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Introduction



INTRODUCTION: 1
LOCAL AND REGIONAL
DEVELOPMENT

Introduction: local and regional development in a
global context

Local and regional development has become an increasingly important activity for
national as well as tocal and regional governments across the world since the 1960s and
1970s. In parallel, the context for local and regional development has been dramatically
reshaped by deep seated changes in the pattern of economic activity and has become
significantly more challenging. First, an alleged qualitative shift has taken place towards
a more ‘reflexive’ capitalism characterised by heightened complexity, uncertainty, risk
and rapidity of economic, social, political and cultural change. The economic system
has become more internationalised, even ‘globalised’, knowledge intensive and compet-
itive, While the long-term prospects for the emergent global economy remain uncertain,
there is little doubt that its contemporary emergence has raised the spectre of deepened
unevenness in the prospects for development for particular social groups and territories
and sharpened geographical incqualities in prosperity and well-being. The inclusive and
sustainable nature of territorial growth and development has begun to be challenged.
Fundamental questions about what constitutes ‘success’ and *development’ in localities
and regions are being posed.

Second, and closely related, structures of government and governance are evolving
into multilevel, often devolving systems, working across and between the local, regional,
subnational, national and supranational scales. Existing institutions have been reorgan-
ised, new institutions have emerged and new relations, often based around ‘partnership’,
have dominated the governance of local and regional development. Third, the reshaped
terrain of local and regional development has stimulated new interventions, through
instruments and public policies, seeking to harness both internal and extemal forms of
growth and development. Different localities and regions have been able to exercise
differing degrees of agency in reshaping existing and developing new approaches and
experiments for local and regional development.

Fourth, debates about local and regional development have shifted from a focus on
the quantity of development to a concem with its quality. Initially, this involved a focus
on the impact of economic development on the natural environment and the constraints
this placed on development, but has evolved into a more general concern with ques-
tions of the quality of life. This new concemn with sustainable development has become
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pervasive, but the termm and its implications are highly contested, There are many defi-
nitions of sustainable development, but perhaps the best known is that of the World
Commission on Environment and Development, or ‘Brundtland Commission’, which
calls for development which ‘meets the needs of the present without compromising the
ability of future generations to meet their own needs’ (World Commission on Environ-
ment and Development 1987: 8). Such a definition still leaves considerable scope for
dispute (see Williams and Millington 2004). At one end of the continuum are approaches
to sustainable development that tend to focus, for instance, on the development of renew-
able resources and the more efficient exploitation of existing resources, and places faith
in technological solutions to ecological problems (sometimes described as “ecological
modernisation’). In this perspective, environmental practices themselves can help
stimulate new rounds of economic growth (Gibbs 2000; Murphy 2000a). At the other
end of the continuum are versions of sustainability that tend to view the resources of
the planet as finite and, consequently, lead to a focus on limiting economic growth, or
even reducing it. Certainly, this latter view generally involves a ctitique of the suppos-
edly wasteful consumption practices of industrial society and, instead, a focus on the
promotion of ‘well-being’ rather than the production and consumption of material goods
and an emphasis on greater seif-reliance and local development strategies which are
respectful of nature (Hines 2000). At whichever point on the continuum, mainstream
conceptions of local and regional development ook too ‘economistic’ when measured
against the rubric of sustainable development, while traditional measures of growth offer,
at best, only a partial or intermediate indicator of development. Moving from the former
to the latter requires new metrics of local and regional development, which focus not
just on jobs and incomes, but more broadly on the quality of life (Morgan 2004; see
also Nussbaum and Sen 1993; Sen 1999).

An important driver of the changes in the context of local and regional development
has been the process of globalisation. Through its increased mobility of capital, workers,
goods and services, globalisation is changing the rules by which the economy has been
governed during much of the post-war era. Globalisation — which, to a certain extent,
may be a political and socially constructed concept by states and neo-liberal economic
actors (Peck 1999; Jessop 2002) — is exposing even the most remote spaces to compe-
tition and forcing firms, localities and regions to react and adjust to the new economic
conditions. Economic and social actors across the world are restructuring their produc-
tion and consumption habits as a result. This process offers new potentials and chal-
lenges. Some firms and places across the world have grasped the opportunities presented
by a globalising economy and have established conditions whereby they cumrently reap
the benefits. However, the opening of national economigs is also revealing local and
regional economic structures with little or no capacity to compete in a globalised
environment, The exposure of inefficient, inadequately managed and often low-tech
production structures to competition from outside is leading to the restructuring and
even demise of local production structures, generating unemployment, and, in others, to
a degradation of working conditions {Stiglitz 2002).

Although some claim that this process of globalisation is not really new (Williamson
1997; Hirst and Thompson 1999), the increase in the fevel of intcraction among national
econemies over recent decades cannot be ignored. Since the late 1980s, trade has
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cxpanded significantly and total world foreign direct investment (FDI) flows have
increased fivefold {International Monetary Fund (IMF) 2000). Many countries have
opened their borders, switching from either dirigiste — state-directed — economic plan-
ning systems, import substitution industrialisation, or centrally planned economies to
varying degrees of liberal frec-market structures. The liberalisation of national econ-
omies has often been accompanied by macroeconomic stability packages focused upon
curbing inflation, reducing fiscal deficits and debt, and low intcrest rates to cncourage
long-term investment.

The opening of national economies is in tune with a large body of research in eco-
nomics, echoing classical theories of comparative advantage discussed in Chapter 3,
which both from a theoretical and an empirical perspective has underlined the economic
benefits of open economies. The works of Grossman and Helpman (1991), Coc and
Helpman (1995), Frankel and Romer (1999) and Fischer (2003) have emphasised the
greater capacity of open economies to benefit from trade, capital mobility, technological
spillovers and transfers of technology. The restructuring and productivity effects of lib-
cralisation and regional integration have also been highlighted (e.g. Kang and Johansson
2000). Empirically-based research has tended to confinm the supposedly superior eco-
nomic performance of open economies. Sachs and Warner (1995, 1997), Coe et al. (1997)
and Fischer (2003) determine the existence of a strong positive relationship between the
degree of openness of a country and its economic growth, as a result of their capacity
to reap the benefits from an increased mobility of capital and technology. Others, led by
Rodrik {2000), Stiglitz (2002) or Wade (2004}, have, in contrast, questioned the bene-
ficial cffects of trade and the opening of borders for economic growth with evidence
of the evolution of social and regional disparities and inequalities. Moreover, talk of
globalisation should not lead us to forget the enduring importance of the nation state
as a regulator of cconomic activity, including at the local and regional level.

The combination of cconomic liberalisation with macroeconomic stability packages
has had some positive results. The most spectacular effect has been the reduction of
inflation from double or triple digit figures to single digit figures in most countries in
the world (Kroszner 2003). There has been a rapid expansion in capital flows to more
open countrics, export growth has also flourished and economic growth has tended to
become less volatile than in the 1980s (Ramey and Ramey 1995; Quinn and Woolley
2001). On the negative side, liberalisation has not been accompanied (with relatively
few exceptions where national state interventions have been pivotal such as China, India,
or Ireland) by sustained long-term high economic growth or by high employment
growth. In 2 number of countries around the world, recent growth has been lower even
than in the ‘lost decade’ of the 1980s. In addition, economic liberalisation and macro-
economic stability measures are not without risk. The ‘Tequila effect’ of 1995 in Mexico,
the Asian crisis of 1997 or the 2002 Argentine crisis highlight the macroeconomic
vulnerability of countries whose fiscal management or currencies were perceived as
weak by external investors and whose industries were often unable to cope with rapid
restructuring and/or to face competition from cither higher technology goods from devel-
oped countries or cheaper products from other developing economies.

Globalisation and economic deregulation may also be contributing to the increase of
social and territorial incqualities within many of the countries that have liberalised their
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B Piate 1.1 Globalisation and the rise of East Asia: the Singapore waterfront
Source: Photograph by David Charles
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economies (Wade 2004). From a social perspective, there is substantial evidence of
increasing social inequality, leading to the exclusion of particular social groups and/or
places from mainstream prosperity and well-being (Dowling 1999). Increases in produc-
tivity and growth — whenever and wherever they happen — are more related than ever
1o technological progress. The introduction of new production plants or of new agri-
cultural methods of production is generating greater productivity and efficiency, but
frequently at the expense of employment. This frequently jobless economic growth is
contributing to the exclusion of large numbers of unskilled workers and to the expan-
sion of the informal economy, both in the ‘developed” and in the ‘developing” worlds
(Schneider and Enste 2060). As a consequence, the economy that secems to be emerging
from the process of globalisation is characterised by greater social and often geograph-
ical polarisation, The divide between the highly educated and stable wage earners and
an increasing group of precarious workers and workers in the informal economy seems
to be growing at a greater pace than ever (Esping-Andersen 1999),

From a territorial point of view, only a limited number of localities and regions seem
to be reaping the benefits from the new opportunities provided by the process of glob-
alisation. In general, successful regions tend to be those that have something distinctive
to offer to markets that expand beyond the traditional realm of the local and regional
spheres. The ‘winning’ regions can be divided into three categories:

® Large metropolitan regions: Large urban agglomerations in both the “developed’and
the *developing’ worlds are where many of the high value-added service activities
are concentrated. Business, financial, real estate and insurance services are clus-
tering more than ever in large urban regions, as are the headquarters of corpora-
tions {Taylor and Walker 2001). The economies of agglomeration derived from such
concentration of production factors are leading to the attraction of research and
development and design activities to global metropolises of city-regions (Scott
and Storper 2003). FDI is also flocking to large metropolitan areas, reinforcing
subnational social and economic disparities. For example, Mexico City and its
surrounding state have received more than 60 per cent of all FDI in Mexico; Madrid
has attracted more than 70 per cent of all FDI flowing into Spain. However, as
mentioned earlier, the dynamism of large urban areas does not mean that all its
inhabitants have benefited equally. A majority of the large urban agglomerations
around the globe suffer from the emergence of a dual economy, in which wealth
and high productivity jobs coexist with economic and social deprivation, a growing
informal sector, and low paid, precarious jobs in the service sector (Buck ef al.
2002; Hamnett 2003).

n [Intermediate industrial regions; The second group of termritories that seem to be
profiting from the greater mobility of production factors around the world are the
intermediate industrial regions. This type of area often combines labour cost advan-
tages with respect to core areas, with human capital and accessibility advantages
with respect to peripheral areas, making them attractive locations for new indus-
trial investment. Mountain states and provinces in the United States and Canada
are attracting large industrial investments fieeing the old industrial ‘rustbelts’ of the
Eastern and Great Lake areas of North America. Numerous intermediate European
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regions in central Italy or southern Germany and France are witnessing a similar
trend. From a global point of view, the most advanced regions in the *developing’
world can also be considered as intermediate industrial regions. This is the case of
the Mexican states bordering the United States, of Séio Paulo and the southern states
of Brazil, of Kamataka and Maharashtra in India, but, above all, of the coastal
provinces of China. The combination of low wages with a relatively skilled and
productive labour force and accessibility to markets has made them primary targets
for industrial investment. Much of today’s mass production is concentrated in these
areas.

#  Tourist regions: Among the regions in the ‘developing’ world that have managed
to find their market niche in a globalised economy are the tourist areas. Places like
Canctin in Mexico or Bali in Indonesia have thrived thanks to their capacity to
attract large number of tourists from all over the world. Qthers, without reaching a
similar success, have built up a healthy and relatively successful tourist industry.

However, the dynamic areas in a globalised world tend to be the exceptions rather
than the rule. More ofien than not, regions and localities struggle to adapt their economic
fabric to the emergent conditions. Globalisation has made economic activity relatively
more mobile or footloose. Yet, the ability to invest globally has heightened sensitivity
to local and regional differences (Storper 1997). The competitive advantage that certain
territories enjoyed in the past as a result of their unique conditions or their proximity
to raw materials is becoming less important. Improvements in information technology
are contributing to ‘delocalise’ industrial and agricultural production. A lower degree
of delocalisation is occurring in services, often due to their need for face-to-face inter-
action and trust, although the fate of market services is often linked to the dynamism
of economic activity in other sectors. As a consequence, traditional industrial rcgions,
agriculturz] areas and regions without a clear comparative advantage are finding it diffi-
cult to capture new markets and their companies are often losing share in their own
traditional markets as a result of the opening of national economies to competition. Basic
and mass production industrial companies that had survived and often thrived in condi-
tions of monopely or oligopoly under fragmented national markets are in many cases
crumbling under the market integration and pressures of competition. Traditional agri-
cultural regions have seen their markets invaded by cheaper agricultural produce from
more technologically advanced regions, and areas with a strong agricultural potential
have to deal with an imperfect and relatively closed world food market (Henson and
Loader 2001).

The outcome of recent economic processes is greater economic and social polarisa-
tion at the world level (Rodriguez-Pose and Gill 2004). Whereas some national
economies such as those in South East Asia, China or Ireland have prospered, albeit
with accompanying social and territorial inequalities, under the new conditions, many
old industrial and relatively lagging areas in the developed world have struggled, while
numerons African, Middle Eastern and Central Asian economies are becoming increas-
ingly detached from world economic circuits. Gross domestic product (GDP) per capita
in numerous African countrics has stagnated, especially in the 1980s (Bloom and
Sachs 1998).
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The world’s economic polarisation is being reproduced within countries. Different
regional capacities to adapt to the new economic context are leading to a greater concen-
tration of economic activity and wealth in a few regions in each country and to increasing
cconomic divergence within countries. As a result, internal cconomic imbalances are
growing in high, low and middle-income countrics. Table 1.1 presents one measure of
the evolution of regional disparities — in this case, the variance of the natural logarithm
of regional GDP per capita — in selected “developed” and ‘developing’ couniries of the
world between 1980 and 2000 or the latest year with available regional information.
Several features need to be highlighted from the table. First, the difterence in the dimen-
sion of internal disparities between ‘developed’ and ‘developing’ countrics. In 2000,
internal economic disparities in Brazil, China, India or Mexico, were twice the size of
internal disparities in Spain and three times those in France or the United States. Second,
all countries included in the sample, except Brazil, have scen internal economic imbal-
ances grow since 1980. However, whereas greater economic polarisation took place in
the United States, France and Germany in the 1980s, the greatest increase in economic
imbalances in the lower income countries has taken place during the 1990s. Between
1990 and 2000, the variance of the log of regional GDP per capita has grown by 1.2
per cent in Brazil, 3 per cent in Italy, 11.6 per cent in Spain, 13.6 per cent in Mexico,
almost 17 per cent in India and 20 per cent in China.

This internal polarisation has often coincided with the opening of national economies.
Whereas in Mexico the 1970s and early 1980s had been characterised by a reduction of
internal economic disparities, the opening of the country’s borders to trade from 1985
onwards, reinforced by the North American Free Trade Agreement (NAFTA) after 1994,

Table 1.1 Variance of the log of regional GDP per capita, 1980-2000

Year % Change

1980 1990 2000 1980-1990 1990-2000 19802000
‘Developing’ countries

China 0.578 (.483 0.581 -16.31 20,20 0.60
India 0352 0377 0441 7.10 16.98 25.28
Mexico 0.388 0383 0435 -1.29 13.58 12,11
Brazil 0588 0488 0494 -17.01 1.23 -15.99
‘Developed’ countries

United States 0136 Q.452 0.148 11.76 -2.63 8.82
Germany 0.184 0188 0.186 2.17 -1.06 1.09
ltaly 0.265 0269 0277 1.51 2.97 4.53
Spain 0,207 (.199 G222 -3.86 11.56 7.25
France 0.151 (164 0.163 8.67 -0.29 8.36
Greece 0.156 0.158 0.158 1.21 0.16 1.37
Portugal 0.231 0.236 1.85

Eurgpean Union 0.247 0.275 11.24

Source: Rodriguez-Pose and Glll (2004: 2098}

Motes: Data for Europe: EU 198019929 Greece 1921-16999; France 1982-199%. All others as shown. Regional
data from EUROSTAT and national statisticai offices.
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led to an increasing concentration of economic activity in Mexico City and the states
atong the border with the United States (Sanchez-Reaza and Rodriguez-Pose 2002).
Similarly, the increase in internal regional disparities in Brazil has coincided with the
progressive opening of the country’s economy since the early 1990s (Azzoni 2001). The
combination of increasing social and territorial inequality and the greater concentration
of high value-added economic activity in core regions and a few peripheral areas that
have found a market niche in a globalised economy is leaving numerous — and many
of the poorest — areas of the world in a very precarious situation, The challenge of local
and regional development has sharpened since the 1970s,

Territorial competition

In the context of globalisation, the contest to attract and retain mobile capital and labour
has led to suggestions that localities and regions are now in direct competition with each
other. The existence of such territorial competition has focused attention on the ‘compet-
itiveness’ of local and regional economies as institutions try to provide the conditions
that will attract and embed investment. Krugman {1995) has questioned the value of the
idea of competitiveness in relation to national economies, labelling it a ‘dangerous obses-
sion’. He examines the way it is used to explain national economic performance, arguing
that it rests on an inappropriate analogy between the firm and the nation because, unlike
firms, countries ‘do not go out of business” (Krugman 1995:; 31).

Krugman refutes the idea that countries are in competition with each other, arguing
that domestic living standards arc determined by improvements in domestic produc-
tivity. ‘Competitiveness’, on the other hand, is merely a useful political metaphor which
policy-makers deploy to justify policy choices such as supporting particular economic
sectors (Krugman 1995, 1996). Krugman (1994) acknowledges, however, that the idea
of ‘regional competitiveness’ may make more sense than ‘national competitiveness’
because regional economies are more open to trade than national economies and factors
of production move more easily in and out of a region than a national economy. Thus,
the notion of territorial competition may have some utility when applied to the local or
regional level. Camagni (2002) has argued that regions can effectively go out of busi-
ness, insofar as they are affected by out-migration and abandonment. In policy terms
too, as parts of nation states, localities and regions do not have access to the range of
policy instruments, such as currency devaluations, which national governments have
used traditionally in order to shape levels of economic activity. Localities and regions,
then, must compete on the basis of local or regional competitive advantage in order to
attract mobile investment. Camagni maintains:

What really counts nowadays are two orders of factors and process: in an aggre-
gate, macroeconomic approach increasing returns linked to cumulative devel-
opment processcs and the agglomeration of activities; in a microeconomic and
microterritorial approach, the specific advantages strategically creaied by the
single firms, ferritorial synergies and co-operation capability enhanced by an
imaginative and proactive public administration, externalities provided by local
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and national governments and the specificities historically buwilt by a territorial
culture.
(Camagni 2002: 2405, original emphases})

The implication of Camagni's argument is that localities and regions can and must enter
the field of territorial competition. Nevertheless, much of the writing about territorial
competition assumes that such strategics are wasteful (see Logan and Moloich 1977, for
a classical account). Rodriguez-Pose and Arbix (2001) provide an cxample of ‘pure
waste’ in the form of the bidding war between Brazilian states aimed at attracting and
embedding new investments in the car industry in the 1990s. They show how all states
found themselves caught up in the struggle to attract investment justifying it as means
of regenerating local and regional cconomies and generating cmployment. States
frequently exaggerated the alleged benefits of investments to justify the provision of
ever larger financial incentives to TNCs, even at the risk of bankrupting their treasuries.
As a result, such compcetition was undermining the potential long-term benefits of FDL.
Rodriguez-Pose and Arbix (2001: 150} conclude that *The bidding wars, presenied by
state povernments as their main — and almost only — development strategy, are a pure
waste since they do not lead to a significant increase in welfare at the local, or the
national level’.

In the contemporary period, territorial competition involves not just efforts to atiract
manufacturing firms but also activities which will generate consumption. This form of
territorial competition is often pursued by large citics and metropolitan regions. A good
example of this type of activity is the competition for international sporting events such
as the Olympics, or the award of ‘Capital of Culture’ status to cities in the European
Union (Owen 2002; Shoval 2002; Garcia 2004). Such competition occurs especially
between world cities aimed at enhancing their global status in an era of growing inter-
urban competition to finance large-scale planned construction projects in those cities.
According to Cheshire and Gordon (1998), the incentive to engage in this type of
territorial competition is strongest in the economically stronger, leading metropolitan
regions and it frequently works against wider spatial equity. This points to the need for
effective regulation of competition between localities and regions at the national, or even
supranational level. Reesc (1992), using evidence from North America, suggests that
appropriate forms of regulation can generate positive sum policies. He contrasts the more
innovative approach to attracting mobile investment pursued in Ontario, which we
discuss in more detail in Chapter 7, where there are federal limitations on financial incen-
tives, with US cities where there are not.

It is probably necessary to distinguish, then, between different types of territonal
competition, recognising that some are inherently wasteful, while others may have posi-
tive sum effects (Reese 1992; Cheshire and Gordon 1998; Camagni 2002; Malecki
2004). Echoing our discussion in Chapter 2, Malecki contrasts ‘imitative *low-road”
policies with “high road”, knowledge-based policies’ (2004: 1103). The Brazilian case
described above would fall firmly into the former category. But, other forms of local
and regional policy intervention aimed at generating more broadly-based forms of
growth or enhancing the networks that underpin local synergies or embedding external
firms in local networks to exploit spillovers and increasing returns ‘are at the very base
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Table 1.2 Territorially competitive policies

Zero sum Growth enhancing Network enhancing

Pure promotion Training Internal networking

Capturing mobile investment  Fostering entrepreneurship External (non-local)

Investment subsidies Helping new firms Benchmarking assessments
Business advice Airline and airfreight links

Subsidised premises Uncertainty reduction Scanning globally for new
Coordination knowledge

Infrastructure investment

Sources: Adapted from Cheshire and Gordon (1998: 325); Malecki (2004: 113)

of economic development, in its positive-sum, “generative” sense’ (Malecki 2004:
[114). Table 1.2 provides examples of territorial competition policies. Cheshire and
Gordon conclude:

The lesson for local policy makers would seem to be: nurture the successful
firms already present. Given the evidence presented as to why firms become
mobile, one of the casiest and most effective ways of doing this is likely to be
by pursuing policies which ensure a ready supply of reasonably cheap premises.
Where policy does aim at mobile investment, qualities-based (as distinct from
price-based) strategies are more likely to provide gains for local territorial agen-
cies of the communities they represent.

(Cheshire and Gordon 1998: 342)

As we discuss in Chapter 6, the interventions of local and regional development insti-
tutions, thus, have a critical role in the attraction and embedding of exogenous resources
such as FDI, occupational groups and other internationally mobile activities.

The need for alternative development strategies for
localities and regions

What are the options for the people, firms and communities in the localities and regions
that are struggling with the new economic situation? What approaches can be taken to
address the weaknesses that limit the economic potential of individuals, firms and terri-
tories globally? People, firms and societies may need to raise their awareness of — and
become more capable to respond to and, perhaps, more able to shape — the challenges
presented by the new economic conditions. Within an increasingly dominant and perva-
sive capitalist global economy, an increased capacity to respond and adjust to global
challenges necessarily implies endowing individuals, firms and territories with the
factors that will allow them to place their skills, products or services in the global market-
place and to compete with others. Alternatively, it may mean constructing shelters and
bulwarks against the harsh forces of global competition by forming assets and resources
focused upon local and regional needs and aspirations.
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There is, however, no simple and universal way to tackle the challenges posed by
globalisation. No unique or universal strategy can be applied to every arca or region,
regardless of the local context. Past experience has shown that the mere reproduction
of development policics in different contexts has more often than not had little or no
impact on the generation of sustainable local and regional development and long-term
employment (Storper 1997). Traditional top-down policies aimed at achieving economic
development have tended to be cut from the same cloth. These have normally consisted
of supply-led pelicies, focused either on infrastructure provision or on the attraction of
industries and foreign direct investment. The logic behind this approach was that defec-
tive accessibility or the absence of firms that could articulate around them a dynamic
industrial tissue and generate technological transfers was at the root of the problems of
many lagging areas.

Local and regional development and employment-creation policies have thus, until
recently, been usually structured along two axes. The first axis was infrastructural
cndowment. The supposedly high returns of infrastructural investment identified by
some researchers (e.g. Aschauer 1989) fuelled the belief that improving accessibility
was the solution for lagging areas. Development and employment policies were thus
articulated around the building of motorways, aqueducts, pipelines, telephone lines and
other investments in infrastructure. Such investment has unfortunately not always
yiclded the expected results. One of the most spectacular cases of failurc of this sort of
top-down and supply-led approach has been the ltalian Mezzogiomo, where, despite
more than forty years of strong infrastructure investment by the ltalian state, the income
gap between the North and the South of the country remains at the same level as before
the intervention started in the carly post-war years (Trigilia 1992). On a wider scale,
some studies have also questioned the effectiveness of investment in infrastructure as a
sustainable development strategy. Research by Philippe Martin (1999) and Vanhoudt
et al. (2000) at the European level has unveiled constant or negative economic returns
from investment in infrastructure.

The second axis was structured around top-down policies based on industrialisation.
The introduction or attraction of large firms to arcas with a weak industrial fabric, in
combination with other development policies, has been in a few cases — for example
in a host of South East Asian countries — a key in the ecconomic take-off of these areas
(Storper 1997), often in contexts of strong, state-led national development strategy
support. However, these policies have not been particularly successful and the failures
outnumber the success stories. Once again the case of the Italian Mezzogiomno is perti-
nent. Inspired by the ‘growth pole’ theories of Perroux (1957) discussed in Chapter 3,
the establishment during the 1960s and 1970s of shipyards, refineries, car plants and
chemical plants in the South of Italy with a relatively weak endogenous industrial fabric
did not lead to the desired industrialisation of the South of the country (Viesti 2004),
Companies that were lured from the North to the South by the incentive packages offered
by the ltalian government failed to create around them the industrial linkages and
networks that could have delivered sustainable economic growth and employment gener-
ation. Inadequate local economic and institutional settings represented a barrier to the
creation of networks of local suppliers around the ‘imported” large firm, which was the
main aim of the policy (Trigilia 1992). As a consequence, most of these large industrial
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complexes remained detached from their local environments — ‘cathedrals in the desert’
— whose principal suppliers and customers were located elsewhere rather than locally
or in nearby areas (Lipietz 1980). After the demise of the often costly incentive pack-
ages that had led to the location of those firms in the South, loss-making firms were left
to die in situ or moved back to the North.

Similar industrialisation policies in other areas of the world failed also to deliver the
expected results. Many of the firms located in less developed cities and regions in France
or Spain, again following Perroux’s (1957) development pole theory, have not triggered
the expected dynamic and innovative effect which was supposed to be at the root of
sustainable development (Cuadrado Roura 1994). Similar results have been achieved in
most Latin American countries that followed import substitution industrialisation poli-
cies until the mid-1980s or the beginning of the 1990s. The protection of national
markets in order to foster the emergence of local consumption and, to a lesser extent,
intermediate and capital goods industries, led to the creation of a relatively large indus-
trial base in countries such as Mexico, Brazil, Argentina or Chile (see Hemandez Laos
1985; Cano 1993). However, the presence of captive markets, direct state subsidies,
closeted public procurement, monopolistic and oligopolistic practices and protectionism
made most of the industrial base of these countries inefficient relative to world stan-
dards. Consumers ended up bearing most of the cost of paying higher prices for prod-
ucts of, in general, lower quality than thosc available in international markets (Love
1994; Cirdenas 1996). The opening of borders to competition in Latin America has
exposed the weaknesses of the industrial base of Latin American countries and led to
deindustrialisation and the loss of numerous industrial jobs (Rodriguez-Pose and
Tomaney 1999; Dussel Peters 2000).

There are multiple and variable reasons for the failure of traditional local and regional
development policies. Some of thern are cxternal to the design and implementation of
the policies. In some areas, weak or deficient education and skills among people and
communities became the main barrier for successful development. In others, weak local
economic structures have jeopardised policy efforts towards development. Poorly suited
social and institutional contexts have also been highlighted as possible reasons for the
poor performance of traditional development policies (North 1990; Rodriguez-Pose
1999). Yet, as important — if not more important — as the external factors are the intemal
factors related to the design and implementation of the development policies. First
among these is the internal imbalance of most traditional development policies. The
logic behind most policies was to concentrate on what was perceived to be the most
important development bottleneck, with the aim that, once the problem was solved,
sustainable development would follow. For example, if the main development bottle-
neck of an area was perceived to be poor accessibility, heavy investment in transport
and communications infrastructure could solve the accessibility problem and, as a conse-
quence, generate internal economic dynamism and bring much needed foreign invest-
ment. Sustainable development concerns were not at the forefront of such approaches
to local and regional development at this time.

Similarly, the weakness of local industrial tissues could be addressed by luring large
firms to the locality or region, which would create dircct and indirect jobs, generate
technology transfers and spillovers, and trigger entrepreneurship. However, the impact
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of the implementation of such development policies has generally been disappointing,
due to their unbalanced nature. Heavy investment in infrastructure, with little or no
emphasis on other development factors such as the support of local firms, the improve-
ment of local human resources, or the diffusion and assimilation of technology, has often
created only imperfect accessibility to markets. Where local firms, as a result of their
relatively lower levels of competitiveness, have struggled to gain ground in outside
markets, more competitive external firms have benefited most from greater accessibility
to lagging areas, gaining a greater share of those markets and driving many local firms
out of business as a result (see Figure 1.1). The frequent reliance on inward investment
has equally not delivered the expected outcomes. Instead of dynamising their environ-
ment, and triggeting multiplier effects, large industrial complexes brought from other
locations have in many cases only been lured by incentives and subsidies and have
tended io foster a greater dependency on external economic actors (sec Figurce 1.1)
{Rodriguez-Pose and Arbix 2001; Mytelka 2000).

The second internal factor behind the failure of traditional development policies has
been the tendency to replicate standardised policies in different areas of the world,
regardless of the local economic, social, political and institutional conditions. Pelicies
that were considered to have succeeded in a specific case have been transferred and
implemented almost without changes in different national, regional and local contexts.
National planning and development offices, often aided by academics as well as inter-
national organisations, were the main culprits behind the universalisation and roll-out
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of such top-down development models and practices. Yet, diverse economic, social and
institutional conditions in different local and regional environments mediate the effec-
tiveness of development policies and, in many cases, led to the failure of policies that
had proved successful elsewhere. In addition, the reliance on top-down imported policies
alicnated the local population which, as we discuss in Chapter 4, often had little or no
say or participation in building the future economic vision of their territories (Vazquez
Barquero 1999, 2003).

The failure of traditional top-down policies, together with the challenges generated
by globalisation, has led to a serious rethinking of local and regional development by
practitioners and academics. As a result, since 1990 a series of innovative, bottom-up
local and regional development policies have emerged (Stéhr 1990; Amin 2000).
Although the change from top-down and centralised policies to a bottom-up local and
regional development approach neither has been established overnight, nor is based on
a single or clearly defined theoretical underpinning, this model of tailor-made approaches
to the development of territories has progressively been gaining ground as the founda-
tion for new development strategies (Vazquez Barquero 2003).

The question of what is local and regional development is at the heart of this book
and is addressed in Chapter 2. There are many competing theories and models of local
and regional development that we review in Chapter 3. There are thus many definitions
of local and regional development. Yet, the multitude of theoretical models and the
fact that the main sources of inspiration for local and regional development strategies
are learning from experience and imitation has prevented the emergence of a widely
accepted definition. Therefore, local and regional development strategies tend to resort
to outlining the basic features of the approach prior to specifying its particular content.
White and Gasser (2001) establish four features that characterise local and regional
development strategies: they require participation and social dialogue: they are based
on territory; they entail the mobilisation of local resources and competitive advantages;
and they are locally owned and managed.

The main differences between local and regional development and traditional top-
down approaches are summarised in Table 1.3 and relate to five domains. First, whereas
in traditional top-down approaches the decision on where to implement development
strategies is typically taken by national central government planners and developers,
with little or no involvement of local or regional actors, local and regional development
practices favour the promotion of development in a// territories — not just the underde-
veloped or lagging — by mobilising the economic potential and the competitive advan-
tage of every locality and region. The initiative for the development strategy is then
taken locally or regionally or with strong local and/or regional support. Second, as a
result of where and how the decisions are taken, traditional policies have been gener-
ally designed, managed and implemented by national ministries or central government
agencies. The involvement of local and regional actors in the delivery and implemen-
tation of local and regional development strategies implies, in contrast, a much greater
degree of vertical and horizontal coordination of all the actors involved. Vertical coor-
dination entails the synchronisation of local, regional, national and supranational or inter-
national institutions. Horizontal coordination comprises local public and private actors
concerned with development issues (Table 1.3). This complex multilevel and multi-agent
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Table 1.3 Top-down and bottom-up local and regional development approaches

Traditional development policies Local and regional development
1 Top-down approach in which decisions 1 Promotion of development in all territories
about the areas where intervention is with the initiative often coming from below
needed are taken in the nationa!l centre
2 Managed by the national central 2 Decentralised, vertical cooperation between
administration different tiers of government and horizontal
cooperation between public and private
bodies
3 Sectoral approach to development 3 Territorial approach to development (locality,
miliet)
4 Development of large industrial projects, 4 Use of the development potential of each
that will foster other econemic activity area, in order to stimulate a progressive

adjustment of the local economic system to
the changing economic environment
5 Financial support, incentives and 5 Provisicn of key conditions for the
subsidies as the main factor of development of economic activity
attraction of economic activity

Source: Authors’ own elaboration

context of the government and governance of local and regional development is
discussed in Chapter 4.

