advantages by responding to an international demand within their specific
niche. An international network and ‘pipelines’ to key actors at the global level is thus
of great importance, not least in order to maintain their innovative capacity.

Concluding Remarks

Recent findings indicate the need for focusing on knowledge flows to and within local
labour markets (Boschma et al. 2008, Eriksson and Lindgren 2008). In order to be
competitive, firms must be able to make use of local knowledge, for instance through
job changes within the local labour market. Of particular importance is the acquiring of
related competences enhancing the skills portfolio of the firm or plant. Applying this
reasoning to policy measures on the local or regional level, it should be of relevance to
increase the local mobility between firms and/or to stimulate in-migration of labour
from other regions bringing with them related competences. This, however, is more
easily said than done. To begin with, it is necessary to map the competence needs of
local firms and to find out what related and complementary skills could contribute in a
positive direction. Secondly, what measures should be taken in order to obtain this, for
instance, either by stimulating local mobility between firms or attracting skilled persons
from outside. The policy documents at the regional level in Sweden frequently
emphasize the need to maintain and establish local and regional networks and
cooperation in order to build and strengthen clusters, whereas the importance of labour
mobility for knowledge exchange, network creation and innovation processes are rarely
mentioned.

Finally, what can we conclude from this? One conclusion might be that regional
and local strategies to develop businesses in sparsely populated areas would have more
to learn from taking these and other similar examples as a point of departure than
experiences drawn from the numerous case-studies on typically high-tech industries
located in metropolitan areas usually referenced in the international literature. For this
reason there is a need for more empirically based research on the preconditions for
cluster development in sparsely populated areas, and a more nuanced policy on regional
development allowing for other pathways to economic growth. As it is today, the
concepts of cluster and innovation systems in policy on the regional level are used
habitually and without references to empirical evidence from relevant geographical
settings.
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Abstract

There has been increasing interest in the social dimensions of economic clusters. The literature now
includes select examples of social network analysis plus an extensive discussion of learning regions.
Unfortunately, much of this work treats the network as the primary unit of analysis. It may be that
network attributes such as density, centrality, and power are primarily dependent on human limitations
and not instituted factors. In other words, a human’s limited ability to process information may be a
better determinant of cluster success than economic or network theory. The purpose of this paper is to
highlight human limits in cluster formation. To do this, we draw on recent developments in the cognitive
psychology and communications literatures. We explain that many of the factors that lead to
underperforming cluster policies are the result of a human’s inability to develop and sustain a large
number of social interactions. Any cluster policy must be cognizant of such limitations and carefully
address these limits in the formation of the initial strategy.

Keywords: cluster theory, network attributes, cognitive psychology

Introduction

Economic clusters have become ubiquitous in the developer’s toolbox. Economic
cluster projects can be found in most developed regions and are currently the policy of
choice for many. While there are a number of development activities done in the name
of clusters, there is general agreement that the benefit of cluster policy stems from
synergies generated by the interaction of co-located firms. It should be recognized that
this interaction is fundamentally human interaction - augmented by formal and informal
institutions - and is therefore subject to human limitations.

The purpose of this paper is to highlight human limits in cluster formation. To
do this, we draw on recent developments in the cognitive psychology and
communications literatures. We find that many of the factors that lead to
underperforming cluster policies are the result of a human’s inability to develop and
sustain a large number of social interactions. Any cluster policy must be cognizant of
such limitations and carefully address these limits in the formation of the initial
strategy. The first section of this paper provides a brief overview of cluster dynamics. It
defines what collaborative behaviours are necessary for cluster strategies to work.
Section two, explores the boundaries of economic agent’s behaviours. Section three
looks at the cognitive limits of human memory and section four details an agent’s
cognitive capacity that may limit membership in social groups.
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Cluster Dynamics: The Fundamentals

Cluster-based economic development (CBED) is a popular targeting strategy. It is an
extension of agglomeration economics. The neo-Marshallian definition currently in
vogue was offered by Michael Porter (1998): Clusters are geographic concentrations of
interconnected companies, suppliers, service providers, firms in related industries, and
associated institutions (for example universities, standards agencies, and trade
associations) in particular fields that compete but also co-operate.

CBED seeks to build groups of dependent businesses that are strengthened by
proximate location. Unfortunately, the concept of a cluster has expanded and taken on
multiple meanings. The term is no longer limited to external economies. It now is used
to describe a wide variety of firm behavioural characteristics and policy prescriptions.
Martin and Sunley (2003) offer a list of 10 distinct definitions that have appeared in the
economics, policy, and geography literatures. The term cluster has tended to morph with
the presupposition that clusters create innovations, represent ‘learning regions’, and
increase the transference of knowledge simply because the firms are co-located. Often,
little or no thought is given to the enabling institutions that underpin clustered firms.
Also and particularly disturbing to institutionalists, unequal power relationships
between firms are ignored. “Issues of inter-firm subordination, exploitation and control
have dropped out of the cluster lexicon” (Taylor and Plummer 2003: 240).

As the cluster concept lost its rigor, its popularity as a development tool has
grown. Practitioners rushed to identify local clusters and target them as growth poles. It
is not uncommon to see clusters being built around nothing more than a locality’s
aspiration. So if they want to be like Silicon Valley, they identify groups of businesses
and refer to them as an ‘IT cluster’. The increasing misuse of cluster development
programmes has prompted Martin and Sunley (2003: 5) to suggest that the “cluster
concept should carry a public policy health warning”. Successful cluster programmes
usually include more than an analysis of which industries attract one another. If a region
is to enjoy economic vitality, the local firms must be engaged in the region’s
development strategy. Without this active participation of local enterprises, CBED
policy will never reach its full potential. As new firms develop in a region, they still
need to be integrated into the existing industrial web. Even branch plants that produce
components for a parent company rely on local social and economic networks for
operation. In short, the co-location of firms in a cluster presents an opportunity for
external economies, but it is the depth of social capital that enables the supra-
development activity. An important characteristic of a successful cluster is the emphasis
on social networks. Economic clusters are made up of multiple networked social
organizations. Cluster formation increases the potential of relational contacts for
economic actors (Burt and Ronchi 2007). Operational clusters have formal and informal
networks that operate for the economic benefit of the cluster participants and the region.
An efficient cluster strategy ensures that economic activity is embedded in the social
fabric of the region. A comprehensive CBED strategy is a network-driven approach that
stresses communication and cooperation between firms in the cluster core industry; the
core’s local supply chain; and local government and support institutions such as
universities, think tanks, and development agencies. It works with existing market
forces, anticipating and exploiting business opportunities to promote growth faster and
more completely than in the absence of a cluster strategy. CBED starts with a rigorous
examination of the local economic structure and identifies opportunities for mutual gain
from collaboration. CBED is an active development strategy rather than a grouping of
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industries. It will not reach its full potential without support from the local public sector,
regional economic development agencies, and the existing private sector. Developing
the necessary social capital is a challenge in implementing a CBED policy. The real
gain is not from changing market forces but in reinforcing them and accelerating change
beyond what would be possible without the cluster policy.

CBED did not enjoy the necessary refinements of a thorough academic debate.
The evaluation of cluster-based development is an example of how *‘faddish’ words or
ideas have captured the attention of economic development officials and academics.
Yet, as with most fads, the idea has some merit. The word has been applied willy-nilly
too many development problems regardless of social circumstances, in a feeble attempt
to turn CBED into a ‘one-size-fits-all” policy (Taylor 2005). Consequently, it has been
very easy to criticize most CBED efforts as lacking substance or being less than
effective (Martin & Sunley 2003). In truth, CBED has been properly applied in only a
handful of cases. Furthermore, most of the recent academic literature has focused on the
technical aspects of identifying clusters (Feser and Sweeney 2002) and not on the
philosophical underpinnings of economic clustering.

If clustering develops agglomeration gains beyond what is typically achieved by
passive economies of scale generated by co-located firms, then it is a result of
intellectual interpretation of the local conditions®. It is the capacity of the individual
economic agent that determines this advantage. No model can be based on specific
advantages of an individual. We can however, incorporate cognitive limits of humans
into models of economic interaction. The balance of this paper attempts to highlight this
possibility.

Social and Economic Development from an Individual Agent Perspective

Evidence within network studies overwhelmingly supports homophilius characteristics
linking individuals within social structures (Rogers and Kincaid, 1981). These
similarities enable and constrain an individual’s membership in social groups and
network structures, and correlate with an individual’s connectedness, frequency of
interaction and information flow. The closer in geographic proximity and social
characteristics, the more likely there will be interaction (McPherson et al. 2001).

In contrast, individual differences and geographic distance may account for
social isolates, lack of cohesiveness and density among members, weak links,
interaction frequency decay, and non-membership among network social structures
(Burt, 2004). Chance encounters and life paths may not be as random as once thought,
but rather, a result of social similarities and proximities of individuals with
corresponding socio demographic characteristics (Bandura 1982, Watts 2004, Kochen
1989). “The nature of individual ties may be more important than the nature of
networks” (Wellman 1999: 25). However, personal effort and capability to maintain
relationship ties sensitive to social differences and distance must develop. The benefit of
social support, reciprocity, and trust may not occur from the density of group pressures,
but the effectiveness of personal investment in individual relationship ties (Plickert,
Cote, and Wellman 2007). Research supports that individual independence and choice
of interaction or communicative behaviour extends far beyond the structure of the
community, neighbourhood and work organizations (Mok et al. 2007).

! This assumes there are no resource specific advantages related to a location.
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Interactions, Cognitive Limitations and Working Memory

Economic cluster development research findings support economic advantages for
mobile individuals as human capital initiating and maintaining personal career ties and
relationships within similar career paths and like industries across geographic distance.
The mobility of the human intellectual capital is a major factor for cluster development
(Casper and Murray 2005, Casper 2007).

Human perception and mental concepts, memory, reasoning, decision making,
information gathering, problem solving, language acquisition and use may be defined as
cognition (Goldstein 2008). A complex society requires that humans utilize institutions
to acquire education, act as repositories for knowledge while assisting limited individual
cognitive reasoning and social interaction processes (Anderson 1983, 2005). Because of
this complex society and social interaction, knowledge, and the individual’s limited
capacity of memory, research emphasizes the need for social institutions to manage the
communication processes and knowledge distribution for individual economic
transactions. Knowledge and cognition play a central role in today’s complex economic
society (Martens 2004). “Cognitive devices that achieve more compression of
information and more efficient communication of these compressed packages constitute
an economic advantage” (Martens 2004: 55-56).

Management of knowledge and human cognition are linked. Individuals use her
or his senses to acquire information, and then use the information to create mental
models. “When confronted with a highly complex world, the mind constructs a simple
mental model of reality and tries to work within that model. The model may have
weaknesses, but the individual will try to behave rationally within the constraints or
boundaries of that model” (Dalkir 2005: 61). Through the use of these mental models,
humans process and organize information into bounded rational behaviour and
knowledgeable actions developing personalized mental concepts such as schema,
cognitive maps, and scripts (Dalkir 2005).

In the seminal work of Miller (1956a), cognitive limits are delimited to seven
plus or minus two absolute judgments. These cognitive limitations, specifically human
capacity limits termed elements, process information in immediate, short-term working
memory. Miller finds that an individual can remember more items if the items are coded
or chunked? For example, an individual recalls learned patterns, such as a recognized
sequence of words or identified groups of objects from memory and past experiences.

An individual’s perception is influenced by stored information in long-term
memory brought forth to working memory, greatly increasing working memory. More
recent research termed the psychological cognitive revolution (Miller 2003a)
emphasizes that individuals are information processors. Applied cognitive psychology
and instructional design maintains an individual’s processing ability is limited, and
individuals may expand and develop expertise through redundancy by applying learning
methods.

Boundaries of Rationality, Cognitive Capacity and Limited Membership

Heuristics are learned procedures (usually socially constructed) for approximating, that
humans use to make judgments or inferences drawing from their schemas and scripts
(Gigerenzer and Todd 1999). “Cognitive abilities are quite limited...the decision

2 Researchers support Miller’s (1956b) inquiry that information and memory may be retained by
association and grouping with other mental experiences (Tulving and Craik, 2000). That is, if a set of
items have been structured or associated, recall capacity is greatly increased.
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making behaviour of human beings cannot conform to the ideal of full rationality”
(Selten 2001: 14). These inferences are made from the learned heuristic behaviours that
individuals rely on through their collective social groups and formal institutions to make
timely decisions (Todd 2001). Human beings use learned heuristic processes from
experience for decision-making within social exchange between similar and diverse
interests among individuals, foreseen by Simon (1957). The use of these heuristics,
originally identified as bounded rationality by Simon, is the behaviour of an individual’s
similarities and differences that challenge institutional structures and boundaries with
the individual’s tensions of change. That is, the structured boundaries of society defined
by mental and agreed upon social constructions (albeit in vague terms) generating
human institutional and behavioural outcomes.

Boundaries of rationality for an individual emerge upon interactions with other
individuals within network structures. Behavioural roles and network structure positions
within organizations create interaction activities, generating more divergent activities by
exchanging knowledge and information. Individuals are limited by the bounds of each
organization’s context (Bathelt et al. 2004). Individuals’ actions are strategic to their
own interests while playing social roles and may be layered within and overlap other
social structures while seeking identity and control. Therefore, to achieve goals and
aspirations, one must interact (White 1992, 2007).

Individual interaction limits within a group constrain communicative behaviour.
With every additional member to the group, a more than symmetrical increase in
potential relationship reciprocal interactions occur (Kephart 1950). Increased contacts
and the resulting complexity of relationships will increase cognitive overload, reaching
cognitive capacity limits of individuals’ mental perspectives (Stiller and Dunbar 2007).
An actor’s negative understanding and communication challenge coherent information
flow, resulting in negative social capital (Carroll and Stanfield 2003, Burt and Ronchi
2007).

Information overload may limit cognitive information processing due to the
number of elements used between sender and receiver (Miller 1960). Factors necessary
for individual membership behaviour within collective group structures (institutions)
require cognitive capacity. Learned heuristic models, often called schemata, for
behavioural interaction and group membership may require higher or lower cognitive
element use. That is, if schemata are learned, there is a need for fewer elements of
working or short-term cognitive capacity (van Merrienboer and Sweller 2005). For
membership, groups may require high element characteristics for cohesiveness, density,
and closed boundaries or low density, low cohesiveness, and open boundaries, and
sometimes a multiplexity of these characteristics. Understanding and developing
cognitive social skills (schemata and scripts) may be the limiting factor for most
individuals (Todd and Gigerenzer 2007).

Research evidence on the cognitive abilities or constraints of one individual’s
capacity of human social group size is estimated at 150. That is, the number of
individual one individual can maintain as social possibilities for interaction along with
the elements of information for processing similarities and differences are limited by
individual cognition. The cognition capacity may be sustained at a given intensity of
relationships. More intense relationships are supported by smaller groups of
approximately 50 (Hill and Dunbar 2003). The patterns of group size of 50 and 150
profile both the constraints of human cognitive information processing capacity and the
evolutionary development of human cognitive information processing capacity (Dunbar,
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Barrett and Lycett 2005). Dunbar’s research describes the development of individual
cognitive abilities as the result of benefits of social interaction and shared cooperation
within group membership, sometimes collaborative and cooperative, and more often
manipulative to achieve individual goals (Dunbar 1998, 2003).

An individual’s cognitive limits, due to the increasing complexity of
interactions, restrict an individual’s group network size. Considering the similarities and
differences of individuals within a group, group efficiency improves goal attainment of
collective action because of division of labour, roles played, and collective knowledge
(Kudo and Dunbar 2001, Lehmann et al. 2007). For example, an individual’s long-term
experiences (sometimes called mental images) and various types of reciprocity allow for
an individual to construct temporal relationships such as the development of trust or
distrust, development of positive or negative social capital, and motivation to resist or
interact with others (Dunbar 1996, 2004). These mental images (many times episodic
experiences) may be brought forward into working memory as chunks for rapid
decision making. Recent research modelling of cognitive architecture underscores
chunking. The power of cognition is found in the use of associative long-term memory
rather than abundant short-term buffers (Jonides et al. 2008, Anderson et al. 2004).
Short-term memory, limited in focus of attention when associated with long-term
memories, does not seem to pose functional problems in cognitive processing (Jonides
et al. 2008). Examples of chunking mechanisms utilized in educational guidance
support this experience (Gobet 2005).

The attractiveness of a group or structured network to an individual, and the
individual’s choice to be a member, is dependent on the concurrence of the collective
structure and the individual’s goals (Napier and Gershenfeld 1999, Oyserman 2003).
Economic cluster formation increases the potential for the number of relational contacts.
These relational contacts increase the complexity of information flow, increasing the
cognitive load of individual actors. The network structure for knowledge dissemination,
maintenance and accumulation must be defined for each individual actor’s choice as a
member (Pinch et al. 2003). The cognitive passage from an individual’s own
participation and interests to achieve her or his own goals within a group is best
understood through the use of the concept called theory of mind. “Human capacity for
reasoning about the mental causes for action is called theory of mind” (Saxe et al. 2004:
88). An individual’s own goals with a group leap to a group collective’s goals, initiating
group interaction and resultant relationships among other groups. This individual and
social cognition is best understood in theory of mind through the concept of an
individual’s perceptual mentalization of other’s intentions. Neural research, through the
use of brain imaging, infers the mentalization of intentions (Frith and Frith 1999, 2006).
Shared attention is understood as communicative intent, or the group’s reasoning shared
mentalizations to interact for group goals (Sperber and Wilson 1995).

By associating these mentalizations (chunking) from long-term memory,
individuals may interact and participate in multiple group network structures. The
reduced cognitive capacity without possible cognitive overload may be accomplished
by pre-learned, individual mental representations of information as knowledge content
(Saxe 2006). For example, institutions act as repositories of knowledge and
representative agencies for social economic development. Shared attention through
interpersonal contacts is the best way to transplant innovative new knowledge (Rogers
2003, Wolfe and Gertler 2004). Institutionalized group structures allow for formal and
informal codes of membership behaviour to be subjectively accepted, with possibly
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little participation other than benefits from the group. Individuals obtain organizational
network benefits by means of membership (Olson 1971), such as membership in a large
club, church, union, or trade organization. However, the demands of keeping track of
the complexity of informational processing with relationship characteristics in
interpersonal contacts are still limited by individual cognitive social calculations.
Human relationships and organization structures are limited by personal levels of
intentionality and memory, ranging from between six and 20 contacts (individuals)
(Dunbar and Spoors 1995, Hill and Dunbar 2003, Stiller and Dunbar 2007).

Conclusion

There is a large literature on economic agency. Unfortunately, much of it is from a
neoclassical economics perspective and little directly addresses cognitive limits of
human behaviour. Determining the behaviour of an economic agent is more complex
that assuming profit maximization. This complexity increases when designing a cluster
policy that encourages (relies on) the interaction of economic agents. Structures
(strategies) need to be developed for the cluster, creating a centralized, project oriented
information flow. Fragmented economic development activity ensues without
coordinated cluster formation.

This paper has attempted to delineate issues related to the human limits of
economic behaviour. Specifically it explored limits in group behaviour and explored
how an individual’s behaviour in groups can be bounded by their ability to process
information. Cluster advantages develop through centralized knowledge sharing. The
individual actor’s limits for relationship and memory must be taken into consideration
when building network structures for centralized knowledge sharing. Because of the
limits, the cluster’s network structure must establish the representative agent’s position,
such as methods for information dissemination, technology sharing, and physical
infrastructure. These limits have significant implications for the design of cluster
policy — a policy designed to encourage information flows. Individuals are linked within
social structures, but interactions and relationships between individuals are influenced
by knowledge, cognitive limitations, and individual similarities and differences. As
stated earlier, the demands of keeping track of the complexity of informational
processing with relationship characteristics in interpersonal contacts are still limited by
individual cognitive social calculations.
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Abstract

Knowledge-intensive services (KIS) are assuming an increasing importance in innovation, to such an
extent that they have even classified as “key agents” within innovation systems (Fischer, 2001). As one of
the major features of KIS is coproduction, location is expected to play a significant role on the effects of
KIS on regional innovation systems. The objective of this paper is to examine the relationship between
the location of KIS and the innovation performance of the European regions. Starting from the results
reached by previous studies: Makun and McPherson (1997) for three New York regions, Muller and
Zenker (1998) for five German and French regions, Drejer and Vinding (2003) for Danish urban areas or
Simmie and Strambach (2006) for large cities of England and Germany, our aim is to widen the
traditional scope of the analysis and evaluate the relationship between location of KIS and innovation
performance on an European basis. More concretely we try to show that the spatial concentration of KIS
in some regions (and particular in capital cities) contributes to foster innovation. To do so we carry out an
exploratory spatial analysis for more than 100 European regions. We take as a proxy for the location of
KIS the share of employment in KIS in every region. The results obtained support the hypothesis that KIS
exert a positive impact on regional innovation performance, an impact that could spill over into the
neighbouring regions.

Keywords: KIS, exploratory spatial analysis, regions, innovation

Introduction

Nowadays, it is widely accepted that geography and space play a key role in regional
economics, but mainstream economics and economic geography followed different
paths until recent dates. The origins of the interest on the location of productive
activities is found in Von Thinen’s (1826) pioneering work on the location of food
producers around markets. In the twentieth century, the first works on location
appeared, retaking the arguments concerning the importance of proximity to market and
customers or stressing the role played by transport costs. Among the different
contributions, Marshall (1919) elaborated the pillars of the main theories on the
concentration of innovation like the industrial districts (Becattini 1979), the cluster
approach of Porter (1990) or the new economic geography of Krugman (1991).
Krugman, with his novel integration of the new international trade theory and the
economic geography, gave place to an increasing participation of geography in
economic literature. The most visible consequence of this trend has been the
development of new theories, many of them related to innovation. For example, the
‘new industrial spaces’ (Storper 1995) combine, in accordance with Moulaert and Sekia
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(2003), ideas from different theories: the industrial districts, the flexible production
systems, the social regulation or the transaction costs. The central point is that the
interactions among firms, along with political, economic and cultural practices, are
integrated within the social and institutional environment and determine the success (or
failure) of regions.

In the particular case of regional innovation, three main approaches can be
highlighted: the geography of innovation, the regional innovation systems and the
learning regions. The geography of innovation embraces a group of works aimed at
measuring knowledge spillovers starting from the knowledge production function
introduced by Griliches (1979). For doing so, patents and R&D data are used. The
regional innovation systems' and the learning regions are very similar to Porter’s
approach. Recently, the emphasis has been placed on learning processes and regional
institutional dynamics, fostering the development of to the learning regions literature.
Accordingly to these works, knowledge is the most relevant resource and learning is the
most important process in a region.

Concerning innovation studies, services have traditionally been described as
‘supplier-dominated industries’ since Pavitt (1984) included them within this category
in his widely-known taxonomy. The existence of important differences between
manufacturing and services, both in terms of efforts (for example, most of innovation
expenditures are not dedicated to R&D but to other activities such as training or the
acquisition of new technologies) and in terms of results (patents, the most common
indicator of innovation results, are scarcely used by services that prefer other methods
like secrecy or copyright) has contributed to reinforcing the belief that services do not
innovate. Nonetheless, a high degree of heterogeneity exists among service industries
and a group of highly innovative services (in a technological or *hard’ sense) can be
identified: those called knowledge-intensive.