The third basic difference relates to the type of approach to development. Traditional
policies have typically focused upon the promotion of specific industrial sectors that
contribute to generate cconomic dynamism. Local and regional development adopts a
territorial approach as a means of achieving economic development. The diagnosis of
the economic, social and institutional conditions of every territory and the identification
of local economic potential arc the foundations upon which such development sirate-
gies are built. Closely linked to the sectoral approach of most traditional policies is the
development of large industrial projects that were expected to promote additional
economic activity and generate the networks and value chains needed in order to achieve
sustainable development. The problems of this type of practicc were mentioned earlier
and have changed the focus and led local and regional development practitioners to iden-
tify and use the economic development potential of each area and to stimulate the
progressive adjustment of the local and regional socio-economic system to changing
economic conditions (Table 1.3).

Finally, the top-down and bottom-up approaches are also set apart by their way of
attracting economic activity to localities and regions. While traditional approaches have
basically relied upon financial support, incentive packages and subsidies in order to
attract and maintain economic activity, local and regional development in general tends
to shun such incentive packages and concentrate on the improvement of the basic supply-
side conditions for the development and attraction of turther economic activity.

According to Vazquez Barquero (1999), local and regional development strategies
are usually structured around a threefold scheme that covers the development of eco-
nomic kardware, software and “‘orgware’. The development of huardware involves many
factors common to traditional development policies, such as the provision of basic
infrastructure, including the establishment of transport and communication networks,
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industrial space and the infrastructure for the development of human capital (including
education, health and culiural facilities).

The development of sofiware implies the design and implementation of comprehen-
sive local development strategies. Based on the diagnosis of the comparative advantages
and of the resource bottlenecks of each space, the local interests and organisations or
‘stakeholders’ — frequently with the participation of outside external experts — define
and establish a comprehensive strategy in a bid to fulfil that potential. These strategies
are usually articulated around four axes: the improvement of the competitiveness of local
firms, the attraction of inward investment, the upgrading of human capital or labour
skilts, and the building of infrastructure (Figure 1.1). The basic aim is to create a compre-
hensive and balanced local or regional development strategy that will embed economic
activity in a particular territory. From this point of view, the intervention in any of the
axes is included in a global strategic framework with the aim of rooting economic
activity — in & period when economntic activity tends to be both more footloose and sensi-
tive to geographical differences — in a certain area and of fulfilling the economic poten-
tial of every temitory. This means a comprehensive and balanced strategy in which, for
example, any effort put into attracting inward investment is matched by similar and
coordinated measures aimed at the improvement of the local economic fabric, of local
infrastructure, and of the local labour supply. Similarly, the improvements in labour
skills have to be coordinated and synchronised with any effort to boost local firms, to
improve infrastructure, and to atiract inward resources and so on (Figure 1.1). Such a
balanced and integrated approach can be achieved only by the systematic involvement
of local economic, social and political actors in the planning and development process
and by a careful analysis of the economic potential of any area.

The risks of failing to identify the correct assets, competitive advantages and the
structural bottlenecks, or of a poor implementation of the strategy, are high. An exces-
sive emphasis, for example, on the attraction of inward investment is likely to enhance
the dependence of an area on external economic actors. Similarly, the improvement of
the education and the skills of the population, without a similar improvement of the
competitiveness of local industries or without the attraction of foreign resources, may
resuit in a mismatch between the educational and skills supply and labour demand,
generating dissatisfaction and possibly ‘brain drain’ or out-migration of the highly qual-
ified. The upgrading of the competitiveness of local industries not matched by similar
progress in labour skills or in the attraction of inward investment may jeopardise in the
middle and long run the capacities of local firms to generate and assimilate innovation,
and thus undermine their competitiveness (Figure 1.1),

The successful design and implementation of a balanced local or regional develop-
ment strategy can contribute to generate social, economic and, in many cases, environ-
mentally sustainable development and jobs. And moreover, by making any economic
activity taking place in the termmitory dependent on local conditions and by managing the
strategy locally and regionally, it can be inferred that the jobs created are likely to be
of a betier quality, in the medium and long run, than they would have been if the
genesis of employment was exclusively left to local firms with little or no competitive
advantage and thus in a very precarious market situation or to outside companies with
little or no links in the form of established supply or customer chains to the locality
(Rodrigucz-Posc 1999).
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Finally, any local or regional deveiopment strategy also entails what Vizquez
Barquero (1999) calls orgware, that is, the improvement of the organisational and insti-
tutional capacity to design, implement and monitor the whole development strategy.
The development of orgware goes beyond a mere vertical and horizontal coordination
of different levels of government and of local public and private actors and raises
important issues of governance that need to be addressed by common institutions
(Newman 2000; Hauswirth et al. 2003; Leibovitz 2003). The genesis of complex gover-
nance systems associated with local and regional development initiatives often involve
new forms of cooperation and regional coordination (Brenner 2003: 297}, The devel-
opment of institutions and govemnance systems also aspires to contribute to the empow-
erment of the population and to help individuals and communities take charge of their
own future. It also fosters the development of civil society and promotes the formation
of the networks and partnerships that are fundamental to processes of cconomic and
social progress. It has to be bome in mind however that, although the empowering of
local societies is a crucial element in any local and regional development strategy, it
cannot be considered as its only goal. It is a means to the end of attaining social, eco-
nomic and environmentally sustainable development and generating greater econemic
dynamism and employment.

Overall, there are numerous social and economic advantages related to the adoption
of local and regional devetopment strategies in a globalised world in comparison to the
resort to traditional development programmes. The social advantages may inchide
the foliowing:

s Local and regional development strategics empower local societics and generate
local dialogue. People living in areas of the world that have until recently had little
say or control over the economic activity taking place in their territory, by using
local and regional development strategies, start to develop a degree of autonomy
and adopt a more proactive stance concerning sustainable development and their
own economic, social and political futures.

= Local and regional development strategies can help to make local and regional insti-
tutions more transparent and accountable and foster the development of the local
civil socicty.

From an economic point of view, the advantages of the approach are as, if not more,
significant, and may include the following:

a Local and regional economic development strategies, because of their goal of
embedding economic activity in a territory and making any economic activity
located in it dependent on the specific economic conditions and comparative advan-
tages of that place, generate sustainable economic growth and employment in firms
more capable of withstanding changes in the global economic environment.

a  Local and regional economic development strategies, as a result of the involvement
of local stakeholders and the rooting of economic activity in a temritory, contribute
to a general improvement in the quality of jobs.
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However, it has to be borne in mind that there are also disadvantages associated with
local and regional development policies and that this approach is not without risks. The
main drawback of this strategy is that it can be extremely time consuming. The devel-
opment of local and regional coalitions and the coordination of local and regional stake-
holders among themselves and with other institutional actors requires an enormous
organisational effort and consumes a considerable amount of time and resources even
before the development process proper can be started. And even when the key local and
regional institutions are established, there is no guarantee of short-term — or even
medium and long-term — success. There is also the risk of not being able to identify,
design or implement the most appropriate development strategy. In a rapidly changing
and complex context, this is an acutely difficult task. The involvement of local and
regional actors may offer numerous advantages, like the empowerment of local soci-
eties, greater transparency, accountability and greater closeness to those who have to
contribute and will ultimately benefit more from the development process. It may also
encourage the local population, in general, and local economic actors, in particular, to
take a more active stance in their future and to take more risks. However, the mere
involvement of local authors is no guarantee of the selection of appropriate and techni-
cally effective strategies for localities and regions. In some cases, it may even result in
the adoption of unbalanced development strategies, whose capacity to stimulate medium-
term sustainable development is questionable. Vested interest groups, public desire for
‘miracle cures’ and/or rapid results, often in combination with the presence of populist
politicians, may lead to the adoption of short-term, highly visible policies and to the
neglect of more balanced strategies, whose long-term impact may have a less immediate
impact or appeal to large sections of the public.

The aims and structure of the book

This book aims to provide a clear understanding and explanation of contemporary local
and regional development. It flows directly from the changed context of local and
regional development and the search for alternative development strategies for locali-
ties and regions discussed above. The key questions addressed are:

1 What are the principles and values that shape definitions and strategies of local and
regional development?

2 What are the conceptual and theoretical frameworks capable of understanding and
interpreting local and regional development?

3 What are the main interventions and instruments of local and regional development
policy?

4 How do localitics and regions attempt to cffect development in practice?

5 And, in normative terms, what kinds of local and regional development should we
be pursuing?

This book — Local and Regional Development — addresses its central questions in four
closely integrated parts. In Part 1, Chapter 1 — ‘Introduction: local and regional devel-
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opment’ — describes the changing context of local and regional development.
It emphasises several overlapping dimensions: the growing importance of heightened
iniemationalisation or globalisation; increased inter-territorial competition; more sophis-
ticated or knowledge-intensive forms of economic activity; rapid, uncertain and
geographically uneven and unequal economic, social, political, cultural and environ-
mental change; multilayered and devolving systems of government and governance; and
new interventions, instruments and policies. Each of these elements are further elabo-
rated throughout the book. The remainder of the Introduction provides this rationale and
context for the organisation and structure of the book.

Chapter 2 — “What kind of local and regional development and for whom?’ — exam-
ines questions of definition to examine what is meant by local and regional develop-
ment, establishes its historical context and explains the central importance of the
geographical concepts of space, territory, place and scale. The chapter then discusses
local and regional development’s different varieties, principles and values as well as the
socially and geographically uneven nature of who and where benefits and loses from
particular forms of local and regional development.

Part 11 of the book — ‘Frameworks of understanding” — examines the concepts and
theories of local and regional development and institutions of government and gover-
nance. Chapter 3 — *Concepts and theories of local and regional development' — reviews
the main concepts and theories used to understand and explain local and regional devel-
opment., The approaches reviewed are neo-classical; Keynesian; stages theory; product
and profit cycles; long wave theory; Marxism and the spatial division of labour; transi-
tion theories; institutionalism and socio-cconomics; innovation, knowledge and learning;
endogenous growth theory; geographical economics; competitive advantage and clus-
ters; sustainable development; and post-developmentalism. For each different school of
thought and type of approach, the discussion focuses upon: assumptions and conceptu-
alisation; aims; constituent clements, including causal agents, relationships, mechanisms
and processes; linkages to policy and criticisms.

Chapter 4 — ‘Institutions: government and governance’ — examines the changing
nature of the state and its implications for local and regional development. It assesses
critically the transition from government to governance and the emergence of a decen-
tralised era of devolution and ‘new regionalism® within the framework of maultilevel
institutional structures ranging from the supranational to the neighbourhood. The rela-
tionships between democracy and local and regional development are also addressed.

Part 11l — ‘Interventions: instruments and policies’ — examines the practice of local
and tegional development policy. Chapter 5 - “Mobilising indigenous potential® — deals
with the approach and tools aimed at capitalising upon the indigenous or naturally occur-
ring economic potential and promoting endogenous growth from within localities and
regions. Connecting to the different frameworks of understanding in Part I1, instruments
and policies are addressed for cstablishing new businesses, growing and sustaining
existing businesses and developing and upgrading labour.

Chapter 6 — “Attracting and embedding exogenous resources’ — reviews the appreach
and policies aimed at imnplanting and anchoring businesses, investment and people for
local and regional development. The discussion addresses the changing roles of trans-
national corporations (TNCs), global production networks, the role of local and regional
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institutions, connections between exogenous and indigenous approaches, the securing
and retention of occupations and dealing with the consequences of divestment.

Part IV — “Integrated approaches’ — pulls the strands of the book together critically
to examine experiences of development in localities and regions internationally and to
conclude the book and reflect on the future of local and regional development. Chapter
7 — ‘Local and regional development in practice’ — draws explicitly on the main themes
of the book to assess local and regional development in a range of international case
studies. The examples comprise localities and regions coping with economic decline
(North East England), trying to effect adjustment (Jalisco, Mexico; Ontario, Canada),
sustaining an existing development trajectory (Silicon Valley, California, USA), secking
balanced regional development in a context of regional restructuring (Busan, South
Korea), attempting an economic transformation (Seville, Spain) and dealing with the
uneven local and regional consequences of transformation (Ireland). Analysis addresses
the common and particular ways in which each case has constructed concepts and strate-
gies of local and regional development, their institutions of government and governance,
intervention strategies and policies, achievements and issues and future challenges.

Chapter 8 — ‘Conclusions’ — initially summarises the main themes of the book. In a
normative sense and in answer to the question of what kind of local and regional
economic development and for whom, it draws upon the core book themes to set out
our collective vision of what holistic, progressive and sustainable local and regional
development might look like. Detailed practical initiatives are explained. The final
section closes the book by reflecting upon the limits and political renewal of local and
regional development.

Further reading

For a review on the globalisation debates, see Held, D., McGrew, A., Goldblait, D. and
Perraton, i, (1999) Global Transformations: Politics, Economics and Culture. Cambridge:
Polity.

On the local and regional development implications of globalisation, see Dicken, P, (2003)
Global Shift: Reshaping the Global Economic Map in the 21st Century (4th edn), London:
Sage; Perrons, D. (2004) Globalisation and Social Change: People ard Places in a
Divided World. London: Routledge.

For a discussion of the relationship between the degree of openness of a country and its
economic growth, see Sachs, J.D. and Wamer, A (1995) ‘Economic reform and the
precess of global integration®, Brookings Papers on Economic Activity 1. 1-95.

For a critical engagement with the globalisation debate and the role of infemational institu-
tions, sec Stiglitz, 1. (2002) Globalization and its Discontents. New York: Norton.

For a discussion of territorial competition, see Malecki, E. {2004) “Jockeying for position:
what it means and why it means to regional development policy when places compete’,
Regional Studies 38(9): 1101-1120.

For the altemative and bottom-up forms of local and regional development, see Stéhr, W.B.
(ed.) (1990} Global Challenge and Local Response: Initiatives for Economic Regeneration
in Contemporary Europe. London: The United Nations University, Mansell; Vazquez
Barquero, A. (2003) Endogenous Development: Networking, Innovation, Institutions and
Cities. London and New York: Routledge.



WHAT KIND OF LOCAL 2
AND REGIONAL

DEVELOPMENT AND

FOR WHOM?

Introduction

One of the biggest myths is that in order to foster economic development, a
community must accept growth, The truth is that growth must be distinguished
from development: growth means to get bigger, development means to get
better — an increase in quality and diversity.

(Local Government Commission 2004)

The Local Government Commission — a local government association in the United
States  has a particular view of the kind of local and regional development it deems
appropriate and valuable. Such perspectives may differ from place to place and vary
over time. How specific interpretations are determined and how they differ are central
to understanding and questioning the nature of local and regional development. To
understand what we are dealing with when thinking, writing and doing local and regional
development we need to start with first principles. Our basic understandings of what
local and regional development is, what it is for and, in a normative sense, what it should
be about must be questioned. We can begin by asking the fundamental questions of what
kind of local and regional development and for whom? Starting here encourages us to
take a critical approach and to consider closely what we are learning and thinking about
local and regional development. These basic concerns are addressed in the four sections
of this chapter. First, questions of definition are examined to understand what is meant
by local and regional development, to establish its historical context and to understand
the importance of the geographical concepts of space, tetritory, place and scale. Second,
the nature, character and forms of local and regional development are explored to under-
stand its different varieties and principles and values in different places and time periods.
Third, the objects, subjects and social welfare dimensions are addressed to understand
the often socially uneven and geographically differentiated distribution of who and
where benefits and loses from particular forms of local and regional development. Last,
a summary and conclusions are provided. Chapter 3 builds upon the starting points artic-
ulated in this chapter and discusses their use in the theories that seek to understand and
explain local and regional development.
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What is local and regional development?

Questions of definition are a starting point to understand what is meant by local and
regional development. However, defining — saying exactly what is meant by — local and
regional development is more complex than might be commonly assumed. Definitions
are bound up with conceptions of what local and regional development is for and what
it is designed to achieve. Referring to conceptions of ‘development’, Raymond Williams
(1983: 103) noted that *very difficult and contentious political and economic issues have
been widely obscured by the apparent simplicity of these terms’. Defining — individu-
ally or collectively — what is meant by local and regional development is a critically
important and deceptively subtle task if we are to look beyond often unquestioned
assumptions and superficial descriptions. In the existing literature, economic dimensions
such as growth, wealth creation and jobs have historically been at the forefront of
describing what constitutes local and regional development (Armstrong and Taylor
2000). Sometimes, local and regional development is equated with this narrower focus
upon local and regional economic development. For Storper (1997), the local and
regional search for prosperity and well-being is focused upon the sustained increases in
employment, income and productivity that remain at the heart of economic develop-
ment. For Beer ef al. (2003: 5), there is a ‘reasonable consensus about the broad para-
meters of what is meant by local and regional economic development: it refers to a set
of activities aimed at improving the economic well-being of an area’. Such activities
may include economic development strategy, research, enterprise, labour market and
technology initiatives, political lobbying and so on.

This often dominant economic focus in local and regional development has broad-
ened since the mid-1990s in an attempt to address social, ecological, political and
cultural concerns (Geddes and Newman 1999). Reducing social inequality, promoting
environmental sustainability, encouraging inclusive government and governance and
recognising cultural diversity have been incorporated to varying degrees within defini-
tions of local and regional development (Haughton and Counsell 2004). Moves towards
broader notions of quality of life, social cohesion and well-being have been integrated,
sometimes uneasily, with continued concerns about economic competitiveness and
growth (Geddes and Newman 1999; Morgan 2004). We shall retumn to the question of
the integration, relative balances and differences in emphasis between the economic,
social, ecological, political and cultural dimensions of local and regional development
below.,

In the context of a broader understanding of interrelated dimensions, we can deepen
and extend how we think about how to define local and regional development. Such an
approach can open up space for innovative thinking about what local and regional devel-
opment is — in the present. What it can or could be — in terms of visions for the future.
And, crucially, what it should be — in the normative sense of people in places making
value-based judgements about priorities and what they consider to be appropriate ‘devel-
opment’ for their localities and regions. There is no singularly agreed, homogenous
understanding of development of or for localities and regions. Particular notions of
‘development” are socially determined by particular social groups and/or interests in
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specific places and time periods. What constitutes ‘local and regional development’
varics both within and between countries (Reese 1997; Danson et af. 2000). In any
society, the aspirations for and articulations of ‘local and regional development’ are fluid
and dynamic (Beer ef al. 2003). They arc subject to change over time. Precedents,
existing practice and norms are subject to incremental and, sometimes, radical changes
— for example in response to the kinds of external shocks outlined in Chapter 1, including
currency collapses, political sea changes or environmental catastrophes. The assessment
of outcomes and performance can trigger reflection and change. Debate, deliberation
and discussion can change the thinking, doing and practising of local and regional devel-
opment. Models can be imposed and resisted. Political cycles and government agendas
can recast public policy for local and regional development. Dissent, struggle and inno-
vation can bring formerly alternative approaches from the margin into the mainstream
and vice versa. Local and regional interests do not just define local and regional devel-
opment in a vacuum, however. At least some consensus exists around common themes,
principles and values — introduced in Chapter 1 — to which we will return below. Given
this potential for geographical diversity and change over time, reviewing the evelution
of definitions of local and regional development can anchor its main themes and
dimensions in their historical context.

Deflnitions of local and regional development:
a brief historical context

Given that the definitions and conceptualisations of local and regional development are
differentiated geographically and change over time, the historical context and trajectory
of their evolution is central to their understanding. Dating back only 250 years to the
late eighteenth century, the notion of ‘development’ as sustained increases in income
per capita is a relatively recent phenomenon in human history (Cypher and Dietz 2004).
From the nineteenth century, the ascendancy of capitalism as a form of soctal organ-
isation brought technological change, productivity increases and the dominance of indus-
trial employment, notwithstanding the system’s periodic crises and slumps (Harvey
1982; Barratt Brown 1995). From this era, development was focused upon economic
dimensions and the relative extent to which capitalism had penetrated the economic and
social structures of localities, regions and nations, modernising and replacing pre-capi-
talist social formations. The late nineteenth century ‘Industrial Revolution® laid the foun-
dations of geographical and social inequality in what became known later as the
*developed world’ (Pollard 1981). Development was marked by geographical and social
unevenness and formed the basis of social and political organisation against its mjus-
tices, for example by the fabour movement and trade unions (Pollard 1999}, in the midst
of rapid industrialisation and urbanisation. Trajectories and legacies shaping develop-
ment were cstablished that, in some old industrial localities and regions, are still being
grappled with today (Cooke 1995).

The early part of the twentieth century was marked by international conflicts and the
Depression during the 1930s. Uneven local and regional development persisted and the
social and political implications typically prompted national state action of the top-down
variety described in Chapter 1. Yet, often only the hardest hit areas with localised
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concentrations of high unemployment received public policy attention. National state
interventions and institutional innovations in regional policy emerged — such as President
Roosevelt’s pioneering Tennessee Valley Authority and its industrial estate model as
part of the federal New Deal in the United States during the 1930s — and were mirrored
elsewhere, particularly in Western Europe (Hudson and Williams 1994). Some under-
standing of the nature of the closely connected problems of overdeveloped core regions
and underdeveloped peripheral regions within nations was evident but limited (Morgan
2001). The 1940s saw the establishment of international institutions that heralded the
post-war era of ‘developmentalism” up until the 1970s. Table 2.1 details the character-
istics of this broad approach to development across a range of dimensions.

Modernist and progressive notions of ‘development’ as rational and socialised inter-
vention for the improvement of human existence shaped this epoch (Peet 2002). The
development question was largely focused upon so-called “Third World® countries and
the poverty and economic stagnation that afflicted much of Africa, Asia and Latin
America at the time (Scott and Storper 2003). Local and regional development was
commonly the subject of the top-down national spatial policy discussed in Chapter |
with an economic and social rationale focused upon growth stimulation and redistribu-
tion to lagging localities and regions. Environmental impacts and sustainability were not
issues at the time. The post-war growth of the 1950s and 1960s generated optimism
about the Keynesian belief in the capacity of the national state as an agent for devel-
opment and national macroeconomic management, following the successful experiences
of the economic reconstruction in Europe, under the Marshall Plan, and in Japan. The
deeply embedded structural problems that were to hamper development in developing,
transitional and restructuring developed countries were poorly appreciated at the time
(Cypher and Dietz 2004). Local and regional questions remained as development
concerns for many nation states with ‘regional problems” arising from the spatial dispar-
ities and inequalities in economic and social conditions within nations (Armstrong and
Taylor 2000). In the context of Keynesianism, reducing such geographical inequalities
was economically efficient and socially equitable, supporting its position within cohesive
national political projects often of a social democratic hue.

Strongly influenced by modernisation theory, developmentalism was typically under-
stood as nations passing through distinct evolutionary stages. Each stage had a progres-
sively more modern character in economic, social and political (democratic) terms
(Cypher and Dietz 2004). In the ‘Cold War® context, US liberal market democracy
described the pinnacle of modernism. For example, Rostow’s (1971) ‘stages of economic
growth” model comprised paths from the traditional society, the preconditions state, the
take-off, the drive to maturity and the final high mass consumption stage. Such stages
were predictable, linear and constituted model development trajectories for nation states.
Formerly *backward’, undeveloped states could progress and modernise through known
developmental stages. They became ‘developing’ — in the course of development
towards the particular western model of capitalist development. The relatively late
export-led industrialisation of the ‘newly industrialising countries’ of Japan, South Korea
and Taiwan from the 1960s appeared to reinforce the theoretical relevance and empir-
ical base of this understanding of “developmentalism’ (Storper et al. 1998). In partic-
ular, it established a precedent for places to jump or leapfrog onto new development
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trajectorics. Geographical differentiation persisted, however, with different national vari-
ants as historical and institutional factors hampered some states attempting similar
modernisation strategies, for example India up until the 1990s (Chibber 2003) (Table
2.1). The heyday of ‘developmentalism’ in this cra was primarily focused upon economic
dimensions and the national level,

In the 1960s, approaches to development explicitly aimed at redistributing opportu-
nities for wealth creation and enhanced economic well-being (Glasmeier 2000).
Dissatisfaction grew however concerning the narrow and economistic view of develop-
ment that equated it solely with increases in income per capita (Peet 2002; Cypher and
Dietz 2004). An emerging consensus suggested that there was much more to human
social development and well-being than just increasing financial incomes. As Example
2.1 illustrates, attempts were made to broaden the notions of ‘development’. Frustration
was evident with the limited and/or unequal ‘trickle down’ of the benefits of economic
growth. Radical critiques from the late 1960s, inspired by Marxist thinking, argued that
the path of development in the developed North had actively underdeveloped the South
through colonialism and the neo~colonialism of its incorporation within an internation-
alising capitalist system and, as we explore in Chapter 6, the activities of increasingly
transnational corporations (Frank 1978; Hymer 1979).

In parallel, greater attention was given to local and regional development questions
beneath the level of the nation state (McCrone 1969). Economic and social arguments
were marshalled in favour of regional policy as a means of reducing spatial disparities
to improve rcgional and national economic efficiency and to contribute to social equity
{Armstrong and Taylor 2000). The political claims of *first wave’ regionalism emerged,
particularly in western Europe, and articulated its dissatisfaction with their limited rela-
tive autonomy and levels of “development’ within often centralised national state struc-
tures (Keating 1998). Connections between the colonialism experienced by the former
imperial possessions of the Great Powers and their own peripheral subnational regions
and localities were even drawn {Hechter 1999). Relationships between the colonial
powers and their empires had implications for the regions of the metropolitan powers,
shaping their functional specialisations. For example, Cain and Hopkins (1993a, 1993b)
have shown how the fate of Britain’s industrial regions was crucially linked to the
shifting role of the City of London as the dominant financial centre of the British Empire.

The break-up in the mid-1970s of the economic and social settlement of Fordism that
had underpinned the relative growth and prosperity of the post-war period, at least for
much of the developed North, undermined faith in the power of the national state as an
agent of development and regulation (McMichael 1996). Deindustrialisation and transi-
tions towards a service economy unleashed waves of economic and social restructuring,
The era of ‘developmentalism® gave way — in a highly geographically uneven and
contested manner — to an emergent and uncertain era of ‘globalism” from the 1970s.
Table 2.1 illustrates its markedly different constituent elements from the earlier era of
developmentalism.

A counter-revolution set in from the late 1970s against Keynesianism, statism and
more radical development theories (Toye 1987; Peet 2002). The ascendancy of mone-
tarism, neo-liberalism and the politics of the New Right sought to roll-back the state
and promote the deregulation and liberalisation of markets (Jessop 2002). Transnational
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Example 2.1 Broadening the measures of development

Historically, economists typically measured the level of development of the nation, region
or locality by using economic growth or income per person. Income levels were consid-
ered reasonable approximate measures for levels of development and income per person
could be a logical surrogate for gauging social progress. Gross national product (GNP:
total value of all income or final product accruing to residents of a country derived from
within and outwith that country) and gross domestic product (GDP: total value of all income
or final product created within the borders of a country) were typically used, often with
adjustments for population size, income distribution, price changes over time, purchasing
power parity and the contribution of the informal economy. While recognising that partic-
ular forms of development might encompass more than simply rising incomes, economists
argued that ‘the greatest number of the other dimensions of development that countries
might wish to realise are more easily aftained at and tend to accompany higher income
levels® (Cypher and Dietz 2004: 30).

As dissatisfaction with rates of economic and income growth and geographical and
social disparities grew and broader notions of what constitutes ‘development’ emerged,
indicators that go beyond narrow economic measures of growth and income have been
sought. Economic growth and the income standard were seen as being too aggregate and
unable sufficiently to capture distributional inequalities between people and places.
Morbidity and mortality figures too, continued to underline geographical inequalities in
social conditions, health, well-being and quality of life. Other measures include the United
Nations Development Programme’s (UNDP) Human Development Index (HDI). This
composite index uses ‘longevity, knowledge and decent standard of living’ as the indica-
tors of development. HDI uses measures of life expectancy at birth, adult literacy, school
enrolment and purchasing power parity GDP per capita. As the UNDP argues:

Human development is about much more than the rise and fall of national
incomes. It is about creating an environment in which people can develop their
full potential and lead productive, creative lives in accord with their needs and
interests, People are the real wealth of nations.

(UNDP 2001: 9)

Other similarly broad-based composite measures, such as the Gender-related Development
Index and Human Poverty Index, have also been developed. In connecting with concerns
about sustainability, measures such as the Genuine Progress Indicator (GPI) and environ-
mentally-adjusted net domestic product have been developed too as an attempt to *green’
the national accounts of economic growth. The thinking behind broader measures of devel-
opment have been explored for localities and regions, for example in the United Kingdom
where the focus on gross value added (GVA) has been accompanied by the development
of composite ‘Quality of Life’ and “Liveability’ indices. Going beyond the readily quan-
tifiable and available data sources to assess broader notions of development presents often
acute measurement difficulties.

Sources: House of Commons (2003); Cypher and Dietz (2004); Morgan (2004)
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blocs emerged around Europe (the Europecan Economic Community (EEC) and later
European Union (EU)), North America (NAFTA and the potential Free Trade Area of
the Americas (FTAA)) and South East Asia (ASEAN) structuring the emerging global
economy and with uneven aims of economic and political integration. Progress and
development were now predicated upon nation states and their firms” ability to compete
within rapidly intemationalising markets. The 1980s marked a high point of market-led
restructuring, structural adjustment and uneven and unequal local and regional devei-
opment in many advanced states. The development problem was seen as a correciable
one of market failure. ‘Second wave® or “new’ regionalism emerged with an economic
focus as regions were encouraged and facilitated by devolution within their national
states and prompted by their own social and political aspirations to become responsible
agents of their own development (Keating 1998).

In the context of the end of the Cold War and the ‘Velvet Revolution” in central and
eastern Europe in 1989, a tentative *Third Way’ emerged in the 1990s following dissat-
isfaction with the highly unequal development outcomes of the market-led 1980s and
an unwillingness 10 retum to the national level statism of the post-war age (Giddens
1998). Advanced industrial countries alongside economies undergoing transition from
central planning and countries formerly considered as ‘developing’ have been reincor-
porated into a much more global development question (Scott and Storper 2003).
Combinations of state and market have been sought to cope with the risk, uncertainty
and complexity of increasingly ‘globalised’, rapidly changing and reflexive forms of
capitalism (Held ef «l. 1999). However, such experiments coexisted, even overlapping,
with the dominant ‘Washington Consensus’ propelling the turn to neo-liberal approaches
to development in ‘developed’ and ‘developing’ countries. Free-market capitalism,
open economies and conservaiive macroeconomic policy constituted the political-
economic orthodoxy. Constructed by the actions of nation states and supranational insti-
tutions {Hirst and Thompson 1999), as we discussed in Chapter 1, ‘globalisation’ during
the 1990s presented formidable local and regional development challenges in a more
integrated, interdependent and competitive world (Peck and Yeung 2003). Devolution
and the decentralisation of state forms have emerged internationally, often with
ambiguous implications for reductions in regional growth disparities (Rodriguez-Pose
and Gill 2003). Substantial policy convergence is evident around a neo-liberal agenda
among developed and, increasingly, developing nations, focused upon supply-side flex-
ibility, the development of economic potentials and macroeconomic stability (Glasmeier
2000) (Table 2.i). indeed, as we discussed in Chapter 1, in the coniexi of internatioial
fiscal conservatism and trade liberalisation under the World Trade Organisation, uneven
development at the local and regional levels may actually have been reinforced by the
priotity given to increased free trade and low inflation combined with limited govern-
ment expenditures for economic adjustment (Braun 1991).