Table 1: Eurostat Classification of Knowledge-intensive Services (KIS)

Knowledge-intensive services 61 Water transport

(KIS) 62 Air transport

64 Post and telecommunications

65 to 67 Financial intermediation

70 to 74 Real estate, renting and business activities
80 Education

85 Health and social work

92 Recreational, cultural and sporting activities
High-tech KIS 64 Post and telecommunications

72 Computer and related activities

73 Research and development

Market KIS (excl. financial 61 Water transport
intermediation and high-tech 62 Air transport
services) 70 Real estate activities

71 Renting of machinery and equipment without operator and of
personal and household goods
74 Other business activities

Source: Eurostat

Taking the classification elaborated by Eurostat, three main groups of these
‘knowledge-intensive services’ (KIS) can be distinguished (Table 1). In line with the

! For an exhaustive review of regional innovation systems literature see Asheim and Gertler (2003).
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definitions of Miles et al. (1995) and Muller and Zenker (2001), in our analysis, out of
these three groups, we will centre on those services called by Eurostat ‘high-tech KIS’.

The objective of this paper is to carry out a spatial analysis of high-tech KIS in
130 European regions. In particular, we try to evaluate two main hypotheses: firstly,
that the share of high-tech KIS is higher in more innovative regions, and secondly, that
there is spatial dependence in the regional distribution of these activities and more
concretely positive spatial autocorrelation.

The structure of the paper is as follows. In the second section, we briefly review
the main functions that KIS can carry out in fostering regional innovation. We also
comment on the results obtained by previous empirical studies about the impact of KIS
on regional innovation performance. The third section is devoted to the empirical
analysis: a descriptive analysis of the spatial distribution of KIS and a correlation
analysis between the share of KIS in employment and several innovation indicators are
developed. In addition, two statistics are calculated in order to evaluate the presence of
global spatial autocorrelation: the Moran-I and the Geary-C. Finally, the existence of
local clusters is examined. The main conclusions reached are summarized in the last
section.

The Role of Knowledge-Intensive Services in Regional Innovation: Some Insights
If we accept the arguments exposed in recent theories on regional innovation (regional
innovation systems and learning regions), knowledge, and in particular tacit knowledge,
transmits adequately at short distances. Moreover, user-provider interactions in services
are carried at the local level (Wood 2001). This supports the choice of the region as the
main scenario for the analysis of the impact of knowledge-intensive services on
innovation. In this sense, Strambach (1998) employs the learning regions theory to
describe the two major types of effects (direct and indirect) that KIS carry out in
innovation. The direct effects refer to the development of own innovations (product,
process or organizational). Nevertheless, the specific effects of KIS are the indirect
ones, which are divided into four types: knowledge transfer, integration of different
stocks of knowledge and competence, adaptation of existing knowledge to the specific
needs of their clients and production of new knowledge. Taking arguments from
evolutionary and institutional theories, Simmie and Strambach (2006) describe how KIS
are at the heart of interactive learning processes. In particular, they point out that
concentration of KIS in metropolitan regions offers important advantages in terms of
knowledge diffusion and generation of knowledge spillovers.

In spite of the considerable importance of these functions, there are few
empirical studies about the role of KIS in regional innovation performance. We can
highlight, because of its pioneering nature, the one developed by the KISINN network
(Knowledge-Intensive Services and Innovation). Research centres from nine European
countries participated in this project: Belgium, France, Germany, Greece, Italy, the
Netherlands, Spain, Portugal and the United Kingdom. Its conclusions emphasized the
increasing relevance of KIS at the regional level as facilitators, carriers and sources of
innovation, as well as the growing demand for these services (Wood 2001). The
existence of a certain ‘north-south’ location pattern was also pointed out: whereas in
northern countries the distribution of KIS was strong, varied and flexible, in southern
countries there was a high concentration of these services, as a result of the dominant
influence of multinational investors, transnational companies and the government.
These findings support the hypothesis of a potential relationship between poor
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innovation regional performance and scarce presence of KIS, which would call for the
action of the public sector. In this sense, Cooke (2001) takes a step further and
underlines the need for public policies aimed at solving this ‘gap’ or ‘market failure’ in
the provision of KIS in order to contribute to the maturation of the regional innovation
system.

In addition to the work carried out by this network, we can cite some empirical
studies on the role of KIS in regional innovation: Makun and MacPherson (1997) for
electrical equipment industry in the three main regions of New York, Muller and Zenker
(1998) for five regions in France and Germany, Koschatzky (1999) for thirteen German
regions, Drejer and Vinding (2005) for five Danish urban areas and Koch and
Stahlecker (2006) for three German regions.

The paper by Makun and MacPherson (1997) shows how innovation rates are
significantly higher in those regions with a high supply of advanced production
services. In this line, Muller and Zenker (1998) conclude that knowledge intensive
services are not only innovators but also contribute to innovation in other firms.
Koschatzky (1999), after applying probit models to data from a German regional
innovation survey, concludes that horizontal networks of service firms located in central
regions are characterized by interregional cooperation, which could help to improve
interregional innovation. Drejer and Vinding (2005) support the hypothesis that
geographical proximity influences on collaboration. By controlling for size, industrial
affiliation and collaboration patterns, they find that those firms located in great urban
areas have almost the double probability of collaborating with KIS firms than those
firms located in peripheral areas. Finally, Koch and Stahlecker (2006) adopt a different
perspective: instead of analyzing how KIS affect regional innovation they study how
regional characteristics affect the development of KIS. In their study of Bremen,
Munich and Stuttgart, they find that in early stages, geographical proximity to suppliers
and clients play a key role in KIS development.

High-tech KIS and Regional Innovation Performance: a Spatial Approach
The results of the studies carried out to date, described in the latter section, point out the
existence of substantial differences in the spatial location patterns of KIS, which are
more concentrated in those regions or areas with better innovation performance. As was
mentioned, this can be explained by the fact that they do not only generate innovations
(direct effects) but also have a positive effect on the innovation processes of their client
industries by facilitating the absorption and diffusion of knowledge (indirect effects).
Starting from the conclusions of these studies, we put forward three questions:

1. Is there a positive link between the location of high-tech KIS and the regional

innovation performance?
2. Can the differences in the concentration of high-tech KIS be explained by
spatial dependence?

3. Are there spatial clusters of high-tech KIS?
To answer the first question, we carry out a descriptive analysis of the regional
distribution of high-tech KIS and of the rest of indicators employed to construct the
regional composite innovation indicator (RCII) included in the Regional Innovation
Scoreboard elaborated by the European Commission. Global spatial analysis is used to
evaluate the existence of location patterns in high-tech KIS. Finally, local exploratory
analysis goes deeper in the characterization of spatial concentration and aims or
identifies clusters of regions.

Urbani izziv, volume 23, supplement 1, 2012 (special issue)



S67

Descriptive Analysis

Our indicator of the presence of high-tech KIS is their participation in regional
employment. In addition to this one, six other innovation variables are used to construct
the RCII: human resources in science and technology core, participation in life-long
learning, public R&D expenditures, business R&D expenditures, employment in
medium-high and high-tech manufacturing and European Patent Office (EPO) patents
per million population®. We identify the ten regions with the highest participation of
high-tech KIS as well as their ranking in terms of the other innovation indicators
mentioned above. The first fact to point out is the existence of a high correspondence
between the presence of high-tech KIS and regional innovation performance. Thus, the
four highest ranking regions in terms of innovation performance (Stockholm,
Vistsverige, Sydsverige and Tle de France) are at the same time the regions with the
highest presence of high-tech KIS.

A close relationship is also observed between the location of high-tech KIS and
the indicators of knowledge workers and business R&D. Thus, six out of the ten regions
with highest participation of high-tech KIS are among the ten regions with the highest
share of knowledge workers. The same coincidence is observed for R&D expenditures
in the business sector.

To go deeper into these relationships, we calculate the correlation matrix for the
six innovation indicators plus the regional composite innovation indicator (RCII) (Table
2).

Table 2: Correlation Matrix for High-tech KIS and Innovation Indicators

RCIIT KNOW LIFLEAR TECHMAF KIS PUBR&D BUR&D PAT

RIS 1.00 0.86 0.83 0.73 0.86 0.34 0.85 0.89
KNOW 1.00 0.77 0.49 0.80 0.17 0.67 0.70
LIFLEAR 1.00 0.54 0.68 0.04 0.67 0.72
TECHMAF 1.00 047 012 0.62 0.72
KIS 1.00 0.29 0.69 0.71
PUBR&D 1.00 0.13 0.13
BUR&D 1.00 0.79
PAT 1.00

RCII: Regional composite Innovation Indicator, KNOW: Knowledge workers,
LIFLEAR: Life-long learning, TECHMAF: Medium and High Tech Manufacturing,
KIS: High Tech KIS, PUBR&D: Public R&D, BUR&D: Business R&D, PAT: Patents
Source: Own elaboration from RIS (2006) database

In comparison with the rest of indicators, the employment in high-tech KIS is the
second in terms of correlation with the RCII and with business R&D. This supports the
idea that the location of high-tech KIS contributes to improving regional innovation
performance and fosters innovation efforts of firms.

Therefore, innovation and high-tech KIS seems to be closely intertwined at the
regional level. But, how homogeneous are the participations of high-tech KIS in the
different European regions?

2 Detailed tables of the descriptive analysis are available on request.
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An Examination into the Spatial Distribution of High-tech KIS

Our objective in this subsection is to analyze the spatial distribution of high-tech KIS
using global exploratory spatial analysis. As Koschatzky (1999: 739) notes,
evolutionary economics highlights the importance of spatial aspects in innovation:
“since the propensity for knowledge spillovers and for finding network partners is
higher in central, metropolitan regions, innovative firms are not equally distributed
geographically, but expected to be located mostly in urban regions”.

If we classify the 130 regions into natural breaks, significant disparities appear
among regions (Figure 1). In particular, we can detect a pattern which could be labelled
as ‘Scandinavian-Mediterranean’ or ‘North-South’: a great number of the regions with
high participations are located in Scandinavian countries whereas the regions with
lowest participations are mainly located in Mediterranean countries. Thus, 24 out of the
26 regions included within the first group are located in southern countries: Greece (11),
Portugal (4) and Spain (9). The exceptions within this ‘Mediterranean/South group’ are
two regions: Bourgogne and Sachsen-Anhalt.

At the opposite end of the scale, we find those regions included in the fifth
group, with values for the high-tech KIS indicator ranging from 0.12 to 0.17. The five
regions included within this group are capital regions: Stockholm, Tle de France,
Bruxelles, Madrid and Lazio.

The same trend is found in the case of the second group with highest
participation of high-tech KIS: London or Berlin is included within this second group.
So, the trend of high-tech KIS to concentrate in capital regions is confirmed by the map,
in line with previous findings like the study of Wood et al. (1993) for the United
Kingdom or the most recent analysis of Aslesen and Jakobsen (2007) for Norway. The
main explanation for this concentration pattern is that agglomeration of high-tech KIS
in city regions results in more active learning and greater competitiveness, and in sum,
in positive externalities.

Kisnuts2 shp
0-003

[ 003 -005
[ 005 008
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Figure 1: Spatial Distribution of High-tech KIS in Europe, 2004. Source: Own
elaboration.
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After examining the spatial distribution using a map, we shall take a step further and
evaluate whether there are clusters in the location of high-tech KIS in the European
regions, which will involve two processes. First, we evaluate the existence of spatial
autocorrelation by means of two global statistics; the Moran’s | and the Geary’s C. Both
indices are derived from the notion of spatial autocorrelation. The main difference
between the two indices is in the definition of similarity. Secondly, we employ local
indicators to identify clusters of regions.
The Moran’s | defines the similarity as the cross-product of the differences between
individual values and the mean of the values under study that is to say:
Cij = (Xi _Y)(Xj _Y) [1]
where X; is the value of a variable for region i and x the mean of the values of the
variable under study.

The Moran’s | is constructed as:

>, (6, ~X)(x, ~X)
1=
So=2.2.%

3 (% -x)
ij where j [2]

The Geary’s C defines the similarity as the difference between individual values
squared:

c; = (X —x;)° 3]
and is constructed as:
N
W.. (X — X.
N _1 ; u( i ])
C=%5 3

° (% —X)’

”’ [4]

To test the significance of the statistics, we compare the theoretical distribution and the
empirical distribution.
In the case of the Moran’s I, if the standardized value is positive and significant, this
indicates the existence of positive autocorrelation. In the case of the Geary’s C, if the
standardized value is negative and significant, this indicates the existence of positive
spatial autocorrelation.

In our case, we use two types of matrices: contiguity and inverse distance
matrices. In a binary contiguity matrix wij=1 if regions i and j share a border and 0
otherwise. In the inverse distance matrices, weights are defined as the inverse distance
and the inverse squared distance between the centroids of regions i and j. Table 3
reports the values of the two indices for the share of employment in high-tech KIS in
2004.

Table 3: Moran’s | and Geary’s C for High-tech KIS, 2004

Weight Moran’s | Geary’s C

Matrix I Z-value Prob. C Z-Value Prob.
Cont 0.324 4.842 0.000 0.542 -5.568 0.000
Invdis 0.127 12.237 0.000 0.839 -9.927 0.000
Invdis2 0.288 8.155 0.000 0.716 -7.023 0.000
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As can be seen, in all cases the values for the indices are significant and the
standardized values confirm existence of positive spatial autocorrelation. Again, the
externality argument reappears: the location of high-tech KIS in some regions could
generate positive effects on neighbouring regions.

The Spatial Distribution of High-tech KIS in more Detail: ldentification of
Clusters
With the two indices calculated in the second subsection we analyzed all the regions
globally. The problem is that these global tests are not sensitive to situations of
instability in the spatial distribution of the variable, in other words, if the spatial process
is non-stationary. For example, they are not able to detect the existence of a cluster in a
specific location if randomness dominates in the rest of the regions. Consequently, it is
necessary to calculate a local indicator of spatial association (LISA) in order to correctly
identify spatial clusters. Following Anselin (1995: 95) local spatial clusters “may be
identified as those locations or sets of contiguous locations for which the LISA is
significant”. In our case we compute the local Moran’s | statistic, which is defined as
follows:
Zi
I zzile jEZJiWIJZJ

i [5]
Where z; is the value of the normalised variable for region I and Ji is the group of
neighbouring regions of region i.

The significant local Moran statistics can be represented on a map known as a
Moran Significance map (Figure 2).

HIGH-TECH

[ Notsignificant
[ High-High
[ Low-Low
I High-Low

Figure 2: Moran significance map for high-tech KIS, 2004. Source: Own elaboration.
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In the Moran significance map the significant locations are colour coded by type of
spatial autocorrelation. In our case, we can find clusters of similar values, with the sole
exception of Madrid. The high-high clusters are clusters of similar regions with high
participations of employment in high-tech KIS and the low-low clusters are clusters of
similar regions with low participations of employment in high-tech KIS. The picture
described by the Moran significance map is very similar to the natural breaks analysis:
again, strong differences between the northern and southern regions appear. In
particular, there are three high-high clusters and two low-low clusters.

The three high-high clusters are composed of regions located in countries where
the high-tech KIS sector plays a key role: Sweden, Belgium and the United Kingdom.
Thus, the first cluster comprises three Swedish regions: Stockholm, Vastsverig and
Ostra Mellansverig. The second one includes three British regions: London, South East
and Eastern. The third high-high cluster is composed of two Belgian regions: VIaams
Gewest and Brussels.

Three southern countries appear as cores of low-low clusters: Greece, Portugal
and Spain. We find five Greek regions: Kentriki Makedonia, Dytiki Makedonia, Ipeiros,
Thessaly and Dytiki Ellada in the first low-low cluster. The second low-low cluster
includes most of the Portuguese and Spanish regions: the regions of Norte, Centro,
Alentejo and Algarve in Portugal and Castilla Leon, Castilla la Mancha, Extremadura
and Andalucia in Spain.

The most striking case is Madrid: the concentration is so high (it is the fourth
highest ranking region in terms of employment in high-tech KIS in our group of 130
regions) that it emerges as an ‘island’ surrounded by regions with low levels of
employment in high-tech KIS. This pattern of extreme concentration could limit the
emergence of regional knowledge spillovers, and, in sum, the improvement of regional
innovation performance. In other words, location matters in terms of the innovation
driving role exerted by high-tech KIS.

So, the local exploratory analysis concludes that there are local spatial clusters
of high-tech KIS in the European regions, with clear differences between
northern/central and southern regions as the pioneer project KISSIN pointed out a
decade ago. Despite the common trend of high-tech KIS to concentrate in capital
regions, in the centre and north of Europe this concentration helps to rise employment in
high-tech KIS in neighbouring regions, giving place to what we called high-high
clusters. On the contrary, in southern (less innovative) countries the level of
employment in high-tech KIS uses to be quite low, leading to the emergence of low-low
clusters.

Conclusions
The aim of this paper has been to contribute to the knowledge of the spatial distribution
of KIS in Europe. Our descriptive analysis carried out using information coming from
the 2006 edition of the Regional Innovation Scoreboard (RIS 2006) has shown that
high-tech KIS are a determinant variable in terms of regional innovation performance.
The level of employment in high-tech KIS is not only strongly correlated with the
composite index of regional innovation, but also with four other innovation indicators:
knowledge workers, patents, life-long learning and business R&D.

The analysis of the spatial distribution has confirmed that there are spatial
patterns in the regional distribution of high-tech KIS and that there are spatial clusters.
The global exploratory analysis corroborated the so-called trend of KIS to locate in
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capital regions as well as the existence of positive spatial autocorrelation in the
distribution of high-tech KIS. In other words, the location of high-tech KIS in one
region is not only explained by other variables, but also by the location of high-tech KIS
in the neighbouring regions. This supports the arguments of Muller and Zenker (2001)
or Koschatzky (1999) about the potential role of KIS in fostering interregional
innovation.

In order to better characterize this spatial pattern, a local exploratory analysis
was carried out. The differences in high-tech KIS distribution between northern/central
regions and southern regions were confirmed by the location of the local clusters
identified. For one part, we found high-high clusters composed of Swedish, British and
Belgian regions, respectively. For the other part, most of southern regions were included
in the two low-low clusters obtained. The isolation of Madrid, surrounded by regions of
the low-low clusters, points out to potential deficiencies of regions in southern countries
when reaping the benefits associated to the knowledge diffusion carried out by high-
tech KIS. Whereas in countries like Norway (Aslesen and Jakobsen 2007) or the United
Kingdom (Wood et al. 1993) regions closely located in space are specialized in different
types of KIS and constitute clusters that mutually benefit from knowledge exchange and
competition, in most of southern countries all types of KIS tend to concentrate in the
capital region.

To conclude, we can affirm that an in depth analysis of these spatial clusters,
combined with detailed information on regions, could shed more light on the advantages
and disadvantages linked to the different spatial distributions of high-tech KIS. The
results of these analyses could be very useful in order to improve the effectiveness of
regional innovation policies.
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Abstract

There has been an ongoing debate on the changing geographical organization of the financial sector and
the decreasing importance of regional financial centres. Our contribution explores a fresh perspective on
this issue by looking at knowledge and risk management in different parts of the financial sector with an
empirical focus on private equity in Germany. The argument we put forward is that the ways in which
providers of finance manage knowledge and risk shape their organizational and geographical structure. In
our analytical framework we distinguish between three ideal-type modes of knowledge management: the
relationship, the data and the network mode. These modes differ in the types of knowledge exchanged,
the actors involved and in the role and nature of relevant contacts and relationships. The shift from
relationship to data mode in credit provision in Germany serves an example of how a new mode of
knowledge management is associated with changes in the geographical organization of financial actors
and activities. To illustrate the network mode we then focus on knowledge management in private equity
in Germany, which involves a variety of different actors and links both regional and interregional
networks. Our empirical research shows that the resulting organizational and geographical structures are
rather complex and have nodes in regional financial centres. While these centres benefit from private
equity activities, their chances for re-vitalization and a re-regionalization of financial expertise on the
basis of private equity are nonetheless limited. So far, Munich seems to be the (only) one location where
private equity — cross-fertilized by other local financial actors — has initiated a self-supported
development which strengthens Munich as a financial centre.

Keywords: knowledge management and transfer, networks, financial centres, private equity

Introduction

Bank finance and especially the provision of credit to small and medium-sized
enterprises (SMES) in western countries have been characterized by a shift from trustful
relationships and frequent interaction between bank managers and their clients to
standardized procedures and arms’ length relationships. Although there are national
differences in the extent and specificity of this development, this shift is generally
associated with a concentration of banks’ decision-making capacities and infrastructures
(Degryse and Ongena 2005). This has led to and supported their geographical
centralization in national financial centres, whereas regional financial centres have lost
in importance. It is in this context that the regionalized organization of private equity
providers in Germany, but also other countries (Klagge and Martin 2005), along with
the reliance on regional financial centres in their networks is particularly interesting. In
our paper we will empirically explore the reasons for this structure by focussing on the
ways in which private equity (PE) firms manage knowledge and risk. We will show that
they do so in a way very different from traditional bank business, leading to what we
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call the network mode of knowledge management — in contrast to the relationship and
the data mode which characterize credit provision by banks.

The argument we put forward in this paper is that the ways in which finance
providers manage knowledge and risk shape their organizational and geographical
structure. Our argument is based on the importance of knowledge in the provision of
capital, here referring to financial capital (i.e. ‘liquid’ money capital or, brief, finance).
The provision of finance is and has always been closely related to the creation, transfer
and use of knowledge, e.g., on credit or other investment opportunities and the
associated risk (Grote et al. 2002, Lo 2003). This means that — contrary to the general
assumptions of neoclassical theory — there is no transparent or perfect information in the
world of finance (Akerlof 1970). Rather the very core of the provision of finance is
managing and dealing successfully with both codified and tacit knowledge, knowledge
asymmetries and the associated uncertainty and risk (Clark and O’Connor 1997).

In our paper we suggest that there are different modes of how finance providers
deal with this uncertain situation. We first introduce the relationship and the data mode
of knowledge management and explain how the first is associated with an organiza-
tionally and geographically decentralized structure whereas the latter supports cen-
tralization. We illustrate how there has been a shift from the first to the latter in credit
provision to SMEs and how this shift has indeed led to centralization in the banking
sector. We then focus on the network mode which has been emerging in the provision
of private equity. In contrast to the relationship and the data mode, which are
characterized by bilateral relationships of banks with their clients, the network mode
relies on the integration of third-party actors. This mode therefore constitutes a different
approach to knowledge management which is more complex, also geographically.

The research question to be answered in this paper is how the network mode of
knowledge management shapes the geographical organization of private equity
provision. By relying on networks of varying geographical scopes with nodes in
regional financial centres, the private equity sector seems to support a revitalization of
these centres. We will explore this proposition by looking at knowledge management in
Germany’s private equity sector. Germany provides a good case study for this question
as regional financial centres in Germany used to be important locations for finance
providers and have only recently lost their significance. Finally, we will summarize our
results and discuss possible implications for the German financial system more
generally.

Modes of Knowledge Management in Credit Provision: From Relationship to Data
Mode

Traditionally, credit provision to SMEs has relied on comprehensive, including tacit,
knowledge on firms, their management resources and innovation potential, which the
bank gathered in close relationships with their clients. This has involved frequent
interaction and is based on personal relationships which are built on face-to-face
contacts as well as through being part of the same social context. We call this traditional
approach to deal with knowledge asymmetry and the associated risk relationship mode
because it is predicated upon engagement in trustful relationships in which various
types of knowledge are shared, transferred and jointly created (Table 1). In Germany,
most firms even used to have one main bank with which they would conduct most of
their financial affairs, the so-called house bank (‘Hausbank’) which acted as financier
and — in some cases — advisor (Klagge 1995, Pieper 2005).
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The relationship mode is associated with a rather decentralized organizational
and geographical structure of banks. Local branches serve local clients, which facilitates
face-to-face contacts and the development of trustful relationships and thus the
exchange of tacit knowledge. Credit decisions are taken locally or regionally thus
ensuring the consideration of different types of knowledge on firms and their context
conditions. While this case-specific and somewhat ‘subjective’ decision-making
provides some obvious advantages, it also runs the danger of nepotism and lock-in
situations. In addition, it is also rather labour- and therefore cost-intensive. Especially
the latter point, in combination with broader structural changes in the financial sector,

has led to a shift away from the relationship mode in credit provision to SMEs.