By the 2000s, *development’ had broadened further to incorporate sustainability and
holistic or integrated approaches to cconomic, social and environmental concerns
(Geddes and Newman 1999; Morgan 2004) (Example 2.1). The government and gover-
nance of development had come to the fore at the supranational level in macro-level
blocs — the European Union, the Americas and East Asia — with varying degrees of
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BN Plates 2.1-2.2 Local and regional development as a global issue: poverty and deprivation in
the ‘developed’ and ‘developing’ worlds

Source: Photographs by Michele Allan
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integration and within nation states as part of the Organisation for Economic Cooperation
and Development (OECD) and World Bank’s ‘good governance” agenda. Disquiet with
‘Western® ideals of ‘development’ and the imposition of Western models of liberal
market democracy have mobilised claims for self-determination and empowerment
regarding the definition and means of ‘development’. Post-developmentalism —
discussed in Chapter 3 — has emphasised the potential role of civil society in ‘develop-
ment’, perhaps complementing state and market, as an autonomous entity embedded in
localities and regions with better understanding of their social aspirations, needs and
potential, A post-‘Washington Conscnsus’ has been discerned in development, focused
upon a revised neo-liberal model stressing market-fricndly state intervention and ‘good
governance” (Pect 2002).
Currently, local and regional ‘development’ is a more global issue than hitherto:

as globalization and international economic integration have moved forward,
older conceptions of the broad structure of world economic geography as
comprising separate blocs (First, Second and Third Worlds), each with its own
developmental dynamic, appear to be giving way to another vision. This alter-
native perspective secks to build a common theoretical language about the
development of regions and countries in all parts of the world, as well as about
the broad architecture of the emerging world system of production and
cxchange . . . it recognizes that territorics are arrayed at different points along
a vast spectrum of developmental characteristics,

{Scott and Storper 2003: 582)

This brief historical context of the definitions of local and regional deveiopment has
identified the evolution of views of ‘development’. Each has their own theoretical and
ideological basis, definition of ‘devclopment’, theory of social change, role and agents
of development and local and regional development emphasis summarised in Table 2.2.
The historical evolution of development has highlighted several central and recurrent
themes in discussions of the definition of local and regional development. First, notions
of deveiopment change over time, Historical evolution, critique and debate are central
alongside the interests of those involved in shaping their determination. Changes in
existing understandings have emerged from both radical and mere modcrate, reformist
critiques of existing thinking and practice. Second, definitions of *development’ are
geographicaily differentiated. They vary within and between places over time. Third,
the historical focus upon economic dimensions has been broadened to include social,
ecological, political and cultural concerns. New approaches and measures of develop-
ment have been sought that are more sensitive to the need for socially determined and
sustainable balances between the economic, social, political, ecological and cuitural
dimensions of development. Last, different emphases on the local and regional level
exist in different approaches and definitions of development. The national and, increas-
ingly, supranational focus has evolved to incorporate the local and the regional. The
‘where’ of development has become important with the recognition that development is
not just a national level concern for nation states.
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WHAT KIND OF LOCAL AND REGIONAL DEVELOPMENT? m

Where is local and regional development?
Space, territory, place and scale

Territory and its potential endogenous resources 1s the main ‘resource” for
development, not solely a mere space. _
(Canzanclli 2001: 6)

Ax Glancarlo Canzanelli suggests, development does not take place in a spatial vacuum
devoid of any geopraphical attachments or context. However it may be understood,
development is a profoundly geographical phenomenon. In abstract terms, the social is
scen as necessarily spatial. As Manuel Castells (1953: 311) puts it *space 1s not a “reflec-
tion of socicty™, it 1s society’. Any definition of local aml regional development requires
an appreciation of the fundamentally peopraphical concepls of space, territory, place
and scale. Geography is an integral constituent of economic, social, ecological, political
and cultural processes and their geographies condition and shape 1n profound ways how
such processes unfold (Markusen 19%5). The “local” and the ‘reglonal’ are not simply
containers in which such social processes are played out. For Scott and Storper (2003).
spaces - ocalitics and regions  are causal or explanatory factors in cconomic growth
not just receptacies for or mantfestations ol ns outcomes. “Local” and “regional’ are
parlicular socially consiructed spatial scales through which such processes evelve, Social
processes are inscparable from their geographics. Any sense of the “development”
however defined ol such processes or the places in which they are situated and through
which they unfold needs 1o recognise this integral role of space. Put simply, geography
matters {Massey and Allen 1984).

Territory refers 1o the delimited. bordered spatial units under the junisdiction of an
administrative andior political authority, for instance a nation slate, cily or region
{Anderson 1996). The expression of localities and regions in which different kinds of
development may or may not be taking place in specific time periods is often as temi-
torally bounded units with an administrative, political and social identity. For example,
the regions of Brazil, Canada or Indonesia face particular focal and regional develop-
ment questions within specific national state structures. Within such territories, states
and other quasi- or non-state institutions — such as associations of capital, labour and
civil socicty — engage 1o differing degrees and in different ways in local and regional
development and its government and govemance. Chaptler 4 addresses this in more
detail. Territorial boundaries form defined areas within which particular definitions and
kinds of local and regional development may be articutated, determmined and pursued.
Territory is not a tixed entity 1n space or time, however (laylor and klint 2000).
Localities and regions evolve and change over time in ways that affect local and regional
development definitions, practice and prospects. For Paast (1991) ‘regions are not, they
become”. Localities and regions are scen as cvolving economic, social, political, ecolog-
ical and cultural constructs. Rather than static, unchanging entities, local and regional
territories are dynamic, changing over time (Cooke and Morgan 199R8), Allen #f al.
{1998) consider localitics and regions as ‘unbounded’, especially where their influence
and spatial reach 15 beyond their territorial boundanes, and relational, in that they are
mutuafly constituted by wider webs of spatialised social relations. Indeed, territorial
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borders can be changed and “artificial’, newly created regions can acquire attributes and
behave like regions too — for example, La Rioja in Spain (Giordano and Roller 2004).
Territory gives geographical and institutional shape to the spaces of local and regional
development.

The socio-spatial world of local and regional development is not just an homogenous
or uniform geographical plane. It is made up of specific and particular places. From
Hackney to Honolulu to Hong Kong, each place is particular. Each has its own evolving
histories, legacies, institutions and other characteristics that shape their economic assets
and trajectories, social outlooks, environmental awareness, politics, culture and so on.
Such particularities can be both shared and different and can be materially and symbol-
ically important to defining local and regional development. While each place may be
unique, however, different localities and regions may share common histories of devel-
opment, and face similar challenges and issues. Indeed, each occupies a position within
an increasingly integrated and inter-dependent world. The development fortunes of
places are increasingly intertwined. Recognition of difference and diversity need not
necessarily translate into selfish, parochial and introspective definitions of local and
regional development. As Chapter 1 revealed, inter-territorial competition between
places in the global context may be inefficient and wasteful of public and private
resources (Rodriguez-Pose and Arbix 2001).

I Piate 2.3 Public demonstrations and political agency: anti-poll tax and anti-warrant sale
marches in Scotland during the 1990s

Source: Photograph by Michele Allan
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The geographical diversity of places shapes how and why local and regional devel-
opment definitions vary both within and between countries and how this changes over
time. In this way, local and regional development is context-dependent:

Economic development is not an objective per se. It is a means for achieving
well being, according to the culture and the conditions of certain populations,
Nevertheless the well being target is not the same for people living in New
York or in Maputo; only who is living in New York or Maputo could fix what
they want to achieve in the medium and long term.

{Canzanelli 2001: 24)

The importance of place means local and regional development trajectories are strongly
path-dependent (Sunley 2000). Their future development is unavoidably shaped by their
own historical evolution (Clark 1990). Phenomena happening in the present ‘trail long
tails of history” (Allen et al. 1998). Such historical legacies can be decisive in under-
standing and explaining local and regional development — as we shall explore in Chapter
3 and is evident in our case studies in Chapter 7. The particular attributes of places can
influence whether or not particular definitions and varieties of local and regional devel-
opment take root and flourish or fail and wither over time.

In common with space, territory and place, the geographical scales over and through
which particular economic, social, political, ecological or cultural processes are mani-
fest are central to local and regional development. Table 2.3 provides examples of scales,

Table 2.3 Scales, socio-economic processes and Institutional agents

Scale/level Socig-economic process Institutional agenis
Global Trading regime {lberalisation Intemational Labour Organisation {ILO),
International Monetary Fund (IMF), Worid
Trade Organisation (WTO), nation states
Macra-regional Information and communication European Union, Member States,
technology network expansion regutatory bodies, private sector
providers
Nationhal House price inflation Central banks, building societles,
borrowers
Sub-national Transport infrastrusture Public transport bodies, private
expansion companies, financial institutions
Regional University graduate tabour Universities, regional development
market retention agencies, employers, training providers
Subregional Labour market contraction Employment, services, trade unions,
business associations, employers,
employees
Local Local currency experimentation  Local Exchange Trading Systems,
households
Neighbourhood  Social exclusion Local authorities, regeneration
pantnerships, voluntary groups
Community Adult literacy extension Education and training institutions,

households, famllles

Source: Authars' own research
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socio-economic processes and institutional agents. It illustrates the ways in which
different processes potentially constitutive of local and regional development can work
across and between different scales through the actions of particular agents. While the
‘local’ and the ‘regional” are the specific spatial scales for the processes of development
that are the focus of this book, what goes on at the ‘local” and the ‘regional’ scales
cannot be divorced from their relations with processes unfolding at other levels and
scales (Perrons 2004). Each scale and level is mutually constitutive — they each make
up the other. As Jones ef al. (2004: 103) suggest: ‘localitics cannot be understood as
neatly bounded administrative territories, and places are intrinsically multi-scalar, consti-
tuted by social relations that range from the parochial to the global’. Phenomena and
processes that may somchow be thought of as ‘external’ or outside, perhaps since they
appear to be beyond the control of particular localities and regions, can have profound
impacts. Example 2.2 discusses the local instability caused by a global trade dispute.
Scales are often contested and socially determined, for instance by states and associa-
tions of capital, labour and civil society (Swyngedouw 1997). Taking into account the

Example 2.2 Global trade disputes and local economic
instability

The connections between the different scales of local and regional development were
demonstrated in the so-called ‘Banana Wars’ in the late 1990s. As part of a trade dispute
between the United States and the European Union through the World Trade Organisation
(WTO) regarding the preferential treatment of Caribbean banana imports, the United States
retaliated by listing a range of EU exports subject to a punitive import tariff of 100 per
cent, effectively pricing them out of the lucrative US market. These specialised high-value
exports, chosen politically to apply pressure upon EU negotiators and Member States,
included French handbags, German coffee makers and Italian cheese. Such products were
typically produced by highly localised industrial clusters. One targeted sector, for example,
encompassed cashmere producers in the Anglo-Scottish Borders in the United Kingdom.
Here, the local cashmere sector employed over 1000 people and was concentrated in the
‘knitwear capital” of Hawick. Jim Thompson of the Hawick Cashmere Company said the
sanctions would cause major problems for the industry in Scotland; ‘The Americans are
unaware how polarised the cashmere industry is in the Borders. It will have catastrophic
effects — if this actually goes through we are looking at most definitely a thousand jobs in
the Borders’. As the result of a global trade dispute, this particular local and regional
economy was destabilised by a prolonged period of damaging uncertainty regarding a key
export market. The episode was finally resolved following over two years of political
lobbying by respective local interests at the national and European levels. Initially, only
cashmere was removed from the list and a negotiated settlement brokered at the WTO.
From 1 July 2001, the United States agreed to suspend the sanctions imposed against the
remaining EU products.

Sources: Pike (2002a); “US claim banana trade war victory”, Guardian 7 April 1999
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broader context of the scale or level of economic, social and political processes ts central
to defining local and regional development. The ‘where’ of local and regional develop-
ment is a geographical concern, Together, the concepts of space, tervitory, place and
scale are central to definitions of local and regional development.

What kind of local and regional development?

In common with the preceding discussion about definitions, there is no easily accepted
and singular meaning given to the different kinds of local and regional development
determined by different people and groups in different places at different times. lis
nature, character and form can evolve in geographically uneven ways. Thinking about
the possible kinds of local and regional development encourages us to consider its
different varieties and the principles and values utilised in its determination. What local
and regional development is for and what it is trying to do in its aims and objectives
are framed and shaped by its definitions, vanieties, principles and values.

Varieties of Jocal and regional development

Different kinds or types of local and regional development cxist. Building upon the
issues of defining what is meant by local and regional development, we can draw distine-
tions about its different sorts and nature. Examples are offered in Table 2.4, although
this list is not exhaustive. Other dimensions might be apparent or receive priority in
different localities and regions. Emphasis given to some concerns may differ and change
over time. The distinctions do not read down cach column vertically in a linked fashion.
The table should be read across each row. Given the complexity and geograph-
ical unevenness of the social world, such distinctions may be a question of degree or
extent. While absolute development might mean an aspiration for geographically cven

Table 2.4 Distinctions in local and regional development

Dimension Distinction
Appreach Absoiute Retative
Autonomy Local, regional National, supranational
Cirection Top-down Bottom-up
Emphasis Strong Weak
Focus Exogenous Indigenous
Institutional lead State Market
Inter-territorial relations Competitive Cooperative
Measures ‘Hard" ‘Soft’
Objects People Places
Rate Fast Slow
Scale Large Small
Spatial focus Local Regional
Sustainability Strong Weak

Source: Authors' own research
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development within and across localities, regions and social groups; relative develop-
ment suggests uneven development. Whether by default or design, relative development
privileges the development of particular localities, regions and/or social groups, often
exacerbating rather than reducing disparities and inequalities between them. There is
substantive difference between absolute development of or relative development in a
locality or region (Morgan and Sayer 1988). Such geographical and social welfare
concems link to the discussion later in this chapter of local and regional development
for whom? Autonomy describes where the power and resources for local and regional
development reside, for example the traditional top-down or more recent bottom-up
approaches introduced in Chapter 1. Emphases may be ‘strong’, high priority and/or
radical in their intent, or ‘weak’, low priority and/or conservative and reformist,

As we discussed in Chapter 1, the direction of local and regional development may
be top-down, bottom-up or combine elements of both approaches. The focus may empha-
sise exogenous {growing or originating from the outside and subject to external factors)
and indigenous (native or inherent) and endogenous (from within) forms of growth to
varying degrees. Institutional leads may encompass both state and market, ‘Third Way’-
style, or cven civil society. Inter-territorial relations may be wedded to differing degrees
to competition and/or cooperation. As discussed in Chapter 1, measures may include
interventions focused upon ‘hard” infrastructure and capital projects and/or “soft” training
and technology support. The rate of development may seek to balance *fast® develop-
ment to address pressing social need with a “slow’, perhaps more sustainable, outlook.
Large- and/or small-scale projects may be combined. The spatial focus may distinguish
the particular geographical scale of development cfforts. Views of sustainability may be
‘strong” or ‘weak’. The objects of local and regional development may be people and/or
places. The subjects can be the themes upon which *development’ is based.

Echoing the broadened notions of development to incorporate economic, social, polit-
ical, environmental and cultural concerns, a resonant distinction in the kinds of local
and regional development is between its quantitative level or extent and its qualitative
character or nature. The quantitative dimension of local and regional development may
relate to a numeric measure, for example a per capita growth rate of GDP, a number of
Jjobs created or safeguarded, new investment projects secured or new firms established.
Putting aside for a moment issues of data availability and reliability, a quantitative
approach focuses objectively on the numbers: how much of a particular something. The
focus can be on absolute or relative change over specific time periods between and
within localities and regions,

The qualitative dimension is concerned with the nature and character of local and
regional development, for example the economic, social and ecological sustainability
and form of growth, the type and ‘quality’ of jobs, the embeddedness and sustainability
of investments, and the growth potential and sectors of new firms. The qualitative
approach focuses upon more subjective concerns that connect with specific principles
and values of local and regional development socially determined within particular local-
ities and regions at specific times, For example, the ‘quality’ of jobs might be judged
by their terms and conditions of employment, relative wage levels, opportunities for
career progression, trade union recognition and so on. The sustainability of a develop-
ment may be assessed by its ecological impact or “footprint’.
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The quantitative and qualitative dimensions of local and regional development can
be integrated but are not always or necessarily coincidental. Localities and regions can
experience ‘development’ in quantitative terms but with a problematic qualitative dimen-
sion, for example through increased employment levels in low *quality’ jobs in unsus-
tainable inward investors and/or short-lived start-up firms, Conversely, localities and
regions can witness development in qualitative terms that is problematic in quantitative
terms, for example insufficient (although potentially good quality) jobs, too few new
investments and new firms.

The qualitative dimension has become increasingly important in recent years in
tandem with broader understandings of local and regional development and following
concerns about the potentially damaging effects of weak and unsustainable forms of
local and regional development (Morgan 2004). Some studies have concentrated on
high-productivity, high-cohesion forms of growth, while leaving other less desirable,
but widespread, types of growth under-researched (Sunley 2000). At global lending insti-
tution the IMF in the mid-1990s, for example, the focus was shifted towards a partic-
ular kind of “high quality” economic growth:

that is sustainable, brings lasting gains in employment and living standards
and reduces poverty. High quality growth should promote greater equity and

W plate 2.4 Waterfront urban regeneration: the Quayside in Newcastle upon Tyne in North East
England

Source: Photograph by Michelle Wood
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equality of opportunity. It should respect human freedom and protect the
environment . . . Achieving high quality growth depends, therefore, not only
on pursuing sound economic policies, but also on implementing a broad range
of social policies.

(IMF 1995: 286, cited in Cypher and Dietz 2004: 30)

However, amid much critical commentary (McMichael 1996; Stiglitz 2002) and in the
wake of the Asian financial crises in the late 1990s, the extent to which such principles
have been practised by such international institutions remains open to question.

In grappling with the qualitative dimensions of growth, ‘high” and ‘low’ roads to
local and regional development have been identified (Cooke 1995; Luria 1997). As
Example 2.3 explains, the ‘high’ road equates with qualitatively better, more sustain-
able and appropriate forms of local and regional development. However, what is consid-
ered ‘better’ and “appropriate’ is shaped by principles and values that — as we suggested
above — are socially determined in different places and time periods. What constitutes
*successful” or ‘failed” local and regional development in this context will vary across
space and time.

W Piate 2.5 Maritime engineering in old industrial regions: shipyards on the River Tyne in North
East England

Source: Photegraph by Michelle Wood
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Example 2.3 The ‘high’ and ‘low’ roads of local and
regional development

The different kinds of local and regional development have been articulated in conceptions
and metaphors of ‘high’ and ‘low’ roads. The distinction between these related under-
standings and potential routes to ‘development’ focuses upon the qualitative dimension of
the nature of local and regional development. Across interrelated dimensions — produc-
tivity, wages, skills, value-added and so on — localities and regions can pursue more or
less “high road” strategies based upon high productivity, high wages, high skills, high value-
added or the converse ‘low road” strategies based upon low productivity, low wages. low
skills, low value-added. Faced with competition from nation states such as China and India
with lower wages and weaker regulatory regimes but comparable skills and productivity,
many localities and regions in the developed world perceive ‘low road’ competition as a
‘race to the bottom’, through deregulation and the weakening of social protection, incom-
patible with maintaining or improving living standards and social and economic well-being
and local and regional development. For example, like other German Linder with high
manufacturing densities, North Rhine-Westphalia (NRW) has pursued a ‘high road’
strategy through substantial investment in technology-led regional industrial policy to
network research and development (R&D) centres, technology transfer, innovative small
and medium-sized enterprises (SMEs) and technology support institutions locally and
throughout the region. Close to 100,000 new jobs were created between 1984 and 1994
by this strategy, many in environmental engineering. For NRW, the ‘low road” was not
perceived as a sustainable option, although recent high unemployment across Germany has
raised questions about its economic and social model. Elsewhere, discussions about the
offshore relocation of low value, price sensitive activities to lower cost regions in Europe
and beyond has prompted concerns about how localities and regions might move from
‘low” to ‘high’ road development paths. However, in recognising the persistence of basic
skills deficiencies among the workforce in Wales, the Wales Trades Union Congress (TUC)
has argued that:

The conventional response to this problem [of offshore relocation] from the
WDA [Welsh Development Agency] and the [National] Assembly is to say that
Wales needs to ‘move up market’ into the ‘knowledge-driven economy’. But the
big question is how Wales gets from here to there when one in four of the Welsh
population is functionally illiterate and two in five non-numerate?

{Wales TUC n.d.: 4.1)

While offering a way of thinking about the issues and evident in international debates over
strategic local and regional development policy, the ‘high® and ‘low’ road distinction is
relatively simplistic. It may be better seen as a continuum, differing across and between
different activities in different places and something which changes over time (high to low,
low to high) with different expressions in different localities. Distinguishing between ‘high’
and ‘low’ roads is also problematic for developing countries and peripheral localities and
regions whose low wages and weak social protection may be perceived as competitive

advantages within a globalising economy.
Sources: Cooke (1995); Wales TUC (n.d.)
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Princlples and values

Principles and values serve te shape how specific social groups and interests in partic-
ular places define, interpret, understand and articulate what is defined and meant by local
and regional developrent. The fundamental or primary elements of local and regional
development may be collectively held unanimousiy, shared with a degree of consensus
or subject to contest and differing interpretations by different social groups and inter-
ests within and between places over time. The worth, desirability and appropriateness
of the different varieties of local and regional development may be similarly articulated
as the objects of cohesion or divisien. Principles and values of local and regional devel-
opment raise normative questions concerned with values, ethics and opinions of what
ought to or should be rather than what is. Value judgements are implied in thinking
about principles and values. What could or should local and regional development mean?
What sorts of local and regional development does a locality or region need or want?
What kinds of development are deemed appropriate and, as a consequence, inappro-
priate? What constitutes the “success’ or “failure’ of a specific kind of development for
a locality or region?

Principles and values of local and regional development are socially determined
within localities and regions, Principles might reflect universal beliefs held indepen-
dently of a country’s levels of development such as democracy, equity, fairness, liberty
and solidarity. They often reflect the relations and balances of power between the agency
of the state, market, civil society and public. Political systems and the government and
governance of local and regional development — discussed in Chapter 4 — are central to
how such questions are framed, deliberated and resolved. The agency of state, market,
civil society and public is not wholly autonomous or independent to act and decide its
own course of development, however. Each is often circumscribed by the structural
context in which it is embedded and the constraints this creates in any consideration of
what ‘development’ is, could or should be about.

For reasons we shall discuss in Chapter 3, people and institutions within localities
and regions are rarcly free to choose their development paths and trajectories. Their
development aspirations and strategies do not start with blank sheets of paper. The social
determination of the principles and values of local and regional development is a
geographically uneven and historical process. Particular constructions or notions of
‘development’ condition the social use of resources with potentially quite different impli-
cations in economic, social, ecological, political and cultural terms, for example whether
a locality chooses an internal focus upon social needs or an emphasis upon external
markets (Williams 1983).

Different interest groups will often seek to influence the principles and values to their
advantage, often claiming potential contributions to particular notions of ‘development’
in or of localitics and regions. For instance, organised labour may lobby for greater social
protection to enhance the well-being of the employed workforce while business associ-
ations may demand more flexible labour markets to foster wealth creation. Charities and
environmental organisations may lobby for higher environmental standards in trade
regulations to encourage the upgrading of ecologically damaging economic activities.
The state often has to balance and arbitrate between such competing interests. Individuals
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and institutions with social power and influence can seek to impose their specific visions
of local and regional development but these may be contested and resisted (Harvey 2000).
It is, then, a critical starting point to ask whose principles and values are being pursued
in local and regional development.

Linking to the discussion of geographical concepts above, the social determination
of principles and values has a space, territory, place and scale. Particular individuals
and/or institutions may act in the interests of their particular social class, for example
capital or labour, or their territory, for example their locality, region or nation. Class
can work across spaccs and territory works within spaces to provide the bases for the
determination and articulation of local and regional development principles and values
(Beynon and Hudson 1993). The principles and values that shape social aspirations
concerning the desircd kind of local and regional development deemed valuable and
appropriate by pasticular localities and regions are geographically differentiated and
change over time. They may reflect perceived economic, social and political injustices,
for example regarding the allocation of public expenditure, the actions of local or trans-
national firms, ecological damage or the relative degree of political autonomy. ‘Develop-
ment” may then mean a “fairer’ allocation of public funding, greater regulatory control
over firms, enhanced environmental standards and protection and further political powers
and responsibilities.

The attributes and characteristics of places influence the collectively held and artic-
ulated principles and values reflected — to greater or lesser degrees — in local and regional
development, Social aspirations for development and what can, can’t or could be
achieved are geographically rooted and conditioned by past experience and assessments
of local assets and nerworks. Geographically embedded principles and values have
material influences upon the kind of local and regional development considered desir-
able, feasible or possible in particular localities and regions. Example 2.4 explores the
particular principles and values of associative or cooperative rather than individualistic
entrepreneurialism in Wales. Put simply, place matters for the principles and values
of local and regional development. Indeed, as we discussed in Chapter 1, the need for
more context-sensitive policy that acknowledges the importance of principles and
values in place has been recognised (Storper 1997). This theme will be explored in more
detail in Part 1I1, ‘Interventions: instruments and policies’ and Part 1V, ‘Integrated
approaches’.

Although it has been the subject of the conceptual and theoretical debate discussed
further in Chapter 3, sustainability has come to the fore as a highly significant recent
influence upon the definitions, geographies, varieties, principles and values of local and
regional development (Geddes and Newman 1999: Haughton and Counsell 2004;
Morgan 2004). Sustainability questions the fundamental aims and purposes of local and
regional development, particularly its focus upon economic growth, and its durability,
longevity and longer-term implications. Sustainability has economic, social, ecological,
political and cultural dimensions. In contrast to an carlier environment-led era, recent
versions of sustainable development have sought holistic approaches to integrate rather
than trade-off these specific facets. Internationally, as discussed in Example 2.5, ‘smart
growth’ has been promoted in North America and Australia as a means of simultane-
ously achieving economic, social and environmental aims. In the European Union too,
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Example 2.4 Principles and values of associative
entrepreneurialism in Wales

The former coal-mining and heavy industrial heartland of south Wales has undergone
prolonged restructuring throughout the twentieth century. Economic and social regenera-
tion have been recurrent and central tasks for local and regional development. The emphasis
upon enterprise and new firm formation has proved a tangible failure, however. Wales still
performs poorly relative to the other nations and regions in the United Kingdom. In 2002,
Wales' value added tax (VAT) registration rate for new businesses was the second lowest
nationally at 26 per 10,000 resident adult population compared to 37 for the United
Kingdom as a whole (Office for National Statistics 2004). Molly Scott Cato argues that
the particular form of an individualistic and self-serving model of enterprise and entre-
preneurialism jars with the principles and values of Welsh society. The particular set of
Welsh values are based upon community, mutual aid and solidarity. These values sit
uneasily with the heroic individualism and competitive entrepreneurialism that are claimed
to provide the dynamism and flexibility of the Anglo-American economic model. In partic-
ular, the historically embedded antipathy towards the neo-colonialism of the mainly English
coal owners during the dominance of traditional industry in Welsh economy and society
has made private enterprise synonymous with public exploitation for many in Wales. For
the Welsh people:

Rather than seeing both private and public employment as equally legitimate
domains there has been a popular tendency to equate esteem and worth with
service to the community. . .This may be described as the result of the predom-
inance of an other-regarding rather than a self-regarding value system.
(Casson et al. 1994: 15, quoted in Cato 2004: 228)

The efforts of various public agencies in seeking to promote Welsh enterprise using the
Anglo-American model are seen as inappropriate and doomed to failure. Instead, Molly
Scott Cato argues that a particular form of associative or cooperative entrepreneurship goes
with the grain of Welsh principles and values and is more likely to succeed, citing the case
of the employee-owned cooperative Tower Colliery in Hirwaun, Glamorgan, in the South
Wales Valleys. This particular form of local and regional development is interpreted as a
more appropriate fit with Welsh principles and values. Whether this innovative approach
can stimuiate higher levels of new business start-ups in Wales remains to be seen.
Source: Cato (2004)

the European Spatial Development Perspective attempts to promote a more integrated
spatial development framework for the whole of the European territory and to balance
and reconcile the sometimes contradictory interests of economy, society and environ-
ment (Figure 2.1). Questions of social justice and equalities in local and regional devel-
opment have been addressed too, for example in gender-sensitive approaches (Rees
2000).



WHAT KIND OF LOCAL AND REGIONAL DEVELOPMENT?

Example 2.5 ‘Smart growth’ and local and regional
development

The quest for sustainable and ‘liveable’ communities has stimulated ‘smart growth’
approaches to local and regional development, especially in North America and Australia.
Current patterns of urban and suburban development are interpreted as detrimental to
quality of life. Urban sprawl and inner city population flight have fostered concerns about
the geography of public service provision, particularly how inner and outer city services
can be funded and supported in the context of suburbanisation and shifting tax bases, and
the growing separation between where people work from where people live. Problems iden-
tified include congestion and pollution from automobile dependence, loss of open space,
pressure upon public infrastructure and services, inequitable distribution of economic
resources and the loss of the sense of community.

Local and regional development has a role in making communities ‘more successfully
serve the needs of those who live and work within them” (Local Government Commission,
Ahwahnee Principles, p. 1). The Local Government Commission in America has devel-
oped its “Smart Growth: Economic Development for the 21st Century’ agenda based upon
a set of principles informed by sustainability. The argument is that:

We can no longer afford to waste our resources, whether financial, natural or
human. Prosperity in the 21st Century will be based on creating and maintaining
a sustainable standard of living and a high quality of life for all. To meet this
challenge, a comprehensive new model is emerging for smart growth which
recognizes the economic value of natural and human capital. Embracing cco-
nomic, social and environmental responsibility, this approach focuses on the
most critical building blocks for success, the community and the region. It
emphasizes community-wide and regional collaboration for building prosperous
and livable places. While each community and region has unique challenges and
opportunities, the following common principles should guide an integrated
approach by all sectors to promoting economic vitality within their commun-
ities, and in partnership with their neighbours in the larger region: integrated
approach, vision and inclusion, poverty reduction, local focus, industry clusters,
wired communities, long-term investment, human investment, environmental
responsibility, corporate responsibility, compact development, livable commun
ities, center focus, distinctive communitics and regional collaboration.

Elements of this agenda have been adapted by particular states and cities in North America,

including North Carolina’s ‘Smart Growth Alliance’, Greater Boston, Baltimore and
Portland, and in Australia, including Queensland.

Sources: Local Government Commission, Smart Growth: Economic

Development for the 21st Century, www.lge.org/economic/localecon.html;

Haughton and Counsell (2004)
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Sustainable Spatial
Development

Economy Environment

I Figure 2.1 European Spatial Development Perspective
Source: Adapted from European Commission (1999)

Different kinds of local and regional development are closely connected to socially
determined principles and values that can differ from place to place and change over
time. Distinctions can be made between varieties of local and regional development,
including “high’ and “low’ road versions and its quantitative extent and qualitative char-
acter. Principles and values shape how specific social groups and interests in particular
places define and articulate what is meant by local and regional development. They
shape the normative questions about the perceived worth and desirability of its different
varieties. Different degrees of commitment to sustainability, social justice and equali-
ties in more holistic and integrated forms of local and regional development may emerge
in different places and change over time. The kinds, principles and values of local and
regional development can have very different implications — economically, socially,
environmentally, politically and culturally — for different social groups and places in
localities and regions.

Local and regional development for whom?

Definitions and kinds of local and regional development are closely connected to ques-
tions of local and regional development for whom? Answers to which question concern,
first, the objects and subjects of local and regional development and, second, the social
welfare dimensions of the often uneven and geographically differentiated distribution
of who and where benefits and loses from particular varieties of local and regional devel-
opment. Specific social groups and/or institutional interests may be advantaged by partic-
ular forms of local and regional development. ‘High’ or ‘low’ road strategies may favour
or disadvantage specific social groups, occupations, firms, sectors, institutions and local-
ities and regions. For example, property-led approaches may benefit property develop-
ment companies and real estate speculators at the expense of first-time house buyers
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and local communities. Understanding and explaining the objects, subjcets and social
welfare outcomes are central to local and regional development.

The objects of local and regional development refer to the matertal things to which
*development’ action is directed and the subjects are the themes and topics upon which
*development’ is based. Understanding the objects and subjects is an important starting
point in thinking through the effects and implications of specific definitions, principles
and values of local and regional development processes and policies. Table 2.5 provides
examples of the dJifferent and sometimes overlapping levels and scales for the objects
and subjects of local and regional development.