Table 1: Modes of Knowledge Management in the Provision of Credit to SMEs

Relationship mode

Data mode

Knowledge

Contacts and relationships

Analysis and decision-making
procedures

Organization and geography

Positive side effects

Dangers and problems

Comprehensive, including tacit
knowledge

Frequent interaction, formal &
informal contact (face-to-face!),
trustful relationships, often
common social context

Case-specific, individual,
‘subjective’

Decentralized competence
structure with important role for
local and regional outlets

Exchange & joint creation of
various types of knowledge

Nepotism, lock-in, labour-and

Codified knowledge, esp. numerical
data, (e.g., balance sheets)

Purpose-driven, formal contact, not
necessarily face-to-face, governed
by formal requirements

Standardized, computerized,
‘objective’

Potential for concentration and
centralization of competences and
expertise

Standardized data collection allows
for benchmark and comparative
analyses

Neglect of human factor (e.g.,

therefore cost-intensive management resources), context and

innovations

In the last two decades new technologies, regulation and other developments in the
financial sector have greatly increased national as well as international competition in
the financial sector and especially for banks (Marshall et al. 1992, Klagge 1995,
Schamp 1999, Pollard 2003, Klagge and Zimmermann 2004, Pieper 2005). This has led
to an ongoing search for economies of scale in order to cut costs and resulted in new
ways of delivering financial services, especially credit. Based on the opportunities
provided by new IC technologies and supported by new regulation (Basle 2), the
management of knowledge and risk in credit provision has to a large degree been
standardized resulting in what we call the data mode (Table 1).

Contrary to the relationship mode, the data mode is based on the provision of
certain data by firms which the banks then use to decide on whether making finance
available or not. The data usually takes the form of balance sheet and other numerical
data, i.e. it is restricted to codified knowledge which might be secret, but is easily
transferable. In this mode, contact between the firm as client and the decision makers in
the bank is mainly reduced to the transfer of data and capital, and face-to-face contacts
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are not important. Context conditions, management resources and the innovative
capacities tend to be neglected, while at the same the danger of nepotism is small. Due
to the standardized way in which the data are processed and evaluated there is a high
potential for computerization and centralization — and thus for cutting infrastructure and
labour costs as well as for benchmark and comparative analyses.

The shift from relationship to data mode has resulted in profound changes in the
organizational and geographical structure of banking and finance more generally. These
include the concentration and centralization of competences and functions in national
headquarters as well as the development of structures based on formalized procedures
(Clark and Thrift 2003). The most visible result of this development is the downgrading
or closing of bank branches. This process has been accompanied by the centralization of
decision-making and thus the withdrawal of financial expertise from the regions and
from regional financial centres.

The erosion of the decentralized financial system associated with these
organizational changes in bank finance has altered the conditions of external finance for
SMEs. In the past, they accessed finance with the help of competent bank agents who
supported them in meeting banks’ requirements and in their financial affairs — and
potentially even beyond those. Now, they are increasingly left alone — or with bank staff
that is less competent and has no decision-making power — in meeting formal and rather
bureaucratic data requirements. In addition, and as a consequence of Basle 2, the
conditions for getting credit have tightened. This means that many SMEs, especially
those with low equity ratios (like start-ups), have difficulty in accessing finance or can
do so only when accepting higher interest rates (Lichtblau and Utzig 2002, KfwW
Bankengruppe 2003). In this situation, private equity has been advocated as a solution
which not only provides much needed capital, but would also help to increase equity
ratios and hence the chances to receive bank credit.

Private Equity as an Alternative Form of Financing: Knowledge Management in
the Network Mode

Private equity firms invest financial capital in non-listed companies, and mainly focus
on companies in very dynamic or innovative sectors of the economy. One of the reasons
why private equity financing has a rather limited scope with respect to its target, i.e. its
portfolio companies, lies in the specific risk that is associated with it. Private equity is a
form of finance without collateral and is therefore much more risky than e.g., credit
finance (Schefczyk 2000, Smith and Florida 2000). While on one hand it allows very
high returns on investment in case a company does well, an investment could on the
other hand be totally lost in case the company goes bust. This poses specific challenges
for private equity firms as providers of private equity with regard to the management of
knowledge and risk (Zook 2004). In order to empirically analyze how private equity
firms manage knowledge and risk we conducted expert interviews with 28 professionals
in private equity firms in Munich, Hamburg, Frankfurt and Hannover, most of them
partners or senior investment managers. Furthermore, we interviewed 21 leading
representatives of service providers and other organizations related to private equity in
Munich, Hamburg, Frankfurt and Berlin such as banks, law and accountancy firms,
business associations and incubators. Our interviewees were found by using business
directories, yearbooks, webpages as well as through recommendations by business
associations and already interviewed experts. The most important issues covered in
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these interviews were private equity firms’ knowledge management and network
strategies.

Private Equity Firm and Portfolio Company: A Connection Governed by the
Relationship Mode
One important way of how private equity firms manage the knowledge asymmetries and
the associated risk in the private equity business is to closely interact with their portfolio
firms before and during their investment (Schefczyk 2000, for a view which focuses on
power in investment relationships see Jones and Search 2009). By thoroughly preparing
the deal and checking out the company in the so-called due diligence, they try to assess
risks and opportunities and do so in collaboration with external partners. After the
investment decision, most of them monitor the portfolio companies closely.
Furthermore they support their development by providing various types of knowledge
inputs and often also by actively participating in senior management or being
represented on the supervisory board (Gompers and Lerner 2001). The CEO of a
Munich-based private equity firms explains:
“We receive regular reportings and we are frequently on the ground [in the
portfolio-company]. We define us as strategic sparring partners, like yesterday
evening when we discussed with the executives how we could modify the
management structure.”

Geographical proximity, but also other types of proximity (Jones and Search
2009) facilitate such close relationships. Therefore, private equity firms and their
portfolio companies tend to be located rather near to each other, often in the same
region or within two to three hours travel time (Martin et al. 2005, Zook 2004). This
corresponds with the rather decentralized geographical patterns of private equity firms.
In the case of Germany, we find an extremely decentralized pattern with significant
concentrations in regional financial centres (Munich 39, Frankfurt 38, Hamburg 23,
Berlin 16, Dusseldorf 12 plus 92 in other locations, many of them with public
participation, BVK 2008).

The evidence provided so far suggests that the provision of private equity is
governed by the relationship mode of knowledge management: There is a reliance on
frequent interaction, face-to-face contacts and trustful relationships and an important
role for the exchange and development of various types of knowledge in order to
minimize risk — and all this resulting in a rather decentralized organizational and
geographical structure. However, in order to fully understand private equity firms’
approach to the management of knowledge and risk, one has to look beyond the
bilateral relationship of private equity firms with their portfolio companies.

The Network Mode: External Knowledge Inputs and Active Development of
Knowledge Networks

An analysis of the private equity process shows that private equity firms’ strategy to
knowledge management relies on the production and exchange of knowledge with
various external partners (Klagge and Peter 2009). This way of knowledge management
is an example of what we call the network mode. It exhibits a relatively complex
organizational and geographical structure as will be exemplified by looking more
closely at knowledge networks of private equity firms in Germany.
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Based on a value chain analysis of private equity (Schefczyk 2000, Achleitner
2001), Figure 1 illustrates how different types of external partners are involved in
various stages of the private equity process. Additional partners not depicted in figure
8.1 include investors, portfolio companies and other private equity firms. All these
partners and the relationships with them constitute networks of varying geographical
scales. Some partners of private equity firms are regional, i.e. they are located in the
same city or sometimes even in the same street, while other partners are national or
international. The character of relationships between private equity firms and their
partners (e.g., formal-informal, frequency of contact) varies according to the stage and
the types of knowledge inputs. Especially the more informal interaction is often based
on mutual recognition and trust, which are facilitated by having done business together,
by a shared professional background and also by private contacts.

Predominantly PE process Predominantly
regional contacts (inter-) national contacts

Fundraising \

Lawyer Placement agent

Consulting services

Accountant Industrial expert

Due diligence
Negociation
Contract

(Investment) bank

Executive search
consultancy

Regional development
(Chamber of Commerce,
incubators, business

Monitoring
Management

development agencies efc.) \ Support
/ Corporate finance
— Contracual relationship advisory
—~~ Informal exchange Exit 7
""" Information about context Q IPO advisory

Figure 1: External partners and their relationships with private equity (PE) firms along
the PE value chain
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Regional partners of private equity firms include not only portfolio companies, but also
certain service providers, regional development agencies as well as other private equity
firms. The relationships with lawyers and accountants are of special importance and can
be characterized as being governed by the relationship mode. Private equity firms
cooperate regularly with the same lawyer or accountant in different stages of the same
deal as well as in different deals. Their relationships are close and involve frequent
contact, often face-to-face, as the partners discuss sensitive issues and exchange ideas
trustfully. Spatial proximity supports this exchange of confidential knowledge as the
CEO of a private equity firm in Hamburg explains:
“Even within walking distance, that’s important. When you are working
together in a project, you may sit together for five days in one company in one
room ... You need short distances then. It is impossible to have somebody in
Munich.”

Apart from formal relationships based on mandates and contracts, private equity
firms are in contact with their lawyers and accounts also in an informal and reciprocal
way. They continuously exchange knowledge about companies and the regional
economy informally, and this helps to improve private equity firms’ deal flow, as the
CEO of a private equity firm in Frankfurt explains:

“It is an interplay of giving and receiving. We are looking for targets, they are

looking for mandates.”

Other regional actors are not or only marginally involved in the private equity
process itself, but they are seen as partners that help to generate deal flow by providing
knowledge on the regional economy and on potential portfolio companies. Private
equity firms actively develop networks with and personal ties to representatives of
chambers of commerce (COC), incubators, business development agencies, business
associations, research institutes, but also interesting companies as well as other private
equity firms in the region. Membership in regional organizations and taking part in
regional events is an important strategy to develop regional networks, as the
representative of the Hamburg branch of an international private equity firm explains:

“Yes, they [the COC in Hamburg] are helpful insofar as one is member of a

COC committee ... the COC consists of a network of important people, also and

especially in Hamburg. Those people are in the COC ... sometimes | am sitting

in a committee and there are also all CEOs of banks, insurance companies and
private equity firms in Hamburg — an illustrious club, a network, which provides
us with more cases to work on...”

In addition to regional partnerships and networks, private equity firms
strategically build up contacts with national or even international experts to attain
specific knowledge inputs and other resources (e.g., capital). The relationships with
these partners are based on contracts which specify their contribution to specific cases,
but they sometimes also provide informal inputs in other stages (Figure 1). For (case-)
specific inputs, private equity firms always look for the best available expert or partner.
To find them they use their existing contacts and networks which they constantly extend
by participating in conferences, fairs and other events. Thus, the selection of experts is
first and foremost dependent on the specific input rather than on accessibility via spatial
proximity, as an investment manager in Munich explains:
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“Regarding the market due diligence, we have two advisors we are working
with. One is in Munich, the other one in Frankfurt. Spatial proximity is not
really necessary here ... We will not select an advisor because he is located in
Munich. It should be someone we consider to be suitable to advise us.”

Whereas consultants and other advisors are mostly located in larger cities — like
Frankfurt, Munich, Disseldorf and Hamburg -, industrial experts can be found
anywhere. Most of them are located close to their primary or former place of occupation
as CEOs, managers, entrepreneurs or scientists. The CEO of a private equity firm in
Munich explains:

“They [industrial experts] can sit anywhere once you have the contact ... For

example for laser technology we had contacts in Aachen.”

Another category of private equity firms’ partners are financial experts. They
include placement agents, corporate finance and IPO (initial public offering) advisors as
well as (investment) banks and are mostly based in international financial centres like
Frankfurt and London. However, there are also quite a few corporate finance advisors
and banks with regional branches or even head offices in Munich. These offices mainly
serve local clients including private equity firms — thus reinforcing Munich’s position as
the largest location of private equity firms in Germany.

Other private equity firms also play an important role in a private equity firm’s
knowledge and risk management. The relationships among private equity firms range
from pure competition over informal mutual consultation to syndication, i.e. the co-
investment in a portfolio company. Syndication is used as a mechanism to share the risk
inherent especially in start-up funding and also to overcome geographical distance
(Fritsch and Schilder 2006, Lerner 1994). It supports private equity firms in diversifying
their portfolio and in learning from each other. In particular, they engage in syndication
in order to get access to their partners’ network and knowledge resources (Sorenson and
Stuart 2001). Overall, managing the relationships with other private equity firms is an
issue of balancing cooperation and competition as the CEO of a private equity firm in
Hamburg explains:

“The famous networking, one knows each other. The [private equity] industry is

characterized by the beautiful word co-opetition. One cooperates if possible, but

one [also] fights each other [...]. We are jointly engaged in a company with
other private equity firms and are fighting against each other about another
deal. This is normal.”

In summary, our empirical research shows that private equity firms identify and
select strategically various external partners in different locations. They actively
develop networks and personal ties by

e membership in regional, professional and industry-specific associations and
committees (of associations, COC, (local) state),
e participation in conferences, fairs, events, e.g., on private equity, technology

(transfer) and SME finance, and in meetings of associations, committees etc.

and

e doing business together with banks, service suppliers and other private equity
firms (syndication).
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Using such strategies private equity firms consciously acknowledge the role of
networks and regard them as extremely important for doing business successfully. Their
networks provide indispensable knowledge inputs in all stages of the private equity
process and help to manage risk and avoid lock-ins. They are based on various types of
relationships with a wide range of network partners who differ in terms of professional
and also geographical backgrounds.

Regional Financial Centres as Nodes in Private Equity Knowledge Networks: A
Chance for their Revitalization?

The integration into both regional and interregional networks is an actively pursued
strategy of private equity firms in Germany and at the core of their approach to cope
with risk and uncertainty. Regional financial centres are not only the locational base for
private equity firms, but also constitute nodes in their knowledge management strategies
and networks. The overall role of regional networks in these centres, however, is
somewhat restricted. First and foremost, regional networks provide private equity firms
with knowledge on the regional economy. Hence, they are especially important for
generating deal flow, for selecting and monitoring portfolio companies. Trust-building
in these regional networks is supported by face-to-face contact, by common regional
context and by doing business together.

In addition to knowledge inputs on the regional economy, regional financial
centres exhibit some, but not necessarily all types of service providers important in the
private equity process. Lawyers and accountants who provide very sensitive, but rather
standardized inputs are generally local partners of private equity firms. In contrast,
specialized knowledge inputs on technologies, industries and markets as well as
financial services related to fundraising and exit are sourced nationally or even
internationally. Hence, private equity firms and their regional networks do strengthen
business activities in regional financial centres. However, they do not automatically
support a reregionalization of financial expertise and thus a revitalization of regional
financial centres. Overall, private equity therefore only offers limited potential to
compensate for the loss of financial expertise due to the centralization of banking and
credit provision.

Munich, which is the largest and most dynamic location for private equity firms
and especially for start-up funding in Germany — and in addition is an important place
for banking, insurance and asset management —, is an exceptional case. There is a very
active local private equity scene, supported not only by specialized lawyers and
accountants, but also by other, financial, management and technological, service
providers in the region. Important reasons for this development include the economic
dynamics in and around Munich, the good transport infrastructure and last but not least
the high quality of life.

Conclusions

In our paper, we show that the ways in which finance providers manage knowledge and
risk shape their organizational and geographical structure. We distinguish between three
modes of knowledge management: the relationship, the data and the network mode.
They differ in the types of knowledge exchanged, the actors involved and in the role and
nature of relevant contacts and relationships. The shift from relationship to data mode in
credit provision is an example of how a new mode of knowledge management is
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associated with changes in the geographical organization (here: centralization) of
financial actors and activities.

The case of private equity in Germany illustrates how knowledge management
in the network mode implies rather complex organizational and geographical structures.
These structures link both regional and interregional networks and have nodes in
regional financial centres. Although regional financial centres benefit from private
equity activities, chances for their re-vitalization and a re-regionalization of financial
expertise on the basis of private equity are nonetheless limited. So far, Munich seems to
be the (only) one location where private equity — cross-fertilized by other local financial
actors — has initiated a self-supported development which strengthens Munich as a
financial centre.

For the future of the German financial systems, our results indicate a more tiered
structure including elements of functional specialization: Frankfurt is and remains the
only major international financial centre and dominates the national market in banking
and stock exchange activities, while Munich plays a secondary role with a particular and
also internationally recognized strength in private equity. Other regional financial
centres mainly serve regional markets and will very likely continue to benefit from
private equity business and its regional knowledge networks.
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Abstract

Many American communities place a high priority on retaining and attracting innovative industries.
However, in most American metropolitan areas, the responsibility for local economic development is
fragmented along jurisdictional and institutional lines. The result of this fragmentation is that local
economic development is often chaotic with no one individual, agency, or jurisdiction in control, which
may inhibit the effectiveness of local economic development efforts. To address these challenges and
more effectively utilize resources, there has been greater emphasis recently on regional collaboration in
local economic development. The purpose of this paper is to measure the extent of collaboration among
local economic development professionals in the Toledo, Ohio Metropolitan Statistical Area and to
identify the extent to which these interactions constitute a social network. We believe that the existence of
a strong social network among economic development professionals is critical to overcome some of the
negative effects of jurisdictional and institutional fragmentation. While there is a core network of
relatively dense collaboration in northwest Ohio, that network does not span the entire metropolitan area.
A high level of local interactions occurs, but there are few “global pipelines” outside the region. A
potential challenge for economic development in the region is to avoid “lock in”, which will make it more
difficult to attract innovative industries or diversify the economy in order to decrease the traditional
dependence on the auto industry.

Keywords: innovative industries, local economic development, social networks, lock-in

Introduction

In the United States, local economic development is a function of municipal, county,
and state governments (Lobao and Kraybill 2005). Because of the bottom-up approach,
local economic development is fragmented along jurisdictional and institutional lines
(Parker 2001). For example, in Toledo, Ohio, with a 2008 metropolitan population of
649,104, there are over 30 organizations that claim local economic development as part
of their mission.

Over the years the strategy of many economic development agencies in the U.S.
has changed from recruiting businesses (‘smokestack chasing’) to increased emphasis
on regional collaboration, including the creation of networks and clusters of industries
(Malecki 2002, Shaffer et al. 2006). It also entails public and private sector actors
cultivating “soft networks’ in order to acquire necessary knowledge through social
interactions (Malecki 2002). Cox (1998) posited that local actors (people, local
government, businesses, etc.) build networks of association, or collaborate, because they
share a common goal of protecting or enhancing their place dependent interests due to
their local dependence.
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Various researchers have examined the extent of collaboration among economic
development organizations, using a variety of methodologies. For example, Gordon
(2007) and McGuire (2000) relied on interviews with economic development agents.
Olberding (2002) used survey data to ascertain the extent to which norms impact
regional cooperation. These studies did not, however, directly measure the collaborative
networks of economic development officials, which is the focus of this paper.

Purpose

The purpose of this paper is to analyze the extent of collaboration among economic
development officials using social network analysis (SNA). SNA is used to delineate
and analyze the social structure of collaborative links among economic development
officials. The Toledo, Ohio Metropolitan Statistical Area (MSA) (hereafter referred to
as Toledo) is the study area selected for analysis (Figure 1).
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Figure 1: Study Area

MSA’s are defined by the U.S. Census Bureau using counties as building blocks. The
core county of an MSA is one with a large population nucleus. Surrounding counties are
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included in the MSA if they have a high degree of social and economic interaction with
the core county. In effect MSAs represent functional regions. In the case of the Toledo
MSA, Lucas County (2008 population of 440,456) is the core county (Census of
Population 2008). This is where the city of Toledo (population 298,441) is located.
Surrounding counties that are part of the Toledo MSA are Wood (125,340), Fulton
(42,485), and Ottawa (40,823) counties.

The remainder of this paper is divided into four sections. The first provides
some contextual discussion on the Toledo economy and climate of collaboration. Next,
the methodology of social network analysis is described. The results of the analysis are
then presented. Finally, we conclude with a discussion of the implications of our
findings.

Economic Development in Toledo

The growth of Toledo, similar to many other cities in the country’s historical
manufacturing belt, was simulated by the growth of manufacturing. However,
manufacturing employment in Toledo declined by 33.3 per cent between 1980 and 2005
(County Business Patterns 2008). This has been accompanied by stagnation in
population growth in the MSA, which decreased by 0.2 per cent during the same years
(Census of Population 2008). Despite an absolute decline in the number of
manufacturing jobs, manufacturing remains a significant component of the Toledo
economy comprising 17.5 per cent of the MSA’s labour force versus 11.7 per cent of
the nation’s.

Given the economic challenges facing the Toledo region in recent years, the
overwhelming focus of the region’s economic development efforts has been on
retaining current jobs, creating new jobs through the expansion of current business
capacity, and attracting new investment into the region. For the purposes of this study,
therefore, we were specifically interested in collaborations that had job retention or
creation as their primary goal. The need for strategic coordination and collaboration in
the quest for jobs is a function of the large number of agencies and political jurisdictions
that engage in job retention and creation efforts. As noted previously, over 30 entities
(public and private) perform some type of economic development function in the
Toledo area. Each of the four counties in the MSA has its own economic development
office trying to attract investment to its jurisdiction. Within each county there are
numerous municipalities that are also trying to attract investment. This creates a highly
competitive environment that has historically resulted in a failure to use scarce
economic development funds in a coordinated, strategic, and cost-effective manner. A
consultant, hired to help Toledo streamline its economic development efforts, noted the
gaps, overlaps, and confusion caused by the plethora of economic development entities,
leading to inefficiency and under-performance (Hammer, Siler, George Associates
2004, ii).

Since the 2004 consultant’s report, the inefficiencies resulting from having so
many economic development entities has become a topic of serious discussion within
the economic development community. There is evidence that progress is being made,
however. For example, the 2005 Comprehensive Economic Development Strategy that
was completed for Lucas County emphasizes the need for the various economic
development stakeholders to work collaboratively on economic development initiatives
(Lucas County Board of Commissioners 2005).
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To contribute to the ongoing discussion of collaboration among economic
development professionals in Toledo, we conducted a social network analysis to
provide the economic development community with an objective overview of the extent
of collaboration between economic development professionals.

Social Network Analysis

Social network analysis (SNA) addresses relationships among a group of people and/or
organizations (de Nooy et al. 2005) with the notion that social networks impact the
behaviour of people and organizations. The input to a SNA is relational data, such as
business transactions or social connections which link nodes (people or organizations).
Moreover, SNA identifies the informal structure of relationships within an organization
or region. As Cross and Parker (2004: 9) state, “whether as a manager presiding over a
department or as a member embedded within one, we are all dramatically affected by
information flows and webs of relationships within social networks. These networks are
often not depicted on any formal chart, but they are intricately intertwined with an
organization’s performance, the way it develops and executes strategy, and its ability to
innovate”,

While SNA provides a useful methodology for analyzing social relationships, it
does present some challenges. Ter Wal and Boschma (2009) provide a discussion of
many of those considerations. For example, it was critical in this work that the term
‘collaboration’ carried the same meaning for all respondents in the survey. In
developing our questionnaire, we met with several economic development officials to
clarify terminology, solicit their general input to the process, and help compile a list of
all economic development officials in the metropolitan region.