A range of policy instruments can be designed to intervene and shape the extent and
nature of local and regional development. The different forms and possible examples
arc detailed in Table 2.6. Policy instruments can be coordinated and integrated within
comprchensive development programmes for localities and regions. Particular policy
instruments may have specific aims and both intended and unintended consequences.
The interrelations and spillovers between policy areas can cause either negative or posi-
tive consequences, and knock-on effects. They require carveful deliberation in the
problem dcfinition, policy design and delivery stages of the policy cycle. The transla-
tion of the objects and subjects of local and regional development into policy interven-
tions can uscfully distinguish between those with an explicitly spatial focus and those
without but with spatial impacts. For example, arca-based rcgeneration partnerships are
explicitly spatial. Their objects arc specific types of places and their subject is economic
and social well-being in particular kinds of neighbourhood or community. This spatial
policy intervention seeks a spatial outcome. Whercas individuals or houscholds may be
the objects of policy changes in the tax and benefits system whose subject might be
welfare reform and public expenditure efficiency. However, this policy may influcnce
disposable incomes and expenditure patterns in the local economy. A non-spatial policy

Tahle 2.5 The objects and subjects of local and regional development

Level/scale Objects Subjects
People Individuals Education
Households Homecare services

Families Childcare services

Spaces, places Neighbourhoods Neighbourhood renewal

and territories Communities Community regeneration
Villages Rural diversification
Localities Strategic partnerships
Towns Market town revival
Cities Growth strategies
City-regions Local authority collaboration
Subregions Spatial strategies
Regions Regional ecanomic strategies
Sub-nations Economic development strategies
Nations Regional development
Macro-regions Economi¢ and social cohesion

International
Global

Aid distribution
Trade liberalisation

Source: Authors” own research
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Table 2.6 Policy instruments for local and regional development

Forms

Examples

Direct irtervention

Direct provision of sernvices
Commissioning of services from public,
private and/or voluntary sectors
Economic instruments

Taxes

Charges

Subsidies, tax credits and vouchers

Benefits and grants

Tradeable permits and quotas

Award and auctioning of franchises and
licenses

Government loans, loan guarantees and
insurance

Regulation and other legisiation

Price and market structure regulation

Production and consumption regulation

Standards setting regulation

Prescription and prohibition legislation

Rights and representation legistation
or regulation

Information, education and advice

Provision of information

Public education campaigns
Reporting and disclosure requirements
Labeliing

Advisory services

Representalion services
Selfregulation

Voluntary agreements

Codes of practice
Co-regulation

Education, health

Employment zones, subsidised public
transport services

Fuel duty, VAT, development or roof tax
Congestion charges, road pricing

R&D tax credits, pre-school education
vouchers

Social transfer payments, education
maintenance grants

Carbon emissions trading scheme

Mobile phones, airport landing slots,
broadcasting

Student loans, Social Fund, export credit
Buarantee

Competition legislation, price regulation,
privatised utitities

Planning rules, public service obligations on
privatised utilities, renewable energy
obligations, licensing

Accreditation for education and training
qualifications, trading standards

Criminal justice
Human rights, freedom of information

Online services, leaflets, multi-danguage
information, information access for disabled

Health, education
Financial services, public appointments

Food and drink ingredients, household
products

Careers services, micro- and small business
advice institutions

Ombudsmen, area forums

Advertising standards, corporate social
responsibility initiatives

Banking Code

industriat relations and dispute resolution
institutions

Source: Adapted from Prime Minister's Strategy Unit {2004)
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can, then, have distinct geographical effects. From time to time, specific scales of policy
intervention can emerge as the focus of local and regional development given particular
interpretations of the problems of specific types of area, for instance Community
Economic Development (CED) (Example 2.6) and the more recent focus upon neigh-
bourhoods.

The social welfare distribution of who and where benefits and loses from particular
varieties of local and regional development is geographically differentiated and changes
over time. In abstract terms, spatial disparities in economic and social conditions are
inherent in the combined and uneven development within capitalism as a socio-economic

system (Glasmeier 2000). Inequalities exist between the impacts and experiences of

socio-economic processes by particular social groups, often depending upon their class,
ethnicity, gender and social identity. The distribution of social power and resources
within society shapes who and where gains from local and regional development (Harvey
1982). Within capitalism, a recurrent and normative issue for local and regional devel-
opment concerns the social welfare implications of the relationship between economic
efficiency and growth and social equity (Bluestone and Harrison 2000; Scott and Storper
2003). Are they contradictory or complementary and to what degree is cach considered
desirable and/or appropriate for local and regional development?

Historically, Kuznets® (1960) nationally focused work argued that further economic
growth tended to create more inequality at low income levels. Richardson (1979)
concurred and argued that regional inequalities may only be a problem in the carly stages

Example 2.6 Community Economic Development

In response to the inadequacies of the kinds of ‘top-down’, state-led approaches to local
and regional development outlined in Chapter 1 during the 1960s and 1970s, community-
focused economic development emerged where neither the private nor public sectors had
managed to ameliorate persistent deprivation or had struggled to provide services to *hard
to reach” social groups and localities. Community Economic Development is a bottom-up
approach characterised by community-led and determined regeneration. Civil society
through the voluntary and community sector is seen as the key deliverer of community
services as a not-for-profit non-market and non-state, especially local authority, organisa-
tion. So-called “Third’” sector initiatives beyond state and market constitute a ‘social
economy” and increasingly significant components of local and regional development and
policy. They may include cooperatives, social enterprise. credit unions, intermediate labour
markets, Local Exchange Trading Schemes (LETS) and support for informal activities such
as volunteering. CED is potentially beneficial for disadvantaged localities since it seeks to
use and develop the skills of local people, recirculate local resources through the local
economy through local ownership and foster self-determination in local communities. The
potential for CED while significant may remain limited by its context of internal and
external constraints, for example low levels of local disposable income, weak education
and skills locally and barriers to existing market entry.

Sources: Geddes and Newman (1999); Haughton (1999); Amin et al. (2002)
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of a nation's growth, As income levels per capita increased, a critical threshold of income
is reached and further economic growth and higher average per capita income tended
to reduce a naticn’s overall income inequality. Figure 2.2 depicts the relationship in
Kuznets’ inverted-U hypothesis. Richardson (1979) saw commpatibility between somec
regional efficiency and equity objectives, potentially reinforced through strong and redis-
tributive regional policies. Recent debates encapsulate the ‘knife-edge’ dilernma between
growth and equity:

some analysts hold that development policy is best focused on productivity
improvements in dynamic agglomerations (thereby maximising national growth
rates but increasing social tensions), while other analysts suggest that limit-
ing inequality through appropriate forms of income distribution (social and/or
inter-regional) can lead to more viable long-run development programmes.
(Scott and Storper 2003; 588)

Growth and equity considerations remain a central issue and in constant tension for local
and regional development.

Globally, a comparison of the relative levels of prosperity (measured in GDP per
capita) and income inequality (measured by the GINI coefficient — the ratio of income
of the richest 20 per cent of income eamers to the income of the poorest 20 per cent —
varies between 0 and 1, values closer to 1 mean greater income inequality, values closer
to 0 mean less income inequality) reveals a markedly uneven picture (Figure 2.3). At
the national level, many higher-income countries are grouped around relatively similar
income distributions. Japan — more equal — and the United States — more unequal —
stand out. [.ower-income countries vary across the range from the former centrally
planned economies (CPE) countries in Europe (e.g. Poland, Romania and Ukraine) with
comparable and higher levels of income equality to lower income countries with highly
unequal income distributions (e.g. Brazil, Colombia). Similarly, as an indicators of living

Inequality

v

Income

S Figure 2.2 The Kuznets Inverted-U hypothesis
Source: Adapted from Cypher and Dietz {(2004: 54)
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Source: Institute for Competitiveness and Prosperity (2005: 10)

standards and well-being, comparisons of age-adjusted mortality rates exhibit large
regional differences within countries, particularly in the United States, Australia and
Canada, compared to the much lower variations in Japan, the Netherlands and Portugal
(Figure 2.4).

In the European Union, discussion has addressed the trade-offs between economic
efficiency. social rights and territorial cohesion. Cohesion is seen as a “dynamic’ and
‘subjective’ concept defined as ‘the political tolerability of the levels of economic and
social disparity that exist and are expected in the European Union and of the measures
that are in place to deal with them” (Mayes 1995: 1). The issue has focused upon whether
progress towards greater economic efficiency, for example through the Single European

United States
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Market and the single currency the euro, and the extension of social rights, for example
through the working time regulations, will be made or traded-off at the cxpense of
economic and social cohesion across the regions of the European Union. Figure 2.5
illustrates the trade-offs involved. The extent to which social cohesion is a result or
cause of economic growth remains debatable (Perrons 2004).

In parallel with the broadened definitions of local and regional development, social
welfare analysis has addressed questions of equality. Recent research has focused upon
the utilisation of the experience and participation of women and how this could make
the underlying definitions, principles and varieties of local and regional development
more gender-sensitive (Example 2.7). Similarly, the contribution of Black and Minority
Ethnic communities in shaping approaches to local and regional development has been
critical in tackling discrimination, promoting positive role models, raising educational
aspirations and increasing economic participation (Ram and Smallbone 2003). The ways
in which concepts and theories of local and regional development seek to understand
and explain such dilemmas and broader claims for recognition, the roles of markets and
states and public policy interventions to shape who and where gains and loses are
addressed in Chapters 3 and 4.

We have sugpested in this chapter that the social definition and the geographies of
space, territory, place and scale matter to who and where is advantaged or disadvan-
taged in particular forms of local and regional development. The variety of local and
regional development pursued and its underlying principles and values condition its
extent and nature. The objects, subjects and social welfare aspirations of local and
regional development result from answers to the question of local and regional devel-
opment for whom? The answers are geographically differentiated and change over time.

Efficiency

f 3

Caohesion Rights

PR Figure 2.5 Trade-offs between cohesion, efficiency and rights
Source: Adapted from Mayes (1995: 2-3)
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For some localities and regions, the socially determined answer may be purely merito-
cratic and the result of individual and institutional exploitation of the “equality of oppor-
tunity” provided by competitive markets in the global context with minimal state and

Example 2.7 Gender-sensitive regional development

“Women should be identified as a potential for regional development and as capable actors
in the regional policy process’ (Aufhauser ef al. 2003; 17).

Traditional forms of regional policy have often been blind to the particular interests and
participation of women. Despite the marked gender effects of regional economic and social
restructuring and the increasing relevance of what were formerly regarded as women’s
issues (e.g. childcare, work/life balance) in local and regional development, the potential
contribution of women remains undervalued. Women remain under-represented in public
bodies, especially in senior decision-making roles. Regional policies have tended to utilise
highly simplified images of women that fail: ‘to do justice to the actual and increasing
variety of female lives® (p. 6). The development potential of women’s participation in
economic, social, environmental, political and cultural terms and the relevance, efficiency
and effectiveness of regional policy interventions are inhibited as a result.

As part of raising awareness and fostering ‘gender competence’, Aufhauser et al. (2003)
have developed fundamental principles of ‘gender-sensitive regional development’. They
seek to adapt and broaden regional policy interventions to ensure heightened gender aware-
ness. For Aufhauser et al.:

‘Gender-sensitive regional development’ may be understood as a concept for the
design of spatial development processes aimed at bringing about the co-exist-
ence of women and men on an equal footing and in particular at contributing
towards the improvement of the possibilities of female self-determination and
participation.

(Authauser ef al. 2003: 3)

The principles include: enabling women and men to choose self-determined life concepts
and lifestyles, challenging gender stereotypes, taking account of gender-based regional
inequality structures in policy design, developing integrated approaches with heightened
gender awareness and promoting women as opinion formers in the regional development
process.

Practical measures to implement this agenda include ‘mainstreaming’ gender issues
across regional public policy, encouraging regional policy design and development by,
for and with women” (for example, by building upon the EU’s EQUAL partnerships with
a gender focus) and facilitating women’s participation in the relevant institutions. Future
developments seek to make progress on this agenda, although implementation of gender-
sensitive measures and instruments are typically still not regarded as priorities by the
predominantly male actors in local and regional policy.

Source: Aufthauser et al. (2003)
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institutional regulation - irrespective of the geographical and social unevenness of devel-
opment. For others, towards the opposite end of the economic, political-ideological spec-
trum, the answers may be about state and institutional support and internationalism to
overcome inequality and disadvantage for people and places in a quest for more geo-
graphically and socially even forms of local and regional development. We return to the
questions of what kind of local and regional development and for whom in the conclu-
sions in Chapter 8.

Conclusion

Understanding local and regional development requires an engagement with its most
basic nature. What it is, what it is for and, in a normative sense, what it should be arc
critical starting points. This chapter has addressed the fundamental questions of what
kind of local and regional development and for whom? Questions of definition were
reviewed to examine what is meant by local and regional development, its historical
context and the importance of its geographies of space, territory, place and scale.
Definitions of local and regional development have broadened to include economic and
social, environmental, political and cultural concems. Definitions are socially determined
in the context of historically enduring themes, principles and values, incorporating
geographical diversity and changes over time. The historical evolution of *development’
in the post-war period emphasises its changing meanings, geographical differentiation,
broadened focus and approaches to local and regional development. Geography matters
as a causal factor in local and regional development, Territories evolve as defined areas
in which particular definitions of local and regional development are constructed and
pursued. Places shape the geographical diversity and unevenness of local and regional
development. Economic, social, political, environmental and cultural processes influ-
ence local and regional development across, between and through different scales.

The varieties and principles and values in different places and time periods were then
explored. Different kinds of local and regional development connect to socially deter-
mined and normative principles and values. They may differ geographically and change
over time. Distinguishing the objects, subjects and social welfare aspects of local and
regional development helps understand the often socially and geographically uneven
distribution of who and where benefits or loses from particular forms of local and
regional development. The next chapter builds upon the discussion of what kind of local
and regional development and for whom, and engages with the concepts and theories
that seek to explain local and regional development.

Further reading

For the more international understanding of local and regional development questions, see
Scott, A.J. and Storper, M. (2003) ‘Regions, globalization, dcvelopment’, Regional
Studies 37(6-T). 579-593; Cypher, J.M. and Dietz, J.L. (2004) The Process of Eco-
nomic Development. London: Routledge: Beer, A., Haughton, G. and Maude, A. (2003)
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Developing Locally: An International Comparison of Local and Regional Economic
Development. Bristol: Policy Press.

For the evolution of local and regional development thinking, sce Geddes, M. and Newman,
I. {1999) ‘Evolution and conflict in local economic development®, Local Economy 13(5):
12-25.

On the new metrics and broader, more sustainable understanding of local and regional devel-
opment, see Morgan, K. (2004) ‘Sustainable regions: governance, innovation and scale’,
Ewropean Planning Studies 12(6): 871-889.

On the local and regional foundations of economic growth, sce Sunley, P. (2000) ‘Urban
and regional growth’, in T.J. Barnes and E. Sheppard (eds) A Companion to Economic
Geography. Oxford: Blackwell.
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CONCEPTS AND 3
THEORIES OF LOCAL

AND REGIONAL

DEVELOPMENT

Introduction

Despite ever increasing integration of local economics into global flows of trade
and capital, ., . local economic differentiation remains endemic to capitalism,
and may even be intensifying as transport and communications costs fall.
Despite the numerous glossy predictions of the death of distance and the end
of geography, local and regional differences in growth may be intensifying
across the industrialized world . . . the search for simple trends in urban and
regional disparities has been confounded by the new complexity and unpre-
dictability of local economic changes. In the developing world too, regional
and urban inequalitics have reached unprecedented scales. Thus, it seems
more important than ever to understand the processes causing local economic
growth.

(Sunley 2000: 187)

Connecting with the growing importance and profoundly changing context of local and
regional development introduced in Chapter 1, this chapter addresses this challenge for
concepts and theories: to provide frameworks to understand local and regional devel-
opment. Concepts and theories are developed to help us interpret and make sense of
how and why things work out in the ways that they do. They should provide us with
usable definitions of concepts, an understanding of the main causal agents and rela-
tionships and how thesc may be articulated in mechanisms and processes. Concepts and
theories are developed to help us understand and explain local and regional develop-
ment across space in place and over time. The kinds of concepts and theories we might
use for interpretation are closely linked to our answers to the questions of what kind of
local and tegional development and for whom discussed in Chapter 2. This chapter
reviews the most important and influential concepts and theories of local and regional
development. It provides an accessible and critical discussion of the main frameworks
of understanding and explanation. Each approach is reviewed, its limitations discussed
and connections are made to the substantial literature on theories of local and regional
development for further reading and refiection.

The chapter is organised around the different schools of thought and types of approach
to understanding and explaining loca! and regional development. Different theoretical
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traditions take different starting points and make a variety of assumptions. Their
epistemology — theory of the method or grounds of knowledge — and ontology — essence
of things or being in the abstract — often differ. New approaches can develop on the
basis of criticism and the rejection of existing frameworks of understanding. Theories
evolve over time in response to critique and their own conceptual development, often
in the light of ongoing empirical research and changing political circumstances.
Concepts and theories are not set in stone; they are constantly evolving in parallel with
the world they seek to understand and explain.

Each section in this chapter examines how particular theories address common ques-
tions. These comprise, first, what are the conceptual building blocks used by the theo-
ries and how are they defined? How do they conceptualise localities and regions and
their ‘development’? Second, what is the purpose and focus of the theories? What are
they seeking to understand and explain? For some, this may include fundamental ques-
tions of regional growth: why do some regions grow more rapidly than others? What
are the dynamics of regional convergence and divergence? Why are local and regional
disparities in social welfare persistent over time? Third, what are the constituent elements
— causal agents, relationships, mechanisms and processes — of the theories? Fourth, what
kinds of explanations do the theories provide? Fifth, how do the concepts and theories
relate to local and regional development policy? Last, what are their criticisms and limi-
tations? We begin our review by focusing upon one of the carliest and most influential:
the neo-classical approach to local and regional development.

The neo-classical growth theory of local and
regional convergence

In the tradition of the classical economics of David Ricardo, John Stuart Mill and Adam
Smith, neo-classical economics is characterised by microeconomic theory developed to
examine static rather than dynamic equilibrium within cconomic systems. Disparities
in regional growth are a traditional concern of neo-classical approaches to local and
regional development (Borts and Stein 1964; Williamson 1965). In this approach,
regional growth determines regional income and economic and social welfare. Local
and regional ‘development’ within this theory is focused upon the long-run reduction
of geographical disparities in income per capita and output. The causal mechanisms in
the theory predict that such spatial disparities will reduce and move towards or converge
upon an economically optimal equilibrium in the long run (Martin and Sunley 1998).
The theory seeks to explain where and why such convergence does not occur and why
disparities continue to grow or diverge between regions. ‘Regions’ are understood as
subnational territorial units and have been the main geographical focus of the theory.
Conceptually, measures of regional growth are several in neo-classical theory
(Armstrong and Taylor 2000). Output growth refers to the expansion of productive
capacity within a region and illustrates the extent to which the region is attracting the
key factors of production capital and labour. Output growth per worker is a measure of
productivity and reveals how efficiently resources are being used within a regional
economy. This measure relates directly to the relative competitiveness of specific
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regions in comparison with other regions. Output growth per capita relates growth to
the population of a region and illustrates the relative level of economic and social welfare
in the region,

In the neo-classical model, regional output growth is dependent upon the growth of
three factors of production: capital stock, labour force and technology. Figure 3.1 illus-
trates these determinants of regional output growth. Technological progress is seen as
a key contributor to growth due to its influence upon productivity growth rates in the
long run (Armstrong and Taylor 2000). Innovation and technology have the potential
to increase output growth per worker. In this basic version of the neo-classical theory,
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SN Figure 3.1 The determinants of regional output growth
Source: Adapted from Armstrong and Tayloy (2000; 72)
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technological change as well as other important determinants such as human capital,
savings and population growth rates are ‘disembodied’ or treated independently of
capital and labour inputs. Hence, this theory is often referred to as exogenous growth
theory. Regional growth disparities are explained in the neo-classical approach by vari-
ations in the growth of the main factors of production: the rate of technological progress
and the relationship between capital and labour — the capital/labour ratio. Productivity
— output per worker — will increase only if capital per worker increases (Figure 3.2).
This is a positive relationship, often referred to as “capital deepening’ (Clark et al. 1986).
However, this productivity increase occurs at a falling rate due to diminishing marginal
returns, This is a central concept in neo-classical economics: beyond a specific level of
input further input will result only in decreases in the additional marginal output of the
product per unit input. When the additional or marginal product of labour reaches zero,
then an equilibrium position is achieved. At this point, there is no incentive to increase
the capital/labour ratio.

Neo-classical growth theory has evolved to understand changes over time. It focuses
upon the supply of facters of production and assumes their perfect mobility across and
between regions (Barro and Sala-i-Martin 1995). The theory assumes perfect knowledge
about factor prices and the economically rationat and efficient choices of buyers and
supphiers in response to market signals. Economic returns to the increasing scale of
econemic activities are assumed fo be constant. Perfectly functioning markets are seen
as capable of ameliorating or reducing rather than exacerbating or increasing geograph-

Output per worker{y = Y/l)
Fy

YL = F{KAL)

0 -r‘-
Capital per worker (k = K/L)

W Figure 3.2 The capital/labour ratio
Source; Adapted from Armstrong and Taylor {2000: £8)



CONCEPTS OF LOCAL AND REGIONAL DEVELOPMENT

ical disparitics in cconomic and social conditions. Under the strict cconomic rationality
and market-based conceptualisations of the neo-classical model, the perfect mobility of
factors of production of capilal and labour mave to regions offering the highest relative
rates of return, Firms look for the most profitable locations and labour seeks the highest
wages. The adjustment mechanism works beeause regions with high capitalflabour ratios
have high wages and a low return or yield on investment. Capital and labour therefore
move in opposite dircctions. Tligh wage regions lose capital and atiract labour,
Conversely, regions with low capital/labour ratios have low wages and high returns on
investment. Low wage regions lose labour and attruct capital. This market adjustment
mechanisim works over the long run to reduce reglonal disparities in the capital/labour
ratio and regional growth. Regions with less capital per unit of labour tend to have
higher relative rates of retum and higher initial growth rates than regions with higher
levels of capital per worker (Barro and Sals-i-Martin 19935).

In the neo-classical theory, reglonal dispantics are only ever temporary since spalial
inequalitics set in maotion the sclf~correcting movements in prices, wages, capital and
labour 1o underpin the eventual convergence of cconomic and social conditions between
regions (Martin and Sunley 199%). In concert, technology diffuses across reglons to
allow ‘catch-up’ and geographical cqualisation in levels of technological progress
{Malecki 1997). In theory, convergenee in outpui growth between regions oceurs and
an cquilibrium position is achieved.

The neo-classical approach describes different types of regional convergence.
Conditional convergenee refers to movement towards a steady state growth rate resulting
in constant per capita incomes, consumption levels and capital/labour ratios between
regions. [t is conditional because the savings rates, depreciation rates and population
growth rates that milucnce regional growth but are weated as exiernal io the neo-
classical growth model can differ across countnies. Conditional convergence does not
necessarily result in equal per capita income levels across countrics. Absolute conver-
gence resuits when the growth model parameters are equal. Richer countnies will tend
to grow slower than poorer countries which start [tom a lower level of development.
For absolute convergence, the neo-classical model suggests that per capita incomes will
become equalised across countrics over time. The model has different measures of spatial
convergence between regions. Beta (B-convergence) measures the speed ol convergence.
It occurs when poor regions grow faster than richer regions. Over the long term, per
capita inconies cqualise across cconomies. In this measure there 1s a negative relation-
ship between the growth of per capii income and the level of per capiia income ai the
start of the period. Sigma (a-convergence) 15 a medsure of income 1nequalily and is the
dispersion or spread of per capita income between regions al @ given point in time,
Convergence oceurs when the dispersion of per capita income between regions, although
not necessarily between people within regions, falls over time; B-convergence can oceur
without a-convergence.

Another imporlant neo-classical approach that addresses inter-regional convergence
is the theory of comparative advantage (Armstrong and Taylor 2000). In this approach,
nations and regions specialise in economic activities in which they hold a comparative
advantage, principally in industries that utilise their abundant factors of production. This



FRAMEWORKS OF UNDERSTANDING

can include labour, land, capital and natural resources. Trade between nations and regions
is based upon differences in such factor endowments. Trade is a positive sum game in
which trading partners benefit. In a static rather than dynamic framework, specialisation
and trade promote efficient resource allocation and inter-regional convergence.

The evidence

Empirical examinations of neo-classical growth theory suggest regional convergence is
often a slow and discontinuous process (Barro and Sala-i-Martin 1991; Martin and
Sunley 1998; Armstrong and Taylor 2000). Considerable variations exist in the speed
and extent of convergence over different time periods in different places (Armstrong
and Vickerman 1995; Scott and Storper 2003). Convergence often fluctuates with the
economic cycle, increasing faster during the upswing of growth than in the downswing
periods of recession, although convergence in general appears to have slowed consid-
erably since the carly 1980s (Dunford 1993). While interpretations differ, Example 3.1
shows how the European Union appears to be experiencing national level convergence
between Member States and regional level stability or divergence. Club convergence is
often evident where the growth performance of countries with similar structural char-
acteristics and initial conditions converge. The relatively more prosperous and devel-
oped OECD countries, developing and underdeveloped countries form three distinct and
separate convergence clubs without any necessary convergence in economic growth
between them (Martin and Sunley 1998). At the regional level, geographical clustering
of growth rates is evident in the United States and Europe with spatially proximate
grouping of fast and slower growth regions (Armstrong and Vickerman 1995).

Example 3.1 Regional convergence and divergence in the
European Union

Despite using a common neo-classical approach to regional growth, different interpreta-
tions exist of the changes in regional disparities over time in the European Union, Often
the analyses differ because of the use of a particular technique, data set or time period
used. Research using econometric models has concluded that the regional convergence
evident across Europe will continue (Mur 1996). Other analyses suggest that, despite
increasing expenditures on regional policy, regional disparities in Europe have not
narrowed substantially. Indeed, some measures suggest such inequalities have widened
(Puga 2002) and the impact of regional policy has been at best marginal for growth in the
periphery (Rodriguez-Pose and Fratesi 2004). At the national level, income disparities
between Member States have fallen. However, income and unemployment inequalities
have risen between regions within Member States. International convergence has been
accompanied by regional divergence (Rodriguez-Pose 2002a).




CONCEPTS OF LOCAL AND REGIONAL DEVELOPMENT

As Table 3.1 illustrates, the European Commission (2004) interprets some convergence
in GDP per head across the European Union. Using one of the key measures discusse
above, Beta (B-convergence) — the inverse relationship between growth and initial GDP
per head — is evident for each of the time periods from 1980. Regions with the lowest
initial levels of GDP per head have, on average, the highest growth rates. In particular, the
Objective 1 regions — with growth under 75 per cent of the EU15 average — experienced
strong growth between 1988 and 1994, driven by high growth rates in the new Linder
following the unification of the former East and West Germany. The role of regional policy
in this convergence process through the Structural Funds is recognised and promoted by
the European Commission. On the other measure, Sigma (o-convergence) — the dispersion
of per capita income between regions at a given point in time — is also evident in the
European Union between 1980 and 2001. Regional disparities remain an important issue
for the European Union, however, particularly in the context of the enlargement of the
European Union and the accession of ten new Member States in 2004. Cyprus, Czech
Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia and Slovenia each
has lower levels of GDP per head than most existing Member States and, in some cases,
similarly marked regional disparities (Rodriguez-Pose 2002a). The European Commission
estimates that even if growth in the Accession Countries (plus applicant countries Bulgaria
and Romania) can be sustained at 1.5 per cent above that in the rest of the European Union

for example growth of 4 per cent per year relative to 2.5 per cent in the EU1S — average
GDP per head in the twelve countries would still remain below 60 per cent of the enlarged
EU27 average until 2017. Regional convergence in the European Union, then, is a long-
term issue.

Table 3.1 Regional growth disparities in the European Union, 1980-2001

No. of regions GDP per head Beta convergence
(% growth rate) rate per year (%)

1980-1988

All EUL5 regions 197 2.0 0.5
Objective 1 regions 55 19 0.4
Other regions 142 2.0 S
1988-1994

All EUL5 regions 197 18 0.7
Objective 1 regions 55 1.4 34
Other regions 142 12 0.8
1994-2001

All EU15 regions 197 23 0.9
Objective 1 regions 55 26 1.6
Other regions 142 2:3 0.0

Source: European Commission (2004: 146)
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neo-classical approach to regional policy

Neo-classical theory and its explanation of regional growth disparities are highly influ-
ential for regional policy. Detailed in Table 3.2, regional policy underpinned by neo-
classical growth theory has been described as a “free-market” approach. This view ¢laims
that convergence will happen regardless of intervention due to the causal mechanisms
of the growth model that move regions towards equilibrium or that intervention will
either hinder or increase the speed of convergence. In the Evropean Union, for example,
the output measure of GDP per capita is used in the geographical analysis of the eligi-
bility of regions for regional policy (European Commission 2004), The focus has been
the determinants of regional per capita income levels and how low-income regions can
converge or “catch-up’ with relatively higher-income regions. Identifying the interven-
tions to correct market failures and “speed-up’ convergence has been central to regional
policy. Local and regional development policy is discussed in more detail in Part III.

critique of the neo-classical approach

Criticisms of the neo-classical growth model have focused on several issues. First, its
main assumptions are interpreted as unrealistic (Martin and Sunley 1998). Factor
mobility is less than perfect (Armstrong and Taylor 2000). The access to and availability
of capital is markedly uneven geographically (Mason and Harrison 1999). While capital
is relatively mobile, labour’s economic position, for instance in the housing market, and
ties of social reproduction, for instance through family and the education of children,
form attachments to places that can ofien militate against geographical mobility. Indeed,
neo-classical approaches have focused upon such issues in explaining persistent regional

Table 3.2 Neo-classical regional policy: the ‘free-market’ approach

Dimensions Characteristics

Theoretical approach MNeo-classical economics
Supply-side flexibility
Correcting market failure
Causes of regional economic disparities Market failures
Inefficiency problem in regions due to labour
market rigidities
Lack of entrepreneurial ‘culture’
Excessive state intervention

Political ideoclogy New Right/neo-liberal
Popular capitalism
Deregulation /tiberalisation
Privatisation
Small state sector
Enterprise culture

Approach to reviving disadvantaged regions  Correction of market failures
Deregutation of regional Jabour markets
Tax incentives to promote efficiency
Regional policy Minimal expenditure
Selective assistance

Sources: Adapted from Martin (1989); Armstrong and Taylor {2000)
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unemployment disparities (Armstrong and Taylor 2000). Perfect information 1s ques-
tionable. Investors and workers are not perfectly informed and able to respond ratio-
nally to price signals. Competition is ofien imperfect too with many markets for goods
and services not reflecting the ideal of many buyers and scllers each without significant
market power {Robinson 1964). The limitations of the comparative advantage theory
comprise its static framework based on inherited factor endowments and its neo-clas-
sical assumptions of diminishing retumns and technological equivalence between regions
and nations (Kitson et af. 2004). Howes and Markusen (1993: 35, cited in Martin and
Sunley 1996: 274) go further in challenging the Ricardian model of comparative advan-
tage and the social welfare implications of the free trade model: ‘there is some danger
that the unfettered pursuit of free trade will actually depress wages and employment and
lower world living standards’.

Second, the external or exogenous treatment of technology and labour weakens the
model. Technological progress is profoundly uneven geographically and technology dif-
fusion exhibits strong distance-decay effects (Malecki 1997). Shifts in the technological
frontier have questioned the assumption of constant retums to scale and the productiv-
ity relationship described by the capital/labour ratio. Such issues have stimulated the
development of endogenous growth theory — discussed below — which secks to embody
or internalise technology and human capital. Indeed, Armstrong and Taylor (2000)
suggest the long-run persistence of disparities in regional growth rates may be due to
the differential ability of regions to generate their own technology and adapt technology
from elsewhere. Linking to the notion of stages of development unfolding over time, the
likelihood of inter-regional convergence has been linked to the later stages of national
development (Williamson 1965; Richardson 1980). This convergence is explained by
the eventual equalisation of labour migration rates, capital market development, reduc-
tion of public policy bias towards core regions and the growth of inter-regional linkages.

Third, evidence suggests the neo-classical adjustment mechanism typically fails to
work or operates only in the very tong run and/or in specific time periods. Fingleton
and McCombie (1997) even suggest that observed convergence is consistent with expla-
nations other than that provided by neo-classical growth theory, in particular techno-
togical diffusion and regional policy. In explaining the dynamics of regional disparities,
Ammstrong and Taylor (2000: 85) suggest that: ‘The neo-classical adjustment mecha-
nism may play a relatively minor role’. Fundamentally, the very determinants of neo-
classical growth theory — capital stock, labour force and technology — are inhcrently
geographically variable (Martin and Sunley 1998). Yet neo-classical theory still predicts
conditional convergence even given labour and capital’s heterogeneity across space
(Barro and Sala-i-Martin 1995). Despite these criticisms, the nco-classical approach is
still highly influential in local and regional development as we explore throughout the
remainder of the book.

Keynesian theorles of local and regional divergence

Keynesian economics takes its name from the eminent economist John Maynard Keynes
whose distinctive approach focused upon the under-employment of resources, the



w FRAMEWORKS OF UNDERSTANDING

demand-side of the economy and the role of the state in managing aggregate demand.
Although his work focused on national economies, his ideas have been taken up by
regional economists, Keynesian theories focus upon the reduction of regional growth
disparities in their approach to local and regional development. Building upon the
critique of neo-classical approaches, the emphasis is upon understanding and explaining
regional divergence: the reasons why regional growth disparities persist and are repro-
duced over time. Similar to the neo-classical approach, ‘development’ is equated with
the reduction of regional disparities and ‘regions” are the geographical focus. In contrast,
the theories emphasise the medium rather than the long run. The adjustment mechanism
in the Keynesian model focuses upon the role of demand rather than factor supply.
Markets arc seen as potentially exacerbating or increasing rather than ameliorating or
reducing disparities in economic and social conditicns:

because market forces, if left to their own devices, are spatially disequilibri-
ating. Economies of scale and agglomeration lead to the cumulative concen-
tration of capital, labour, and output in certain regions at the expense of others:
uneven regional development is self-reinforcing rather than self-correcting.
{Martin and Sunley 1998: 201)

Drawing upon the ideas of John Maynard Kcynes (1936), Keynesian theories use the
approach and language of neo-classical economics to reach contrary conclusions.