Data collection in SNA can be problematic (Ter Wal and Boschma 2009). First,
it is a time consuming process. Moreover, SNA presumes that information on the
overall network within a region can be obtained. If that is not possible, then one will
have a limited perspective. Our data were collected using the roster-recall method (Ter
Wal and Boschma 2009). In this approach, we first compiled a complete list of all 81
economic development officials in the region. Each of those people was given a list of
all 81 persons being surveyed. They were asked to indicate those individuals with
whom, over the last 12 months, they had collaborated on an economic development
project. This could become a snowball sample because one could then send the
guestionnaire to those persons listed by respondents who were not on the initial roster.
The results reported in this paper are based on the responses received from the original
list of respondents. A total of 59 persons responded for a 70 per cent return rate. Those
59 respondents wrote in additional people so a total of 174 different nodes (people)
emerged from the survey. With a lower response rate, one has to cautiously interpret
network metrics (Brandt et al. 2009). To obtain the network metrics, InFlow 3.1 was
utilized (Orgnet.com).

While SNA provides a perspective on the collaborative network among
economic development officials in Northwest Ohio, it does not provide information on
the role of persons in the collaboration. For example, it does not indicate which person
instigated the collaboration. Nor does it indicate if people are benefiting the network or
if they are engaging in opportunistic behaviour. Interviews with the people will be
necessary to unpack those dynamics. In general, a combination of various
methodologies may be warranted to overcome some of the challenges of SNA.
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Results

A large number of network metrics have been developed which provide information on
the network structure as well as its nodes and linkages (de Nooy et al. 2005). We
selected centrality of persons, density of the network, and descriptors of the geography
of linkages to examine. These measures reveal the leaders and leading organizations in
the collaborative network of the Toledo metropolitan region. Also they provide insights
into the robustness and spatiality of the network.

Centrality

The role and influence of people depends on their position in the network which can be
in part measured by centrality (Wasserman Faust 1994). Centrality can be measured in
various ways. In this study, degrees-in was selected, which is the number of times that a
person is mentioned by other people in the network. Because degrees-in depends in part
on the size of the network, it is standardized by the number of nodes in the network. The
normalized value ranges from O (no connections) to 1 (connections to everyone in the
network,

The centrality of all persons identified by the survey was computed. In order to
maintain the anonymity of the respondents, individual results cannot be reported.
However, a centrality core was identified which included all the people having
centrality scores more than one standard deviation above the mean. Table 1 shows
selected organizations in Toledo and the number of the people in the centrality core
coming from each organization. People in those organizations are the most influential
leaders in forging collaboration within the economic development community.

It is apparent that the leadership in local collaboration has a diverse base
involving people from ten organizations. Coulson and Ferrario (2007) suggest that a
multiplicity of organizations with an economic development agenda is indicative of
greater ‘institutional thickness’ supporting economic development. It is noteworthy that
The University of Toledo (UT) has the largest number of individuals in the centrality
core. This is probably reflective of the fact that, in recent years, the university has
played an increasingly more visible role in the region’s economic development efforts
since the former and current UT Presidents have prioritized economic development in
the university’s mission.

It is notable that no one from Fulton or Ottawa Counties is included in the core.
In addition, only one private sector business (First Energy Corporation) and one state
agency (Ohio Department of Development) are represented.

Table 1: Centrality Core

Organization Number in Centrality Core

University of Toledo

City of Toledo

Toledo-Lucas County Port Authority
Regional Growth Partnership

Toledo Area Chamber of Commerce
Lucas County Commissioners

Lucas County Improvement Corporation
First Energy Corporation

Local Initiatives Support Corporation
Ohio Department of Development
Wood County Economic Development Commission

WiFkrFRPRPFPPNWOWBAREREBERPO

Total
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While the SNA measures the centrality of people, it does not indicate if those people are
benefiting the network or if they are bottlenecks. As Cross and Parker (2004: 73) point
out, some people who are central to the network can become bottlenecks because they
are overloaded with work or they intentionally position themselves to play a central role
in order to have an “informational or power advantage.” Similarly, Grabher (2006: 175)
suggests that networks can be used “to pursue opportunistic behaviour and to produce
competition.” To evaluate these possibilities, interviews are necessary. Those interviews
have not yet been conducted.

Although there are a variety of organizations in the centrality core, the under-
representation of the private sector and non-local organizations may be problematic.
Malecki (2002) argued that social interactions must be cultivated between both the
private and public sectors.

Density

An important characteristic of networks is their density. Whereas the centrality metric
relates to the position of people within the network, density addresses the structure of
the network as a whole. One measure of density is the number of connections among
nodes in the network as a percentage of the maximum number of potential connections
(de Nooy et al. 2005). The density of the whole network is 4 per cent and the density of
the centrality core is 44 per cent. While there are no comparable studies with which to
compare these density values, obviously the core has a much higher density than the
whole network. A high density in the core is desirable because the higher the density the
faster information will circulate among the network members. Also a high density
network is more robust. Robustness from a SNA perspective refers to the extent to
which comparable levels of connectedness in the network will be maintained when
nodes are removed from the network. Stated alternatively, the centrality core network
has a high degree of social cohesion and social capital (de Nooy et al. 2005, Wasserman
Faust, 1994).

In their methodology for empirically assessing institutional thickness, Coulson
and Ferrario (2007) used density as one indicator. Their definition of density was the
number of local organizations with a local economic development agenda. While their
approach is reasonable, the SNA measure of density is more precise because it considers
the number of interactions among agencies. The number of organizations may be
misleading because the mere existence of agencies does not mean they are actively
collaborating.

Spatiality of Collaboration
To further analyze the collaboration network of local economic development agents in
Toledo the location of individuals mentioned in the survey were mapped. Most of the
people with whom the local economic development officials collaborate were local.
Only two were located outside of Ohio and over 87 per cent were located within the
Toledo MSA. This local orientation is not surprising given the literature which
emphasizes spatial proximity in the exchange of tacit knowledge (Morgan 2004, Storper
Venables 2004). Bathelt et al. (2004) termed these local interactions as ‘local buzz’,
which refers to the learning, interaction, and collaboration generated by routine
activities, such as regular meetings, chance encounters, social outings, etc.

Despite the importance of ‘local buzz’, a network also needs links to the outside
world. These outside links, or ‘global pipelines’, are communication channels to
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partners outside the local region (Bathelt et al. 2004). Such connections are sources of
new ideas and collaborations as well as a fresh outlook in problem solving. The new
knowledge will offset the problems of lock-in which can result in the same old solutions
to challenges being recycled with the result that development choices are constrained,
leading to stagnation or decline (Maskell and Malmberg 2007).

One might argue that distance will constrain collaboration on projects, so it is
reasonable to expect that most of the collaboration links will be local. In the survey,
respondents were also asked to indicate those people from whom they had received new
ideas over the previous year. There were three people in that network who were not in
the collaboration network, and all of them were local. This further substantiates the
local bias in the information networks of economic development officials.

Although there is substantial interaction among economic development
professionals in Toledo, the collaboration tends not to cross county lines in the
metropolitan region. To gauge intra-metropolitan collaboration, we computed an
external/internal (E/I) ratio for the counties constituting the MSA. The E/I ratio
measures the internal or external orientation of a group or region. A group which is
totally internally oriented, or closed, will have a ratio of -1. In contrast, a ratio of 1 is
indicative of all interactions occurring outside the group, whereas a 0 is the result of a
balance between internal and external links. Lucas and Wood Counties, which have the
most nodes, showed strongest tendencies to an internal orientation, with ratios of -0.86
and -0.15 respectively. Also Fulton County is internally oriented, with a ratio of -0.80.
Ottawa County has the most balanced collaboration pattern with a ratio of 0.0. Even
though Ottawa is more balanced in terms of the ratio of external to internal
collaborations, the absolute number of collaborative links between people in the other
counties and economic development professionals in Ottawa County is very small.

In general the spatial distribution of collaborative links in the Toledo MSA
demonstrate ‘local buzz’. However, the absence of more external links may prove
problematic. Also the patterns suggest that collaboration across county lines is less
common than intra-county interaction. In particular, Ottawa County does not seem to be
integrated into the metropolitan collaboration network.

Discussion and Conclusion

Economic development in the Toledo MSA is highly fragmented with a large number of
agencies focusing, in part or totally, on economic development. Nonetheless, the SNA
of the collaboration network revealed that there is substantial local collaboration.
Moreover, collaboration is increasingly being emphasized by various economic
development agencies.

The results of the SNA suggest that collaboration could be expanded beyond the
boundaries of Lucas County, in which Toledo is located. While there is substantial
interaction with people in Wood County, the same level of collaboration does not
extend throughout the metropolitan area. Indeed, one could argue that such endeavours
should expand beyond the metropolitan area to a larger segment of northwestern Ohio,
and should even extend into neighbouring southeastern Michigan. In the same vein, the
role of the private sector could be expanded.

Olberding (2002) reported that past regional cooperation is related to the
formation of regional partnerships. The history of regional cooperation in the study area
has been uneven. However, Olberding (2002) also suggests that strong regional need
may supersede past behaviours. Most of northwestern Ohio is experiencing the same
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economic difficulties as the Toledo MSA. Consequently the key actors may be more
amenable to collaboration in the future than in the past. That willingness is evidenced
by the fact that in December 2007 Dan Johnson, the President Emeritus and University
Professor of Public Policy and Economic Development at the University of Toledo,
brought together the region’s major economic development agencies. The purpose of
this meeting was for agencies to share information on their economic development
initiatives and to identify new opportunities for collaborative efforts.

One problem in prescribing appropriate action steps is that researchers do not
concur on the optimum configuration of a network (Ahuja 2000). As one example,
Coleman (1988) believes that a dense interconnected network is best, whereas Burt
(2005) believes that a more open network leads to brokerage opportunities. Irrespective
of one’s perspective on these issues, the Toledo region’s collaboration network may
benefit from someone assuming the role of a network weaver (Krebs and Holley 2006)
whose function would be to bridge gaps in the collaboration network. That individual
should particularly focus on the inclusion of private sector people as well as people
from throughout the metropolitan region. In addition, linkages outside Northwest Ohio
and Ohio should be expanded.

Future research on this topic will entail interviews to better understand the
nature of collaboration. Centrality is based on position within the network which
denotes very little about the nature of relations among persons in the network.
Interviews are necessary to unpack those relationships in order to better understand the
collaborative nature of relationships within the economic development community.
Another important issue that was not addressed in this study is the outcome of
collaboration. Is it an effective strategy for generating local economic development?
That will be the subject of future research.
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Abstract

Mature industrial districts generally appear to suffer from a steady reduction of their technological
competences and competitiveness. However, the long period of decline also offers an opportunity for
countervailing policies. Using the ageing footwear district of Pirmasens (Germany) as an example, this
paper discusses learning processes in rejuvenating the competence base of the industry. After several
decades of continuous decline, a new competence base was launched around the establishment of the
International Shoe Competence Centre ISC. The paper firstly discusses the adaption of the concept of
“competence”, a tool used in regional high tech policies, to the low tech, traditional and cross-sectoral
shoe production system. Secondly, the paper considers the special historical conditions which enabled
local and non-local actors to ensure the success of policies based on rejuvenated “traditional”
competences. External shocks which simultaneously deepened crises and provided opportunities include
the breakdown of the socialist system, the unification of Germany and the erosion of the regional
economic prosperity as a result of the withdrawal of American troops from their main base in Germany.
Constructing the centre for competence was in itself a cumulative and path-creating process. It is,
however, more beneficial to globalized shoe companies than to the region.

Keywords: local knowledge, renewal of industrial district, traditional industries, local initiatives

Introduction

Footwear production in old industrialized economies is considered to be a mature, low-
tech industry which can only survive in small niches given the tremendous competitive
pressure from low wage countries. Mature footwear districts have come to the end of
their life cycle and seem to be destined to disappear. However, the rather scanty
literature on mature districts paints another picture. In both Italy (Zuchella 2006) and
Spain (Belso-Martinez 2008), mature footwear districts are succeeding with
rejuvenating strategies based on a mix of integration into global value chains,
outsourcing and learning new competences.

However, the downturn of a mature district can last several decades before a
district fully disappears. Thus, there is time for learning and policy-making in order to
rejuvenate the competences of the district. Policy issues then include identifying which
expertise should be strengthened or acquired, which measures should be taken when and
by whom to stop the path-dependent downward turn and recreate an upward trajectory
in the region.

The last German footwear district of Pirmasens is a case in point, as recent
policies attempt to enhance existing expertise in order to supplement the old production
base with a competence-based sectoral service centre. Will this cluster be able to revive,
as a ‘phoenix from the ashes’ (Todtling and Trippl 2004)? How can a given path-
dependent ‘competence’ which will apparently inevitably lead to the decline and death
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of the district, be reshaped into a rejuvenated technological path (Martin and Sunley
2006), for either local or non-local industries and trade? This paper will discuss a new
policy approach to making use of “traditional’ competences and adding new ones which
are mostly intended to enhance employees’ skills in order to upgrade both
manufacturing activities and trading in footwear. In 2008, an International Shoe
Competence Centre (ISCC) was established which is expected to serve as the focal
engine for companies to learn and acquire competences, first in the German footwear
industry, followed by the large German footwear retail companies and, finally, abroad.
Although ideas for change have long been mooted in the district, a long period of debate
and a major crisis in the region’s economy were necessary before some actors, from
both the private sector and public authorities, were prepared to network and successfully
raised financial support for change from the state. This was and still is a highly disputed
policy instrument, not least because it has created forms of inclusion and exclusion
within the district.

In the first section, | will briefly describe the creeping decline of traditional
technological competences in the district over the last four decades and identify some
attempts to counteract these losses. Although it is a ‘fuzzy’ concept, regional
competence has become a new focus in regional innovation policy in Germany. What is
different in the Pirmasens case will be discussed in the second section. In the main part
of the paper, | will examine the implementation of the ISCC as an evolutionary process
shaped both by an unexpected (major) event and increasing returns or path-dependent
policy decisions. If it is successful, Pirmasens will develop into a global centre of
competence for international footwear companies and not return to a lively, rejuvenated
local industrial district.

The paper is based on a number of personal interviews conducted in spring
2006, firstly, with local actors who were directly involved in the implementation of the
ISCC, such as managers of large footwear companies and a local non-profit research
centre, members of intermediary organizations such as the chamber of commerce,
industry association and trade union, and the mayor of the city of Pirmasens. Secondly,
ten entrepreneurs in the local footwear and footwear supplier industry who were not
involved were also interviewed. Finally, recent information has been gathered through
several telephone interviews with intermediaries in 2008 and 2009 and document
analysis. This has benefited from continuing research on the district as a number of
fairly regular surveys of the footwear industry were carried out in the Pirmasens area in
1998, 2000 and 2003 (Bertram and Schamp 1999, Schamp 2005).

The Deteriorating Technological Base of the Ageing District

The footwear industry has long vanished from many regions in Germany. The
Pirmasens district, however, survived but became a shadow of itself. Pirmasens is
situated in a remote area at the German-French border (Figure 1). Most companies there
produce women’s footwear for the German-speaking market in a very specific mid-
quality sector, i.e. the ‘comfort shoe’. This district is distinct from others in several
respects. Firstly, while the number of firms today is quite small, average firm size is
larger than in most other districts, particularly in Italy and Spain. Secondly, it has a
fairly long history as the district dates back to the end of the nineteenth century. Thirdly,
from its beginnings it developed into a production system with extreme vertical depth
including not only a host of heterogeneous suppliers in parts production and services but
giving rise to a sophisticated footwear machinery industry as well as a chemical
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industry (adhesives). Additionally, wholesale and retail trading companies emerged in
large numbers. Technical innovation mainly stemmed from new machinery, new
materials and — later — from new information technologies. Thus, related industries
often brought innovation into the footwear assembly industry. Innovation was mainly
based on learning by (local) interaction and by doing, when local assemblers cooperated
with engineering companies in adapting machinery, and engineering companies could
profit from tests in the daily production practice of an assembler’s factory. As a
consequence, a ‘tacit’ local learning system for more or less incremental technical
innovation developed in the district.
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Figure 1: Location of Pirmasens in South West Germany

This local knowledge system certainly is a stylized fact as more radical impacts for
innovation came from external sources, sometimes from abroad. Nevertheless, it is
possible to claim that this deep knowledge system laid the foundations for the long
survival and slow decline of the district, compared to other footwear production
locations in Germany. This strength has diminished since the end of the 1960s. Between
1960, 1999 and 2008 employment in the city’s footwear sector declined from 10,000 to
2,000 and 1,000, respectively, in nowadays less than ten assemblers. While most of the
surviving footwear assemblers outsourced either labour intensive production or full
assembly to low wage countries, many parts producers shifted to new markets, in
particular to the growing automotive sector (Figure 2). A downwards spiral developed,
undermining the district’s functional cohesion and reducing its employment capacities.
As a result, the traditional local knowledge system was increasingly eroded by the
functional dissolution of the district.

Various instruments intended to enhance the competence base of the district
have failed. Skill formation supported by what is now the only vocational school for
footwear production in Germany (founded in 1927), attracted declining numbers of
pupils after the 1960s. In the late 1980s, the state government relocated the faculty of
footwear technology, part of Kaiserslautern polytechnic, to Pirmasens. However, like
the vocational school, it acquired a poor reputation among the medium-sized and large
companies and was accused of inadequately teaching the current special practices of the
sector. By the mid-1990s, the faculty was faced with closure due to low student
demand. Finally, the test lab PFI (Prif- und Forschungsinstitut) that had been founded

Urbani izziv, volume 23, supplement 1, 2012 (special issue)



S97

by the association of German footwear companies in 1956 as a non-profit service
institution, remained for a long time tied to the declining trajectory of the footwear
sector.
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Figure 2: The Move of Footwear Suppliers to Other Sectors

However, surviving footwear companies, internationalized footwear assemblers and
large traders who had emerged in other parts of Germany increasingly required new
competences in their labour force and hence new forms of training and education.
Footwear assemblers, in particular, now need a well trained middle management,
combining the technical skills of the sector with education in marketing, design, and
plant management. In fact, as parts production and even assembly have been outsourced
to foreign plants or subcontractors, the remaining companies have shifted their
competences from mere technology to design, branding and distribution. Improving
fashion design, launching new collections, controlling production, testing product
quality and organising the distribution of shoes have become major functions in the
modern ‘hollow’ footwear company which has outsourced all of its production
processes abroad.

For a long time, local intermediary organizations and some large non-local
companies have expressed great concern about the breakdown of Pirmasens’ traditional
image as a classical production location for the German footwear market, for different
reasons. While local political and administrative actors were interested in safeguarding
local employment and tax revenues, large German footwear companies — through the
footwear producer’s association — increasingly raised the problem of gaining and
training qualified personnel for their middle management in domestic and foreign
plants. So collective action seemed to be at stake for the renewal of the competence
base. In fact, according to the literature, industrial districts are successful if they have
sufficient social capital which means, in other words, that companies and intermediary
organizations are prepared for networking. This, however, is a weakness of the region.

Competence — a Fuzzy Concept for Regional Policy

The notion of competence is rather ‘elusive’, according to Cohendet et al. (1999), and
needs further differentiation: “Competence emerges through the learning process of the
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firm and requires a conjunction of different knowledge and skills” (228). This is the
micro-economic view of business sciences, based on the theory of the firm and its
followers (Foss and Mahnke 2000, Amin and Cohendet 2004). Although many authors
still complain of a lack of clear definition in these approaches, they clearly point to the
internal resources of the firm as factors as relevant to the firm’s competitiveness: size,
financial power, management skills, and innovativeness, which can all be seen as
resulting from the firm’s history.

Lawson (1999) sees the learning of new competences as the result of a firm’s
internal processes and its external interactions, often based on the advantages of
geographical and organizational proximities. We will not discuss different notions of
regional competence in detail as they have evolved in neo-Schumpeterian and
evolutionary approaches. Suffice to say that, in Germany, the notion of competence has
been more attractive for regionalized research policy than for regional policy proper and
has therefore been mainly discussed in high-tech policies. Research policy is mainly the
domain of the Federal State while regional policy is a responsibility of the individual
states (L&nder). Research policies have increasingly focused on establishing centres and
networks of competence. An early study for the Federal Research Ministry described a
“competence centre in the broadest sense as [...] a regional agglomeration that manages
to create added value through a well networked ‘value chain’ ranging from knowledge
creation to commercialization and diffusion, in one or more technology based markets”
(Boekholt et al. 1998: 3). While competence-oriented policies first focused on creating
and using geographical proximity of technologically related firms, current German
research policy no longer emphasizes the need to create local networks, but aims at
promoting radical innovation in cross-sectoral technologies.

There is no specific promotion of innovation in a given product (shoes) or sector
(footwear industry). Thus this high-tech oriented understanding of competence on the
part of both political agents and scientists in economics and economic policy is
obviously misleading with regard to footwear production. Here, small and medium
sized firms with weak internal resources predominate, and knowledge is not created
through interaction with large research organizations but in daily practice with suppliers
and clients. The notion of innovation in public innovation policy has been criticized
from several perspectives (Hirsch-Kreinsen et al. 2005), including the tendency to view
it one-sidedly as a technical process, thus underestimating the effects of newness in
organization and design which are so important for the economy today. Both play an
increasing role in the competitiveness of the footwear industry. The question remains as
to whether measures of regional policy based upon a “false’ understanding of the current
concept of regional competence can be successfully implemented for rejuvenating and
upgrading a mature district into a service centre.

Improving the Competence Base

Improving or altering the deteriorating competence base of a local production system
may be a difficult task for regional policy. ‘Reinventing’ Pirmasens as a technological
competence centre of global importance for all kind of activities related to footwear,
means drawing in new actors, recreating a technology path, acquiring new sources of
finance, and implementing a new vision. History matters, as historical events open up
challenges and opportunities for actors, visions and policies develop over time, and the
emergence of a new technological local path dependence is the result of intended action
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and unintended consequences. The following section thus takes an evolutionary
perspective on the recreation of competences at the district’s location, Pirmasens.

Underlying recent political efforts is the crisis of the regional economy in the
1990s, which came on top of a long-term downward turn in the declining footwear
industry since the 1970s, the region’s first economic base. The unexpected events of the
fall of the Berlin wall and German unification in 1989 caused a fundamental crisis in the
region’s economy. As a result of these political changes, the region lost its importance
as a major base for American troops in Europe. In the mid-1990s, American military
withdrew from the region and laid off their German civilian employees, quite suddenly
deflating the region’s second economic base.

An extended multi-layered process of political support for ‘conversion’ came
into being and was used successfully by local agents. Federal and state governments
raised large sums in so-called conversion programmes for regions hit by the closure of
military estates, affected by environmental pollution from military uses and the laying-
off of civilian employees and those responsible for the management of vast areas of real
estate affecting (urban) planning and property markets. In certain areas such as the
Pirmasens region, policy agents could add public monies from European funds, mainly
from the regional fund (e.g., 12 per cent of total regional funding or 107 million €
between 1998 and 2003). Creativity on the part of local policy makers with regard to
fund-raising, their ability to initiate new concepts for public and private cooperation in
development (required by the state (Land) government as a prerequisite for financial
support), and networking at all levels and in all directions were essential ingredients of
an ultimately successful policy to unlock new options for the region. It appears that
cooperation between local agents such as the city’s mayor (a member of the Christian
Democratic Party CDU) and local entrepreneurs, and non-local actors such as the
Rhineland-Palatinate state government (Social Democratic Party SPD) and the German
footwear association HDS directed much money into the region for conversion. Some of
this money was used to follow a new concept which emerged during the 1990s, i.e. to
(re-)create Pirmasens as a major centre for footwear technology.

Table 1: The Four Pillars of the ISCC Concept

1. Aninternet-based knowledge management system on footwear and leather knowledge, covering

information on personnel, experts, machinery and materials, certificates and norms, and events in

the sector. Income will be generated not only from information services but also from advertising.

Applied research and development in close collaboration with the PFI and the UAS.

3. Attractive and practically-oriented training courses and further education programmes for the
international footwear industry as the ISCC’s main target, jointly implemented by the ISCC, the
UAS and the vocational school.

4. A model factory as a central instrument to achieve the goals in R&D and in training and education.
It currently forms the core of the technological capacity of the ISCC.

o

Thus, the basic vision had already been developed and some initial investments
already implemented when it came to realizing the idea of a world shoe competence
centre. In June 2008, the International Shoe Competence Centre ISCC opened its doors.
It offers services to the sector in a diverse range of activities and is expected to be an
international beacon of the German footwear industry’s ‘competence’, whatever that
may mean (Table 1). A former military barracks complex was designated to become the
site of technological competence. The PFI institute was relocated from the city centre,
as was the footwear technology faculty from an old industrial site. New concepts could
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be implemented based on new equipment in new buildings, and this lead to expansion.
PFI provided new services to new markets, increased employment and became highly
profitable within short time. The University of Applied Science (UAS) added new
faculties in textile technology, plastic materials, chemistry and logistics and saw the
number of students increase.

The ISCC’s concept obviously does not correspond to current technology policy.
Firstly, it focuses on full technological support in the sense of services of all kinds to a
given sector. Secondly, it presumably achieves incremental innovation only, and thirdly,
it is orientated towards international companies which are not necessarily located in
Pirmasens and whose value adding activities are largely located abroad. Thus, while the
idea of revitalising the district’s technological competence and adding new competence
to an ageing industrial district refers to the context of an extensive technology policy in
Germany, where notions such as competence, competence centre and competence
network form the core of a public debate, it wholly contradicts the underlying text in
regional policy of innovativity in high tech fields by means of which high quality work
places and high added value can be achieved. It is an interesting transfer of a concept
combining a modern public vision of the ‘research and high-tech competence’ of the
German economy with a legitimizing image of the ‘traditional technological
competence’ of a district.

A closer look at the different promoters of the ISCC will deepen our
understanding of how far and in what way the ISCC can contribute to the rejuvenation
of the mature footwear district and Pirmasens’ regional prosperity. The idea was born in
a circle of local managers from large footwear companies with international activities
and was supported politically by the mayor of Pirmasens early on. Both have diverging
interests. Large German footwear producers dominate the association of footwear
producers (HDS), located in Offenbach near Frankfurt. Whether they are in the district
or not, they have mostly relocated their production abroad. Whether in Pirmasens or
elsewhere, they are aware of an urgent demand for the education and training of middle
managers for foreign plants. Compared to other sectors, footwear companies are small
and medium-sized companies which do not train staff on their own. When obliged to
employ foreign managers they realize that the particular culture of a German medium-
sized company (Mittelstand) is barely understood. As a consequence, their main desire
is for modern facilities for training and education. Here, they meet with requirements
from the increasingly competing association of huge trade companies in footwear as the
boundaries between producer and trader become blurred with the trend towards the
‘hollow’ footwear corporation. It is the organization of training and education that
matters and not its location. Thus, different models have been discussed, including the
relocation of the ISCC to Offenbach, near the association’s headquarters. However,
neither the association nor the large companies were prepared to invest large sums in the
project (which finally amounted to six million €). By raising local support from the
mayor, local managers at Pirmasens were finally able to offer an opportunity for its
implementation. The key issue was to find funding.

The mayor as the representative of local interests had different motives for
supporting the idea, but no budget. He is the mayor of a shrinking city, in terms of both
economy and population, located in a shrinking region. Pirmasens benefited from the
cold war when the region became the strongest military base for American troops in
Europe. The creeping decline of industry since the 1970s and the final withdrawal of the
American troops in the 1990s following German unification had a marked negative
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effect on the local and regional economy. The level of employment is constantly falling,
while the population is ageing and continuously shrinking. Thus the city aims to
preserve and continuously develop the surviving elements of its formerly important
economic base, utilising the still prevalent image of Pirmasens as ‘the” footwear city in
Germany. Subsidies from the Federal Government for the conversion of military sites
and the local labour market enabled the city to offer the site and one million -) for the
construction of the required buildings. This was obviously necessary as the project was
in danger of failing because neither local nor non-local footwear companies were
prepared to invest. In this way the city also succeeded in persuading the reluctant state
government to co-invest.

In order to keep running costs low, the PFI was involved as the main organiser
of the ISCC. The lab is extremely successful in providing technological consultancy and
services for a range of industries in Germany and abroad. In this market, scale
economies are a main driving factor of competitiveness. The dominant aim of the
management is therefore to grow into new markets such as practical training, but with a
reduced financial risk. This target was achieved through control of the ISCC as PFI
holds 90 per cent of its shares, the footwear industry association HDS and the city of
Pirmasens 5 per cent each.

These promoters who form the core of the ISCC’s supporting network are
augmented by further partners at the network’s fringe. These are, firstly, the vocational
school which was relocated to the site of the ISCC in 2009 and will become an integral
part of ISCC after its planned privatisation. Secondly, the nearby UAS which has
revised its curriculum and now draws on the assistance of the ISCC by holding practical
courses in the nearby ISCC machinery hall. And, finally, the local branch of the trade
union.

To sum up, the ISCC has become a project of the municipality and the large
footwear assemblers. Most local small and medium-sized footwear companies and all
the local footwear suppliers have not been included in the network. The former recently
lost their political power when the local footwear industry association was integrated
into the national association HDS. Some of the latter are very successful with new
technologies, forming the spearhead of innovation in the traditional technological
competence of the district.

Conclusions: Can Political Action Revitalise the District?

There is increasing concern about the challenges of renewing old districts and industries
for public policy (Tddtling and Trippl 2004, Hassink 2007). To what extent is it
possible to transform an ageing district into a learning cluster as Hassink (2005)
recently suggested? And what does this imply for the welfare of the region?

This paper has shown that it takes time to form networks in a district, which is
caught in a fragmentation trap (Todtling and Trippl 2004). Neither functional
necessities nor trustful behaviour exist among the surviving companies to encourage
them to cooperate. There is obviously a need for a rousing event to impel policymakers
and some alert entrepreneurs to push a vision ahead to develop and realize a concept for
revitalisation. In the case of Pirmasens, this event was the final withdrawal of the
American troops from the region in the 1990s, causing a tremendous crisis on the local
labour market but creating new opportunities as the state and Federal governments
responded by funding investments for ‘conversion’. Ultimately, it was the ability of
regional actors, from both the private and public sectors, to create visions of Pirmasens
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becoming a technology centre in footwear and the capacity to acquire financial support
by making use of the multi-level political system in the European Union. Creating the
technology centre was in itself a cumulative and path-creating process: firstly, by
relocating and modernizing the labs of PFI, then by relocating and extending the UAS,
furthermore by bringing the ISCC into being, and finally by amalgamating the
vocational footwear school. This could only be realized by involving the association of
German footwear industry and raising large funds from non-local authorities (state,
Federal government, EU) (Figure 3).
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Figure 3: Stakeholders Contributing to the Creation of the Competence Centre

Many participating actors still argue that the local knowledge ‘around the shoe’ that still
exists despite of the shrinking of the industry, and the stock of local organizations in the
footwear industry, stand for the future success of the competence centre. This can be
seen as an argument legitimizing the location and the investment. In fact, larger and
non-local footwear producers will achieve a collective competence in qualified
education and training of their middle management. Large traders, among them
Europe’s largest shoe trading company Deichmann, make use of the ISCC to enhance
their workforce’s technological knowledge in order to improve sales practices for higher
quality shoes. ISCC has recently opened up a branch in Ethiopia for the improvement of
local leather production and local footwear production; once again an investment in
favour of international companies from Germany, as Ethiopia is the world leader in goat
and sheep leather production.

Thus, we can conclude that the ISCC has successfully begun to become the focal
place for upgrading the footwear business in Germany. The competence centre is,
however, more closely bound to fostering skills than (technological) innovation. Some
local spillovers may occur such as the recent foundation of a number of new footwear
companies. But unlike the evidence in Italian footwear districts (according to Zuchella
2006), companies ‘around the shoe” will never return to form the principal economic
base of the Pirmasens region. While this ‘competence’ centre is good for the sector,
improving its overall competitiveness, it is a rather expensive tool in regional policy.
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The growing self-confidence of many actors in the region will be outweighed by a fairy

small improvement on the local labour market.
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Abstract

Since the 1980s, artists have been studied as agents of urban gentrification. Well established theories and
case studies have provided numerous evidences of the role of artists as initiators of the gentrification
process in working-class neighborhoods. From a productive-side perspective, placing an emphasis on the
rent-gap and land development, as well as consumption-side perspective, analyzing the features of
individuals, art production and artists have been identified as a source of initial gentrification.
Complementary theorizations have studied the second wave of displacement produced by the massive
arrival of private capital, which often has affected the artists themselves. The present paper adds to the
body of literature than identifies the public sector as another key agent of gentrification. The paper
analyzes the role of Barcelona’s public sector in the process of implementing this redevelopment
program, and its interaction with artists in the neighborhood. In specific terms, it discusses the case of the
Hangar Collective, located in Can Ricart, an old factory building which had been the home of small firms
and artist groups. This center was at the heart of the urban struggle to maintain the status of firms and
artists in the neighborhood, and to preserve the architectonic structure of the old factory complex. By
2010, once displaced small firms and groups of low-budget artists, only the artist’s association with
Hangar, supported by public funds, remained in Can Ricart.

Keywords: public policy, gentrification, artist, new economy, Barcelona

Introduction

In the year 2000, with the aim of positioning Barcelona as a key centre in the
Mediterranean region while simultaneously expanding its urban and socio-economic
base, the Barcelona City Council began an ambitious process of radical urban
transformation in the central working class neighbourhood of Poblenou (New Town in
Catalan). The project aims to transform 200 hectares into a new technological platform,
to boost both the city and Catalonia in the international arena. The ultimate goal is for
the area to specialize in the knowledge-rich activities that are forecast to be the engines
of the new urban economy created by the technological revolution. This paper analyzes
the role of Barcelona’s public sector in the process of implementing this redevelopment
programme, and its interaction with artists in the neighbourhood. In specific terms, we
discuss the case of the Hangar Collective, located in Can Ricart, an old factory building
which is the home of small firms and artist groups. This centre was at the heart of the
urban struggle to maintain the status of firms and artists in the neighbourhood and to
preserve the structure of the old factory complex, Can Ricart, where they were located.
In late 2009, only the artist’s association, Hangar, remained in Can Ricart.
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From the production perspective, with an emphasis on the rent-gap and land
development, the literature has identified art production and artists as a source of
gentrification of a decaying area within the city (Smith 1986, 1987, 1996). From the
perspective of consumption, the characteristics of artists’ lifestyles and ‘bohemia’, have
been discussed as a potential factor in attracting investment, as the characteristics of
bohemia contributes to the gentrification of decayed urban centres (Lloyd 2006, Zukin
1982, Tironi 2009, Marti-Costa and Bonet-Marti 2008).

Before the urban redevelopment plan, Poblenou had a precarious infrastructure
which made the area unattractive to both new residents and economic activities. By the
end of the 1990s, the design of a new redevelopment plan in Poblenou created large
amounts of very well-connected space; in close proximity to a planned new high-speed
railway station, the city centre and Barcelona International Airport.

Some artists had arrived in Poblenou since the 1980s; this was because it was
the poorer area neighbouring ElI Raval and EI Born, two of the neighbourhoods in
central Barcelona, which began a process of gentrification at the end of the twentieth
century. Poblenou offered spaces suitable for artists in old industry buildings. The
beginning of an artistic process of location thereby started and was eventually aborted
by the new urban renewal plan implemented under public sector leadership. The result
was that a critical mass of artists located in the area was not created because the existing
artists” workshops in the area were dispersed and few in number. Nevertheless, an
informal meeting of artists and residents led to a response to the urban plan proposed by
the City Council. The new urban plan included new zoning regulations and a top-down
economic redevelopment strategy, which generated high expectations among
landowners and real estate developers. This public intervention also implied a gradual
increase in the cost of land, which increased housing rents and forced out some of the
artists previously located in the neighbourhood.

This paper is organized as follows. The following section discusses the key
issues in the literature about artists and urban gentrification. The subsequent section
considers the leading role of the public sector in the redevelopment of Poblenou and
presents the main features of the 22@Barcelona Project. Finally, the fourth section
introduces the specific case of the Hangar Collective group of artists, which managed to
survive in the new 22@Barcelona neighbourhood with institutional support; concluding
remarks follow at the end of the paper.

Current State of the Art Vis-a-Vis Artists and Gentrification
As a precondition in the gentrification process there must be a downtown area suffering
from urban deterioration, which attracts low-income groups to live in the area; in a
second period, higher income groups become interested in moving to these deteriorated
areas because of their good and central location. A rent-gap-regeneration process then
emerges, in which new investment starts to flow towards the deteriorated urban fabric;
this creates a rent-gap between the ground rent of depressed land and the potential rent
that could be capitalized from the highest and best use, given its central location (Smith
1986, 1987, 1996). Robert Beauregard (1986) has addressed the complexity of
gentrification factors and referred to the characteristics of potential gentrifiers, the
existence of gentrifiable housing with its potential higher economic value and the role
of public policies in the gentrification process.

Devalued, deteriorated and inexpensive buildings are typical features of town
centre environments. When these characteristics are combined with some potential
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architectonic value, it is possible for the value of the housing stock to be enhanced and
attract the attention of possible investors. The gentrified group could thus be defined as
the people living in inexpensive but architecturally desirable housing, who are
economically and politically powerless. Meanwhile, the gentrifiers are the group
wishing to invest in and move to the poorer area. The gentrification process itself is
sometimes facilitated by public laws that vary by country and governing coalition.

At the same time, the individuals involved in the process are sometimes artists,
who often become the initial agents of gentrification. Sharon Zukin (1982), in her
seminal work on Lower East Manhattan, explored how in the 1970s artists relocated to
the area due to the availability of numerous buildings that provided big spaces. This
created a low-rent bohemian, low-income group of artists. The Lower East Side
eventually became fashionable, and appealed to some segments of the middle class
population. This brought about an increase in rents and property prices that eventually
displaced the original low-income artists. Richard Lloyd (2006) reached similar
conclusions in his study of an area northwest of the Chicago Loop. The area initially
attracted artists thanks to the existence of cheap rents, abundant study space and its
proximity to public transport. Nevertheless, the presence of these artists transformed the
identity of the neighbourhood, which became fashionable due to a ‘bohemia mythology’
image and which acted as a real estate marketing strategy that attracted new residents
that ultimately led to a gentrification of the neighbourhood. From a consumption
perspective, David Ley (1987, 1994) introduced the importance of cultural values.
These are mainly issues related to the ideology of the gentrifiers, their consumer and
demand practices as well as the role of race, gender, education, occupational change and
household composition. In the case of Shoreditch in Greater London, artists, initially
squatting, began using empty factories at the end of the twentieth century. With time,
the neighbourhood began to be attractive and eventually a thriving service sector with
very high demand for residential and office accommodation took root (Hayward 2006).

In Europe, the phenomenon of city centre gentrification has also arisen in
numerous former industrial cities and is mostly times linked with the active role played
by the public sector, which has often promoted specific cultural and urban
redevelopment policies in its efforts to transform old industrial areas inside the city
(Bianchini and Parkinson 1993). These authors present a detailed study of cultural
policy-making, which shows the interrelation of cultural development and urban
regeneration in former industrial centres such as Glasgow, Hamburg and Bilbao, and
academic and regional centres such as Bologna and Montpellier. The rationale of policy
makers for using culture as a redevelopment strategy is based on the possibility of
fostering local economic development while supporting the city's marketing strategies.
This policy has been reinforced by activities in the new economy as a source of
economic local development. As Krueger and Gibbs (2007) point out, new economy
spaces are a new sphere of convergence between economic activity and culture.
Because highly paid workers in the new economy appear to be especially interested in
quality of life issues, the features of the urban space, of which culture is a key factor,
become relevant.

Changes due to the labour market and local policies have highlighted the
importance of professionalization (Atkinson 2000). In order to measure the loss of
groups associated with displacement, Atkinson suggests the proxy indicator of
professionalization as a potential causal mechanism in gentrification. In his work, he
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describes how certain areas of London have undergone a social evacuation effect as a
result of the process of professionalization.

The Barcelona Context: The Public Sector’s Urban Renewal Projects

Since the mid 1980s, in the context of the massive urban transformation linked to the
1992 Olympic Games, and under the leadership of the public sector, numerous
neighbourhoods in Barcelona have undergone a process of dramatic transformation.
Following the decision for Barcelona to bid to host the 1992 Olympics, the Mayor
Pasqual Maragall proposed the creation of a new maritime district on its waterfront
(Maragall 1988) in 1984. A newly redeveloped area was urbanized; with 50 hectares of
parks, a small leisure harbour, a pedestrian seafront running along the beaches and a
port, two 42 storey skyscrapers - a hotel and an office complex - and 1,854 homes and
220 commercial premises (Martorell et al. 1992). A portion of this redeveloped area was
in the Poblenou area.

Poblenou used to be called the Catalan Manchester, when between the mid-
nineteenth century and the early twentieth century, the new industrialization of
Barcelona led to the relocation of its factories from the city centre to what were at the
time the outskirts of the city. By the late 1980s, Poblenou was centrally located, with
outdated and inadequate infrastructure, many decaying factories and an obsolete urban
stock. Two railway lines ran along the coastline at ground level, separating the seafront
from the city. Poblenou had lost population since the mid-1970s (Marrero-Guillamon
2000); but during the 1990s, unlike the rest of Barcelona, the population of Poblenou
increased from 46,832 to 49,141 (from 1991 to 1998). This shift in the demographic
pattern of Poblenou was due to the 1992 public project to develop the coastline, which
as well as improving the coastline, creating a new maritime district and its waterfront,
led to the construction of the Olympic Village to accommodate athletes during the
Olympic Games. These buildings were subsequently sold to new residents of Barcelona.

After the Olympics, part of Poblenou’s sea front was further redeveloped to host
the Universal Forum of Cultures in 2004. This renewal program included two inter-
linked urban plans on the waterfront: the Universal Forum of Cultures and Diagonal
Mar. The Universal Forum idea built upon Barcelona’s success in revitalizing decaying
neighbourhoods by hosting mega-events in the past, starting with the World Fairs of
1888 and 1929 (Casellas 2009), and later, the 1992 Olympic Games. The project to host
the Universal Forum was the continuation of the redevelopment on the sea front, with
the construction of new facilities and hotels in an area of 50 hectares.

At the same time as the Universal Forum project, in 2000, the City Council
began the ‘22@Barcelona project’, the most dramatic urban renewal of Barcelona in
Poblenou (Figure 1). This time, the objective was to foster economic growth in the city
linked to the attraction of high-tech and knowledge related activities. The plan approved
involved a drastic urban and social transformation of the neighbourhood. The plan had a
total potential roof space of 4 million square meters, of which 80 per cent was for
productive activities and 20 per cent for other uses, including housing and facilities.
Policymakers placed special emphasis on the possible new jobs generated by the
project, which were estimated at 130,000 skilled jobs in 2000. There was also a clear
stress on the real estate potential of the project, which was estimated at 12,020 million €
(22@Barcelona, 2008).
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Figure 1: Location of Poblenou in the Sant Marti District (Barcelona).
Source: adapted from www.bcn.es (2008).

The name of the plan, ‘22@Barcelona’ came from the rezoning of the industrial land
labelled 22a in Barcelona’s Metropolitan Master Plan of 1976 — the Pla General
Metropolita (PGM) - and symbolizes the new economic cluster activities envisioned in
the plan. It introduced the coexistence of diverse land uses in Poblenou: high-tech
industries, housing, offices, commerce, hotels, amenities and green space to a
previously zoned industrial land. The plan enumerated which activities were considered
to be knowledge-related. It identified a broad range of activities, including those strictly
related to information and communication technologies (ICT) but also included others:
“those activities that use information as raw material and whose end product is
knowledge” (Barcelona City Council 2000). They were presented in three subgroups:
ICT, services and knowledge centres. Economic activities not included on the list were
forbidden from the area due to the new zoning regulations. Considering the historically
industrial character of the neighbourhood, the issue of industrial gentrification has been
identified (Dot 2009). After only 9 years of implementation, by 2009, with more than 60
per cent of the targeted land transformed, the urban outcomes of the project were quite
remarkable. Nevertheless, with regard to the economic transformation, methodological
difficulties due to fuzziness in the classification of economic activities, a lack of
accuracy in gathering data, and the statistical methodology used do not allow a clear
assessment to be made (Casellas and Pallares-Barbera, 2009).

Methodology

The study area was Poblenou-22@Barcelona. In specific terms, we concentrated on the
possible effects on the location of artistic activity in the early twenty-first century due to
spatial and economic restructuring. The Hangar Collective artistic activity centre is
considered a relevant point for analysis due to its location in the former textile space of
Can Ricart and because of its pivotal role agglutinating all the social and
neighbourhood-based demonstrations against the institutional development of the area.
Methodologically, data has been drawn from information from various secondary
sources as well as primary ones, such as in-depth interviews. We collected data from the
22@Barcelona website (www.22@bcn.com), as well as reports by the Association of
Visual Artists of Catalonia (www.aavc.net). Analysis of local newspapers completed

Urbani izziv, volume 23, supplement 1, 2012 (special issue)



S109

this initial documentation of the general transformation process in the neighbourhood.
The data on the real estate market in Barcelona was taken from the Statistics
Department of Barcelona (www.bcn.es/estadistica). This source enabled us to study the
evolution of housing and commercial prices in the area between 1992 and 2007.

We also interviewed the managerial team of the artistic production centre of
Hangar in two periods, in 2005 and in 2007. The aim of the interviews was to assess
how the new urban and economic redevelopment affected the artists of Hangar.

Artists on the Move: The Poblenou Experience

Barcelona’s nomination as an Olympic city implied significant improvements in
infrastructures, communications, and an array of projects on a neighbourhood scale.
Land prices in Barcelona increased dramatically between 1992 and 2007, especially in
the city centre (the Ciutat Vella district). Numerous artists moved from their traditional
locations in the centre of the city, such as the Born and Raval neighbourhoods, to
alternative areas that were not as dramatically affected by the rising prices of the real
estate market, such as Poblenou. Its urban fabric, with large spaces, lower rents than
other neighbourhoods in the city, and its central location, attracted various artists’
workshops (EI Periodico 2006).

There is no comparable data for the period prior to 1992. Nevertheless, by 1992,
spaces in the Sant Marti district (where Poblenou is located) were an average of 21.4 per
cent cheaper for sale, and 17 per cent cheaper for rent, than in the rest of the city. After
the 1992 Olympics, Barcelona entered a period of economic crisis. This crisis affected
housing and commercial real estate values negatively; they did not rise, and in some
cases prices fell in the following years. The turning point in real estate values came in
the year 2000, when real estate prices of commercial premises in Sant Marti district rose
above the average prices of the city as a whole for the first time. The average price of
commercial premises in Barcelona increased by 115 per cent between 2000 and 2007. In
the same period, rental prices increased, on average, by 57 per cent in Barcelona, but by
95 per cent in Ciutat Vella and 54 per cent in Sant Marti. Over a longer period of time,
the prices of commercial spaces in the Sant Marti district between 1992 and 2007
increased from 874 -/m? to 1,615 -/m?.

A study carried out by the Catalonia Association of Visual Artists (AAVC)
shows that twenty-three workshops accounting for 142 artists and 12,770 square meters
had closed down in Poblenou by 2006. In particular, the study highlights the closing of
two spaces of historical significance located in the 1990s: EI Submari and Can Font,
which had hosted 30 and 10 artists, respectively.