Export base theory

Export base theory typifies the Keynesian emphasis upon demand. Differences in
regional growth are explained by regional differences in the growth of the region’s
exports — the goods and services that are sold outside the region, External demand for
the region’s cutput determines the region’s growth rate. In contrast to the endogenous
approaches discussed below, regions are seen to develop from *without’ rather than from
‘within® (Armstrong and Taylor 2000). Initially focused upon the exploitation of natural
resources and the integration of resource-based regions mto international trade (Innis
1920; North 1953), the export base approach developed theories of regional specialisa-
tion and adaptation for continued growth as well as decline. Regional specialisation
in specific export commodities was explained using the nec-classical comparative
advaniage theory discussed above. Regions specialise in the production and export of
commodities that use their refatively abundant factors intensively — whether they are
raw matetials, labour, capital and/or technology (Armstrong and Taylor 2000). As illus-
trated in Figure 3.3, the region’s response to external demand stimulates growth in the
basic or export sector and in the subservient ‘residentiary” or non-basic sector. Multiplier
effects are triggered as income and expenditure chains are stimulated within local and
regional economies. Multipliers can be positive or negative,

While an oversimplification and hamstrung by the assumption of the relative
immobility of factors of production, export base theory established the importance of
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specialisation and the impact of external demand for a region’s products upon its growth,
Demand is determined by the price of the region’s exports, the income levels of other
regions and the price of substitutes in external markets. The international competitive-
ness of the region’s export sector relative to those in other regions determines its growth.
Product quality and after-sales service influence demand too. On the supply-side, pro-
duction cost factors, inciuding wages, capital, raw maierials, intermediate inputs and
technology, influence the region’s export competitiveness.

The sensitivity or elasticity of demand for the region’s exports to changes in price
and income is critical. Demand for inputs from other regions is also important. With
favourable demand and supply, the region’s export sector grows, demand for factor
inputs bids up their prices relative to other regions and induces inflow of capital and
labour. Regional disparitics result. The duration of any such growth differential depends
upon factor shortages, subsequent inflationary pressures and competition from aiterna-
tive suppliers in other regions. Adaptation may require improved competitiveness
through cost reduction and/or productivity increases and the development of new export
markets, depending upon the degree of factor mobility between regions. The exporf-ied
growth process can be cumuiative with positive multiplier effects upon regional income,
an induced accelerator effect on investment, increased labour inflow and demand for
local goods and services and the growth of subsidiary industrics and external economics
(Armstrong and Taylor 2000). A cumulative reversal of the process and relationships
may also set in, however, for example through shifts in the demand for exports, tech-
nological change and competition. Example 3.2 examines how an export-based approach
has been used to explain the pronounced disparities in growth and income in the regions
of China,
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Example 3.2 Regional disparities in China

The dramatic economic growth in recent decades in China has been accompanied by pro-
nounced regional disparities. As part of economic reforms to open up the economy
to international trade, China’s national development policy has prioritised investment in
export-oriented processing activities to exploit its comparative advantage of abundant and
relatively cheap labour. As Table 3.3 illustrates, during the 1990s, marked differences have
opened up in growth and income between the coastal and inland regions. Comparative
growth rates between the coastal and inland regions were similar during the 1980s.
Accompanying government-sponsored liberalisation, during the 1990s the real GDP per
capita increased 95 per cent in the inland regions and 144 per cent in the coastal regions.
China’s coastal regions are catching up and even surpassing the other South East Asian
economies of Malaysia, the Philippines, Indonesia and Thailand. Taking a Keynesian per-
spective, recent research has emphasised the role of exports and foreign direct investment
(FDI) in explaining these regional inequalities. Fu (2004) argues that exports exerted a sig-
nificant positive impact upon growth in the coastal regions. FDI-based and labour-intensive,
processing-type exports have induced substantial growth in the coastal regions, attracting
the mobile resources of labour from the inland regions. In contrast, the inland regions have
not benefited from any significant linkages or spillovers from the growth of the coastal
regions. Migration of labour from the inland regions has increased regional income inequal-
ities, although the growing urbanisation of the interior is acting as a counterbalance. For
the Chinese government, further labour migration to the capital-rich, coastal regions will
exacerbate regional disparities. Regional policy is therefore focused upon encouraging the
dispersal of domestic and foreign-owned capital to the labour surplus inland regions.

Table 3.3 GDP, FDI and exporis by coastal and inland regions in China, 1999

Regions Real GDP GDP % GDP % of FDI % of Exports %
(PPC) (yuan change national national of national
at 1990 1978~ total total total
constant 1999
prices)

Coastal

Beijing 9,960 255 27 4.13 3.2

Tianjin 8,017 218 1.8 3.94 3.3

Shanghai 15,459 184 4.9 8.19 9.4

Liaoning 5,062 242 b 4.16 4.2

Hebei 3,479 339 56 1.99 1.4

Jiangsu 5,352 472 9.4 1243 9.5

Zhejiang 6,041 739 6.5 .31 7.0

Fujian 5,418 812 4.3 9.78 54

Shandong 4,353 833 9.4 5.9 6.3

Guangdong 5,886 637 10.3 28.25 40.4

Guangxi 2,082 325 24 2.09 0.6

Average or sum* 5,204 411 62.4% 83.7* 90.7*
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Infand
Shanxi 2,372 199 1.8 0.42 0.8
Inner Mongolia 2,685 289 1.5 0.17 0.4
Jilin 3,182 284 2.0 0.84 0.6
Heilongjiang 3,844 213 35 1.09 0.8
Anhui 2,362 345 3.6 0.88 0.8
Jiangxi 2,339 289 2.4 0.81 0.5
Henan 2,456 387 5.6 1.22 0.6
Hubei 3,269 353 4.7 1.78 0.8
Hunan 2,562 312 4.1 1.48 0.7
Sichuan 2,234 306 4.5 1.54 0.6
Guizhou 1,242 226 i 0.13 0.2
Yunnan 2,234 354 2.3 0.27 0.5
Shaanxi 2,058 222 1.8 0.9 0.5
Gansu 1,851 144 11 0.13 0.2
Qinghai 2,340 15k 0.3 0.01 0.1
Ningxia 2,245 179 0.3 0.04 0.1
Xinjiang 3,247 377 1.4 (3 I & 0.5
Average or sum* 2,497 292 40.0* 11.8% 8.7
National average 3,631 358 —
Note: * Sum of column cells.

Source: Fu (2004)

Increasing returns and cumulative causation

Explicitly rejecting the neo-classical approach, Kaldor (1970, 1981) explained regional
growth per capita by a region’s ability to specialise and exploit scale economies. Sectoral
structure was important too. Manufacturing was interpreted as a “flywheel of growth’
capable of fostering innovation and generating significant productivity benefits and faster
growth for manufacturing specialised regions compared to resource-based regions.
Kaldor emphasised increasing returns — rather than the neo-classical model’s constant
or diminishing returns — whereby increases in inputs generate disproportionately larger
increases in quantities of outputs. Growth processes founded upon increasing returns are
cumulative as fast growing regions steal a march on other regions and further reinforce
their regional specialisation (Armstrong and Taylor 2000). Such increasing returns are
central to the extended neo-classical theories discussed below.

The way in which the growth process tends to feed on itself in a circular and cumu-
lative way and generate unbalanced regional growth is central to Gunnar Myrdal’s
(1957) theory of cumulative causation. Following the Kaldorian and Keynesian
approach, this theory emphasises increasing rather than constant or diminishing returns
to scale, agglomeration or external economies and the positive growth implications for
localities and regions that were first to industrialise. The cumulative growth process is
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outlined in Figure 3.4. Bencficial effects between factors of production further advan-
tage and propel growth in developed regions, often at the expense of lagging regions.
Growth in developed regions may benefit lagging regions through ‘spread” cffects or
what Hirschman (1958) called “trickle down’, including technological diffusion and
export markets for their products. However, although relatively underdeveloped or
peripheral regions could offer low-wage labour, this may be offset by more powerful
agglomeration economies and the centripetal forces they generate in attracting factors
of production in the developed or core regions. ‘Backwash’ effects could further rein-
force disparities through encouraging capital and labour flows from lagging to devel-
oped regions. Rational responses to market price signals therefore reinforce rather than
reduce regional inequalities. Liberalised trade further intensifies this polarised develop-
ment between core and peripheral regions by catalysing growth in developed regions at
the expense of lagging regions. Kaldor's (1970) elaboration of cumulative causation
emphasised how increasing returns gave early industrialising regions advantages in
international trade:

Actual monetary wages may be the same in all regions, but efficiency wages,
defined as monetary wages divided by a measure of labour productivity, tend
10 be lower in industrialized regions due to scale economies. Since regions with
lower efficiency wages can produce more output, which in turn leads to further
reductions in the efficiency wage (and so on), growth may build on itself
without bound.

(Dawkins 2003: 139)
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Through such feedbacks, cumulative causation can work in a positive dircction and
create virtuous cireles of growth and development locally and regionally. Conversely
tou, negative relationships can reverse the process and create vicious cireles of decline
perhaps resulting from 4 loss in the competitiveness of the region™s exports or external
shocks such as price rises in factor inputs.

Verdoorn effect and growth pole theory

Unbalanced regional growth and diverpence are central to Keynesian theorics of local
and regional development. As Figare 3.5 outhines, Dixon and Thirlwall’s (1975) expla-
nation emphasises the feedback effect of the region’s growth upon the export sector’s
competitiveness, the knock-on effect upen output, and further beneficial effects for the
export sector’s productivity and competitiveness, Thxon and Thirlwall (1975} empha-
sisc the operation of the Verdoorn effect whereby the growth in labour productivity
is partly dependent upon the growth of output. Positive and strong growth in labour
produclivity and oulput become mutually reinforcing, Growth pole theory draws upon
cumulative causation too, in particular the potential linkages between propulsive firms
capuble of generating induced growth through inter-industry linkages — both backwards
and forwards through supply chains {Hirschman 1958) — and localised industrial growth
{Perreux 1950). Growth centres or poles may emerge. generated by agglomeration ceon-
omics. 1o propel local and regional growth and development. In ecommon with cxport
base theory, Friedmann’s centre-periphery maodet emphasises the potential for the
external inducement of growth, the powerful external cconomics of core repions and the
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role of political and economic leadership and entrepreneurship in translating export
demand into growth in the non-basic residentiary sector (Friedmann 1972). In a closely
interdependent way, non-core regions are defined by their relationship with the core and
their relative degree of autonomy, for example as “resource frontiers’ or ‘downward
transitional® arcas.

Keyneslan approach to reglonal pollcy

In common with neo-classical theories, Keynesian theories of regional divergence have
strongly influenced regional policy. The potential of markets to reinforce rather than
reduce regional disparities has established a role for the state, especially at the national
level, and public policy intervention (McCrone 1969; Kaldor 1970). Contrasting with
the neo-classical and its free-market regional policy, a long history of Keynesian inter-
ventionist regional policy is evidemt (Table 3.4). Government-directed growth was
considered feasible due to its potential to stimulate increasing returns to scale
(Rosenstein-Rodan 1943). Balanced and geographically even growth may be attainable
through government intervention to establish virtuous circles of high savings and high
growth (Nurske 1961; Singer 1975).

Inspired by the Keynesian approach, dedicated regional development agencies and
industrial estates were pioneered under President Roosevelt’s New Deal in the 1930s
by the Tennessee Valley Authority in the United States. As we discussed in Chapter 1,
during the era of "developmentalism’, growth pole experiments were evident in the 1960s
with then propulsive firms and industries of the day, such as chemicals and automo-
biles, implanted to stimulate new economic growth in lagging regions (Roedriguez-Pose

Table 3.4 NeoKeynesian reglonal policy: the ‘interventionist’ approach

Dimensions Characteristics

Theoretical approach Reconstructed Keynesianlsm
Demand-side stimulation
Supply-side support for industry and services

Causes of regional economic disparities Market deregulation and liberalisation
Structural weaknesses
Low investment
Drain of capital to developed regions
inadequate and insufficient government
participation in regicnal development
Political ideology State intervention
Social democratic
National territorial cohesion and solidarity

Approach to reviving disadvantaged regions Proactive policies at the local and regional level
Public investment in infrastructure
Regional policy Extensive regional aid
Automatic assistance
Decentralisation of regional regeneration powers
to local and reglonal agencles and authorities

Sources: Adepted from Martin {1989); Armstrong and Taylor (2000: 211)
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1994). Criticism of the Keynesian approach peaked in the nco-classical and free-market
dominated 1980s due to its uneven performance record, ‘deadweight’ effects subsidising
activities that would have happened irrespective of public support, uncertainty regarding
how to maintain growth and some dramatic failures costly in public expenditure terms
(Taylor and Wren 1997). Despite such criticism, the experience of recent decades has
guestioned the strength of Hirschman’s trickle-down effects, particularly in the most
disadvantaged and lagging regions:

Most contemporary policy, rhetoric aside, relies upon a model of development
diffusion based on the principle of benefits trickling down to troubled targets.
Conventional policy has yet to find the key that unlocks the fates of truly trou-
bled locales.

(Glasmeier 2000: 568)

Further discussion of the Keynesian-inspired approaches to local and regional develop-
ment policy will be addressed in Part [I1.

critique of the Keynesian approach

Although it attempts to integrate a consideration of the demand and the supply-side,
export base theory has been criticised as oversimplistic, ignoring significant factors
within regions (c.g. entreprencurialism, public policy) and not providing a systematic
explanation of the determinants of demand for a region’s exports (Armstrong and Taylor
2000). Dixon and Thitlwall’s (1975) model has been criticised too for failing to specify
the type of exports in which a region may specialise, assuming the export sector is the
only source of regional growth and generating controversial empirical evidence. In addi-
tion, problems have been identified in the model’s failure to clarify the complexitics
of the Verdoorn effect and exactly how the division and specialisation of labour and
technical change fosters output growth and productivity gains (Armstrong and Taylor
2000). More generally, Hirschman (1958) argued that polarised or dualistic develop-
ment between developed cores and underdeveloped peripheries can benefit both growing
regions and their hinterlands through ‘trickling-down’ effects that create demand for the
products and labour of lagging regions. Although the polarisation effects identified by
cumulative causation theory can be strong stimuli to regional divergence, Hirschman
(1958) argues that they are countered by such trickle-down processes, especially when
supported by interventionist regional policy. Deliberate state-led decentralisation of
propulsive industrics may reverse geographical polarisation (Townroe and Keen 1984).
Whether such countervailing forces are sufficient only to keep regional divergence in
check rather than to promote regional convergence is open to empirical question.
Evidence from the European Union suggests absolute regional differences in unem-
ployment in EU countries rates tend to vary counter-cyclically, widening during reces-
sions and narrowing during booms {Baddeley e a/. 1998; Boldrin and Canova 2001}
Despite such criticisms, as we shall sec in Chapters 5 and 6 and in the casc studies in
Chapter 7, the Keyncsian approach remains highly influential in understanding and
explaining local and regional development policy.



FRAMEWORKS OF UNDERSTANDING

Theories of structural and temporal change

In contrast to the neo-classical and Keynesian emphases upon regional convergence or
divergence, theories of structural and temporal change focus upon local and regional
development as historical and evolutionary processes, sometimes incorporating periods
of structural or systemic change. Theories have used metaphors of stages, cycles and
waves to conceptualise the geographically uneven character of local and regional devel-
opment. In contrast to the neo-classical focus upon exchange and factor prices, theories
of temporal and structural change have taken a broader view, encompassing production,
technology, consumption and institutions of government and governance.

Stages theory

Stages theories of economic growth have tended to focus upon the national and regional
levels and sectoral change (Perloff ef al. 1960). As Figure 3.6 illustrates, through time,
regions and nations are interpreted as moving through progressively more advanced
stages of economic growth and development, from agriculture to manufacture to services
to quaternary or knowledge-based forms of development (Clark 1939; Fisher 1939). A
‘ratchet effect’ is evident whereby growth patterns get locked in to place and guard
against future contraction, for example through densely localised linkages, specialised
public infrastructures, localised demand and labour markets and innovation potential
(Thompson 1968). The adaptability this may afford localitics and regions is developed
in the recent approaches to innovation, knowledge and learning discussed below. Scale
diseconomies from congestion and bureaucracy may counter this effect.

Periods of rapid transformation are possible as a critical mass of investment and
activity may generate a ‘take-off” to underpin sustained periods of growth and ‘devel-
opment’ (Gerschenkron 1962; Rostow 1971). This model was a hallmark of the devel-
opmentalism and liberal-market democracy promoted by the United States during the
post-war Cold War with the Soviet Union. Indeed, some argue that ‘development’
requires such structural change as ‘leaps’ and ‘transformations’ from existing states to
new, more developmental states (Cypher and Dietz 2004). Echoing the neo-classical
theory of comparative advantage, over time, specialisation and trade replace self-
sufficiency. Diminishing returns and changes in the internal division of labour propel
the transition between stages. ‘Development” equates with growth and industrialisation
and constitutes transitions through each ever more advanced stage of economic activity.
Regional convergence is considered more likely in the latter stages of this development

Primary I ' -Secand;y Tertiary ' Quaternary

> > C—>

B Figure 3.6 Stages theory
Source: Adapted from Fisher (1939)
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model (Williamson 1965). Criticism has focused upon the linear and programmatic logic
of such models: all nations and regions were predicted to follow the same developmental
path. Underdevelopment theorists challenged the idea of linear stages and concluded
that there were similar national patterns of development notwithstanding persistent
differences (Kuznets 1966). Mirroring the development trajectory of advanced indus-
trial nations and regions, this particular form and theory of ‘development’ was closely
associated with the national focus of post-war developmentalism summarised in Chapter
2 (Figure 2.1). With its emphasis upon the conditions and requirements for structural
change, stages theory remains an important, if not readily acknowledged. influence upon
local and regional development policy.

Cycle theories

Cycle theories focus upon the temporal evolution of tocal and regional industrial struc-
tures and their relation to focal and regional development. Geographical variations in
spatial factor costs are linked to the differential stages of product and industry life cycles
through the product cycle model {Storper and Walker 1989). Building upon its initial
micro-level focus upon the locational behaviour of US multinational corporations
(MNCs) (Vernon 1979}, the product cycle sought to link regional development to the
export-oriented evolution of regional industrial structures (Norton and Rees 1979,
Storper 1985; Stemberg 1996). As Table 3.5 describes, initially, innovating firms intro-
ducing new products retain locational proximity to key suppliers and R&D functions.
Low elasticity or sensitivity of demand to price changes for new products renders initial
regional cost differences relatively less significant. Large urban markets provide size-
able and sophisticated markets to prove immature products. With maturity and stan-
dardisation, economies of scale become relatively more important than flexibility.
Decentralisation to exploit relatively cheaper labour in underdeveloped regions and
nations occurs with potential export back into the core regions that, by this stage in the
cycle, have already developed new products to restart the process (Weinstein ef af. 1985).

Criticisms of the product cycle model concern the model’s narrow focus upon indi-
vidual products rather than industries and markets, its relevance to historically specific
time periods, its emphasis upon labour as the primary cost consideration, its reliance
upon a set of essential causal relationships and linkages, its emphasis upon the deter-
mining role of technology and its limited conceptualisation of innovation (Sayer 1985,
Taylor 1986; Schoenberger 1989). Product cycie theory has had a limited impact upon
focal and regional deveiopment policy apart from highlighting the potential significance
of cycles of industrial development and the need for localitics and regions to attract and
retain different kinds of industrial functions and occupations.

Building upon notions of Schumpeterian innovation and Marxian uneven develop-
ment discussed below, Markusen’s (1985) profit cycle theory counters many of the prob-
lems of the product cycle model. The theory moves beyond simplistic factor cost
explanations of local and regional development by emphasising market power and corpo-
rate strategies in the closely intertwined evolution of industries and regions (Gertler
1984), The theory focuses upon the meso-level of industries, beneath the macro-level



Table 3.5 The product fife cycle

introduction Growth: Maturity: Saturation Decline
market mass
enlarges production
Sales Geographical Employmen
volume concentration y AT
Demand Very few Graowing Peak Declining Steep falloff
conditions buyers number of demand demand in demand
buyers
Technology  Short Introduction  Longrun production runs and stable
production of mass- technology
runs production Few innovations
Rapidly methods
changing Some variation
techniques in techniques
but less rapid
change
Capital Low High because of high rate of High because of large
intensity obsolescence guantity of specialised
equipment
Industry Entry Is Growing Financial General stabillty at first,
structure determined number of resources followed by exit of
by ‘know-how'  competing critical for some firms
Few fims entry
competitors In¢reasing Number of
vertical firms starts
integration to decline
Critical Scientific and  Management  Semiskilled and unskilled labour
production endineering Capital Capital
factors skills
External
economies
{access to
specialist
firms)
Agglomeration
economies
Employment Employment grows along with ocutput  Productivity drives down employment
Geography Location either Initial plants  Relocation of production to lower cost
random {i.e. close to R&D  peripheries is permitted by standardisation
home of in core of product and production process and
inventar) or in  regions impelled by increased price competition
core region Relocation is either 1o less deveioped
close to R&D countries or 1ower cost peripheral regions
and within core countries
headquarter
functions
Regional Highly Shift to mass Branch plant economy based upon low skilled
deveiopment  innovative production angd low wage production
imptications  firms Modern plants Potential for rationalisation and plant closure
High rates with new
of R&D capital
Skilled Requirements
scientific and  for
engineering management
employment and engineering
Some local skills as well
agglomera- as semi-skilled
tions production

Source: Adapted from Dawley (2003); Storper and Watker (1989); Markusen {1585)
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Table 3.6 Profft cycles and regional development

Stage  Profit stage Logational behaviour: spatial succession

i Zero profil: the initial birth and Concentration: often arbitrary locations
design stage of an industry. related to location of invention.

i Super profit: the era of excess profit  Agglomeration: proliferation and growth in
from temporary monopoly and size of the innovating firms and their
innovalive edge. tendency to draw linked sectors, and a labour

force, to lhem at the initial site.

1] Normal profit: the stage of open Dispersion: firms grow in size and dechinc in
cntry, movement towards market numbers. Attempts 1o expand and locate in
saturalion. and absence of new markets. Sites of lower factors cosls,
suhistantiai market power. such as labour, hecome increasingly attractive

as oligopaolies break down and competition
incregses. Increased automation in the
production process allows fower skifled labour
to be located and utilised. These locations
are relatively remote from the “core’.

v Normal plus ar normakminus prolit: Relocation: certain sectors may have been
the post saturation stage, where spatially relarded by the centripetal forces of
either sticcesstul oligopotisation agglomeration. However, during the onsct of
boosts profits again or predatory a decling in profits these sectors may
and excessive competition sgueeszes  relocate at an accelerated rate in the takter
profit. stages. If this dispersion occurs in

conjunction with cuts or new plant formalion,
then relocation will occur.

vV Negative profit: the obsolescence Abandonment: production retirement as
stage ol the sector. quickly as possible either through plant
closure or relocation to cheaper sites.

Sources: Markusen (1985 Dawley (2003, adaptec from Storpes and Walker {1089)

of the economy and above the micro-level of individualy and firms, and attempts to
construct a historically dynamic approach. Table 3.6 outlines five sequential stages of
profttability and competitive structure through which an industry will evolve with gener-
alisable patlemns of employment, locational behaviour and local and regional develop-
ment imphications (Markusen 1985).

Technologically dynamie regions start with a fairly competitive stage in which exter-
nalities beyond the firm and industry are important then progress o an oligopolistic
stage dominated by large firms as products mature and technology diffuses to other
arcas. Innovators carn monopoly rents from ihe soic supply of new goods and suvices
in the initial period of “super-proiits™. Firm or innovation location is often the result of
historical accident such as the initial basc of the lounder. Co-location oecurs to benefii
from the externalitics of technological spillovers and labour pooling. New entrant
competition erodes super profits and creates normal profits and may be drawn to the site
of the initial industry’s innovation or regions favourable to the industry. Firm size
growih, concentration and consumer market orientation underpin the geographical
concentration of oligepolistic lirms that exert market and political powcer.

Cventual market saturation wnd  desmabilisation  underpins the  cmergence  of
oligopolistic organisational forms driven to scarch for addirional profits, including
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decentralisation in search of relatively lower labour cost inputs or more flexible, non-
union labour. ‘Negative profit’ results from decline in the face of substitute products
and/or services and imports associated with the abandonment of location-specific facil-
ities. Despite its relative theoretical flexibility to cope with complex processes of indus-
trial change compared to product cycle theory (Schoenberger 2000), criticism of profit
cycle theory has focused upon its reliance upon a set of essential causal relationships,
its abstraction or generalisation of causal process from particular temporal and spatial
empirical circumstances and its limited contextualisation (Storper 1985). While profit
cycle theory revealed the potential stages for intervention, its influence upon local and
regional policy has been limited.

Wave theories

Originating in the late nineteenth century, macro-technological long-wave theories of
capitalist development based upon macro-level technological shifts revived following
the structural changes during the late 1960s and 1970s. Long-wave theory retains a focus
upon internal change within regions as the explanation for local and regional develop-
ment (Marshall 1987). Drawing upon Kondratiev’s description of fifty-year long waves
in commodity price cycles (Barnett 1997), Schumpeter’s (1994) theory of long waves
provides the theoretical basis. Each long wave is underpinned by a progressively more
advanced ‘techno-cconomic’ paradigm. As Figure 3.7 illustrates, cach has its own
distinctive geography of local and regional development — the current being the fifth
Kondratiev based upon microelectronics. Transitions between long waves occur through
a process of what Schumpeter called ‘creative destruction’: downswings cause a
*bunching’ of innovations and stimulate entreprencurial activity to lay the foundations
of structural change and a successive ‘techno-economic’ paradigm (Sternberg 1996).
The initially narrow focus of long-wave theory was broadened to incorporate the social,
political and institutional context (Freeman and Perez 1988; Hall and Preston 1988).

Long-wave theory echoes Markusen’s (1985) profit cycle with initially competitive
markets giving way to oligopoly when the returns from innovation eventually diminish
as the technological-economic paradigm matures. Crafis (1996) has explored a possible
link between Schumpeterian long-wave theories and the endogenous growth models
discussed below with transition between long waves as periods of local and regional
divergence. In the context of understanding local and regional development, long-wave
theory has been criticised for the determining role given to technology and its limited
and functionalist views of socio-institutional processes (Hirst and Zeitlin 1991: Malecki
1997). The theoretical focus upon macro-level generalisation and abstraction as well as
the causal power attributed to the mechanistic waves neglect local and regional
complexity and differentiation. Indeed, most of the long-wave theories are aspatial and
offer a limited ability to explain specific outcomes in particular times and places
(Sternberg 1996; Dawley 2003). Given its macro-level and historical focus, local and
regional development policy has drawn little from long-wave theory except attempts to
promote the conditions for adaptation to emergent techno-economic paradigms and to
encourage the creative destruction of innovation and entrepreneurialism.
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Marxism and radical political economy: the historical
geography of uneven development

From the late 1960s and into the 1970s and 1980s, structural changes in the nature of
capitalism and its local and regional development implications prompted much interest
in Marxist or radical approaches. Deindustrialisation, the shift to services, heightened
international mobility of factors of production and growing local and regional inequal-
ities in economic, social, gender and ethnic terms prompted radical critiques of
prevailing approaches to local and regional development (Bluestone and Harrison 1982;
Harvey 1982). Such issues had hitherto been dominated by objective, positivist and,
often quantitative, regional science. Marxist approaches changed the focus of the local
and regional development question towards understanding and explaining periodic
industrial restructuring and the changing ‘spatial divisions of labour’ — the geograph-
ically constituted organisation of the social relations between capital, labour and the
state (Lovering 1989; Massey 1995). This approach argues that aggregate growth figures
at the local and regional level concealed hierarchical spatial structures of interrelations
with implications for job quality and regional functional specialisation (Sunley 2000).
Through the geographical division of labour within organisations illustrated in Figure
3.8, places were becoming specialised in particular functions, such as headquarters, R&D
and assembly, that underpinned the hierarchical relations between places. The historical
regional industrial specialisation in which all functions were geographically concentrated
had been fragmented and spatially extended over time. For Marxian analysis, periodic
accumulation crises inherent in capitalist development fostered new spatial, technolog-
ical and social “fixes” that underpinned further equally unstable configurations of local
and regional growth and decline (Harvey 1982; Storper and Walker 1989).

Building upon a political economy critique of neo-classical economics, Marxist
theory interpreted regional growth as episodic and capable of historical periods of both
convergence and divergence (Martin and Sunley 1998). The uneven geographical frag-
mentation of regional industrial specialisation fostered a geographical division of the
ranges of corporate functions and their associated jobs and occupations between core
and peripheral localities and regions (Massey 1995). ‘Development’ constituted the
upgrading of regional functional specialisation to incorporate higher-level activities,
such as headquarters and R&D, and better quality and higher-paid jobs with more posi-
tive implications for local and regional development. Transitions in local and regional
development were explained by the changing position and role of localities and regions
within the spatial division of labour. For example, the United States experienced the
shift of industry from the north eastern ‘rustbelt’ to the southern and western ‘sunbelt’
(Sawers and Tabb 1984). Capital accumulation and the social forces of class conflict
are integral to Marxist political economy and emphasise the critical role of external
forces in shaping economic and social change in localities and regions (Dunford and
Perrons 1994; Perrons 2004). Space and place are the geographical focus (Beynon and
Hudson 1993). At lcast one attempt was made to link Keynesian cumulative causation
models with this Marxist approach (Holland 1976). Policy implications emphasised the
critical role of the state and regional policy in progressive action to ameliorate local and
regional inequality in democratically accountable ways.
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Locationally concentrated spatial struciure — without intra-firm higrarchies

Control Controd
Administration Administration
Production Production

Cloning branch plant spatial structure — hierarchy of relations of ownership only

Controi v\ Administration

Administration Production

Production

Administration

Production

Part-process spatial structure — plants distinguished and connected by relations
of ownership and in technical division of labour

Control Branch Branch
administration administration
P and control | and control
| |
Administration Production Production
process process
segment segment
Production

5 Figure 3.8 Spatial divisions of labour
Source: Adapted from Massey (1995 70
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Amid concerns about the dominant explanatory power given to abstract social struc-
tures and economic logics (Sayer 1985), criticism focused upon the spatial division of
labour’s attempt to balance the determining roles of structure with social agency, its
national intra-regional focus and demand-led view of local and regional change,
its limited conception of local labour market regulation and reproduction and its narrow
state-centred conception of institutions (Warde 1985; Sunley 1996; Peet 1998; Dawley
2003). Building upon Massey’s (1995) pioneering early work, geographical political
economy remains a highly influential approach in economic geography and local and
regional development (Castree 1999; Pike 2005; MacKinnon and Cumbers 2007).

Transition theories: the resurgence of local and
regional economies

Debate followed the failure of neo-classical growth theory to explain whether the slow
down and even reversal in regional convergence since the mid- to late-1970s was due
to cyclical change, ad hoc exceptional events or a more fundamental systemic transi-
tion in local and regional development (Dunford and Perrons 1994). In the mid-1980s,
the focus shifted away from long-term evolutions in regional growth and decline (Martin
and Sunley 1998). In addition, the focus on production and technology of stage, cycle
and wave theories broadened. Various theories of structural change emerged that sought
to explain substantive transitions in the nature of capitalism and their implications for
local and regional development. Central to the emergent themes were specific forms of
local and especially regional economies whose particular social, technological and insti-
tutional foundations had underpinned relatively faster growth performance (Scott 1986;
Becattini 1990). ‘Development® became an issue of the extent to which localities and
regions could ape the characteristics and relative economic success of exemplar types
of ‘industrial districts’ — whether craft based (Third Italy; Hollywood, Los Angeles),
high-tech (Silicon Valley, California; Rhénes-Alpes, France) or financial centres (City
of London; Wall Street, New York). ‘Resurgent’ regions became the focus of local and
regional development theory and policy (Storper 1995; Scott 1998).

Flexible specialisation

An carly and influential institutionalist transition theory focused upon the idea of “indus-
trial divides® — systemic discontinuities in the social organisation and regulation of
production — between the pre-industrial era and mass production and then from the cra
of mass production to “flexible specialisation” (Piore and Sabel 1984). Each industrial
period was associated with a distinct geography of local and regional development.
Flexible specialisation heralded a return to the “industrial districts’ characterised by the
regional industrial specialisation typical before the regional functional specialisation -

captured in the spatial division of labour approach — of the mass production era. Concerete
examples focused upon industrial districts in Emilia Romagna, Italy. Contrary to the
rigid, inflexible and vertically integrated social organisation under mass production,
densely localised networks of small firms could respond to differentiated and fast
changing markets in flexible. specialised and adaptable ways (Hirst and Zeitlin 1991),
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Vertical disintegration and agglomeration could reduce transaction costs, provide flex-
ibility and reduce uncertainty between buyers and suppliers. In policy terms, the potential
of flexible specialisation for local industrial renewal for labour and against monopolistic
corporate power appealed to politically Left political administrations during the 1980s,
for example the Greater London Council (Best 1991: Geddes and Newman 1999).

Transaction costs and ‘new industrial spaces’

Building upon the transaction costs and external economics traditions of eminent econ-
omists Coase, Marshall and Williamson, transaction costs and neo-Marshallian theories
of regional agglomeration and growth developed to explain the formation and success
of the regional resurgence of ‘new industrial spaces” (Scott 1988). In the context of the
break-up of the mass production and consumption model of Fordism, increased market
uncertainty and fragmentation coupled with technological change were interpreted as
undermining internal economies of scale and scope (Storper and Walker 1989). Hori-
zontal and vertical disintegration and the contracting-out or externalisation of production
fostered the flexibility and adaptability necessary to cope with fast changing, differen-
tiated demands and to avoid the rigidities of previous forms of social organisation.

Marshallian externalities — labour market pooling, specialist supplier availability and
technological knowledge spillovers — provided local economic benefits for firms in
similar industries and underpinned geographical agglomeration. This geographical
concentration was particularly useful and efficient for transactions that were irregular,
unpredictable and relied on face-to-face interaction. Such externalisation and agglom-
cration laid the foundations for the formation and development of ‘territorial production
complexes’ or geographically concentrated production systems (Storper and Scott
1988). Cities and regions were interpreted as active and causal elements rather than
passive backdrops in the economic growth process (Scott and Storper 2003). Local and
regional development focused upon the extent to which localities and regions were
exhibiting the characteristics of these growing and economically successful places.
The ideas of increasing returns and positive externalities central to this approach are
echoed in the extended neo-classical growth theories discussed below. Echoing the
broader conception of ‘development’ and its increasingly international reach across
developed, developing and transitional economies discussed in Chapter 2, agglomera-
tion has since been promoted as ‘a fundamental and ubiquitous constituent of successful
development in economic systems at varying levels of GNP per capita’ (Scott and
Storper 2003: 581).

Regulation theory and the transition from Fordism

The macro-scale regulation approach interprets a transition from Fordism towards a more
flexible era called variously neo-, post- or after-Fordism or even flexible accumulation
and its co-stabilisation of a ‘regime of accumulation® and ‘mode of social regulation’
(Scott 1988: Dunford 1990; Peck and Tickell 1995; Macleod 1997). As Table 3.7 details,
the different eras have markedly different economic, social, political and institutional
organisation. For regulation theory, it is the regulatory coupling between economic
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Table 3.7 Fordism and flexible accumulation

Fordist production
{based on economies of scalg)

Justintime production
{based on economies of scope)

A The production process

Mass production of homogeneous goods

Untformity and standardisation

Large buffer stocks and inventory

Testing quality ex-post (rejects and errors
detected late)

Rejects are concealed in buffer stocks

Loss of production time because of long
set-up times, defective parts, inventory
bottienecks etc.

Resource driven

Vertical and {in some tases} horizontal
integration

Cost reductions threugh wage control

B lLabour

Single-task performance by worker

Payment per rate (based on job dasign criteria)

High degree of job specialisation

No or little on-the-job training

Vertical labour organisation

No leaming experience

Emphasis on diminishing workers’
responsibifity (disciplining of labour force)

No job security

C Space

Functionat spatial specialisation
(centralisation/decentrafisation)

Spatial division of labour

Homogenisation of regional markets
[spatially segmented labour markets}

World-wide sourcing of components and
subconiractors

D State

Regulation

Rigidity

Collective bargaining

Socialisation of welfare {the welfare state)

Internationai stability through multilaterat
agreements

Fordist production (based on economies
of scale)

Centralisation

Intercity intervention in markets through
income and price policies

Firm-financed research and development

Industryled innovation

E ideology

Mass consumption of consumer durables:
the consumption society

Modemism

Totality/structural reform

Socialisation

Small batch production

Fiexibility and small batch production of a
variety of product types

No stocks

Quality control part of process (immediate
detectlon of errors)

Immediate reject of defective pans

Reduction of lost time, diminishing ‘the
porosity of the working day"

Demand driven (quash) vertical Integration
subcontracting

Leamning-by-doing integrated into long-term
planning

Multiple tasks

Personal payment {detailed bonus system}

Elimiration of job demarcation

Long onthejob training

More horizontal labour organisation

Onthejob leaming

Emphasis on workers' coresponsibility

High employment security for core workers
{lifetime employment)

No job security and poor labour conditions
for temporary workers

Spatial clustering and agglomeration

Spatial integration

Labour market diversification (in-place labour
market segmentation)

Spatial proximity of verticaliy quasHntegrated
firms

Deregulation/re-regulation

Flexibility

Division/individualisation, local or iim-based
negotiations

Privatisation of collective needs and social
security

International destabilisation; increased
geopolitical tensions

Just-intime production (based on economies
of scope)

Lscentralisation and sharpened interregional/
intercity competition

The ‘entrepreneurial’ state/gity

Direct state intervention in markets through
procurement

‘Territorial’ regional policies {third party form)
state-financed research and development

State-led innovation

Individualised consumption: ‘yuppie'-culture
Postmodernism

Specificity/adaptation

Individualisation: the ‘spectacie’ society

Source: Adapted from Harvey {1589b)
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and extra-cconomic factors that institutionally embed and socially regularise capitalist
development despite its inherent contradictions (Peck 2000). In the regulationist frame-
work:

national and regional growth rates arc interpreted as depending fundamentally
on the degree of correspondence between the organization of production and
the regulatory institutional and social structures which support and regulate the
economy.

(Martin and Sunley 1998: 214)

In this regulatiomst theory, structural economic and social change has undermined the
Fordist coupling of mass production and consumption regulated by national Keynesian
demand management and welfarism (Martin and Sunley 1997). Strong national macro-
economic management and a supportive welfare state have waned across nation states.
This break-up has underpinned regional growth rate divergence. Fordist industrial
regions have declined. Post-Fordist ‘flexible production complexes™ have emerged,
socially and geographically distinct from the Fordist growth centres (Storper and Scott
F988). Institutional and regulatory structures have shifted towards a more localised era
of Schumpeterian Workfarism focused upon competitiveness and innovation (Jessop
2002). The state’s role now encourages innovation and intermational competitivencss
and subordinates social to economic policy aims. As we discuss below, national vari-
ants of regulatory regimes exist as different national varieties of capitalism with distinct
institutional structures and histories mediate more generalised processes of economic,
social, political and cultural change.

Transition theories and local and regional development policy

In policy terms, the shared emphasis in transition theories upon the resurgence of local
and regional economies has stimulated interest in ‘endogenous’ — internal or within —
or ‘indigenous” —~ naturally occurring — ‘development from below’, Informed by transi-
tion theorics, a local and regional devclopment policy repertoire has emerged. As
detailed in Chapter 5, policy has focused upon locally decentralised production networks,
local agglomeration cconomies and local networks of trust, cooperation and competi-
tion as well as the local capacity to promote social learning and adaptation, innovation,
entrepreneurship (Stéhe 1990; Pyke and Sengenberger 1992; Cooke and Morgan 1998).
The industrial districts model has been promoted in local and regional development
policy because such districts are said to be flexible enough to adapt to the shifting context
of heightened economic and technological change through their disintegrated produc-
tion networks. As we discuss, these arguments are distinct from the new approaches 1o
endogenous growth theory. However, although the district model has attracted consid-
crable attention, it has been criticised for ignoring the need for policy leaming sensitive
to particular local and regional contexts rather than universalistic, ‘off-the-shelf” and
‘one-size-fits-all” policy transfer (Hudson ef al. 1997; Storper 1997). Longstanding and
thomy issues about the relative merits of specialisation or diversification in local and
regional development continue to bedevil policy deliberation about the district model.
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The critique of transition theories

Transition theories stimulated significant critique and debate during the 1980s and 1990s
(Gertler 1992; Amin 1994). The more flexible nature of capitalist accumulation was
largely agreed but not its conceptual and theoretical interpretation (Harvey 1989b). Given
their particular forms of explanation and relatively limited repertoire of geographical
expressions, transition theories have struggled to capture and explain the complexity and
diversity of local and regional development. The value of the transition model focuses
upon shifts in the macro-structural nature of capitalism and its geographies of local and
regional growth have been steadily undermined (Sunley 2000). Transition models have
been revealed as overly reliant upon the determining role of broader structures and unable
adequately to explain continuity and change in local and regional development (Hudson
2001). For Sayer (1989), this is because of the simplistic and dualistic — ‘before and
after’ — analysis deployed in transition models. The idea of clear breaks with their cor-
responding geographies has become much less convincing. The real world of local and
regional development is much messier and more geographically uneven (Peck 2000).

In addition to criticising the tendency for transition models to generalise from a
limited set of successful examples (Macleod 1997), further empirical evidence has qual-
ified and/or challenged the nature and dynamics of such industrial agglomerations. In
particular, criticism has questioned their reliance upon small firm dynamism, their rela-
tive ignorance of the role of larger firms, the geographical stretching of their social and
productive relationships, the role of external and internal forces in shaping their evolu-
tion and the reality of their adaptive capabilities (Harrison 1994; Amin and Thrift 1995;
Cooke and Morgan 1998). A clearer conception suggests there is a diversity of change
and experience across different types of local and regional economy (Martin and Sunley
1998). This differentiation has been reflected in the recent development of district theory
with a wider variety of typologies. The emergent concepts are more open to the contin-
gency of particular circumstances and to the role of large firms, state actors, local fixed
capital and skilled labour (Markusen 1996).

Institutionalism and socio-economics

Dissatisfaction with the macro-structural transition theories and their deterministic
spatial implications has forged a recent change in focus towards the specific and partic-
ular attributes of localities and regions and how these relate to their development
over time (Sunley 2000). For local and regional development, the emphasis has shifted
to ‘the contingent conditions of growth in particular regions, rather than on the long-
term evolution of the entire regional system’ (Martin and Sunley 1998: 202). Rather
than focusing upon the aggregated and descriptive statistical summaries of the outcomes
of growth, these kinds of theory seek to explain the underlying characteristics and
form of growth. In particular, distinctive local assets and economic capabilities — indige-
nous and endogenous — are interpreted as the basis for development and the foundations
for constructing and establishing local and regional competitiveness (Maskell er al.
1998).
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Influcnced by the broader ‘old’ institutionalism of Polanyi and Veblen (R. Martin
1999) and the ‘socio-economics’ of the ‘new economic sociology” (Granovetter and
Swedberg 1992; Grabher 1993), the emergent work has focused upon the embedded-
ness of social action in ongoing systems of social relations and the social and institu-
tional coniext of local and regional growth (Grabher 1993; Pike ef al. 2000; Macleod
2001; Wood and Valler 2001; Hess 2004). Formal (¢.g. organisations, administrative
systems) and informal (e.g. traditions, customs) institutions are interpreted as integral
to reducing uncertainty and risk as well as promoting trust in economic relations. A
distinction can be drawn between institutional environments and arrangements to explain
the differing abilities of localities and regions to absorb or create technological progress
which can, in turn, underpin disparities in cconomic performance (R. Martin 1999)
(Table 3.8). Institutional context varies geographically with direct consequences for local
and regional growth performance and development. As discussed in Chapter 4, institu-
tional structures flow from and are influenced by multilevel systems of government and
governance shaped by distinctive national ‘varieties of capitalism’ (Zysman 1996; Hall
and Soskice 2001).

The institutionalist approach interprets particular forms of institutional organisation
as the root causes and explanations of the conditions that promote or inhibit the growth
and development of localities and regions. More abstractly, socio-economics argues that
any conceptualisation or understanding of the ‘economic’ is explicitly *social’ and
cannot be undersiood or explained except within its social context (Grabher 1993).
Taking an institutionalist and socio-cconomic view, markets arc not the free floating
phenomena described in neo-classical growth theory. Instead, markets are interpreted as
social consiructs made and reproduced through frameworks of socially constructed insti-
tutions and conventions (Sunley 2000). Markets are therefore highly differentiated
in their nature, form and local and regional development implications. While markets
theoretically provide efficient allocation mechanisms for scarce resources as depicted

Table 3.8 Institutional environment and arrangemenis

Theme Institutional regime  Nature of the systems  Examples of institutional

EXpressions
Institutional Informal Customs, norms and
envirgnment conventions social routines
\ \ Formal conventions Structures of rules and regulations

% 7 {usually legally enforced)
Institutional Organisational forms Markets, firms, labour unions,
arrangements welfare state, city councils

Sources: Dawley {2003; 104}, adapted from R. Martin (1999)
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by neo-classical theories, market failure is common as individual decisions by atomised
agents may be individually rational and efficient but collectively irrational and incffi-
cient. For example, from an individual perspective a firm may pay a premium to poach
a skilled worker in a tight labour market but for their locality or industry such individ-
ually rational action is collectively irrational since it erodes the local skills base and
creates inflationary wage pressure. Correcting market failure often requires collective
institutions, for instance to underpin investment in public goods (e.g. skilled labour and
vocational training), new genetic technologies or patient capital markets for smaller
firms.

Networks, trust and soclal capital

Stimulated by the interest in institutionalism and socio-economics, networks have
reccived attention as intermediate and institutionalised forms of social organisation that
are neither markets nor organisational hierarchies but are cooperative and potentially
mutually beneficial (Cooke and Morgan 1998). Cooperative and reciprocal networks are
founded upon trust-based relationships between participants. This enables information
sharing and mutually beneficial action without the need for tightly prescribed contracts.
‘High trust’ localities and regions are interpreted as more capable of the rapid innova-
tion and adaptation amenable to development due to collaboration to share costs and
risks, exchange information and solve problems {Saxenian 1994). Trustful relations
reduce monitoring and contracting costs for participants, for instance fostering the supply
of cheap local credit and cooperative labour relations (Sunley 2000). In contrast, ‘low
trust’ environments arc characterised by distrustful relations and necessitate highly
formalised contracts to govern market-based exchanges. The adaptive capabilities and
local and regional development prospects of such places are consequently weaker.

The *social capital” engendered by trust may underpin a local and regional collective
“intelligence’ and capability to learn and adapt successfully to change (Cooke and
Morgan 1998). There has been an explosion of recent writing on the topic of social
capital and its role in development. While exhibiting a degree of common conceptual
concern (albeit frequently confused), social capital has been operationalised in highly
diverse ways, often reflecting differences between (and within) disciplines (includ-
ing economics, sociology, anthropology, political science, education) and diverging
normative concems. Farr has attempted the following conceptual summary:

In a way both compact and capacious, the concept of social capital boils down
to networks, norms and trust. Upon inspection, networks prove dense and valu-
able, norms pervade individual actions and social relations, and trust appears
psychologically complex . . . [Thus] social capital is complexly conceptualized
as the network of associations, activities, or relations that bind people together
as a community via certain norms and psychological capacities, notably trust,
which arc essential for civil society and productive of future collective action
or goods, in the manner of other forms of capital.

(Farr 2004; 8-9)
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The use of the term ‘capital’ suggests the existence of an asset. Much of the literature
on social capital suggests that this asset has substantial implications for cconomic devel-
opment, notably by helping the innovation process through lowering of transaction costs
in inter-firm networks, which can be a highly localised process involving the develop-
ment of trust-based relationships (Maskelt 2002). Such processes can have a down-side
contributing to a lock-in of widely supported, but cconomically inefficient practices
{Szreter 2002). For this reason the accumulation of local social capital may be insuffi-
cient to aid development. For development to proceed in poor communities, the initial
benefits of intensive intra-community integration must give way over time to extensive
extra-community linkages: too much or too little of either dimension at any given
moment undermines economic advancement (Woolcock 1998).

This problem has been conceptualised as the relationship between bonding, bridging
and linking capital. Bonding capital refers to networks formed from perceived shared
identity relations. Bridging capital refers to networks of associations where the differ-
entiating principle of shared social identity or status plays no nccessary role in deter-
mining membership, Despite the analytical clarity of these concepts they have proved
difficult to use in empirical work. Linking capital refers to relationships of exchange,
like in the case of bridging capital, between differentiated partics, but in this casc parties
are also characterised by power asymmetries. The significance of this analytical dis-
tinction for policy is that development becomes not simply a question of empowering
the poor, but also of managing the interaction resources held by ‘external’ agencies
which are present in poor communities (Mohan and Mohan 2002). Accordingly, pesitive
development outcomes occur:

when people are willing and able to draw on nurturing social ties (i) within
their local communities: (it} between local communities and groups with
external and more extensive social connections to civil groups with external
and more extensive social connections to civil society; (iii) between civil
society and macro-level institutions; and (iv) within corporate sector institu-
tions. All four dimensions must be present for optimal developmental outcomes.

{Woolcock 1998: 186-187)

In the context of dissatisfaction with the limitations of the conventional neo-classical
theory discussed above, institutionalism and socio-cconomics scek to provide a means
of integrating analysis of the intangible or ‘softer’ factors in explanations of local and
regional growth and development. While they form key clements of recent economic
geography (Barnes and Gertler 1999; Barnes and Sheppard 2000; Clark er al. 2000),
such dimensions have remained outside the traditional focus of nco-classical approaches
to local and regional development. ‘Softer’, less tangible, factors are difficult to measure,
price and quantify and are often invisible to official data sources (Sunley 2000), mili-
tating against their aggregate quantitative analysis.

The economic and extra-economic approach of regulation theory discussed above has
influenced the focus upon the institutional and regulatory supports and infrastructure of
local and regional economies. In particular, Amin and Thrift’s (1995) notion of ‘insti-
tutional thickness’ has been influential in explaining the shaping of local and regional



FRAMEWORKS OF UNDERSTANDING

development trajectories. Institutional thickness refers to a strong institutional presence
locatly, high levels of inter-institutional interaction, strong social structures and collec-
tive awareness of a common local and regional enterprise. Such institutional context
may provide externalities that, depending upon their nature, can be central to the initial
emergence, trajectory and adaptability of local and regional economies (Martin and
Sunley 1998).

Historical trajectories and path dependency

Evolutionary theory is central to institutional and socio-economic approaches to local
and regional development (Nelson and Winter 1985). In this evolutionary approach, the
ways in which places change over time are understood in terms of historical trajecto-
ries. This conceptualisation is more able to address the indeterminate, complex and
sometimes unpredictable nature of local and regional development: *such gradualism
allows a better understanding of the types of path and place dependency through which
the historical geography of regions and cities shapes their future development’ (Sunley
2000: 192). Path dependency, in particular, has proven an influential idea. It is a biolog-
ical metaphor that refers to the ways in which the evolution of a system is conditioned
by its past history (Arthur 1996). Trajectories are not predetermined, however, in the
manner of some of the stage, cycle and wave theories discussed above. Local and
regional development trajectories can be non-linear. Places can move forwards or back-
wards as well as remain static in economic and social terms. Places can change paths
too, for example the rapid transition and fast growth of the late industrialising ‘Asian
Tigers’ — including South Korea, discussed in Chapter 7 — from the 1970s (Storper
et al. 1998). As we discussed in Chapter 2, the legacies of place can be decisive for
local and regional development prospects and trajectories.

Institutionalism, soclo-economics and local and reglonal
development policy

Institutionalism and socio-economics have influenced local and regional development
policy and, as we detail in Chapter 4, government and govemnance. In particular, the
approaches emphasise the importance of local and regional institutions and their ability
to develop especially indigenous assets and resources and their capability to foster
adjustment to changing circumstances (Bennett ef af. 1990; Campbell 1990; Storper
and Scott 1992; Amin and Thrift 1995; Scott 2004). The emphasis upon recognising
the distinctive structural problems and assets of localities, regions and nations and
constructing context-sensitive development policy has histerical roots (Hirschman 1958;
Seers 1967). The promotion of networks has been identified as a route to growth in both
prosperous and old industrial localitics and regions (Cooke 1995; Cooke and Morgan
1998). Overlaps with the industrial district model promoted by transition theory are
cvident too given the key role that intermediate institutions can play in their economic
performance. Institutions arc thought to shape supply-side characteristics to allow local-
ities and regions to create their own demand by gaining market share and investment
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from rival places, using agglomeration to create and sustain local indigenous potential
(Sunley 2000). Such ideas borrow from Chinitz (1961} and, latterly, Porter’s (2000}
ideas of ‘competitive advantage’ and clustering discussed below. As Chapter 5 discusses,
typical interventions are microeconomic and focus upon the supply-side including enter-
prise policy, small firm growth, innovation and skills development. Such forms of policy
may be necessary and helpful but not sufficient for local and regional development.

critique of institutionalism and soclo-economics

Institutionalism and socio-economics are relatively new approaches to local and regional
development. Much work remains to be undertaken in conceptual, theoretical and empir-
ical terms to explore their ability to understand and explain local and regional devel-
opment and policy (Wood and Valler 2001). These so-called ‘heterodox” approaches are
seldom as conceptually and theoretically coherent as they claim and have been subject
to critique (Lovering 2001; Pike 2004). The virtues of networks for local and regional
development have been questioned due to their generalisation from limited case study
evidence (Sunley 2000), the limited attention given to the reiative balances between
cooperation and competition and rivalry between institutions within and between
networks, and the uncertain adaptability of decentralised institutionalised structures to
develop coordinated responses to economic change (Harrison 1994; Glasmeier 2000).
The embeddedness of social rclations in local and regional institutions can ‘lock-in’
localities and regions to trajectorics of decling if the close and high-trust relationships
that once fostered their earlier growth and innovation now inhibit their future adapta-
tion, for example the old industrial region of the Ruhr in western Germany (Grabher
1993). Institutional context may be a necessary but not sufficient condition for local and
regional development. The relationships and interactions between economic conditions
and institutional effects remain poorly understood. The impact of institution-building
upon economic performance is ambiguous and liitle is known about the feasibility of
the geographical transfer of institutional frameworks between successful and lagging
localities and regions {Hudson et al. 1997; Sunley 2000).

Innovation, knowledge and learning

Innovation, knowledge and iearning have recently become central ideas in expiaining
and understanding contemporary local and regional development. Moving beyond the
focus in neo-~classical approaches upon static cost advantages and the “black box” of
technological progress discussed above, the new approaches have forged a connection
to theories of innovation and, more latterly, knowledge and leaming (Morgan 1997;
Lundvall and Maskell 2000; MacKinnon ef af. 2002). ‘Development’ is interpreted as
the enhancement of the locality or region’s ability to preduce, absorb and utilise inno-
vations and knowledge through leamming processes. Parallel interest in the causal role of
local and regional differentiation in technological transfer and spillovers is evident too
in the extended neo-classical growth theories discussed below (Feldman 2000).
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Innovation: from the linear to the interactive model

Approaches to innovation in local and regional development have sought to build upon
the transition in understanding innovation from the linear to the interactive modetl
(Lundvall 1992). The linear model emphasised the one-way flow of ideas and know-
ledge within public and private organisations from initial idea through design and devel-
opment to production and sale. In contrast, as Figure 3.9 illustrates, the interactive model
highlights the interactive and iterative nature of innovation among institutions between
more closely interrelated stages of development. Influenced by the institutionalist and
socio-economic theory discussed in the previous section, this approach sees innovation
as a social process that occurs in a variety of geographically differentiated institutional
settings (Wolfe and Gertler 2002).

The linear model was often mapped onto the kinds of functionally specialised hier-
archies described in the spatial division of labour approach. Certain types of regions
specialised in R&D activity with its positive knock-on implications for regional growth,
occupational structure, wage levels and local and regional prosperity (Massey 1995). In
contrast, the emergent interactive model emphasises the much closer interaction between
the users and producers of knowledge, through spatially proximate co-location and/or
facilitation by information and communication technelogies (Howells and Wood 1993),
Local and regional institutional contexts are therefore integral to explaining innovation
potential and performance. Some places are evidently more innovative and capable of
producing and adapting innovations than others, reflected in their differential levels of
local and regional economic dynamism (Malecki 1997; Armstrong and Taylor 2000),

Social needs and the market
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S Figure 3.9 Interactive model of Innovation
Source: Adapted from Clark and Guy {1997: 8)
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Reglonal innovation systems

The

A substantial literaturc has developed to understand and explain the geographical
uncvenness of innovation and its local and regional development implications. National
innovation systems approaches have extended to the subnational level to examine the
potential of regional innovation systems emerging from sustained institutional net-
works capable of regional learning that cohere, endure and adapt over time (Cooke and
Morgan 1998; Lundvall and Maskell 2000). Table 3.9 outlines the constituent elements
of *strong” and ‘weak’ regional innovation systems. Here, regions are seen as ‘exter-
nalized learning institutions’ (Cooke and Morgan 1998: 66). In seeking to conceptualise
this phenomena of locally and regionally rooted innovation potential and performance,
other approaches have identified ‘innovative milieux” (Camagni 1996), ‘technopolis’
{Castells and Hall 1994} or ‘worlds of production’ (Storper 1997). In explaining local
and regional innovation, each approach shares a focus upon physical and technological
infrastructures, such as industrial and university R&D and related industries and services,
highly skilled local labour markets, risk capital availability as well as the supporting
social context of ostensibly non-material factors such as regional technical culture
and know-how and common representational systems (Storper 1997, Gertler 2004). As
suggested by the institutionalist and socio-economic theories above, intermediate insti-
tutions play an integral role in reducing uncertainty and guiding the coordination of
collective action in an explicitly social and geographical process of innovation.

knowledge economy

The recent emphasis upon knowledge in the economy and its implications for kocal and
regional development connects with the work on inmovation, For some, echoing the
stages theory discussed above, ‘economic development is a process of moving from a
set of asscts based on primary products, exploited by unskilled labour, to a set of assets
based on knowledge, exploited by skilled labour’ (Amsden 2001: 2, cited in Cypher and

Table 3.9 Superstructural elements for strong and weak reglonal systems of innovation (RSI)

potential
institutions Firms Policy
Strong RSI Cooperative culture Trustful labour relations inclusive
potential Associative learning Waorkgplace cooperation Monitoring
disposition Workerwelfare orientation Delegation
Change orientation Mentoring Consultative
Public-private consensus Externalisation Networking
Innovation
Weak RSI Competitive cutiure Antagonistic labour relations Exclusive
potential Individualistic Workplace division Reacting
‘Not invented here’ 'Sweating’ Centrglisation
Conservative ‘Sink or swim’ Authoritarian
Public—private dissension Internalisation ‘Stand-alone’
Adaptation

Source: Adapted from Cooke et &l (1998: 1580}
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Dietz 2004: 18}. Indeed, within the pyramid structure outlined in Figure 3.10, informa-
tion is seen as a ctitical commodity and knowledge is interpreted as the most scarce
resource (Lundvall and Maskell 2000). In this approach, the production, utilisation and
transmission of knowledge are considered integral in a more uncertain economic context
introduced in Chapter 1 marked by rapid and often radical economic and technological
change. Institutions — firms, public agencies and so on — can play a central role in
fostering knowledge-rich local and regional environments. For localities and regions,
the role they play within the knowledge economy and the management of their know-
ledge assets embodied in individuals and institutions has implications for their devel-
opment trajectory and relative prosperity.

Learning and local and reglonal development

Central to the adaptive ability of localities and regions for development is the capability
to learn (Lundvall 1992). Leamning is understood as a collective, social and geographical
process that effects a change in an individual or organisation’s capability or under-
standing (Cooke and Moergan 1998). Leamning is considered central to the continued inno-
vation necessary in the changing context ~ detailed in Chapter | — of the pervasive tech-
nological change, particularly in communication and information systems, heightened
uncertainty and volatility characteristic of contemporary forms of ‘reflexive’ capitalism:

the centrality of leaming for the innovation process stems from the recognition
that the knowledge frontier is moving so rapidly in the cument economy that
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simply access to, or contral over, knowledge assets affords merely a flecting
competitive advantage. Tt is the capacity to learn which is eritical to the inno-
vation process and essential for developing and maintaining a sustainable
competitive advantage.

(Wolle and Gertler 2002 2}

More self-aware or reflexive localities and regions are thought more tikely to be able
to adapt to economic change. often through an ability to recognise and discard outmoded
and uncompetitive routines and practices (Cooke and Morgan 1998). Interactive rela-
tionships are evident between knowledge production, learning and forgetting for local-
ities and regions. Crucially for tocal and regional development, learning is considered
to be enhanced through local proximity as rapid knowledge transfer and application
generate positive local extemnalities for firms and other institutions (Sunley 2000},
Critical discussions about learning have animated debates about ‘new regionalism’ -
discussed in Chapter 4 — and its emphasis upon the ‘region’ as the focus and causal
factor in economie, social and political change (Amin 1999; Lovering 1999). Chver-
lapping with the concepts of metworks and embeddedness discussed above, Storper
{1997} has focused attention upon the non-market inmterrelations or “untraded interde-
pendencies” between institutions as central to local systems of innovation, productivity
prowth and local and regional development. High levels of trust, tucit or uncodified
knowledge and routine behaviours underpin sets of conventions and coordinating rela-
tions that are specific to the context of particular localities and regions. These uniraded
forms ol interdependency constitute ‘relational assets” that provide Tocalities and regions
with the capability to learn and to develop the umique and not casily feproducible
competitive edges necessary to stay ahead of the forces of imitation in an increasingly
globalised economy. As outlined in Table 3.10, leamning and knowledpe-creating regions
are distinguished from the mass-production regions characteristic of Fordism in the
transition models discussed above.

Alongside regions, citics and city-regions too are scen as key bases of growth in the
knowledge and fearning cconomy rather than just examples of its manifestation (Scotl
2003). Scott and Storper (2003: 581) argue that “urbanisation 1s less 1o be regarded as
a problem to be reversed than as an essential condition of durable development’. Cities
act as the foci for agglomeration, positive externalities and, for Florida (2002b), an crmer-
gent ‘creative class” that some consider increasingly important for local, repional and
national growth (for a eritique see Chatterton 20003,

Innovation, knowledge and learning in local and regional
development policy

As emergent ideas in cxplaining contemporary local and regional development, mno-
vation, knowledge and learning currently occupy a central role in local and regional
development policy. New policy forms - often described as heterodox rather than
orthodox or conventional (Pike 2004} represent a marked break from previous ap-
proaches. As we discussed in Chapter 1, local and regional policy increasingly involves
the combination of *hard” infrastructures, such as broadband telecommunication links
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or transport facilities, with ‘soft’ support for networking and knowledge transfer, to
build innovation capacity and foster collective knowledge creation, application and
learning (Morgan 1997). Sclf-sustaining growth and development are sought through
building and developing indigenous and endogenous assets — linking to the ‘develop-
ment from below” policy approach discussed above. Experimentalism is encouraged too,
marked by more interactive and consultative policy-making as well as new institutional
forms such as task forces, to develop joint working and partnership to address
shared problems (Morgan and Henderson 2002: Pike 2002b). Such policy design is
often more context-sensitive and less universal (Storper 1997). Examples include the
European Union’s regional innovation strategies (Morgan and Nauwelaers 1999). In
this context, the ability of development institutions to acquire, absorb and diffuse rele-
vant information and knowledge is critical to local and regional prospects (Wolfe and
Gertler 2002). As the institutionalist and socio-economic theories suggest, institutions
are often integral parts of any explanation of how localities and regions have failed
to adapt and surmount historically entrenched barriers to adjustment (Grabher 1993;
Cooke 1997).
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The critique of innovation, knowledge and leaming in local
and regional development

Criticism has accompanied the emergent approaches to innovation, knowledge and
learning in local and regional development. For some, weak and ‘fuzzy’ conceptualisa-
tion has compromised clear thinking, theory building, standards of evidence and rele-
vance to policy (see the debate between Hudson 2003; Lagendijk 2003; Markusen 2003;
Peck 2003). The causal power of learning and knowledge accumulation is still the subject
of theoretical development and debate. For Sunley (2000), there has been a tendency to
overlook the continued importance of conventional price and cost conditions and
exchange and market relations as well as a failure to establish the relative position of
knowledge and leaming as primary rather than contributory causes of economic growth.

The suspicion is that many of the claimed benefits of agglomeration and localised
leaming for local and regional development have been exaggerated and have yet to be
questioned beyond the narrow evidence base of their supporting empirical examples
(Amin 2000). The role of national central government regulation as well as policy, for
example defence expenditure, has not always been given a sufficiently central role
(Lovering 2001). The supporting role of culture has often been dealt with uncritically
as a pre-given rather than something that is socially and geographically constructed and
contested (Scott 2004). Academic co-option into the politics of policy-making around
innovation, knowledge and learning and the “globalisation-competitiveness® rhetoric of
‘new regionalism’ has attracted critical comment toe (Lovering 2001). Since the produe-
tion and application of knowledge has always been historically central to capital accu-
mulation whether anything fundamentally new is happening has also been questioned
(Hudson 1999).