By the end of 2006, the disappearance of the workshops in Poblenou attracted
media attention, with the closing of La Escocesa, a creative space located in a former
textile factory. On November 20th, 2006, around 50 artists, including a theatre group, a
music ensemble, a circus and a group of art creators located in a space of about 5,000
square meters were evicted by the police, which was carrying out a court ruling. These
artists had established themselves in the building in 1999, when the rent was low, and
the building was considered obsolete. However, by 2006, the old factory had been
bought by a real estate developer with a plan to redevelop a group of lofts, offices and
cultural spaces.

La Escocesa moved to another historical factory, Can Ricart, in protest against
this eviction. Eventually, the fight for Can Ricart would epitomize the complex urban
and social implications of the redevelopment process in Poblenou led by the City
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Council. A coalition of displaced artists, small family businesses, trade union leaders,
neighbourhood associations and some university communities organized a protest group
to generate media attention in relation to what they believed were the negative artistic,
social, economic and architectonic implications of the 22@Barcelona project (Figure 2).
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Figure 2: Evolution of artists’ Workshops. Poblenou’s urban grid follows Cerda’s
blocks (Pallares-Barbera et al. 2011).
Source: Adapted from EI Periddico, 14/03/2007.

The Hangar Centre in Can Ricart Factory

Can Ricart is an example of contested urban redevelopment space in Barcelona due to
the confrontation that its regeneration has created between various political, academic
and social actors (Casellas 2007, Clarés 2007, Marti-Costa and Bonet-Marti 2008). Can
Ricart has been identified by university professors and community groups as a complex
with architectural value; it was formerly a textile factory, built in the 19th century under
the direction of the architects Josep Oriol Bernadet and Josep Fontseré Mestres (Tatjer
et al. 2005). The initial plans of the developer involved the demolition of the entire
complex. After a long period of opposition from community groups, by 2009 the final
plans approved by the City Council protected a small section including a clock tower
and the building where the Hangar artists are located.

The Can Ricart factory had become obsolete in the 1970s, and the owner had
eventually rented spaces to various groups of small companies and artists. As a result,
the factory was converted and used as warehouse, workshops and artist spaces, all
which rented at a low cost. In 2000, with the implementation of the 22@Barcelona plan,
the Marquis of Santa Isabel, the owner of Can Ricart, realized the potential real estate
value of his property and presented a redevelopment plan that included a hotel and
office spaces. The plan involved the demolition of the entire building complex and the
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displacement of 34 small companies and several artistic groups. As a consequence of
the new redevelopment plan, and despite community group’s opposition, a total of 250
jobs had been displaced or lost by 2007. Among those displaced was the group of artists
Nau 21. Of a total of 24 companies for which we have collected information, 15
companies relocated outside Poblenou and 6 companies disappeared. Only 3 firms have
relocated in the neighbourhood. The only one left in Can Ricart was Hangar (Dot 2009).

The Hangar Centre is an artistic production association created in 1997 by the
Catalan Association of Visual Artists, and is located in Can Ricart. Its premises cover
1,800 square meters and its main function is to “provide support for new generations of
artists, whatever the nature of their work and the tools they use to produce it”
(http://www.artfactories.net). The centre provides three different spaces. First, there are
15 rental studios at very affordable rates (110 to 250 €/month) for a maximum of two
years in residence, for young artists (between 25 to 35 years old). The artists are
selected by a committee and various artistic specialties and nationalities may apply.
Second, the Hangar Centre provides access to space with equipment, programs and
qualified technicians specializing in creation using digital technologies. Third, it offers a
forum space for international exchange between artists.

The Hangar Centre was able to survive because it receives financial support
from public institutions including the Government of Catalonia (La Generalitat), the
City Council, through Barcelona’s Culture Institute (lcub), the Spanish government,
through the Ministry of Culture, and the Barcelona Provincial Council (Diputacié de
Barcelona). It also receives some contributions from private corporations such as local
banks. Its annual budget is around 450,000 €, and more than 50 per cent is subsidized
by the Catalan government (Hangar 2008).

Initially, Hangar chose the Can Ricart factory because the owner offered the
facility to the artists’ association in an attempt to replicate the Lower East Manhattan
experience. Ten years later, despite the attempts at displacement, and because of
pressure from artists, the local community, university groups and public institutions, the
City Council finally agreed that the artists should stay and backed the protection of parts
of the old factory and forced the owner to reformulate his real estate strategy. However,
the final solution did not please the local community and artists’ groups, which see Can
Ricart as a symbol of the citizens’ defeat by a boosteristic City Council which is
isolated from grassroots movements.

Concluding Remarks

The concept of creativity and artists is quite vague and many different artistic groups
and individual activities could be included or excluded from that classification. Jordi
Marti, the head of the City Council’s Cultural Department, said in 2007 that “the
capacity of Hangar to generate initiatives and proposals beyond artistic production, the
idea of a laboratory, its public vocation and involvement with its environment, all make
it a point of reference” (El Pais 28-06-2007). However, looking at the experience of
artists in Poblenou and the ambiguities of the City Council with Can Ricart, the Hangar
experience, so far, seems to be more of an exception than a general rule.

The 22@Barcelona project has led to contradictory urban, economic and social
consequences for individuals and firms traditionally located in Poblenou. Among these
are the small groups of artists, which have been negatively affected by the renewal plans
directed by the public sector. Furthermore, the relationship between the City Council
and groups of artists in Barcelona has been quite contradictory. While the
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implementation of the 22@Barcelona project displaced many artists from the area, in
2006 the City Council’s Cultural Strategic Plan presented ten new projects for restoring
old factories or optimizing new spaces as venues for artists’” activities. Eight locations
had been identified by 2008. Of these, four were located in the Sant Marti district. In La
Escocesa factory, an old complex in Poblenou, the City Council has plans to restore two
buildings as creative spaces. This covers more than 1,000 square meters. The budget of
the City Council for the ten projects amounts to 23.5 million € (El Periddico
27/10/2007). Additionally, a new planned expansion approved for Can Ricart will add
810 square meters of new spaces for artistic creativity next to the existing Hangar
centre. With the expansion of the old complex, Can Ricart would preserve few of the
central architectonic structures of the old factory, which have been defended by
community based groups and local intellectuals.

Although the City Council has portrayed the decision on Can Ricart as an
example of its interest in maintaining emblematic buildings and supporting artists,
community groups have criticized the decision as insufficient. The spatial, social and
economic structure of Poblenou is undergoing a radical process of change. As a result,
even though new groups of artists may benefit from upgraded space in the near future,
the small, alternative and low-budget groups that found cheap locations in Poblenou in
the 1980s and 1990s have been unable to remain in the neighbourhood and have been
significantly displaced. It can therefore be concluded that the difficulties for low budget
artists installed in Poblenou in remaining in the neighbourhood increased dramatically
as the implementation of the 22@Barcelona project began. This difficulty was the result
of a potential rent-gap generated by the new redevelopment plans. Nevertheless, in the
displacement of artists, a key role was also played by the restrictive new zoning
regulations generated by the public sector and the aspects of the public project linked to
the fostering of new high value economic activities.
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Abstract

Seventy three per cent of UK enterprises have no employees and seventeen per cent of these are managed
solely by women (GEM UK Data 2005). UK female entrepreneurship is thus a significant economic
phenomenon and it is increasing, especially in rural areas. Suggestions are that women’s businesses are
different to men’s (Ahl 2006, Hanson 2003, Hanson and Blake 2004) in terms of their nature, location,
type and the way that business is done. Limited empirical investigation has been undertaken, especially
within geography (Hanson 2003). In addition, it has been argued that women’s participation in self-
employment generally, is under-theorised (Blake, 2006; Ahl, 2006; Lewis 2006). Buzar et al (2005)
identify the need to consider within this, the social construction of gender, time, space, economy and
culture. This paper aims to advance knowledge and understanding of both the characteristics of female
businesses and the coordinates and circumstances of female entrepreneurship. This paper will investigate
the nature, dynamics, networks and locations of the new businesses (started up within the past five years)
of thirty women entrepreneurs all of whom are mothers and most of whom work at home. Two different
types of new work/economic space will be examined. The first, the work locations of this economic
activity, are a key defining feature of these businesses — they are typically the kitchens, bedroom and
garages of the entrepreneurs’ family homes within the spaces of family life. An understanding of such
enterprises is assisted by adopting a household-level, work-life reconciliation perspective (Jarvis 2005,
Moen and Sweet 2004). The second new economic space reported in this paper will be the typical spaces
of networking and marketing which often take place in electronic space, particularly the social
networking sites (and especially female social and business networking, and mothers’ networking internet
sites that have become so popular in the past five years or so. Thus this paper will focus on new spaces of
work and new ways of doing business.

Keywords: women entrepreneurship, business location, spaces of networking

Introduction
This empirically based discussion reconceptualises the boundaries conventionally
placed around two foci in economic geography, the spaces of production, and the
identity of key players. Concentrating on middle-class mothers who have small
businesses, the paper is able to advance understanding about both the gendering of
entrepreneurship and, the home/domestic neighbourhood as a location of business
formation. Specifically, the paper moves forward debates about entrepreneurship as one
option available to professional women who experience, suffer or choose fractured
careers as a result of motherhood priorities. The arguments here call for an agenda that
takes seriously new, entrepreneurial economic actors who are embedded in domestic
spaces, a type of business owner who belongs to a growing and significant phenomenon
in countries throughout the world (Harding 2006, McClelland et al 2005).

In contrast to research designs that implicitly assume female entrepreneurs to be
an internally undifferentiated group, this research has taken the innovative approach of
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restricting focus to a highly specific group of professional-class, mostly degree-
educated mothers. This acknowledges the growing appreciation amongst scholars that
childbirth is the point at which the lives and careers of professional women and men
diverge (Bradley, 2007). Through this focus, the research is able to advance
understandings of the ways in which the boundaries of business formation are spatially
extended into the home, extending current debates about the expansion of work and
workforce into domestic spaces.

There is room in this account to consider two themes from a number that have
arisen in a mainly qualitative research study of mother-business owners. The first is the
role of the domestic neighbourhood in providing the resources necessary for business
formation within family-embedded daily time-space routines. The second, arising from
the first, is the role and nature of business networking within such family-embedded
contexts . The stimulus for this study arose from a personal conversation in a school
playground. A fellow mother revealed that she had just started a new internet-based
travel agency business that had been inspired by her experience of holidaying with her
toddler. She reported that it was doing unexpectedly well, in fact, almost frighteningly
well. She called herself a “Mumpreneur”. She needed extra labour for this growing
business, did I know anybody with appropriate skills and time to spare, perhaps one or
two of my students? | started to think; new business, innovative thinking, growing,
being negotiated and recruiting at the school gate. Was this a common but under-studied
type of entrepreneurship in an under-studied location?

This thought was timely. In a recent special issue of Entrepreneurship and
Regional Development, the Editors, Steyaert and Katz (2004) gave consideration to how
we should conceive entrepreneurship as a societal rather than an economic phenomenon
(the latter having accounted for the bulk of interdisciplinary entrepreneurship studies
and theory building to date — Steyaert and Katz (2004)). The conclusions they reached
were that entrepreneurship researchers need to expand their definitions about what
‘entrepreneurship’ is, and look to new spaces and places for entrepreneurship activity.
Such argument seeks to remind scholars that entrepreneurship happens in the sphere of
life, not just within the limited sphere of the economic (Hanson 2009; Oberhauser 2002;
Aspaas 2004; Jennings and McDougald 2007; Jack et al 2002; Aldrich and Cliff, 2003).
Highly embedded in routines of daily life, ‘mother-entrepreneurs’ enable us to explore
the basis for such claims. This investigation sets out an agenda for future research on
gender and entrepreneurship, new economic activity in domestic spaces and by
extension, professional women’s work biographies.

Further background

There has been significant interest, policy and academic, in women’s entrepreneurship.
In the United Kingdom, very small businesses account for a vast proportion of
enterprise (seventy three per cent of all UK enterprises have no employees and
seventeen per cent of these, are managed solely by women (Harding 2006)). UK female
entrepreneurship is a significant economic and social phenomenon and it is increasing
(this is true for other countries too (McClelland et al 2005)), especially in rural areas
(Harding 2006). Accordingly, U.K. policy makers are aware that female
entrepreneurship offers some solution to the problems of the loss to the economy of
highly skilled female labour as a result of family formation (The UK Women’s
Enterprise Task Force was set up in 2005 as a response to this). Research also indicates
that women’s businesses are often different to men’s in terms of their nature, location,
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type and the way that business is done (Harding 2007; Ahl 2006; Hanson 2003; Hanson
and Blake 2005), but it has been argued that women’s participation in entrepreneurship,
and indeed self-employment generally, is under-theorised (Blake 2006; Ahl 2006;
Lewis 2006) and undifferentiated (Ekinsmyth under review).

Part of the reason for this under-theorisation, it is argued, is that the research that
does exist on female entrepreneurship tends to be based upon extensive research using
large-scale databases rather than detailed, intensive research designs (Aldrich and CIliff
2003). Referring back to Steyaert and Katz’s (2004) propositions, it is difficult to
uncover the societal dimensions of entrepreneurship through large-scale economic-
indicator based surveys. In order to discover new things about entrepreneurship, we
need to be asking different questions of different people in different places. Aware of
this, Aldrich and CIiff (2003) advocate the adoption of a ‘family embeddedness
approach’ to female entrepreneurship; Moen and Sweet (2004), advocate a ‘life course
approach’; and several authors call for a gendered and/or feminist approach to the
subject (for example; Berg 1997; Bird and Brush 2002; de Bruin et al 2007; Hanson
2003; Ahl 2006; Mirchandani 1999; Bruni et al 2004; Buzar et al 2005). Having
adopted a gendered approach, Hanson (2009) argues that we need to acknowledge the
importance within entrepreneurship, of networks of social relations in place. What each
of these approaches have in common is an acknowledgement that entrepreneurship as a
process does not happen (solely within an economic realm) in isolation to the rest of
life. Entrepreneurial decisions are taken within context; societal, geographical, familial.
Steyaert and Katz talk about “(R)ethinking the boundaries of entrepreneurial spaces”
(p184). As part of this, we also need to re-think the boundaries of entrepreneurial
processes so that the all-so-important half-conversations in places like school gates also
become the focus of entrepreneurial studies. As de Bruin et al (2007) argue: “What
researchers frequently neglect in entrepreneurship research is the embeddedness and
context specificity of entrepreneurship. .... We believe this [also] results from dominant
research approaches, which focus on “clean” databases and up-to-date statistical
techniques instead of the messy “real-life” variety of entrepreneurship...”  (de Bruin
et al 2007, 331).

Inspired both by the women’s stories and arguments in the literature, the
research project that this paper reports, aimed to explore the circumstances of a sub-
group of female entrepreneurs who operate at the interface between paid work and
motherhood, and who are creating for themselves, | contend, a sub-culture of
entrepreneurship. Problematically labelled in the press as ‘Mumpreneurs’ (and more
appropriately labelled ‘family-embedded entrepreneurs’ (Ekinsmyth forthcoming,
2011)), I argue here that such women are engaged in a new type of business practice,
one that departs in varying ways from masculinist norms of entrepreneurship.
Embracing, rather than damage-limiting the role of ‘mother’, such business practices
attempt to recast the boundaries between productive and reproductive work.

Methods

The research project involved the detailed study of a group of entrepreneurial mothers
as a way to uncover some of the “non-obvious”, personal, “messy” and perhaps more
“silent” processes involved in entrepreneurship, a research focus that the literature has
increasingly argued is necessary (Steyaert and Katz 2004; de Bruin et al 2007). In order
to present detail of the research cases in limited space, this paper focuses upon two
indicative businesses, but the themes that emerge from these cases were common for the
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other businesses included in this project and, as previous research has suggested, other
similar businesses in the U.K. and abroad (see for example Blake 2008; Hanson 2009;
Oberhauser 2002). They are important themes that require attention because there is a
great deal of this kind of entrepreneurial activity occurring (Harding 2006).
Additionally, as Hanson (2009, 262) argues, such activities are “changing the structures
of opportunity in places”. Large-scale surveys of small firms do not necessarily capture
these entrepreneurial activities and certainly do not capture their detail.

A mixed-method approach was taken. First, and most significantly, twenty-eight
mother-entrepreneurs were interviewed, chosen as cases through a combination of
snowballing and cold calling. This method enabled the inclusion of micro entrepreneurs
in a breadth of sectors, some of which would not have been recruited by more formal
case-selection procedures. In-depth interviews were conducted with each
businesswoman, either face-to-face, or, for the more geographically distant, by
telephone. Interviews lasted between forty minutes and two-hours and lines of
discussion focused around the business (decisions to start-up, size, networks and
networking, location and accommodation, employees and recruitment, outsourcing,
marketing, future strategy, aspirations), family (including work-life balance, attitudes to
motherhood, problems), home (size, demands made by), educational and working
history. Two interesting cases were followed up 12 months after the first interview. A
grounded theory approach using thematic analysis of the interview transcripts was
enacted.

Table 1: Business types of interviewees and questionnaire respondents
(N.B. Some respondents had more than one business.)
Business Type All respondents
Personal services, PA training and PR 11
Baby and children’s products 13
Website design/ IT consultancy
Writing, Blogging, Art and design
Travel and tourism
Network marketing consultancies
Events management
Online or other networking forums
Inspirational speaking/ consultancy
Therapy services
Children’s activities
Selling non-children products

w
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Second, to broaden the range of individuals in the research, data was gathered by way of
a questionnaire, from thirty-nine delegates (out of sixty) at ‘The Mumpreneur
Conference 2009°, held in Birmingham, UK. All interview and questionnaire
respondents were aged between 27 and 50 and were educated to at least degree level.
All had spent time in professional jobs before parenthood and all but three, were living
with a partner and child(ren). All interviewees worked at or from home. Business types
were various, many were orientated towards the children’s and parenting markets, but
many were not (Table 1). Cases were spread across England (with a concentration of
interviewees in the south-east) and one respondent lived in France. Results are specific
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to the U.K. but evidence from studies of women’s entrepreneurship suggests
applicability across other national contexts.

Domestic neighbourhoods and families as business context.

There is space in this paper to consider only two aspects of these businesses, the
domestic neighbourhood as an ‘unconventional space’ for entrepreneurship, and the
‘business’ networking that occurs as a by-product of family activity as an
‘unconventional business practice’ . In order to deal here with the detail that reveals the
fullest picture, key themes are exemplified through the cases of Alice and Sharon .
These cases have been chosen because of the particular clarity with which they illustrate
the processes, situations and practices of family-embedded entrepreneurship evident
throughout the wider group.

Alice — Head lice treatments and combs

Alice was contacted after a product was purchased with these words on the packaging:
“As Mums we have all been through ‘head-lice hell’ ourselves, and we will do
anything we can to help any family stay Nit free.
The Lice-Free Mums”

The implication here is that the buyer can trust the product because the business is
owned by real-life Mums. And indeed, this motherhood-related problem of head-lice
was the breeding ground for the business. Repeated school gate conversations between
three  women from different working and skill backgrounds (a photographer,
aromatherapist and an employee of The Body Shop) revolved around the problems that
their daughters were having with head-lice:
“We were three mums with a lot of children between us and we constantly had a
problem with nits . We had nothing to do with nits before, one of us was a
manager of a body shop branch, my daughter’s best friend’s mother did aroma-
therapy and massage and she came up with a couple of concoctions .... And one
day she came up something that really did get on top of them ... and my
daughter said, | think this has worked, you should think about making this and
selling this to the other mums. We had a laugh and then thought about it and ...”

“We asked Gemma who was another close friend and we asked, do you have
people coming into the Body Shop and asking for natural cures for nits and she
said, well yes, actually we do but we don’t make anything — so then we said we
are thinking of marketing this stuff, what do you think? Do you want to come
into business with us? And that is basically how we started, it really was kitchen
sink. Gill got a load of bottles from the Body Shop and we made it up ourselves
and we gave it out to our friends and said, you know, try this, see what you think
and we decided to really give it a go. So we all put in a very small amount of
money — just literally enough to buy some bottles and stock um and we really
thought we would just do it by word of mouth in our local school.”

Alice described a process of happenstance, experimentation and snatched, partial
conversation/networking amidst child-related activities. These ‘conversations’ had taken
place at the school gates, in the neighbourhood park and at children’s activity drop-offs
and pick-ups. The decision to start the business was hatched slowly, they had discussed
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it for some time before they took steps, carried out research and discussed other ideas
for businesses. The impetus for this new business was a combination of interest, desire
to work with one’s friends and desire to earn extra money. For Alice, a photographer
who, at the start of the business in 1999 was unhappy with the agency she worked for,
the impetus was for extra income (“A little something to subsidise the photography for
me”) and time/space flexibility:

“It was much easier to be self-employed and do something that suited yourself”

By the time the business was launched, Alice’s children were teenagers and, as the
bread-winner for the family, she was motivated by extra income but did not expect (or
desire) it to take over as her major income source. Their beginnings required long hours
for little financial return and they started with few resources, using Alice’s apartment as
their office, factory and warehouse:
“We put in £500 each to buy the initial stock and take a couple of ads. We
worked for no wages for a long time. We were working full time but not taking
any money. Gemma was OK as she was supported by her husband and didn’t
need a huge wage.”

They had no help from business start-up agencies, advisors or funders:
“We went to the Portabello Business centre just after we started and actually
they were not helpful at all .... We seriously did muddle through ... and | say
that often and X tells me off and says you wouldn’t have the business you have if
you had muddled through .. but we did .... If we had known what we were getting
into .......... | really don’t think I would do it now if I knew what | was getting
into .......... 7

This point is interesting and common amongst the wider interview group. Alice
believed that she wouldn’t have started the business if she had appreciated the effort
involved. In this case, the business required an element of business naivety on the part
of the women involved. Research on well-researched, traditional business launches
would perhaps miss this necessary precondition. Alice seemed amazed that the business
has worked:

“When | think of some of the things we did, it is amazing that we have got this

far....”

The conversations about networking with Alice seemed to emphasise happenstance and

social/ friendship-based networks. She was passionate when she spoke about the

community of mothers in her neighbourhood and their role in her (business) life:
“We had a fantastic network of parents — right from playgroup — a lot of the
mums were working in something or other and we really mucked in and looked
after each other’s children so we were really, really lucky — we were always in
others’ houses and there was never any bad feeling — the children had a really
unique London childhood - it was partly because we lived next to Holland park
and you went to the playground and you could go up there at any time of day
and you would bump into someone you knew and you could ask — could you look
after the children?”
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“We all live within 2 minutes of each other, all our daughters went to the same
primary school and Gill and | went to the same secondary school but didn’t
really know each other then. We have all been there for practically forever. Our
daughters went to play group together since they were two and they are still best
friends.”

Thus the degree of local rootedness and embeddedness for the business partners was
high and significant. Not in any kind of formal business sense, but in the sense that this
local neighbourhood embeddedness and society had spawned a creative partnership and
led to the creation and growth of a successful business. The three business partners had
worked at, and worked out, the business together (“everything was trial and error”) with
no formal help. Eight years after starting up, they had their products on the shelves in
Boots the Chemist and Sainsburys , they had joined forces with inventors of a head-lice
comb from Argentina (“two Dads” — a union Alice describes as “just fate”) and had
added these to their product range. They had an arrangement with a small aromatherapy
company to produce and bottle the product who they had met in their first year at a trade
fair. One of the original women owners was now doing little for the company and the
other two had been joined by a male business partner (a local “Dad”). Alice reported
being rather scared of expansion and reluctant to employ people outside of her social
network circle:

“There are only 3 of us - there are not enough of us — we are actually a bit

scared as we are going to have to start employing other people.... ... we are

talking about using people we know at the moment.”