Extended neo-classical theories: endogenous growth theory,
geographical economics, competitive advantage and clusters

Endogenous growth theory

Dissatisfaction with the external or exogenous treatment of factors of production — popu-
lation growth, savings rates, human capital and technological change — in traditional
neo-classical growth theory discussed above has been addressed by a growing body of
work on endogenous growih models (Martin and Sunley 1998; Stough 1998). These
theories seek to incorporate formerly external and independent elements into their
conceptualisation and explanation of economic growth. Connecting with the Keynesian
theories of cumulative causation discussed above, the dynamics of regional convergence
and divergence are the focus of endogenous approaches to local and regional develop-
ment. ‘Development’ is conceived as the reduction in regional disparities. The theories
attempt to introduce increasing returns into the neo-classical production function to
determine long-run growth rates within — endogenously — the model {(Martin and Sunley
1998). The subnational entity of the ‘region’ is the geographical focus. The theories
retain core elements of the neo-classical approach and language.
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Table 3.11 A iypology of ‘new’ growth theories

Tvpe of growth theory

Augmented Endogenous rtentional Schumpeterian
neo-classical broad capital human capital endogenous
innovation
‘Engine of Physical and Capital Spillovers from Technological
growth’ human capital, investment, education and innovation by
convergence? exogenous constant returns  training cligopolistic
technical through investments by producers, with
progress knowledge individual agents. technological
universally spillovers. Convergence diffusion,
available. Slow Cumulative dependent on transfer and
and conditional  divergence, but  returns to imitation.
convergence shaped by investment, Multiple steady
within clubs of government public policy, and states and
countries with spending and patterns of persistent
similar socio- taxation. industrial and divergence likely,
economic trade Possible club
structures. specialisation. convergence and
catch-up.

Source; Adapted from Martin and Sunley {1998: 208}

As Table 3.1 shows, different sorts of increasing returns and externalities are envis-
aged in the different models. Endogenous ‘broad capital’ models either emphasise the
externalities generated by capital investment or human capital and the ‘learning by
doing’ and knowledge spillover effects of technological change (Crafis 1996, Martin
and Sunley 1998). In common with the nco-classical model, capital stock investment is
interpreted as a driving force of growth. Endogenous innovation models draw upon
Schumpeterian notions of innovation in their emphasis upon the potentially monopo-
listic returns generated by innovations and technological developments by producers
{(Armstrong and Taylor 2000). For these models, human capital investment produces
positive spillover effects that boost both capital and labour productivity. Both sorts of
models have been criticised. Evidence suggests periods of rapid growth in localities and
regions may be preceded rather than followed by high rates of fixed capital investment.
Technological progress is considered the result of deliberate choices and actions rather
than a coincidental effect of other activities (Romer 1994; Blomstrom ¢f al. 1996). Both
models struggle to convince on their central argument that returns may be constant and
increasing rather than diminishing (Martin and Sunley 1998).

Innovation, technological change and geographical spillovers

Most attention has focused upon making technological change and innovation endoge-
nous to the economic growth model. As we discussed above, neo-classical theory inter-
prets technological progress as necessarily driving output growth per capita but fails to
identify the causes of techmological progress. The underlying explanation of growth
is not spelt out (Armstrong and Taylor 2000). Endogenous growth theory explicitly
secks to explain the causes of technological progress. It specifies the relationships of
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technological change and innovation to the growth process. Technological progress is
seen as both cause and effect of economic growth. It is endogenous rather than exoge-
nous to the growth process. Put simply, individuals and institutions see the incentive to
produce new ideas for sale and profit, technological progress is therefore internalised
within the growth process: ‘The economy’s technological frontier is automatically
pushed outwards because of the profits to be eamed in the knowledge-producing
industry’ (Armstrong and Taylor 2000: 76).

Explanations of technological progress focus upon the number of workers in know-
ledge-producing industries, the existing stock of knowledge and technological transfer
and diffusion (Romer 1990). Exogenousty or externally produced technology embodied
in capital goods can be bought-in and determines a region’s technology by its capital
stock vintage. In contrast, disembodied technological progress contributes to regional
growth disparities independently of capital stock. As Figure 3.11 illustrates, such disem-
bodied knowledge is more likely to be produced in knowledge-rich and creative environ-
ments, vary between regions and influence regional growth rates (Armstrong and Taylor
2000). In common with the institutionalist and socio-economic theories discussed above,
divergence between ‘leading’ and *following’ localities and regions with differing social
capabilities for connecting innovation and growth is a potential outcome.

Endogenous growth theory and local and regional development

Endogenous growth theory has directly influenced local and regional development
theory. The geographically uneven rates of regional convergence and the spatial
clustering of high- and slow-growth regions are explained by the new economic growth
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theories. Neo-Schumpeterian approaches emphasise the role of technological spillovers
in increasing technological mobility at the inter-regional and international scales
(Rodriguez-Pose 2001). Such mobility is not costless, however {Audretsch and Feldman
1996}, Despite the partly non-rival (non-competing) and non-excludable (non-exclusive)
nature of technology and innovation (Storper 1997), the retums from the transition of
knowledge are geographically bounded and the costs of transmission increase with
distance (Jaffe et al. 1993). In combination with the traditional agglomeration economies
and externalities discussed above, the emphasis upon human capital and technological
leadership in endogenous growth theory suggests:

Together, these types of increasing returns imply that regional development is
highly path dependent; temporary conditions and shocks, as well as historical
‘accidents’, may have permanent effects as patterns of specialisation, of eco-
nomic success or economic backwardness, become ‘locked-in® through external
and self-reinforcing effects.

(Martin and Sunley 1998: 211)

The extent to which increasing returns and spillovers are geographically based at partic-
ular peographical scales implies 4 role for institutions and policy to capture and shape
the kinds of investment that might influence these elements of local and regional growth.
Fiscal policies and public infrastructure as well as the resources and incentives for tech-
nologically innovative sectors have consequently received attention (Martin and Sunlcy
1998). In common with the institutionalist and socio-economic theories discussed above
and the content of Chapter 5, emphasis upon the endogenous dimensions of economic
growth has shifted the focus back towards the mobilisation of indigenous potential at
the local and regional levels (Goddard et al. 1979). Geographical differentiation marks
the uneven appropriability of techology and innovation. Lagging regions can suffer from
a ‘growth limbo’ between insufficient size and capability to gencrate returns and
spillovers from investment and a limited capacity to appropriate spillovers from more
advanced localities and regions (Rodrigucz-Pose 2001). The context and extra-local
connections and flows are critical, however:

Endogenous growth theory makes the key factors to growth, including human
capital, technology, and extemnalities, internal to the production function, not to
local or even national economies, On the contrary, the theory underlines the
importance of national and internatienal (global) flows of goods and knowledge.

(Martin and Sunley 1998: 219)

Endogenous growth theory and local and reglonal
development policy

Theoretical emphasis upon releasing the development potential within localities and
regions for their own and the national good has refocused the aims of local and regional
policy:
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many countries are also concentrating their public expenditures on their most

dynamic agglomerations at the expense of basic equity issues both within these

agglomerations and between them and other areas of the national territory,
(Scott and Storper 2003: 588)

Local and regional development policy is often no longer considered a response to the
needs of ‘problem” localities and regions that may require redistribution from a national
centre. This can be described as the donor-recipient model, redirecting growth from
growing to lagging regions (Figure 3.12). This model has been criticised for its failure
to address structural problems in lagging regions, its high cost and its inability to redis-
tribute growth within the national economy in the context of an internationalising or
global economy. The new growth-oriented regional policy seeks to raise the economic
performance of growing and under-performing regions to contribute to the growth of
each region and their national economy (Figure 3.12). New economic policies for regions

The doneor-recipient moded

// Lagging region
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region

\) Lagging region

The growth-oriented model
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M Figure 3.12 Donorrecipient and growth-oriemted models of regional poficy
Scurce: Authors’ own research
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are focused on all regions within national cconomies (Aufhauser ef af. 2003; Scott and
Storper 2003; Fothergill 2005). ‘Levelling-up” the economic performance of each terri-
tory is considered the key to enhanced economic outcomes at the local, regional and
national levels. This approach is often contrasted with the traditional regional policy
of redistributing growth from prosperous to lagging regions — latterly characterisced as
‘levelling down’.

critique of endogenous growth theory

Endogenous economic growth theory is not without its critics, particularly due to its
adherence to the neo-classical equilibrium framework discussed above (Martin and
Sunley 1998). Endogenous theory remains wedded to the standard neo-classical assump-
tions about economically rational agents fully knowledgeable of alternative choices and
the consequences of their decisions. The Keynesian and Kaldorian critique discussed
above is relevant too. Endogenous theory focuses on the supply-side and gives relatively
little attention to the demand-side issucs of exports and balance of payments constraints
on employment and productivity (McCombie and Thirlwall 1997). The Verdoom
effect is largely ignored as a source of increasing returns as rising cutput generates scale
economies and raises productivity (Kaldor 1981). Other problems in relating endoge-
nous growth theory to local and rcgional development concem the limited empirical
evidence of how increasing returns operate in specific industries and places, the inability
to address historical change and to account for shifts and reversals in rates of regional
convergence (Martin and Suntey 199%8). Endogenous theories can also be weak n
addressing the (historical) social and institutional contexts — conditioned by geography
and place - that shape the operation of economic growth processes. As we discussed
above, such concemns arc central to the institutionalist and socio-economic theorics of
local and regional development.

Geographical economics

Drawing upon a new Keynesian critique of the nco-classical approach, geographical
economics focuses upon the role of localities and regions in shaping the trading perform-
ance of industries within particular nations. Geographical economics is concerned with
national economic prosperity and trade and their implications for uneven local and
regional development (Mcardon 2000; Brakman and Garretsen 2003). *Development’ is
interpreted as increased income and prosperity through enhanced regional and national
competitiveness (Kitson et al. 2004). The model critiques existing neo-classical of the
variety discussed above approaches but relies upon its corc assumptions of method-
ological individualism, perfect information, economically rational individuals, profit-
maximising firms and exchange {(Dymski 1996).

New trade theory

For geographical cconomics, the Keynesian and Kaldorian notions of imperfect compe-
tition, increasing returns and external economies we detailed above — combined with
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the growth in intra-industry and intracorporate trade — are interpreted as undermining
the neo-classical model of comparative advantage and trade specialisation. Ricardo’s
traditional model assumed perfect competition and the relative immobility of significant
factors of production (Ammstrong and Taylor 2000). Nations specialised in those
industries in which they held comparative factor advantages, for instance quality raw
materials or cheaper labour. International trade mutually benefited nations holding
dissimilar advantages. Indigenous factor endowments determined international irade
and specialisation.

In contrast, the new trade theory central to geographical economics emphasises how
regional industrial specialisation and concentration can influence and, in tum, be shaped
by trade (Martin and Sunley 1996). In the context of imperfect competition, increased
specialisation has resulted from increasing returns to scale rather than the exploitation
of differential national factor endowments (Krugman 1990). External economies driving
increasing returns — the Marshallian externalities of labour market pooling, specialist
supplier availability and technological knowledge spillovers — are likely to be realised
at the local and regional scales rather than the national and international levels. Indeed,
urbanisation economies from the general infrastructure and common externalities arise
from different industries locating in urban areas. These growth spillovers underpin the
localisation of industry and shape the relative competitiveness of the constituent firms
within regional agglomerations (Krugman 1993). Pecuniary economies that materially
affect prices in market exchanges are produced by the agglomeration of firms from
different industries. Geographical concentration makes a difference to the economics
of firms and industries. These economies underpin the growth of urban locations, with
large and diversified markets supporting output growth (Krugman 1991). As Martin
and Sunley (1998: 207) argue, the spatial clustering of regions with similar growth
rates suggests the spillover effects of labour, capital, technology and other influences
on growth are geographically localised rather than perfectly mobile as suggested by
neo-classical growth theory.

Echoing the institutionalist and socio-economic approaches, trade specialisation is
seen as histery dependent. Established patterns of specialisation get ‘locked-in’ by the
cumulative gains from trade. These cffects impart strong path dependence upon local
and regional development trajectories (Krugman 1990). Patterns of uneven local and
regional development, once established, can exhibit strong degrees of persistence over
time that may support or inhibit growth. Local and regional development is likely to be
characterised by geographical unevenness (Krugman 1995). The divergence of output
and income between centres and peripheries and multiple possible equilibrium positions
are likely rather than the long-run convergence proposed by orthodox neo-classical
economics (Krugman 1991),

Strategic trade policy and local and regional development

New trade theory emphasises how the geography of trade is shaped by states, trade
regimes and increasing intra-industry trade between similarly endowed countries
(Krugman 1986; Drache and Gertler 1991; Noponen ef al. 1993). It provides a theoretical
argument for strategic trade policy. Comparative advantage may be shaped by supporting
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specialised export sectors and, given their necessary localisation, localities and regions
where external scale economies and technological spillovers may provide sources of
monopolistic rents (Martin and Sunley 1996). Strategic high value or sunrise sectors and
the localities and regions in which they are concentrated can be identified, targeted and
prioritised given their potential to raisc national and regional incomes (Reich 1991).
Support may include trade protection often through non-tariff barriers such as technical
standards, export subsidies and tax incentives for R&D investment.

For local and regional development policy, the strategic choices made about which
geographical concentrations of regional industrial specialisation to support are critical.
Indeed, such clusters not only provide empirical evidence of external economies, but
also help to define which industries should be supported (Martin and Sunley 1996).
Some industries and places have the potential for greater growth and productivity
increases. Conversely, other lower-value and sunset sectors and places may receive less
or no priority. New trade theory policy debates focus upon the relative merits of special-
isation or diversification (Geroski 1989). Specialisation may provide the externalities
and potential for productivity and output growth but risks regional instability and struc-
tural changes through over-concentration in a narrow range of industrial sectors.
Diversification may not provide the dynamic externalitics and boost to export growth
and productivity but may insulate the local and regional economy from adverse demand
shocks and structural crisis by widening the sectoral mix of its industrial base.

The critique of geographical economics

Alongside its crmergent contributions to explaining local and regional development,
ctitiques of geographical economics focus upon the ways in which its particular approach
tends to neglect real people and places in their real historical, social and cultural settings
(R. Martin 1999). An inadequate sense of geographical and historical context is provided.
The approach tends to reduce the region to a receptacle rather than a potential motor of
economic activity (Scott 2004). Despite its stated importance, the historical grounding
of the model remains unclear and clouded in ambiguity (Martin and Sunley 1996). The
emphasis upon simplifying assumptions and formal mathematical modelling produces a
partial analysis of the potential diversity of the externalities central to local and regional
growth. Geographical economics fails to consider the influence of local institutional,
social and cultural structures in facilitating or constraining local and regional develop-
ment, for example the innovation and learning and the role of locai and regional
institutional agency discussed above (Martin and Sunley 1996; Scott 2004).

Competitive advantage and clusters

Business economist Michacl Porter has developed an influential new economics of
competitive advantage to explain the role and dynamics of the geographical clustering
of industries within national economies and their potential contribution to productivity
growth and trading competitiveness (Porter 1990, 1998). ‘Development’ is understood
as the enhanced competitive advantage of firms, clusters and national economies
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within international markets. In common with geographical econemics and distinet from
traditional neo-classical conceptions of Ricardian comparative advantage based upon
imitial factor endowments (Kitson et al. 2004), Porter’s initial microeconomic analysis
argued that competitive advantage could be actively created through the strategic
management and upgrading of corporate activities or *value chains’ (Porter 1985). This
initial work concluded, however, that ‘competitive success cannot solely depend on
managerial and company attributes when many successful firms in a given field are
concentrated in just a few locations® (Porter 2000: 254). Such geographical concentra-
tions or clusters were interpreted as containing a nation’s most competitive industries.
Clusters therefore became central to the theory:

clusters are geographic concentrations of interconnected companies, specialised
suppliers and service providers, firms in related industries, and associated insti-
tutions (e.g. universities, standards agencies, and trade associations) in partic-
ular fields that compete but also cooperate.

(Porter 2000: 253}

The commonalities and complementarities between cluster institutions are interpreted
as providing localised externalities and spillovers that could make positive contributions
to the competitive advantage and trading performance of cluster participants. The
competitive advantage of leading firms and industries could be reinforced and intensi-
fied by their geographical concentration. For Porter, the effect of location upon compe-
tition has four interrelated analytical elements, captured metaphorically in the notion of
the ‘diamond’ depicted in Figure 3.13,

The main benefits of clusters for competitiveness comprise, first, boosis to static
productivity growth through access to specialised inputs and labour, information and
knowledge, institutions and public goods as well as localised complementarities and
incentives to performance enhancement. Second, clusters can foster innovation through
clear and rapid perception of buyer needs as well as promoting early and consistent
leaming about evolving industry trends, technologies and other knowledge vital to
ongoing competitiveness. Third, clusters can promote new business formation and inno-
vative inter-organisational forms through inducements and relatively lower barriers
to entry as well as new experiments in collaboration and partnering. Increasing returns
and the spillover effects of externalities characteristic of the new endogenous growth
theories discussed above are integral to the dynamism and growth potential of clusters.
Successful clusters can forge ‘first mover’ advantages and bencfit from externalitics
and increasing returns to establish their competitive advantage at the expense of other
localities and regions.

Extending from the firm level, Porter’s research initially focused upon the national
level and then, in search of a fuller explanation, on the local and regional levels (Porter
1990). Some work even explored the competitive advantage of the ‘inner city’ (Porter
1995). Clusters can range from a city or state to a country or even a group of neigh-
bouring countries in their geographical scope (Enright 1993). Echoing elements of insti-
tutionalism and socio-economic theories, clusters arc seen as capable of providing an



CONCEPTS OF LOCAL AND REGIONAL DEVELOPMENT

Firm
strateqy,
structure

and rivalry

/\

Factor Demand

conditions < > conditions

Related
and
supporting
industries

Government

0 Figure 3.13 Porter’s diamond model for the competitive advantage of nations
Source: Adapted from Porter (1990: 258)

intermediate organisational form and means of coordination in the continuum between
markets and hierarchies:

Repeated interactions and informal contracts within a cluster structure result
from living and working in a circumscribed geographic area and foster trust,
open communication, and lower the costs of severing and recombining market
relationships.

(Porter 2000: 264)

Indeed, Porter’s work forms part of an intellectual lincage common to some of the
approaches to industrial agglomeration within economic geography and regional science
discussed above, including agglomeration theory using Marshallian and transaction
costs approaches, transition theories and industrial districts, innovative milieux and
socio-economics (Gordon and McCann 2000; Martin and Sunley 2003).
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Clusters and local and regional development policy

The

Clusters have been taken up with some gusto for local and regional development policy.
Inspired — and sold — by Porter’s accessible and narrative academic work and consultancy
business, cluster policy has received considerable academic attention (Martin and Sunley
2003). For Lagendijk and Cornford (2000), the practice of clusters has become some-
thing of an industry itself among policy-makers. The OECD, in particular, have promoted
clusters as a means of contributing to internationally competitive regional and national
systems of innovation (Bergman et al. 2001). Cluster policy has proved attractive as
a potential source of positive benefits for productivity growth and innovation. It also
provides a rationale and role for local and regional institutional intervention to support
cluster creation and development. Local and regional economic development policy finds
a clear purpose in developing cluster potential and, by extension, in supporting national
industrial competitiveness. Much policy activity has focused upon identifying and
mapping clusters and seeking interventions to encourage their growth and contribution
to regional and national productivity and competitiveness. Example 3.3 describes some
of the ways in which cluster policy has been used for local and regional development.

critique of competitive advantage and clusters

The popularity and influence of Porter’s clusters theory have prompted substantial reflec-
tion and criticism. First, the conceptual clarity of clusters has been challenged and, in
particular, its linkage to the diversity of existing theoretical approaches to geographical
agglomeration (Gordon and McCann 2000). Martin and Sunley (2003) describe the
cluster as a chaotic concept. Second, Porter’s emphasis upon firm and industry-oriented
notions of competition and competitiveness has been questioned in relation to local and
regional development. It is not clear whether and how competitiveness can be territo-
rial and defined in terms of localities, regions or nations (O’Donnell 1997). To what
extent can places conceive of themselves as being in competition with each other? More
recent analytical review has sought to identify the interrelated factors that drive local
and regional competitiveness (Gardiner ef al. 2004) (Figure 3.14). Indeed, given its focus
upon the existing workforce, higher levels of competitiveness can be compatible with
job loss and greater economic inequality and contrary to local and regional development
(Sunley 2000). Although, its proponents argue, enhanced competitiveness and produc-
tivity may increase economic growth, prosperity and income.

Third. the scale and levels at which clusters form, operate and extend have not been
clearly specified. The key geographical concepts of space, scale, place and territory intro-
duced in Chapter 2 remain underdeveloped, specifically in Porter’s version of the theory.
Fourth, Porter’s theory gives limited attention to the social dimensions of cluster forma-
tion and dynamics (Martin and Sunley 2003). Last, the Porter brand of clusters has
become tainted to a degree by commercial promotion and consultancy coupled with
fashionable policy transfer and faddish adoption by international, national, regional and
local development institutions (Martin and Sunley 2003). Critical evaluation of the
actual impacts of cluster policy upon local and regional development has been limited.
Universal models, such as clusters, may only work when adapted to particular local and
regional contexts (Hudson et al. 1997).
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Example 3.3 Cluster policy for local and regional development

Local and regional development policy has been attracted to cluster policy as a means of
promoting national, regional and local competitiveness, growth and innovation. Many
policy frameworks have utilised Michael Porter’s ideas as the standard concept in cluster
policy. As we discuss in Chapter 5, decentralised approaches to local and regional policy
emphasising indigenous strengths and endogenous growth have reinforced this trend.
Cluster policy focuses upon the supply-side and often aims to provide public goods
formerly absent due to market failures. These public goods often include cooperative
networks between cluster participants, collective marketing of specialised skills and know-
ledge, local business services (e.g. finance, legal, marketing, design) and diagnosis and
responses to remedying cluster weaknesses. For local and regional development institu-
tions, cluster policy development typically comprises several activities. First, the process
begins with mapping and categorising clusters within local and regional economies.
Mapping identifies what the clusters are and their geographies. Typologies to group similar
clusters together may link to their stage of development, for instance embryonic, growing
or declining. Second, analysis is undertaken of the regional and/or national scale and signif-
icance of the clusters, for example assessing their relative shares of exports, employment
or R&D investment. Here, cluster depth — the mix and range of industries present in
the cluster, dynamism and contribution to regional and national competitiveness — may be
assessed. Third, the strengths, weaknesses and needs of clusters are examined to identify
the priorities for cluster development policy by local and regional development institutions.
Despite the popularity of cluster policy in local and regional development circles, critics
have noted the tension between wanting to include as many firms as possible in clusters
rather than being selective and prioritising and the need for targeting for cost effective
public policy. A further problem is that similar types of clusters have often been identi-
fied in different regions as each seeks to capture the growth potential of knowledge-based,
high-tech and/or creative activities. A UK-based commentator bemoaned that rather than
seeking to identify distinctive regional assets every region now appears to be secking to
develop the same clusters of “ballet and biotech’. This approach to clusters is problematic
since it undermines the central notion of the need to build upon distinctive, indigenous
regional strengths.

Source: Martin and Sunley (2003); Porter (2003); Trends Business Research (2003)

Sustainable development

Sustainable development has arguably become the central influence in local and regional
development in recent years (Angel 2000; Gibbs 2002; Haughton and Counsell 2004;
Morgan 2004; Roberts 2004). Traditional forms of local and regional development have
been challenged as overly economistic and too focused upon economic growth (Morgan
2004). Amid enduring social inequalities and the increasing impact and awareness of
the ecological and environmental problems of existing patterns of resource use, forms
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of local and regional development have been sought that might prove more sustainable
in some sense longer term, more durable and/or less damaging — in economic, social
and environmental terms.

As we discussed in Chapter 2, new metrics for local and regional development have
been sought that reflect a broader notion of ‘development’ encompassing health, well-
being and quality of life in localities and regions (Morgan 2004). For example, local
and regional quality of life can vary substantially even when places appear to have
similar levels of GDP per capita and income:

the regions of the Mezzogiomo [the south of Italy] are as poor as Wales in
terms of income, but they do not suffer from such debilitating rates of long-
term tmiting illness, partly because they have access to a much healthier diet.
Poor health is both a cause and a consequence of a weak labour market in
Wales because high rates of limiting long-term illness are part of the explana-
tion for high levels of cconomic inactivity,

{(Morgan 2004: 884)

Moving on from the initially environment-dominated and sometimes anti-growth con-
cems in the 1970s, debate now focuses upon the fundamental questioning of economic
growth as an end in itself or as an inevitable means to achieve higher standards of living
(Suniey 2000).

Recent approaches to sustainable local and regional development seek to integrate
economic, environmental and scocial outcomes together rather than compromise
through trade-offs and balances (Haughton and Counsell 2004). Distinctions are drawn
between the appropriate priority gtven to intrinsically significant things — such as health,
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well-being and education — and instrumentally significant things — such as jobs and
income (Morgan 2004}, Definitions of sustainable development often build upon the
World Commission on Environment and Development’s (1987: 8, 43) version of ‘devel-
opment that meets the needs of the present without compromising the ability of future
generations to meet their own needs’. In conceptual and theoretical terms, however,
sustainable development remains difficult, slippery and elusive (Williams and Millington
2004). As Table 3.12 illustrates, a ladder of sustainable development has been devel-
oped to identify the different elements of the specific approaches to sustainable devel-
opment, ranging from the status quo of the ‘Treadmill’ through weak and strong versions
to the ‘Ideal Model’ (Chatterton 2002; Williams and Millington 2004).

‘Weak’ and ‘strong’ sustainable local and reglonal
development

“Weaker’ forms of sustainable development — often derided as ‘shallow environmen-
talism® — interpret nature in human or anthropocentric terms as a resource and economic
growth as progress. Expanding the stock of resources through technological solutions
without challenging existing capitalist structures is central. Principles comprise the
use of rcnewable energy, substitutes for non-renewables and more efficicnt resource
utilisation. Ecological modemisation has gained ground as a means of promoting
more enlightened and sensitive approaches to sustainable economic growth and devel-
opment, Environmental justice is a weaker form of sustainable development that seeks
further economic growth but with a more equitable redistribution of costs and benefits.
In particular, the approach secks intra- and intergenerational equity (Hudson and Weaver
1997).

Stronger forms of sustainable development connect with notions of deep and polit-
ical ecology that challenge prevailing capitalist social organisation (Harvey 1996). In
this approach, the people-nature relationship is reversed and interpreted as human adap-
tation to finite nature (Williams and Millington 2004). Indeed, ‘biocentric egalitarianism’
seeks to endow nature with biotic rights to prevent its exploitation. Notions of wealth
are understood in a non-material way as well-being and harmonious co-habitation within
the biosphere. Stronger sustainable development seeks to reduce the demand and
consumption of resources.

Sustainable local and reglonal development policy

Of the weak sustainable development approaches, ‘ecological modemisation’ has most
influenced local and regional development policy. Examples include the promotion of
more efficient economic growth that uses fewer natural resources, regulated markets and
using environmental practices as an economic driver (Gibbs 2002; Roberts 2004).
Concrete policy initiatives include environmental clusters (e.g. air-pollution control)
and industrial ecology that connects and utilises waste resource flows from locally
proximate industries to yield ‘wealth from waste’. Environmental justice approaches
have influenced local and regional development policy in sceking positive distribu-
tional outcomes, including the remediation of degraded environments and the recycling



fﬁvAMEWORKS CF UNDERSTANDING

Table 3.12 Principies for sustainable regeneration

Approach to Treadmill Weak Strong ‘Ideal model’
sustainable sustainable sustainable of sustainable
developmient development development development
Philosophy Anthropocentric Ecocentric and biocentric
Role of economy Exponential Market-reliant Environmentally  Right livelihood,
and nature of growth environmental regulated market, meeting needs
growth policy, changes  changes in not wants,

in patterns of patterns of changes in

consumption preduction and patterns and

consumption levels of
conswmption

Geographical
focus

Nature

Policies and
sectoral
integration
Technology

[nstitutions

Policy
instruments
and tools

Redistribution

Civil society

Globat markets
and global
economy

Resource
exploitation

No change

Capitakintensive,
progressive
automation

No change

Conventional
accounting

Equity not an
issue

Very limited
dialogue between
state and
environmental
mavements

Initial moves to
local economic
self-sufficiency,
minor initiatives
to alleviate global
market power
Replacing finite
resources with
capital;
exploitation of
renewable
resources

Sector-griven
approach

End-of-pipe
technical
solutions, mixed
labeur- and
capital-intensive
technology
Minimal
amendments

Token use of
environmental
indicators, limited
range of market-
led policy tools

Equity a marginal
issue

Top<down
initiatives,
limited state-
environmental
movements
dialogue

Heightened local
economic
self-sufficiency

in the context

of global markets

Environmental
management
and protection

Environmental
policy integration
across sectors
Clean technology,
product life cycle
management,
mixed labour- and
capital-intensive
technology

Some
restructuring

Advanced use of
sustainabitity
indicators, wide
range of policy
tools

Strengthened

Onen-ended
dialogue and
erwisioning

Bioregionalism,
extensive local
self-sufficiency

Promoting and
protecting
biodiversity

Holistic
intersectoral
integration
Labourintensive
appropriate
technotogy

Decentralisation
of political, legal,
social and
economic
institutions

Full range of
policy tools,
sophisticated
use of indicators
extending to
social
dimensions

Inter- and intra-
generational
aquity
Bottom-up
community
structures and
control, new
approach to
vatuing work

Source: Adapted from Baker et al. (1997}



CONCERTS OF LOCAL AND REGIONAL DEVELOPMENT

The

potential of ‘demanufacturing’. Sustainable approaches to regeneration have overlapped
and influenced discussion in local and regional development around the contrasts
between ‘top-down’ and “grass-roots” approaches. Strong sustainable development has
promoted smali-scale, decentralised and localised forms of social organisation that
promote sclf-reliance and mutual aid (Chatterton 2002). Local and regional develop-
ment examples include local trading networks and ecological taxes on energy, resource
use and pollution (Hines 2000),

critigue of sustainable local and regional development

Sustainable approaches to local and regional development have been subject to criti-
cism. For “weaker’ sustainable development, criticism focuses upon the reformism and
limited contribution of such ideas to sustainability and the possibility of actually
achieving economic, environmemtal and socially integrated approaches to local and
regional development (Harvey 1996; Haughton and Counseli 2004). Stronger sustain-
ability in local and regional development has attracted criticism for its potentially unre-
alistic search for ideological purity, practical tack of feasibility and limited, small-scale
examples. Given the magnitude of changes required to put local and regional develop-
ment onto a more sustainable footing, the relatively small-scale initiatives introduced to
date often seem limited relative to the scale of the problem. In terms of government and
governance, local and regional institutions may lack the power and resources within a
multilevel polity to deliver sustainable development (Morgan 2004). Notwithstanding
such issues, sustainable development is a key concern for local and regional develop-
ment explored throughout the book.

Post-developmentallsm

As we saw in Chapter 2, the notion of “development’ has been questioned in the light
of post-structuralist debates in social theory (Peet 2002). Post-structuralism is ‘a theo-
retical approach to knowledge and society that embraces the ultimate undecidability of
meaning, the constitutive power of discourse, and the political effectivity of theory and
research’ (Gibson-Graham 2000: 95). At its heart is a critique of modernism and its
epistemology or theory of knowledge. For post-structuralists, modernist thinking sees
knowledge as singular, cumulative and neutral. Post-structuralism interprets knowledge
as multiple, contradictory and powerful. ‘Development’ is understood as a specific
discourse — a socially constructed narrative assembled and promoted by certain inter-
ests — that organises knowledge of economic change in 2 particular way. For Gibson-
Graham (2000: 103), “development’ ig ‘the story of growth along a universal social
trajectory in which regions or nations characterised by “backwardness™ are scen to
progress towards modernity, maturity, and the full realization of their potential’.

The post-structuralist critique focuses upon the modernist model of change in post-
war developmentalism discussed in Chapter 2 (see Figure 2.1). It criticises its ‘Euro-
contrisin’ and representation as the ‘one-best-way’ route to ‘development’ tried and
tested by the industnialised and developed North. Post-development theorists influenced
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by post-structuralist thinking argue that this inappropriate and externally determined
model has been foisted upon the ‘developing’ South, ofien by internationat lending agen-
cies such as the IMF and the World Bank. The ‘development” model is seen as inti-
mately connected to the global extension of neo-liberalism through its adherence to
laissez-faire multilateral free trade, ensuring that *developing’ country markets remain
open to the exports and investments of ‘developed’ world producers. The ‘development’
discourse is interpreted as having had devaluing and disabling effects upon the ‘less
developed® (Escobar 1995). The post-structuralist approach interprets the prevailing
discourse of ‘development’ as further reinforcing the colonial legacy of unequal rela-
tions between the ‘developed’ and ‘developing’.