Whilst strongly rooted in the social neighbourhood networks, the business was not
rooted in networks of other businesses (“We have stuck (for manufacture and bottling)
with the same people who we met at a trade fair by accident”), most of their work
(accountancy, PR), they performed themselves rather than out-sourcing it. When
attempting to understand some of rationale for the decisions that drive the business and
its future, it is important perhaps to be reminded (as Alice says she has to remind people
who want to give her advice) of the following:
“One of the reasons we have gone into business is that we don’t want to be a
big, big company that’s got all these commitments. We want to do it in our own
time, expand when we want and not necessarily be doing every single thing we
possibly can just to make more money ....”

Thus there are many unconventional entrepreneurial processes and factors coming to
play in this business. Happenstance, business naivety, friendship, the sharing of a
parenting-related problem, having time to experiment with a new idea, having a shared
vision with friends, a particular attitude to motherhood and gender roles, local
embeddedness and under-utilized human capital all contributed to the building of this
business. The other businesses in this study revealed similar sets of key factors. In the
following section, a second example is presented which demonstrates the similarity in
the themes and processes that emerged during a long conversation with the business
owner of a children’s music group/ training/music provider.
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Sharon - Young children’s music groups and education.

Since 2002, Sharon and her business partner have created (first interviewed in 2007) a
business that produces and delivers young children’s music workshops, and training and
materials to teachers. One of the partners writes the music and had started to use it in
‘mother and toddler’ music sessions in her local area of South West London. My
interviewee had attended one of these groups with her two small children, and when she
relocated to another part of the country (having given up her job as a high-powered
business executive to spend more time with her family), decided to ask her friend if she
could use the music to deliver sessions herself in her new area. The business had grown
and developed from this into an enterprise that provides teacher training and
music/literacy materials for early years teachers in schools in several UK Local
Education Authorities, as well as mother and toddler sessions in two local areas. The
geographical nature of delivery means that there is vast potential for geographic and
thus, business expansion.

As the following quotes from Sharon show, the business had almost come about
accidentally and most certainly as part of a process of prioritising family life over that
of a high-powered career:

“When | started it was literally a hobby because when we moved to Ringmouth, |

had just given up my career (as an accountant) ... I was working really long

hours and | was in America a lot and we had two boys at that stage ...and we
decided we would have to change ... we had had a full-time nanny and I just felt
like life was running away and | just wasn’t happy with that situation...”

“I had taken the babies to SingTots in Wandsworth and | got very friendly with
Halle — 1 just hit it off with her and I love her music — | knew there was
something really special about it and, when | came here, | looked for music
groups for the children and went to a couple and just thought they were dire ...
and | don’t know what motivated me to do it but one day | just phoned Halle and
said how would you feel about me using some of your songs and starting a group
up here because there was nothing ...”

Sharon used the word ‘hobby’ several times to describe her thinking at this stage. She
was looking for something interesting to do and felt that she would enjoy running
Halle’s classes. Sharon was also aware that Halle had created a format that could be
very successful if she had more time to develop it more formally:
“She [Halle] has always worked absolutely flat-out, lots of classes around SW
London and SingTots is just a little of what she does ... she was a single mother
with 2 young children back then, they were young, she struggled and struggled
and never made much money but | knew she had an amazing talent ... writing
fantastic music and she said yeah — great — go for it — we emailed each other,
she sent me some of her workshop plans and | started one at the Cathedral, and
just invited some of my NCT friends along and immediately they loved it and |
thought I could do another one of these and | set it up at Eastley ... but it was
only ever to be an in-between hobby ........ then we got work for Family
Learning [a government agency providing classes through schools for parents in
parenting skills] ... and they started to recommend us to the Early Years
Service.”
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The combination of Sharon’s business and organisational skills (formerly a high-
achieving marketing executive) and Halle’s creative skills produced a winning formula,
but as the above discussion shows, it was happenstance, family-embeddedness and
neighbourhood life and social networking that spawned this business. The potential of
the business now is now becoming apparent to Sharon, but she was aware of her need to
keep the brakes on growth and to keep the business manageable and in-line with her
original work-life priorities:
“l know that, potentially, the business could grow much quicker but we both
feel, it is not like we are going to miss the boat of we don’t go for it now .... |
don’t let it frustrate me because | remember that I took this job so | wouldn’t get
stressed and it wouldn’t take over my life because | want to spend time with the
children .. but Halle’s very like me, she’s not go-go-go”’

“I wouldn’t want to advertise for licensees... At the moment we couldn’t support
any wider expansion and | feel very much more comfortable with people | know
as | have built up a personal relationship before we start working with them, so
we are sticking with that at the moment.”

Indeed, in common with Alice above, Sharon had always recruited employees and

licensees through channels of friendship networks revolving around the children and

their activities:
“Kate who is now in the IOW was the first one to work with me .... First | had
Kate .. she set up a group in Bafton and somewhere else (where did you meet
her?) she was a Mum, she’s got Isobel who is the same age as Emily- they were
at St J Nursery together ..and she’s very musical and she was a nursery nurse ...
she felt it was something she would like to do... and in fact she brought Isobel to
my group at the Cathedral and it was the two of us for 18 months — (an aside)
Kate was a friend of Sandra’s as well um, oh yeah, that’s how we got Sandra in
on it — Sandra started to do a bit- and then obviously Sandra got involved in
going back to her OT work, Kate moved to the IOW but now I’ve got Tracey who
is fantastic, she is really good at it .. again she thought she would only do it for a
year and then go back to Nursing but I think she’s found that it fits in with her
life and she enjoys it as well and she has been with me for a couple of years now
| think...”

Through business activities like this, these entrepreneurs can provide employment for
similarly positioned women in the local area. The impact of such activities in a local
neighbourhood needs to be better understood.

Conclusions

There has not been space in this paper to engage with many of the debates that are
relevant to this subject (see Ekinsmyth 2011). However, the two cases provided here
highlight a number of more general themes in an area that has been under-researched by
entrepreneurship scholars and those interested in home/work permeability. There is a
new and important agenda contained within the stories of these women. Business
creation, embedded in family spaces and borne out of desire to manage work/life
tensions is a growing phenomenon, increasingly made possible by information and
communication technologies that expand the boundaries of business possibility to new
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demographic groups and new geographical spaces. Governments acknowledge potential
here but show little signs of understanding the phenomenon enough to invest in
effective interventions. The agenda is as follows :

First, we need to understand better the nature and potential of everyday
neighbourhood and family spaces to provide the seed-beds for new business formation.
This account has shown that good business ideas are born and nurtured in the everyday,
mundane spaces of family life and can come to fruition through networking occurring in
these spaces. Recruitment too, is happening this way. Almost overwhelmingly, the
entrepreneurs were turning to their social contacts and networks as channels of staff
recruitment when needed. This word-of-mouth operation was seen to be less risky than
formal channels, cheap and capable of supplying colleagues who would be reliable, easy
to manage and (often) geographically proximate. Here school gates, children’s play
spaces and clubs, churches and other community spaces become arenas for
entrepreneurial imagination, action, recruitment and job creation.

Second, we need to extend the boundaries of legitimate entrepreneurial identity.
Successful new business identities can emerge out of motherhood and through the
(often painful) negotiation of identity that professional women manage with the advent
of motherhood. Within the family context, happenstance, as well as formal, “rational
economic” decision-making can be key to understanding the creation, growth and
development of business. Fortuitous meetings and friendships can lead to new ideas and
experiments. This research found that highly skilled and educated women, stepping out
of the formal labour market, were forming friendships around their children within
children’s activity spaces, and businesses were being born as a result. Aldrich and CIliff
(2003) argue that major life transitions like parenthood can lead to the identification of
new market niches. These findings evidence this claim. Temporary coalitions of skilled
people (mothers, parents), who are similarly making life transitions, can, and do provide
the breeding ground for innovation and creativity. Economic geographers must
therefore redirect some of their focus from innovative clusters in cities and business
parks to those occurring in communities, family and domestic spaces. A new research
frontier in the areas of business formation and local economic growth is required. And
from a policy perspective, we need to understand how best to ensure that mundane
family and neighbourhood spaces provide the breeding ground, support and resources
necessary for entrepreneurial imagination, new business formation and local economic
growth.
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Abstract

This paper describes and analyses the geography of work, i.e., the spatial patterns in where paid work is
done. The geography of work may diverge from the geography of employment when paid work is done at
the premises of client organizations, during commuting, on business trips, on external meetings, at home
or at other places. The particular patterns in the geography of work depend on a number of factors,
possibilities and constraints. The paper takes its point of departure from the debate about how structural
economic changes resulting from evolving service industries and the development of Information and
Communication Technology (ICT) entail new forms for the organization of paid work. Flexibility,
reflexivity, flows and places are key concepts. The paper presents a case study from Stockholm that takes
a workplace perspective and looks at knowledge-intensive work in a public sector organization. The
empirical study analyses data from interviews, time diaries and a questionnaire. We analyse how the
geography of work is the result of negotiations between different parties and in different arenas, and how
this spatial pattern is the result of the character of work tasks and accessibility of ICT support. The
discussion illustrates a complex picture of the coexistence of spatial fix and spatial flexibility, and how
this may cause tensions but also convenient solutions for organizing and conducting paid work.

Keywords: geography of work, professional work, ICT

Introduction

This paper studies the ‘geography of work’, which refers to the geography of locations
where paid work is done. The aim of the paper is derived from the idea that the
emergence of the information technology society and the service economy have
produced more flexible forms for work, and that this in turn has led to a growing
divergence of the geography of work, and the geography of employment. ‘The
geography of employment’ refers to the site of the workplace of employment or the site
of the owned firm. The geography of work, as already defined above, refers to the site
where paid work is done. The geography of employment and the geography of work
often have the same location, but they may also diverge.

Debates about the role of information and communication technologies (ICT) in
society raise questions about the decreasing requirement of the co-presence of actors in
time and space, and whether this may lead to a growing divergence between the
geography of work and the geography of employment. The geography of work can
diverge from the geography of employment when work is done at clients’ premises,
during commuting to work, during business trips, at home and at other sites. The
geography of work depends on a number of factors, possibilities and constraints of a
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material, technical, organizational and social nature. It seems a reasonable assumption
that societal-economic structural change, involving the developing service industries
and developments in ICT, may result in changing patterns in the geography of work.
This is the focus of this paper, which aims to explore the geography of paid work. The
discussion focuses on the knowledge-intensive service sector and on its advanced work,
and we present an empirical study of such work in a public sector workplace in
Stockholm, Sweden. We look at the spaces of flows, which involve personal travel and
telecommunication and the spaces of place, which include the employer’s office,
partners’ premises, venues for conferences and seminars, the worker’s home or other
places (cf. Castells 2000). We have identified three research debates that form a wider
conceptual framework: (i) flexibility and reflexivity in society and in the organization of
work; (ii) physical and virtual flows and movements in the ICT society; and (iii)
knowledge work and telework.

Flexibility and Reflexivity

Flexibility is a central theme in the discussion of economic restructuring in the shift
from Fordism to Post-Fordism. This restructuring has involved organizational changes
in production processes and new industries grow while others diminish. Service
industries and information-intensive, communication-intensive and design-intensive
activities have increased. The term ‘flexible’ (as in flexible specialization) applies now
in various areas, such as flexible production volume, production on demand, varying
numbers of employees, flexible forms of work, flexible production machines and
equipment, and flexible network organizations (Dicken 2007). The economic
restructuring involves the emergence of entirely new sectors of production, new ways of
providing financial services, new markets and intensified rates of commercial,
technological and organizational innovation. It has given rise to a vast surge in service
sector employment. Flexible organization may entail work schedules that average a 40-
hour week over the year but oblige the employee to work much longer at certain
periods, compensated by shorter hours at other periods. It has also seen a shift from
regular employment to part-time, temporary or subcontracting employment (Harvey
1990). The average number of working hours in Europe is 59 hours per week (Lippe
and Peters 2007). We want to explore the spatial pattern of flexible work and the
question of what and who influence these spatial outcomes of flexibility.

Swan and Fox (2009) discuss the notion of flexibility from the perspective of
workers learning to perform in this context, and they develop the notion of ‘self-
flexibility’, a trait emerging within the detraditionalization, individualization and
reflexivity of late modernity. In societies experiencing these trends, individuals may
reflect on and make their own choices about who to be and how, and against this
background, reflexivity is an important concept for our understanding of agency (Beck
et al. 2003). Through reflexive choices, individuals construct the self and self
biographies (Swan and Fox 2009). Reflexive individualization and reflexive choice are
both subjective phenomena and aspects influenced by structural factors relating to
institutions, such as the labour markets, the education system and societal norms (cf.
Atkinson 2007). Agency through self-reflexivity and self-flexibility involves choosing.
How individuals choose depends on many things including subjective understandings
and preferences, competence to make choices, and different types of resources,
institutions and structural settings. This set of factors influencing individuals choosing
is constantly changing, and therefore also involves transformations in modes of action.
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In our study, we are aiming to understand the subjective self-reflexivity through semi-
structured interviews.

Flows and Places in the *ICT Society’

The ICT society allows for new possibilities for the organization of the geography of
work. Castells (2001) describes the geography of the Internet from three different
perspectives: those of technology, users and Internet production. The geography of
technology refers to the Internet’s telecommunications infrastructure as constituted by
the connections between computers. The geography of users is strongly uneven.
International comparisons show that the density of users in the Nordic countries is
relatively high. In Sweden, Internet usage and ICT communication has spread to large
parts of the population and, in principle, to all economic activities (Nilsson 2008).
Persons are virtually mobile when they use ICT, and this may be in the form of distance
work, teleconferences, distance education, e-retailing, e-service, chatting, etc. (Franberg
et al. 2005).

Physical places and virtual spaces complement each other. A common
conclusion about the relationships between ICT communication and personal contacts is
that increasing ICT communication generates increasing demand for personal contacts,
thereby also increasing demand for infrastructure for personal transport (Gillespie and
Richardson 2000). Vilhelmson and Thulin’s (2008) study on the situation in Sweden
confirms the finding that the deployment of ICT has not decreased the need for personal
travel for work. In our study, we investigated how the geography of knowledge work is
developing through the combination of ICT communications and face-to-face meetings.

The Spatiality of Knowledge Work

‘Knowledge work’ or ‘knowledge-intensive work’ are widely used terms, and there is a
large literature on the definition of knowledge and on what knowledge work may entail.
In this paper, we understand knowledge work to entail theoretical knowledge,
intellectual skills and creative processes (cf. Frenkel et al. 1995). Typically, knowledge
workers have academic education backgrounds.

The phenomenon of taking the office to the home is particularly widespread
among highly educated employees (Felstead et al. 2005a). Men work more at a distance
than women (Bailey and Kurland 2002). Surveys in Sweden on distance work, defined
as “work outside the ordinary premises with some regularity... and at least once every
week - and through ICT communication with the employer organization”, have shown
that the practice is widespread. It is undertaken by employees of more than one-third of
private firms in Sweden and is more common in larger firms (SIKA 2004).Through
ICT, paid work can be done at home, which then becomes a ‘cyber household’, in
which the rhythms of home, family and paid work are integrated and adjusted in relation
to each other. The divisions of time and place between paid work and household work
are continually negotiated. This lack of a given time-place rhythm may increase the
pressure on individuals (Kaufman-Scarborough 2006). Studies show that those who do
paid work at home work more hours and sleep less. They adjust their work effort to the
demands of work tasks (Crang et al. 2006).

It is now technically possible to work round the clock. It is possible to log on to
the Internet at hotels, airports and on trains. Places that were unsuitable for efficient
work are now being transformed into time-spaces for paid work (Felstead et al. 2005a,
Urry and Sheller 2006). A study in Great Britain showed that the number of persons
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working in different types of places has increased dramatically (Felstead et al. 2005b,
419).

Major components of the type of knowledge-intensive activities and work that
we are exploring in this paper are being conducted in cooperation with client firms and
other partners, and involve business travel. Surveys in Sweden show that personal travel
has increased, and that this involves increasing length and frequency of commuting to
work (Boverket 2005). In addition to the more practical driving forces behind personal
travel, such as business travel to client firms or commuting from home to work,
travelling may also be an aspect of one’s identity and way of life (Urry and Sheller
2006, 214). This relates back to the discussion above about self-reflexivity and the idea
that agency is steered by the forming of the individual self.

Work-related travel may cause conflicts between demands from paid work and
demands from family, relatives and friends, and such conflicts tend to be handled
differently by women compared to men (Gustafson 2006). Compared to men, women,
on average, work closer to home. They do more travel for household consumption and
to take their children to and from childcare and school, and less travel in paid work.
Women travel shorter distances and drive shorter distances than men (Frénberg et al.
2005). The lower wage structure for women contributes to the gendered structure of
personal travel and commuting (Friberg 2005). Many workers, and particularly women,
try through different means to adjust private time and work time. This can be through
reduced hours in paid work, through being self-employed or through distance work.
Studies show that women and men organize distance work at home in different ways.
Women try to combine paid work and household, and thus the consequences of distance
work are different for men and women (Hultén 2006). However, gender relations in the
labour market and in households are being continually negotiated, and the changing
conditions for generating incomes mean that these structures are constantly challenged.

A Case Study

We present a study that investigates the geography of paid work from a workplace
perspective. We take this approach because we believe that the type and character of the
employer organization have a fundamental influence on the spatial organization of paid
work. Through the compilation of primary empirical data from the workplace - its
managers and its employees - we have a supply of information on the context and form
of paid work. The study used semi-structured interviews, time diaries and a
questionnaire survey. The research context of reflexivity, flexibility, ICT,
communication and flows and knowledge work, as discussed above, steered the design
of the empirical study and how we formulated our questions.

The workplace investigated in this study has been guaranteed anonymity. The
study was conducted in 2007 and in 2008. Interviews were conducted with six
employees who also kept time diaries and with one person in the management team
responsible for human resource (HR). The questionnaire survey was distributed to 27
employees and we received 23 responses.

We conducted this empirical study at a public-sector organization located in
Stockholm. A major task for this organization is to produce background reports, as well
as strategy and vision documents. It employs 47 persons of whom 27 are professionals
(experts). Table 1 gives some background information about the 23 respondents in the
questionnaire survey. All respondents have extensive formal education and most of
them live in the region. The exceptions to this residential pattern involve two persons
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living in neighbouring counties and one living further away. The size and compositions
of the households of the respondents vary. Slightly less than half of the respondents are
living in households with children. The workplace had a low turnover rate and most of
the respondents had been working there for many years. The work is primarily
organized in projects, and the work tasks involved the responsibility to lead and
coordinate projects.

Table 1: Presentation of the 23 Respondents in the Questionnaire Survey

Criteria Number (%)
Education at university 23 (100)
Place of residence: in the region (i.e., Stockholm County) 20 (87)
Living in households with two or more persons 22 (96)
Living in households with members younger than 20 years / | 10 (43) /
with children in childcare age 5(22)
Employed for less than two years 5 (22)

Place for Work: During an ordinary week, all respondents worked at the office and
almost all did some paid work at home. One of our respondents commuted weekly from
another part of Sweden and, to make this situation less stressful, he regularly worked
one day a week at his home. More than half of the respondents did work at the premises
of partner organizations, and approximately half did paid work while on business travel
and at conferences. In the interviews, respondents explained that they conducted most of
their meetings with colleagues and with external partners at their workplace, which
explains the large proportion of working hours spent at the employer’s own office.
Communication Through Personal Meetings or ICT: Face-to-face contacts in planned
and unplanned meetings are very important for the experts at this workplace. One-third
of the respondents used more than 50 per cent of their working hours for personal
contacts and only a couple used less than 25 per cent. More than half of the respondents
stated that if they are absent from the office they risk missing important information that
is continually exchanged in unplanned personal contacts.

The laptop computer was the major means for ICT communication, with e-mail
being the main application. Different employees had different ideas about what ICT
infrastructure was available online at the office and about the possibility of connecting
to a common server. Some of the respondents used their cell phones for e-mail,
particularly on business travel. The following quotation is an interesting illustration of
the effect of ICT on work and, as discussed above, of the fact that places formerly not
available for efficient work are now being transformed into places for conducting paid
work.

“During business travel there is always some time left while waiting at an
airport or going by train that can now be used to check e-mails. This contributes to a
feeling of security that one easily knows whether someone has tried to get in touch and
wants something to be done™.

All the same, the interviews and the questionnaire gave an overall picture of
some reluctance to see more extensive use of ICT for communication. It seems that
electronic calendars were not used widely, nor were there any indications of regular use
of ICT for meetings and discussions between more than two persons. Thus, our
respondents did most of their work in personal meetings, on the one hand, and on the
other, in front of the computer for word processing, getting information from the
Internet and for communication through e-mails.
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Distance Work Means Extended Working Hours: Almost all of the respondents stated
that there was a working hours policy at the workplace. The interesting thing, however,
is that there were divergent ideas about how this was regulated by management. Several
of the respondents believed that there were restrictions on working at night (after 10 pm
or 11 pm, and before 6 am). The person in the management team responsible for HR
declared that there were no regulations for work hours at the office other than those laid
down by law.

Almost all of the respondents to the questionnaire regularly worked outside
office hours and this was mostly at home. This work represented, with only one
exception, less than 25 per cent of the weekly working hours. Almost half of the
respondents worked during evenings and less than 20 per cent worked during weekends.
The home as a workplace was also considered to have advantages, offering a quiet work
environment and the possibility for concentrated work. Several respondents declared
that the home was a place that offered a pleasant work situation and a complement to
the office, in which most of the staff had their workspace in an open-plan layout.

Approximately half of the respondents did paid work on their commuting travel,
while several stated that they rested, slept or “cleared their head” while commuting.
Employers’ Controls: The large majority of the respondents to the questionnaire had
documented agreements with their employer about their right to do distance work.
Nevertheless, they found that they were generally required to ask for permission to
work at home during regular office hours. Only one respondent would have liked
extended possibilities for more flexible work. The respondent from the management
team held that only those who did not handle the possibility of distance work
responsibly were obliged to ask for permission.

It is also interesting to consider who bears the costs of distance work. The

employer has chosen to provide open-plan offices, which generally lowers the costs of
office space. One effect of this layout is the lack of quiet space, which employees
compensate for by working at home. The costs of working at home, however, seem to
have been partly covered by employees, through their private payments for broadband
and for printers. Several of the respondents commented on this, possibly because they
did not think it to be a totally fair arrangement.
Household Demands: More than half of the respondents to the questionnaire survey
acknowledged that other persons in their households influenced their working hours.
This was most obvious in the case of respondents who had to adjust their work in
relation to school hours or the hours of childcare. The majority of respondents whose
working hours were influenced by others were in households with persons under the age
of 20. This group of eight respondents worked up to 25 per cent of their work time at
home, and most worked some hours after regular office hours.

Conclusions

The aim of this paper has been to explore the spatiality of knowledge work and to
identify factors influencing its patterns. The results show that employees experience the
geography of work depending on the character of their work tasks and as the results of
negotiation of or adaptation to requirements and preferences on the part of the
household and the employer. The high frequency of personal meetings at the office was
a major factor behind decisions about the location for paid work. There was little use of
ICT for virtual meetings.
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The literature discussed in the first part of the paper highlights some concepts
that we now seek to relate to our results. Starting with flexibility, this is evident in how
the employees described their working hours. The respondents had different and vague
ideas about working hours and they used time outside regular office hours to catch up
with their work tasks. This office had low labour turnover and flexibility here was not a
matter of changes in the composition of the employed staff. However, the work is
project driven, and for individual projects, teams were put together comprising staff
from the office and from external suppliers hired for particular projects. This
organizational form for project work appears to be standardized, even though project
tasks change and the staff needs to be self-monitored to define interesting questions for
investigation.

The notion of reflexivity is about individual choices, but also about how these
are restricted in institutional settings. Data from the questionnaire survey and the
interviews illustrated different strategies among the employees. Agency varied in
accordance with a number of different factors, such as how workers used ICT, and how
they used different situations for paid work (business travel, commuting travel,
evenings, etc.). The competence to be ‘self-flexible’ also seemed to vary depending on
knowledge and awareness of the employer’s regulations and resources. Although
respondents share the same institutional setting being their employer, its influence
varies between individuals. Also households are important institutions affecting the
strategies among the respondents.

Besides the more practical requirements and organizational forms for the
workplace and households, there are also more abstract institutions that are related to
conventions and traditions for this type of work. These more abstract institutions guide
expectations of both employers and employees, and how workers reflect on and make
choices about how to develop their work practices. In the workplace we investigated,
there appeared to be a convention that employees take responsibility for large workloads
through work outside ordinary office hours. There also appeared to be a convention that
the employee should expect to organize his or her home so that it can be used for paid
work. The study has also illustrated several connections between the organization of
paid work and the organization of family and private life. This result supports our
findings from the literature about increasing difficulties for employees in distinguishing
between work and time off, so that the distinction between the office and the home
becomes blurred.

Considering flows, e-mail through the computer was the dominant means of ICT
communication. Most of the respondents commuted relatively short distances and did
not have frequent or long-distance business travel. The main workplace was the
employer’s own office, where most individual work was done in front of a computer,
and where most meetings occur.

The aim of this paper has been to explore the new geographies of paid work by
analysing a detailed case study from Stockholm, Sweden. We have done so through a
lens comprising the concepts of flexibility, reflexivity, flows and places in the ICT
society. We have presented a case study of a workplace with knowledge workers. The
results from the empirical study indicate combinations of institutional restrictions and
room for self-reflective choices determining the organization of work in time and space.
The understanding of the new geographies of work requires the understanding of a
complex of factors among which techniques and objective possibilities are one set of
factors that may or may not be deployed or explored depending on the more subjective
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factors of understandings and reflections among workers and their employers. We think
the notion of ‘self-flexibility’ developed by Swan and Fox (2009) is particularly helpful
as a tool for understanding the importance of subjective factors behind the development
and transformation of the geography of paid work.
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Abstract

In their decision-making, companies often follow a particular mix of old and new routines. The global
commercial property industry exemplifies the combination of long-standing with novel routines.
Recently, investors have turned their attention to new, far-away and still opaque market regions. In
contrast to traditional property investors these new, more professional investors seek a ‘rational’
foundation for their decisions based on methodologically confident, systematically calculable procedures.
The application of ‘rational’, ‘scientific’ models means that actors use algebraic models and procedures
based on models of rational choice, which have emerged from neoclassical economic science. We discuss
rationality and routines with a specific focus on evolutionary approaches and concentrate on routines,
including the concept of dynamic capabilities.

Keywords: decision-making process, novel routines, rational models, evolutionary economic geography

Introduction

In their decision-making, companies often follow a specific mix of old and new
routines. Organization science terms this ‘dynamic capabilities’. It is assumed that the
mix of routines leads to success by helping companies to reconfigure their assets in
order to adapt to changing environmental conditions. Such a view especially is helpful
when we look at investors’ decision-making in situations of new market entry, which is
carried out under particular opaque and uncertain conditions. The objective of our paper
is to show that the combination of established and novel routines is not only a
consequence of practical problem-solving, but at times also an outcome of contradictory
paradigms such as rational choice and experience-based knowledge.

The commercial property industry is well placed to illustrate the combination of
long-standing with new routines. Recently, institutional investors have turned their
attention to new, far-away and still opaque market regions in South East Asia, China,
Russia, India, Latin America and the Middle East. In contrast to traditional property
investors (e.g., non-property companies such as manufacturing), these new, more
professional investors seek a ‘rational’ foundation for their decisions based on
methodologically confident, systematically calculable procedures. As a consequence,
they rely on economic models of rational choice for orientation and turn away from
practical, experience-based knowledge. At the same time, the new property markets lack
transparency. For this reason investors still stick to a range of old routines that stem
from experience-based knowledge.
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When we speak of ‘rational’ decisions we refer to a very specific kind of
rationality (Fuchs and Scharmanski 2009). Implied in this is an orientation towards
neoclassical equilibrium models. In our example of the commercial property industry,
the application of ‘rational’, ‘scientific’ models means that actors use algebraic models
and procedures based on models of rational choice, which have emerged from
neoclassical economic science and can be systematically calculated. In the following,
we discuss rationality and routines with a specific focus on evolutionary approaches.
We first concentrate on routines and the concept of dynamic capabilities. After some
empirical evidence from the commercial property industry, the paper ends with final
conclusions.

Rationality and Routines

Defining ‘rationality’ in economic sciences is no easy feat. A great variety of
approaches have emerged over time to overcome the restrictive assumptions imposed by
early neoclassical approaches. New models that have appeared in the last decades are
much more complex, clearly reaching beyond the assumptions that still characterized
neoclassical thinking some decades ago. Although the new approaches still believe in
equilibrium, they no longer fit the old and frequently criticized pattern. “New growth
theory’ stresses the importance of knowledge for companies. Another important new
approach is game theory, overcoming the idea that homo economicus acts in isolation.
In such models, actors’ expectations about reciprocity and fairness play a role. Such
models often use insights from psychology and cognitive sciences. Obviously thus, in
economic sciences the boundaries between rational choice models including psychology
and cognitive sciences on the one hand and behavioural approaches about bounded
rationality on the other increasingly erode (Corpataux and Crevoisier 2007). In
economic sciences, ‘rationality’ is not as one-dimensional as the opponents of rational-
choice models like to assume. Yet, the ceteris-paribus postulations often remain
restricted. The social respective institutional context of decision-making is
underdeveloped in the mathematical modelling done by mainstream economic sciences
(Strauss 2008).

In contrast, institutional economics and especially evolutionary approaches
focus on routines (Hodgson 1997, Lambooy and Boschma 2001, Martin and Sunley
2006). The common core of the evolutionary approaches is the idea of variation,
selection and heredity. Routines — understood as sets of practices — ensure heredity and
self-replication respective continuity. Formal and informal routines are “carriers of
history” (David 1994: 207-8) and represent a form of “organizational memory” (Nelson
and Winter 1982: 99). Firms consist of “bundles of routines” (Foss 1997: 94). Thus,
adaptation of a company to the environment does not take place automatically or as a
blind reaction, but is the result of routines.

For investors, routines help to save time and resources in times of decision-
making under uncertain and complex conditions. However, routines are a theoretical-
conceptual problem for economic sciences based on assumptions of rational choice.
Routines are also a practical problem for ‘real life” investors who prefer the application
of rational-choice models instead of relying on experiences in their decision-making.
This is because routines lead to ‘irrational’ decisions. Despite the opacity in the
property industry, modern property investors thus resist decisions based on routines and
attempt to introduce novel rules of conduct — new routines — to replace the old,
experience-based routines, resulting in a general expansion of ‘rational’ corporate
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calculative benchmarking and audit practices (Larner and Le Heron 2004, Leyshon and
Thrift 1997). Still, little is known of rational choice, path dependencies and ‘dynamic
capabilities’ as combination of both in the property industry (Yang and Lester 2008).

Dynamic Capabilities

The concept of dynamic capabilities developed from the resource-based view (Argyris
and Schon 1978). Resource-based concepts emphasize that rather than being directly
and immediately influenced by the organization’s environment, internal learning
processes are an outcome of the resources which the organization possesses.
‘Capabilities’ are viewed as a central resource. Such capabilities are dispersed across
many individuals in the organization and as such embedded within the company that
holds them (Pinch et al 2003).

Because the resource-based perspective takes too much of a static view of
company and formal assets, the concept of dynamic capabilities and its focus on
routines enhances this view. This includes both formal and informal, as well as
experience-based and theory-driven routines. Routines are solidifications of practices
that help to overcome uncertainties, thus assisting actors in opaque situations of
decision-making. They help to organize the company’s resources in line with the
company’s targets. The specific architecture of old and new routines leads to dynamic
capabilities and will generate a structured mix of knowledge and knowing (Amin and
Cohendet 2004).

Dynamic capabilities are the organizational routines which enable the
organization to choose the important resources respective competencies adequately and
recombine them in a way which solves problems. Dynamic capabilities allow an
organization to react to the changing environment (Teece and Pisano 1994). They are
not resources in themselves, but ‘architectural routines’ for the creation of competencies
(Amin and Cohendet 2004) or the ‘construction plan’ which opens up opportunities to
select, recombine, broaden and deepen the existing resources (Eisenhardt and Martin
2000). They enable the organization to solve complicated tasks such as new market
entry. Problem-solving architecture means that it is possible to repeatedly access and
revitalize former experiences and apply them to a specific problem.

As the following illustrates, we should abandon the idea that such ‘architecture’
of old and new routines is a jigsaw puzzle where one piece fits another and the
construction plan has its own, inherent logic. On contrary, some actors fight for specific
pieces of the jigsaw (for the new routines), aspiring to create a total picture solely (or
primarily) composed of new routines. In this instance, these new routines are the
principles of rational choice.

Empirical Evidence

Methodical comment

Since little is known about the new institutional investors in office investments and their
kind of decision-making, our method is qualitative-explorative. Based on five selection
criteria (see below) the analysis is based on 19 guided interviews with decision-makers
of global office investors in 2005 and 2006. We established the following selection
criteria to identify relevant cases: 1) institutional property investors; 2) investors with a
global investment strategy; 3) investors with more than 5 billion US$ property assets
under management; 4) investors that directly invest in properties; 5) investors with a
sectoral focus on office properties. Due to financial and time restrictions the sample is
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restricted to institutional investors from North America, for example Pramerica Real
Estate Investors, LaSalle Investment Management (both USA), and Europe, such as
Henderson Global Investors Ltd. (UK), Union Investment Real Estate and RREEF Real
Estate (both Germany). Investors from these countries are counted among the most
important players in the cross-border property investment arena.

Particularly in large, multinational companies decision-making processes
involve a wide range of persons and are subject to processes of negotiation,
coordination and control. The struggle for rationality is not equally pronounced in all
departments and at all levels of hierarchy. Conflicts can exist between decision-makers
on the board of management and departments tasked with executing specific decisions.
Yet, such processes are embedded within the company (Pinch et al 2003). Insofar in our
study, we concentrate on the process of decision-making with a view of the property
investor as an entire organization, and not on individual persons’ processes of learning.

Dynamics of the Property Sector

The extent, intensity and depth of global interconnectedness in the commercial property
industry (office, retail, industrial and logistics properties) are all growing apace. Rather
than concentrating on their traditional terrain of the core economies, investors
increasingly focus on new locations. About 70 per cent of all international investment
was made in the Asia-Pacific region, Northern America, Europe and the Middle East
(Jones Lang LaSalle 2008). Since 2000, the property industry has been transforming
from a locally embedded industry into an internationally oriented one. Despite the
overall reduction in transaction volumes due to the global credit crunch, the
globalization of the property sector remains a key trend. Correspondingly cross border
investment activity accounted for almost 45 per cent of total transaction volumes in
2008 (JLS 2008).

Particularly six driving forces accelerate internationalization, which together
influence the expectations and motives for decision-making: 1) Banks, the traditional
mediators between supply and demand of financial capital, are less and less relevant.
Disintermediation leads to the rise of new institutional investors (such as REITs [Real
Estate Investment Trusts], opportunity funds, pension funds and further funds), resulting
in growing liquidity on the commercial property markets. 2) As national markets of the
core economies are limited, and only investing in national markets becomes too
expensive, investors diversify their investments internationally in order to reduce their
portfolio risks and to benefit from different market cycles. 3) New vehicles of property
financing have been developed in recent years, such as shares of property firms, shares
in funds, funds of funds, derivates and REITS; property investment has been established
as an autonomous asset category alongside stocks and bonds. 4) In global cities and
other nodes in the global networks, the expansion of multinational manufacturing and
service corporations demands first-class office space for management and
administration. 5) The creation of virtual proximity by new information and
communication technologies encourages commercial property investors to expand into
new, so far unknown territories. 6) Certain national markets have now opened up as a
result of political and economic reform; political integration such as the European
Union and other interstate agreements also strengthens international flows of financial
capital (Fuchs and Scharmanski 2009).
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The Emergence of New Routines

The commercial property industry is a powerful example for the emergence and forceful
dissemination of new ‘rational’ routines based on rational choice. Such process of
internationalization leads to dynamics and thus unclear market development. Recently,
investors have turned their attention to new, distant and even opaque property markets.
At the same time, the competitive environment is changing, with new, more
professional investors emerging, who share a common language about the theory and
practice of property investment. Whilst traditional commercial property investors are
private persons and non-property-companies, such as manufacturing and other
companies (which purely own properties but do not use it for making profit as a core
activity), new institutional investors like property funds or REITs have appeared that
centre on the exchange value or financial investment aspects of property and pursue
international investment strategies. Rather than focusing on single buildings, their
strategies and management concentrate on the entire portfolio. Furthermore, the passive
buy-and-hold strategy is increasingly replaced by an active buy-and-sell strategy,
together with concrete schemes of investment, de-investment and portfolio optimisation.

If we take commercial property investors as an example for the implementation
of new routines, we find that professional, institutional investors broadly agree that it is
necessary to avoid apparently ‘old-fashioned’ experiential knowledge and the traditional
‘bricks and mortar’-thinking. They introduce a reflected, science-based and ‘rational’
process of decision-making, performing a multilevel procedure of filtering. In this
process, considerations about a particular investment — the office building — represent
the last link in a decision chain which mainly runs top down:

The first step is the screening of relevant countries. At this stage, locations are
excluded that do not match the general principles of investment, are considered
imprudent or fail with respect to certain knock-out criteria. The decision-making
procedure is based on a set scheme which helps in the systematic search, comparison
and evaluation of markets. Thereon locations are evaluated by portfolio analysis.
Markowitz developed a model of portfolio selection as early as the 1950s (Markowitz
1952), but it was not until the early twenty-first century that it became widely used in
commercial property portfolio management. Now, quantitative arithmetic can be used to
check how the pre-selected locations fit into the current portfolio with respect to the
risks they entail and property cycles. In the next step of decision-making, the remaining
property markets undergo a detailed analysis of market conditions and timing strategy.
This requires at least temporary local proximity. Information thus obtained is used in
detailed scoring and SWOT models (Strengths, Weaknesses, Opportunities and
Threats), with bottom-up strategies influencing the decision-making in the final step.
The acquisition department once more cross-references the available project
information to the superordinated criteria. Together with this final recommendation a
‘due-diligence report’ — which is mainly prepared by external consultants — is integrated
into the final commercial, legal, fiscal and technical assessment. In case of compliance,
the property will be selected and acquired (Figure 1).
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Figure 1: The *Rational’ Decision Process. Source: A. Scharmanski

Thus, ‘rationality” interpreted by investors is not explicitly and strictly compliant with
‘rationality” in recent economic sciences as outlined above. Rather, the new investors
pick and choose, using some selected analytical instruments of economic sciences. As
Clark and Marshall (2002) put it, rational and non-rational decision-making
complement one another like a new turn in a winding. Importantly, such rational
instruments do not always represent the latest scientific state of the art. For example,
when Markowitz designed his portfolio theory, data bases or data processing had not yet
become available to apply and test the assumptions. Today, the theory has proved its
worth and is en vogue. Obviously, such a selective patchwork of what investors call
‘rationality’ is less a homogenous concept than a paradigm or doctrine for how
decisions should be made. As such, it is an ‘ideal type’, and thus it comprises small
cracks in which pragmatic, experience-based routines can survive.

The Failure of New Routines in Opaque Markets

The rational decision procedure outlined above presupposes transparency in the
property industry. Transparency means maximum availability of information on market-
specific fundamentals, structures, regulations, rules of the game, institutions, actors etc.
at any point in time. In reality this is hardly given, so that investors’ decisions are
guided by the opacity of markets. We identified informational, institutional and
relational opacity as three categories of opacity which are typical for new market
regions and counteract efforts to establish rational decision-making.

Informational opacity refers to information deficits. Market-specific data on
investment destinations are often unavailable or at best fragmentary and incorrect.
Moreover, calculable variables such as benchmarks for market regions and investment
objects have not been fully harmonized, which further contributes to uncertainty. The
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absence of reliable data on major market fundamentals and the lack of internationally
applied, accepted and understood reporting and valuation standards prevent rational
choice models from being used, not least because what is true in one property market is
not necessarily true in another. Importantly also, markets are characterized by
information asymmetries between local and global property actors. Due to their local
embeddedness, local players can directly participate in the ‘local buzz’, which is created
and received through face-to-face contacts and co-location of people and firms within
the same industry and place. This buzz consists of rumours, impressions and insider
information on the latest market trends, transactions, development pipelines, business
opportunities etc. Global players without a local presence or partner are not party to this
kind of information.

Institutional opacity spotlights the embeddedness of the property actors within a
complex formal and informal institutional setting. In markets where the rules of the
game are transparent, robust, stable and familiar, the impact of all variants of the
institutional setting on any transaction is relatively predictable. This presumption is
unlikely to hold true in new and unfamiliar market regions where clarity and strength of
property rights, the enforceability of contracts, the consistent application of taxes, and
building and planning codes etc. remain areas of concern. Successful investment
demands that international investors should be well informed and familiar with the
specific local rules or practices of negotiation, especially where these practices differ
from familiar business environments. In opaque markets, the security of legal titles and
the enforceability of property rights and contracts tend to be critical issues for investors.
Entry in the land register, zoning and building codes are intransparent as well as
inconsistent; public authorities usually react extremely slowly and impose high taxes on
property acquisition, also charging exalted fees, and corruption is another factor that can
push prices for market entry to unacceptable levels. Although the specific rules of the
game are familiar to local market participants, they often appear exotic to foreign
investors. To complicate matters further, the institutional setting is constantly produced,
adjusted and modified within the local context.

Relational opacity results from information asymmetries between property
actors, language barriers and unfamiliar practices of negotiation. Local players will
know much more about their markets and the place-dependent rules of the game than
their foreign partners or competitors. This opens up possibilities for opportunistic
behaviour and increases the uncertainty of foreign investors. Far from wishing to
encourage perfect competition, many local actors prefer to limit competition and are
keen to maintain transaction costs that constrain the market entry of new foreign
competitors. Last not least, language barriers and different practices of negotiation
complicate cooperation in global-local networks.

Because of informational, institutional and relation opacity, investors cannot rely
on ‘rational’ modelling alone. Instead, they require constant up-to-date knowledge about
unknown, new market regions. Such knowledge is dynamic, changeable and dependent
on circumstances. It is also inconsistent, erratic and often experience-based,
representing exactly the kind of knowledge excluded from neoclassical rational choice
models (Amin and Cohendet 2004).

The Survival of Old Routines

Under opacity, systematic and rational decision-making practices can only represent a
small and distorted fragment of reality. Although investors do attempt to overcome old
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experience-based routines, such routines still survive. In case of experience-based
decision-making, we found increasing returns, conformity with routing ideas and
organizational proximity as explanations for this.

The first reason for the survival of experience-based routines is increasing
returns. ‘Rational’ behaviour would imply that optimal investment is chosen time and
time again from a set of diverse opportunities. However, such continued fresh decision-
making is hampered by previous knowledge about locations in a firm, collected in past
situations of market entry (Martin and Sunley 2006: 400). Multiplication brings down
costs. More generally, we can state that economies of scale generate positive feedback
loops. This is true also for financial investments. Wrigley et al. (2003: 384) underline
that financial analysts’ behaviour is characterized by “considerable sunk costs of social
capital bound up in their previous investment advice, they are likely to be hesitant to
depart radically from those previously expressed views”. Repeated use of a previous
market entrance can lead to a reduction of costs in the short term, i.e. by paying less for
obtaining information about the market or building up a local office. This leads to the
formation of sequences or chains of events (Mahoney 2000): A destination, once
chosen, guides future investments. However, such experience-based decision-making
can lead to rigidities, because other destinations are ignored in prospective decision-
making.

A second reason for the endurance of experience-based routines is conformity
with routing ideas. Such conformity reduces the need for the investor to explain himself
and seems to justify his decisions. Often, general conformity with the global buzz plays
a role (Clark and Marshall 2002). Investors follow popular routing ideas and conform to
the global buzz as an originator of impressions, rumours, implicit insider knowledge,
interpretations, experiences and shared visions. Rumour is generated in the global
centres of financial markets, which act as important nodes of the global networks of
management knowledge and loci of business opportunities. Opinion-makers, such as
consultants and rating agencies, broaden and deepen the global buzz by conceptualizing
city and investment rankings, such as World Winning Cities or Rising Urban Stars.
Extreme cases of such decisions are the so-called ‘trophy buildings’ with their eye-
catching architecture and super-regional charisma. Acting as a label for the investment
company, their purpose is to improve the image of the investor. Such ‘billion-dollar-
objects’ are mainly found in prestigious global cities, such as New York, London, Paris
and San Francisco. Thus, such conformity with routing ideas is linked to prestige and
reputation.

The third reason is organizational proximity (Boschma 2005, Torre and Rallet,
2005). Sometimes, investors tend to ignore their own ideal of rational choice as a basis
for decision-making because they feel tied to the routines of partners in the company or
the company network. In a company and between closely connected partners, a specific
set of collective organizational routines grows up, such as commonly shared codes,
rules, procedures and benchmarks. Such routines often guide investments in new market
regions. An example is a Swedish bank, which expanded into the nearby Baltic States in
2000. As a result, their affiliate, a property investment firm, also intensively focused on
the Baltic States in their location research. Another good case is the cooperation of a
German open-ended property fund with a Dutch project developer, which was limited to
the Netherlands initially and gradually expanded into Portugal, Great Britain and
Turkey. The business connections between investors, project developers and tenants
replicate themselves in different international locations. Investors interpret such
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internationalisation within networks as a reduction of risks because they will already
know some important actors in the new locations and trust them.

Thus, we state a — limited — persistency of established routines still guiding the
decision-making. Interestingly, such routines do not always originate from the investor
company itself. There is an inclination to absorb routines from outside the company
(from the global buzz, from consultants and strategic partners) and to adopt them for
one’s own organization. Partially, such experience-based routines are not irrational in
the sense of inefficient, but also contain some economic usefulness: Increasing returns
stand for economies of scale. Conformity with routing ideas sometimes leads to benefits
in terms of reputation and thus supports the long-term strategic development of a
company. And, last not least, organizational proximity seems to minimise risks.

Conclusions

Apparently, new rational routines help to overcome informational, institutional and
relational opacity. New routines are en vogue, and investors pursue them as a normative
target: If all actors believe in the superiority of rational choice, it seems to be rational
for the investors to make decisions along analytical procedures based on economic
modelling. As such, empirically-based decision-making has small cracks in which
pragmatic, experience-based routines still survive. Looking more closely, we discover
different explanations for the resistibility of experience-based routines. We identify
increasing returns, conformity with routing ideas and organizational proximity. Such
routines do not always originate within the investor company itself; sometimes, they
stem from global buzz or local buzz or are adopted from consultants and strategic
partners. Although the new investors in the office market try to overcome path
dependencies they also stick to them. The result is a combination of rational and path-
dependent decision-making, which so far only follows a rough ‘construction plan’.
However, there is a clear tendency towards analytical decision-making and an
unambiguous trend towards rational procedures, which increasingly fill information
gaps and thus reduce opaque spaces.

If we focus on the “architecture’ of old and new routines as a central idea in the
concept of dynamic capabilities, we could not discover a more detailed ‘construction
plan’. The pattern, i.e. the relationship of old and new routines, contains contingencies.
Apparently, the “architecture’ is quite elementary, simple and frugal and allows broad
scope for decision-making. The concept of dynamic capabilities therefore offers a
perspective on the mix of formal and informal, ‘rational’ and experience-based routines.
There is no clear evidence of failures or successes under old or under new routines;
what we observe is the empirical combination of both. Yet, as experience-based routines
are substituted by systematically generated routines, maybe, such dynamic capabilities
will dissolve in future.
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