Post-development in localitles and reglons

The critique of modemist ‘development” has stimulated thinking about ‘“post-
developmentalism® and is having some influence upon questions of local and regional
development (Edwards 1989; Rahnema and Bawtree 1997; Gibson-Graham 2006). Post-
structuralist analysis interprets ‘economic rationalities as socially constructed’ and takes
‘diverse historical forms, have distinet geographies and produce specific regional forms
of development’ (Peet 1998: 2). Central to this post-structuralist approach are the
strategics of deconstruction, genealogy and discourse analysis to trace the historical
construction of what appear to be mainstream narratives of ‘development’. Questioning
prevailing wisdom — articulated in often competing discourses of modernity based in
different social and political imaginations — then provides the ability to challenge such
conceptions and develop alternative constructions, The objects of ‘development” might
then be repositioned ‘outside a discourse that produces subservience, victimhood, and
economic impotence’ (Gibson-Graham and Ruccio 200f; see also Gibson-Graham
2000: 104},

Post-development in local and regional policy

Post-developmentalism seeks a theory of development determined by those to be
‘developed’ or, crucially, those who choose not to be ‘developed’ in a particular way.
Empowered, grass-roots leadership and nationally, regionally and locally appropriate
forms of development are the aspiration of this approach. As discussed in Chapter 2,
rather than have a model of ‘development” socially constructed and imposed by other
interests, post-developmentalism encourages localities and regions to seek their own
answers to the question of what kind of local and regional development and for whom.
In local and regional development policy, post-development ideas have gained ground
since the 1990s. Example 3.4 describes Gibson-Graham’s approach to capitalism, non-
capitalism and community economies. Attention has focused upon the potential
economic and social development benefits of “alternative’ and more “diverse” economics
better connected to the social needs and aspirations of localities and regions, including
initiatives such as Local Exchange Trading Schemes, social enterprise and intermediate
markets for labour, goods and services (Leyshon et al. 2003),
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Example 3.4 Capitalism, non-capitalism and community
economies

Gibson-Graham’s (2000) ‘post-structuralist’ approach to local and regional economies
seeks to challenge the ways in which the capitalism—non-capitalism relationship has
provided an economic discourse that constitutes capitalism as a necessary and dominant
form of the economy. They argue that non-capitalist forms are typically understood rela-
tive to capitalism only as equivalent, opposite, complementary or subsumed. In particular,
non-capitalism is often seen as subservient, weaker and less reproducible. Non-capitalist
economic practices may include the houschold, the informal economy, alternative economic
experiments or cooperatives. Such activities may constitute a substantial part of the ‘eco-
nomy’ but are currently treated as invisible — the hidden part of the ‘iceberg” (Figure 3.15).

Wage labor
produce for a market
in a capitalist firm
" inschools on the street

; in neighborhoods
/ within families unpaid

in church/temple

| the retired between friends

giffs wg&_?,” / : volunteer

barter moonﬁ’g ﬁn’ng children

infb rmammﬁ"g not for market - i

producer cooperatives

nol monetized

under-the—-table

consumer cooperatives ~ non-capitalist firms

B Figure 3.15 The ‘economic’ in capitalism and non-capitalism

Source: Community Economies (http://www.communityeconomies.org/)
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Gibson-Graham seek to challenge or ‘destabilise’ the ‘mainstream” development
discourse that focuses upon capitalism as dominant. They seck to represent the realm of
non-capitalism positively as a potential array of diverse economic practices that could be
resilient and capable of generative local and regional growth. In policy and practice, this
approach has informed community-based action research at the regional level that seeks
to promote a discourse of economic diversity and economic possibility, often in localitics
facing the deindustrialisation and decline of formerly dominant capitalist firms and indus-
tries. Since discursive constructions are interpreted as having material and symbolic effects
in post-structuralist thinking, innovative forms of language and representation are deployed
to challenge the ‘mainstream discourse of “development™ that “had positioned the
region as entirely dependent on investment by capitalist firms, which might or might
not be attracted by various blandishments”’ (Gibson-Graham 2003: 108). ‘Destabilising’
the existing identities of localities and regions in this way is seen as a means ‘to produce
new models of regional development that exceed the theory and practice of capitalist indus-
trialisation’ (Gibson-Graham 2000: 108). The extent to which such alternative conceptions
can challenge and/or accommodate the broader capitalist economy and grow small-scale
experiments into sustainable and context-sensitive local and regional ‘post-development’
remains to be seen.

Source: Gibson-Graham (2000)

The critique of post-developmentalism

Perhaps unsurprisingly given their radical intent and carly stage of evolution, post-
structuralist approaches to local and regional development have attracted criticism.
Critiques of post-structuralism emphasise its philosophical relativism. It deliberately
lacks and rejects meta-theories, such as Marxism, and foundational or universal princi-
ples (Harvey 1996). Rather than any notion of trans-historical relations and processes
that endure over space in place and over time, the guiding ideas and values of post-
structuralism are the products of particular interests, places and times. We return to this
very important issue of relativism in the conclusions in Chapter 8. For Scott (2004),
post-structuralist analysis displays a naive relativism, philosophical idealism and polit-
ical voluntarism that fails adequately to recognise the often determining power of
external forces and underlying structures shaping local and regional development. Peet
(1998) forwards a counter-critique of post-structuralism’s negative attitude and rejec-
tion of development, modernity and economic progress and interprets the critique of
‘development’ as an attack upon the modern and progressive idea of rational social inter-
vention for the improvement of human existence and emancipation. In his view, the
need for a modernist theory and practice of development alternatives to the current neo-
liberal order is critical. In addition, post-structuralist approaches often ignore or delib-
erately fail to acknowledge their links to the more ‘modernist’ tradition of Community
Economic Development and its core themes of local control and empowerment we
discussed in Chapter 2 (see Example 2.6).
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Conclusion

This chapter has reviewed the main concepts and theories that seek to help us to under-
stand, interpret and explain local and regional development. Neo-classical theories focus
upon explaining disparities in regional growth and their long-run reduction and conver-
gence. Despite critique based upon its simplifying assumptions and contrary empirical
evidence, this conventional theory remains influential for ‘free-market’ versions of local
and regional development policy. In contrast, Keynesian theories emphasise regional
divergence and the ways in which unfettered markets tend to reinforce rather than reduce
regional disparities. The extent of polarisation between core and peripheral regions
explained by the theory remains the subject of debate and an important influence for
more interventtonist forms of local and regional development policy.

Theories of structural and terporal change interpret local and regional development
as historical and evolutionary processes that may incorporate periods of structural or
systemic change. Stage, cycle and wave theories use temporal frameworks to explain
regional development and its particular historical evolution in specific types of places.
Marxism and radical political economy use the “spatial division of labour’ to reveal the
hierarchical relations between places and to explain regional growth as episodic and
capable of periods of convergence and divergence. Transition theories — institutionalist,
transaction costs and regulationist — interpret local and regional development in the
context of substantive shifts in the nature of capitalism. Social, technological and insti-
tutional characteristics are central to explaining the resurgence of specific types of local
and regional economies, Despite critique of their reliance upon macro-structural change
and their failure to explain the diversity of local and regional development experiences,
transition theories have stimulated a resilient policy focus upon indigenous assets and
‘development from below’.

Institutionalist and socio-economics emphasise social and institutional context to
explain uneven local and regional development. Specific and particular attributes of
localities and regions are central to explaining development trajectories over time, espe-
cially the role of intermediate institutions between markets and hierarchies. Theories of
innovation, knowledge and leamning seck to open the ‘black box’ of technological
progtess integral to nco-classical explanations of local and regional growth. Geograph-
ical unevenness in innovation, knowledge and learning is explained by differentiated
social and institutional structures and contexts with marked implications for local and
regional development. In response, local and regional development policy informed by
these ideas has sought to foster the capability of institutions to build innovation capacity
and foster collective knowledge creation, application and social learning.

Extended neo-classical theories of local and regional development seck to address
the problems of the conventional neo-classical approach. Endogenous theories incorpo-
rate formerly external or exogenous factors — population growth, saving rates, human
capital and technological progress — within their models to explain regional convergence
and divergence and the spatiai concentration of high and low growth regions. Despite
criticisms, endogenous theory has reshaped the focus of local and regional development
policy towards leveiling-up the economic performance of all localities and regions to
enhance local, regional and ultimately national development. Geographical economics
emphasises imperfect competition, increasing returns and external economies combined
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with intra-industry and intra-corporate trade in its conceptual and theoretical framework.
Rather than the long-run convergence focus of conventional neo-classical theory, it
explains local and regional divergence in terms of the development of multiple cores
and peripheries. Strategic trade policy seeks to support the specialised, intemationally
competitive and geographically concentrated export sectors with local and regional
development implications. Competitive advantage theory explains the role, dynamics
and competitiveness enhancing potential of the geographical ‘clustering’ of industries
at the local and regional levels within national economies. Cluster policy is highly influ-
ential for local and regional development in fostering the benefits of ‘clustering” to
competitiveness and providing a role for local and regional institutions,

Sustainable development seeks to understand and explain longer term, more durable
and less damaging forns of local and regional development that integrate economic,
social and environmental concerns. Sustainable forms of local and regional development
have become a central challenge for national, regional and local institutions and policy.
“Weaker® forms of sustainability have most influenced local and regional development
thinking and policy experimentation with concrete initiatives. Post-developmentalism
draws upon post-structuralist theory to critique the prevailing mainstream discourses of
‘development’ and to promote alternative, locally determined, social constructions of
‘development’ based upon both capitalist and non-capitalist economic activities. To
complete this section on frameworks of understanding, the next chapter engages with
the institutions of government and governance of local and regional development.
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GOVERNMENT AND
GOVERNANCE

Introduction: States and local and regional development

The role of the state in sponsoring industrialisation can be traced back to the nineteenth
century and beyond, Such intervention in the economy was frequently a means of nation-
building. Since the Second World War governments have intervened in their economics
to ensurc local and regional development, often reflecting a commitment to limit the
growth of inter-regional disparities and promote the development of rural arcas.
Although having some success in shaping patterns of local and regional development,
as we noted in Chapter |, centralised or top-down forms of intervention, pursued by
national planning and development authorities, were criticised for their heavy concen-
tration on the provision of physical infrastructure and, as we shall consider in Chapter
6, an overcmphasis on the attraction of mobile investment. Such an approach often failed
to close the development gaps between prosperous and lagging regions. The perceived
failure of such approaches, together with the challenges of globalisation, has led to a
growing emphasis upon bottom-up approaches to the promotion of local and regional
development. Such interventions, in theory at least, tend to require strong institutions
of local and regional governance and to be based on local and regional participation and
dialogue. As we discussed in Chapier 1, bottom-up approaches are concerned with inte-
grated territorial development, focusing upon the mobilisation of local resources and
competitive advantages that are locally owned and managed.

The concern of this chapter is the government and governance of local and regional
development. That is, the development of institutions which are responsible for the
design, implementation and monitoring of strategies of development. This involves the
vertical and horizontal coordination of different ievels of government and local public
and private actors and raises important issues of governance that need to be addressed
by new institutional forms. Local and regional development is typically subject to
increasingly complex governance systems often involving new forms of cooperation and
coordination. Such developments can serve to empower populations and assist individ-
uals and communities to develop their own syntheses of what kind of local and regional
development and for whom that we discussed in Chapter 2. Potentially, new forms of
governance can also foster the mobilisation of civil society and promote the formation
of networks and partnerships that can provide a basis for economic and social progress.
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However, such developments are not guaranteed and the ‘new regional governance” also
brings with it new problems and challenges that we shall consider below.,

This chapter investigates changes in the form of the state and their implications
for local and regional development. It examines the arguments that, first, we are
moving from an era of government to one of governance, and second, to a decentralised
era of devolution and ‘new regionalism’, or, even, ‘new localism’. The emergence of
multilevel governance provides a framework encompassing multilayered institutional
contexts for local and regional development at a range of scales from the suprana-
tional to the neighbourhood. Finally, the chapter addresses the relationship between
democracy and local and regional development that we return to in the conclusions in
Chapter 8.

The role of government in the management of local and economic development was
noted in Chapter 2. Major changes in the role of government marked the shift from the
era of ‘developmentalism’ to that of ‘globalism” (see Table 2.1). In federal states — such
as Brazil, Germany and the United States — subnational or state governments have always
played a role in relation to local and regional development. As a general rule though,
during this period national governments tended to take the leading role in planning
economic development, reflecting the central role of the nation state in politics and
government in the modern era (Dunford 1988; Le Galeés and Lequesne 1998). Powerful
arguments were advanced that the state should act to regulate markets and limit their
excesses (Polanyi 1944; Moggridge 1973), while others saw the growing role of the
state in economic management as a threat to liberty (Hayek 1944).

Modern state politics were often a reflection of class interests as expressed through
national political parties, and through corporatist structures of interest representation by
organisations such trade unions and business associations, which directly or indirectly
were able to influence the direction of government policy. Such class interests tended
to be underpinned by supporting ideologies such as, in Europe for instance, social
democracy and Christian democracy (Therborn 1995). Politics during this era was
contained largely within a national territory and focused on the control of state power
within clear boundaries and rules of sovereignty (Taylor and Flint 2000).

Typically during this period, national governments of various political hues sought
actively to intervene in the management of the economy and the promotion of industry.
Informed by the Keynesian macroeconomic theories outlined in Chapter 3, interventions
included the use of tax and public expenditure decisions on the part of governments to
maintain high levels of effective demand in the economy and, therefore, full employ-
ment. In Europe, such interventions usually took place alongside the expansion of the
welfare state. In Latin America and Asia government interventions were guided by
strategies of import substitution. Governments also supported the creation of new indus-
trial capacity by subsidising the development of key sectors of the economy. In the
United Kingdom, for instance, this bundle of state economic measures was usually
known as ‘Keynesianism® and marked the approach to national economic management
after the Second World War (Chisholm 1990). The Keynesian revolution placed the
emphasis on full employment as the key means of reconciling capitalism and democ-
racy. This form of economic regulation accompanied the emergence of national vari-
eties of Fordist mass production and consumption. Indeed, this form of economic
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management underpinned the sustained period of economic growth from the 1950s to
the 1670s (Jessop 1997). Crouch summarises the situation thus:

In those industrial societies which did not become communist, a certain social
compromise was reached between capitalist business interests and working
people. In exchange for the survival of the capitalist system and the general
quietening of protest against the inequalities it produced, business interests
learned to accept limitations on their capacity to use their power. And demo-
cratic political capacity concentrated at the level of the nation state was able
to guarantee those limitations, as firms were largely subordinate to the authority
of nation states.

{Crouch 2004: 7-8)

As part of these measures, governments across the world frequently sought to shape
the geography of economic activity at the subnational scale. In pursuit of geographical
equity states tended to share the goal of redistributing resources to Jagging or peripheral
regions and sought to promote spatially balanced forms of development, a goal some-
times described as ‘spatial Keynesianism’ (Martin and Sunley 1997). In this perspec-
tive, achieving regional development contributed to national efficiency by ensuring that
all the economy’s resources were utilised. Governments in newly industrialising coun-
tries sought to direct the development of particular regions often as a component of
national modernisation strategies (Dicken 2003). By providing infrastructure and finan-
cial incentives, or, by implanting state controlled or owned businesses into particular
regions, governments sought to promote the development of lagging regions and deal
with the decline of traditional industries. The policy mechanisms used by national
governments during this period are sketched out in Table 2.1. For practical purposes,
goveraments often created specialised agencies to promote local and regional develop-
ment such as DATAR (Délégation a I'aménagement du territoire et a ' action régionale)
in France, la Cassa per il Mezzogiorno in Italy, the Tennessee Valley Authority in the
United States and the Japan Regional Development Corporation.

The broader activities of government can have implications for local and regional
development in mixed economies. In some countries, notably the United Kingdom in
recent years, arguments about the geographical distribution of public expenditure and
its local and regional development impacts have proved politically contentious (see
MacKay 2001; McLean 2005).

Fiscal policy has local and regional impacts. Generally, the interaction of progres-
sive taxation and public spending has a redistributive effect, acting as an automatic
stabiliser of the economy. Thus, for instance, governments increase expenditure on
unemployment benefits when economies are in recession and, to the extent that unem-
ployment is distributed unevenly between localities and regions, resources are chan-
nelled into those regions with higher unemployment. Govemment transfers, then, can
act as regional stabilisers (Armstrong and Taylor 2000). Figure 4.1 shows the case of
Italy where regions with the highest levels of public expenditure in relation to GDP have
the lowest levels of GDP per head, indicating that a degree of redistribution is occur-
ring. But the provision of public goods and the formula used in their allocation can
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produce regional tensions. These tensions are visible in the United Kingdom where there
are differences in the per capita provision of public goods, such as education and health
services, which primarily are driven by population size and are only loosely related to
needs (McLean 2005). Such tensions may be accentuated where inter-regional transfers
lack transparency and where devolved forms of government provide political voice to
challenge the distribution of public expenditure. By contrast, federal states such as
Australia and Germany generally have more explicit mechanisms for distributing
resources between subnational authorities and ensuring equity and territorial solidarity
(Smith 1994; McLean 2004).

Macroeconomic policies aimed at effecting overall levels of economic activity may
also have local and regional impacts. For instance, a central bank with a remit to main-
tain stable prices may raise interest rates in order to dampen inflationary pressures in a
fast growing region, but the effecis of this might also be felt in lagging regions, where
economic conditions may in fact call for a demand stimulus and the competitiveness of
exporting business may be adversely affected by exchange rate appreciation, Such a sce-
nario characterised the United Kingdom during the 1990s. A single national currency may
operate across a territory which contains marked regional differences in economic con-
ditions, but the introduction of monetary union within the European Union, involving
twelve Member States, extends a single currency over a range of economies with quite
significant differences in terms of industrial structure. The critics of monetary union argue
that a single interest rate poses particular challenges for lagging regions, which lack the
capacity to adjust to the new economic conditions (sce Amin and Tomaney 19953).

‘Non-spatial’ government policies can have local and regionat effects. In the United
States and the United Kingdom, for instance, government expenditure on defence
equipment has had pronounced regional effects generally favouring prosperous high-
tech regions as the R&D intensity and sophistication of defence products and services
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has incrcased. In such cases, regional policy can act ax a kind of “counter-regional
policy’, accentuating rather than ameliorating regional incqualities (Lovering 19915
Markusen 1991

In sum, there is more to the government action in localities and regions than simply
local and regional development policy. Virtually all the actions of governments — even
when governments themselves are unaware of it have local and regional impacts.

Traditional forms of government intervention presupposed a sequestered national
cconomy and sovereign state  a delineated political-economic space that contained the
effects of policy interventions and nationally focused demand management. The nter-
nationalisation of both cconomies and governance marked the peried from the end of
the 1970s (licld 1995; Michic and Grieve Smith 1895; Dicken 2003}, Thus, contempo-
rary governments face new challenges. Mulgan has argued:

Now the pertinence of the national levels of political cconomy has been reduced
by a globalizing cconomy, by localism and by the failure of national govern-
ments to solve the problems they set themscelves. Indeed, although the nation
clearly remains the pre-eminent political entity, 1t 15 in sceular retreat.
{Mulgan 1994: 12}

Such tendencics have unleashed profound changes in the government and governance
ol lecal and regional development.

From government to governance

There arc at least three important transformations in the state which have 1 bearing on
the governance of local and regional development. First, there 1s a shift from govern-
ment to governance on various terrilorial scales and across various [unctional domains
(Jessop 1997). The central role of olficial statc apparatus in sccuring state-sponsored
cconomic and social projects and political hegemony has diminished in relative terms.
Instead, there is an emphasis on partnerships between governmental, para-governmental
and non-governmental organisations in which the state apparatus is often only “first
among cquals’. This involves the complex art of steering multiple agencies — what Jessop
(1997} calls ‘mela-governance’  which are operationally autonomous [rom one another
but loosely linked together and reliant on each other. Muny activities previously under-
taken directly by the state have been devolved to varying extents to ammn’s-length agen-
cics. The role of political authoritics is to stcer the self organisation of partnerships and
networks  a kind of ‘governance without government’, according to Rhades (1996: sec
Example 4.1).

Second, there is a general trend towards the “hollowing out” of the nation state with
old and new state capacitics being rcorganised termtonally and functionally on sub-
national, supranational and trans-territorial lines. Statc power disperses upwards to
supranational institutions like the Luropean Union or IMF, downwards to regional
and local bodies and sideways to trans-territorial networks as attempts are made by
state managers at different territorial scales o cnhance their respective operational
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Example 4.1 Characteristics of ‘governance’

Rhodes (1996) identifies a number of characteristics of ‘governance” including interde-
pendence between organisations. Governance is broader than government, covering non-
state actors. Changing the boundaries of the state has meant the boundaries between public,
private and voluntary sectors have become shifting and opaque. Continuing interactions
between network members are caused by the need to exchange resources and negotiate
shared purposes. Game-like interactions, rooted in trust and regulated by the rules of the
game, are negotiated and agreed by network participants. Such networks have a significant
degree of autonomy from the state. Networks are not accountable to the state; they are
self-organising. Although the state does not occupy a privileged, sovereign position, it can
indirectly and imperfectly steer networks.

Source: Rhodes (1996)

autonomies and strategic capacitics. Finally, according to Jessop, the international
context of domestic state action has grown in importance leading to a situation where
economic and social policies become more concerned with ‘international competitive-
ness’. At the same time, the roles of national government are now increasingly affected
by the regulatory functions of international bodies. Such bodies include the IMF, World
Bank and WTO, and organisations such as the European Union, NAFTA, ASEAN and
Mercosur. Thus, both the globalisation of the economy — especially the rise of global
production networks and global financial markets — and the growth of international insti-
tutions seeking to address issues beyond the scope of individual nation states (e.g. trade,
environment, terrorism) have occurred simultaneously and have placed constraints on
the activities of national governments in the area of economic regulation. Jessop (1997)
codifies these changes under the rubric of the shift from a Keynesian welfare state to a
Schumpeterian workfare state.

This transformation of the state, incorporating the shift from government to gover-
nance, can be identified in many different states, including ‘transition® countries and
those formerly regarded as ‘newly industrialising” (Dicken 2003). Above all the notion
of governance refers to governing styles in which the boundaries between and within
public and private sectors have become blurred. The focus is on governing mechanisms
which do not rest on recourse to classical ideas of state authority and sanctions, but on
the interaction of multiple actors. Such forms of working are generally seen as requiring
high levels of trust between the actors involved to be effective, and the task of gover-
nance becomes that of ‘“steering networks’ (Stoker 1995). Such forms of governance,
which are concerned with managing an increasingly fragmented ficld of public policy,
have been linked by some to similar processes of fragmentation in post-modern society
(Bogason 2004a).

One danger in the discussion of the shift from government to governance is that this
development is seen as natural and inevitable, rather than the product of decisions taken
often, above all, by national state actors. But even those who implicitly welcome this
shift recognise that it is associated with ‘dilemmas” including a divorce between the
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complex reality of decision-making under the new governance and the language used
1o justify government. the blurring of responsibilities that can lead to avoidance or
‘scapegoating” wnd problems of mutual power dependence that can cxacerbate the
problem of unintended consequences. *Self-povernmg networks” raise difficultics over
accountability, which means that in practice sleering governance networks 1s hikely to
prove difficult (sce Stoker 1995). Above all, any uneven shifts towards governance must
continue to recognise the integral role of government, especially at the national level.

The practical difficulties of the emergent networks of governance are revealed when
we think about partnerships. Partnerships are a tool by which the new regional gover-
nance is managed. On the face of it, the term ‘partnership’ holds out the prospect of
more inclusive decision-making. However, reviewing evidence from across Europe,
Geddes (2000) has identified some dangers in the use of ‘partnerships’ as the vehicle
for local and regional development. He suppests that partnerships often exclude the very
groups at which they are targeted. While the mim of partnerships is to engage non-state
actors in governance, frequently partnerships arc dominated by the public sector which
has the capacity and resources to devate to the task. Partnerships, morcover, are more
olten a vehicle for managing distrust rather than fomenting trust. Marginalised groups
find it as difficult to influence partnerships as they do state actors. Stoker taises a set of
questions about the efficacy of partnerships;

Iy it posstble for elected officials to exercise some control over the partnership
petworks that constitute the emerging systemn of local governance? Can the
achievements of partnership be evalualed or does it run the risk ol becoming
an end in itseli? Can the dynamics of governance be reconciled with the
tracditional concerns about accountability and propriety in public affairg?
Do the parinerships developed through governanee undermine democracy by
restricting access o ‘insider” groups, leaving other interests underrepresented
and excluded?

(Stoker 1997: 48 49)

The answers to these questions cannot be given a priori. They arc a matter for empir-
ical verification, but there is enough evidence to suggest that the move to partnership
forms of governance containg new difficultics rather than simple solutions to problems
of representation and governance.

There is nothing inherently democratic about the emergence of network forms of gov-
crnance which occur “in the shadow of hierarchy® (Jessop 19971 573), that 1s, under the
domination of traditional forms of autherity. Moreover, much discourse on the subject
of governance can be reduced merely 1o a justification of public sector reform along the
lines of the ‘new public management’ which is principally concerned with the introduc-
tion ol market principles for the provision of public services, along with the privatisa-
tion and ‘agencification” of public administration (Rhodes 1996; sec also Kjar 2004).
Such developments were a response initially, mainly by conservative governments to the
apparent decline in the effectivencess of democratic institutions and the state and sought
a solution to this problem in deregulating the economy and rolling back the frontiers of
the state (see Gamble 1994), Keating {2005}, indeed. argues (hat ““Governance™ is a
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notoriously loose concept, and is often used to hide . . . critical questions about the bal-
ance of power, the representation of interests and the direction of policy. However
conceptualised, governance is not a substitute for government® (Keating 2005: 208).
The role envisaged for the state by writers such as Bogason and Stoker is much more
restrictive than the more directive role governments in many states throughout the period
after the Second World War. Institutions of local and regional government are seen as
playing important reles in the new governance system. But according to Stoker (1995),
their role is ‘system management’ by providing leadership, forming partnerships and
regulating the overall environment by defining situations, identifying stakeholders and
managing relationships between parties. The so-called ‘mew regionalism® and ‘new
localism’ are frequently seen as corollaries of these emergent forms of governance,
[ndeed, the experiments with new forms of governance have often emerged alongside
the devolution of political or administrative power in many states (Bogason 2004b),

‘New reglonalism’?

Is there something perhaps about population units of around three to eight
million (the size of many US states, regions of larger European states, or the
small European nation states themselves) that make policy-making between
public authorities and business organisations particularly useful and flexible?

(Crouch and Marquand 1989: x)

Trends towards the decentralisation of government are discernible in different political
contexts including Asia, Europe, Australia, Latin America and North America (Keating
1998; Javed Burki et al. 1999; Brenmer 2002; Rozman 2002; Rainnie and Grobelaar
2004} and in developed and developing countries (Bardhan 2002). Despite important
differences between different national circumstances some writers have identified the
emergence of a ‘new regionalism’ (Keating er af. 2003) and/or ‘new localism® (Goetz
and Clarke 1993) linked to a ncwly attached importance for subnational government
by international organisations such as the OECD and World Bank (e.g. OECD 2001,
2004a). As we discussed in Chapter 3, ‘new regionalism’ connects with the renewed
emphasis upon the region as the locus for economic, social and political action and the
roles of institutions in local and regional development.

In the global context of the ‘new regionalism’, the trend towards deceniralisation of
government is driven to a large extent by political factors at the national and subnational
level {(Rodriguez-Pose and Gill 2004). In countries such as Spain and Brazil, the creation
or strengthening of structures of subnational governance occurred alongside the restora-
tion of democracy following long periods of authoritarian government (Rodrigucz-Pose
1999; Rodriguez-Pose and Tomaney 1999). A similar story can be found in South Korea
(see Chapter 7). In the United Kingdom, devolution to Scotland and Wales was a
response to the rise of nationalist sentiments in a multinational state (Tomaney 2000),
Elsewhere, in Europe, ‘historical regions’ have asserted their cultural identities, while
emergent or ‘new’, ‘economic regions’ inspired by the ‘new regionalism® have also
claimed the right to act directly in their own political interest (Harvie 1994; Keating
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1998; Loughlin 2001). In the United States, the rise of “metropolitan regionalism’ is a
response to ‘the rapid growth of suburbs, the creation of satellite cities, new modes of
transportation, increased mobility of citizens, and easier forms of communication which
require new structures between the city, county and state’ (Miller 2002: 1; see also
Benjamin and Nathan 2001). More generally, the trend to devolution may reflect a rejec-
tion of centralised forms of politics and government at the national level and declining
faith in the nation state as an instrument for solving social and economic problems —
issues to which we will return. As Table 4.1 illustrates, regional structures of gover-
nance, then, are a feature of an increasing number of states.

Although the nature and sources of the new regionalism vary significantly between
societies, its growth reflects a widely held belief that the regional scale (or the small
nation state) represents a particularly salient scale at which to organise policy interven-
tions in the economy (e.g. Crouch and Marquand 1989). Such a view rests on the idea
that local and regional supply-side conditions help to determine the competitiveness of
firms. Thus, Scharpf (1991) argues smaller nation states, in Europe at least, appear to
enjoy higher levels of political approval and cconomic ‘success’ than larger states,
perhaps because of:

their ability to conduct policy discourses that are based on those policy alter-
natives that are based on a realistic understanding of their own capabilities and
constraints and to focus debates on those policy alternatives that might be

" Plate 4.1 Devolved government: the Scottish Parliament in Edinburgh
Source: © Scottish Parliamentary Corporate Body (2006)



FRAMEWORKS OF UNDERSTANDING

Table 4.1 Regional and subnational government in OECD couniries and In South Africa

Popuiation Number
of regions per region
(mitlions)

Population Notes

States with a full system of elected regional government

States with no, or limited, elected regional government

{miflions)

1997
United States 266.8
Japan 126.2
Mexico 94.2
Germany 821
Turkey 63.7
France 58.6
Haly 56.9
Horea 46.0
South Africa 434
Spain 393
Poland 38.7
Canada 30.3
Australia 18.5
Netherlands 15.6
Greece 105
Czech Republic 10.3
Belgium 10.2
Hungary 10.2
Sweden 8.8
Austria 8.1
Switzerand 74
Denmark 53
Finland 51
Portugal 100
United ¥ingdom 590

50
8/59

32
16
80
22

5.3

Fifty federated states

15.8 or 2.1 Eight regions, subdivided into 52

29
5.1
0.8
2.7

23
5.8
4.8
23
4.8
2.3

28
1.3
0.2
1.3
3.4
0.3

1.1
0.9
0.3
04
0.3

prefectures {47) and cities (12) with
the same status as prefectures

Thirtytwo federated states

Sidteen Bundeslander

Eighty provinces

Twenty-two regions in metropolitan
France {(excludes overseas
possessions}

Twenty regions

Eight provinces

Nine federated states

Seventeen autonomous communities
Eight provinces

Thirteen federated states (10) and
tenitories (3)

Seven federated states

Twelve provinces

Fifty-one prefectures

Eight regions

Flanders, Wallonia and Brussels

Forty counties and municipal
counties, including Budapest

Eight redions

Nine Bundeslander
Twenty-six cantons
Fourteen counties
Nineteen regions

Princlple of reglonal govemment
rejected In a referendum
Elected reglonal governments in
Loendon, Scotland, Wales and
Northern Ireland

Source: Authors® own research
Note: OECD countries with populations exceeding 5 millians.
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feasible and effective in an international policy environment that is charac-
terised by high degrees of institutional integration, economic interdependence
and regulatory competition.

(Scharpf 1991: 120)

Indeed, as we discussed in Chapter 3, effective governance has been seen as a factor in
underpinning the performance of successful regions by providing support for the forma-
tion of skills, technological change and the nurturing of the natural and built environ-
ment and through the promotion of ‘untraded interdependencies’ that include labour
markets, public institutions, rules of action, understandings and values (Keating 1998:
137). It is important, however, not to assume an easy causal relationship between *good’
governance and economic success. Structures of governance undoubtedly help to shape
patterns of local and economic development but, conversely, effective forms of gover-
nance arc often underpinned by strong economic performance.

As we explained in Chapter 3, regional level institutions, thercfore, are increasingly
scen as a necessary ingredient of bottom-up forms of regional policy in an era in which
localitics and regions arc more directly exposed to the international cconomy. This
changing context sceks to mobilise localities and regions as agents of their own devel-
opment, Harvey (1989a: 6) argues that the role of the local state has shifted from one
of local management of the welfare statc aimed at ensuring redistribution to one based
on ‘entrepreneurialism’, whereby cities and regions directly compete with each other,
Such cntreprencurialism needs to be examined ‘at a variety of spatial scales — local,
neighbourhood and community, central city and suburb, metropolitan region, region,
nation state, and the like” (Harvey 1989a: 6).

According to Keating, the new regional governance tends to be underpinned by devel-
opment coalitions which comprise a cross-class, place-based alliance of social and polit-
ical actors dedicated to economic growth in a specific location, its composition varying
from one place to another (Keating 1998; Keating e a. 2003). Such coalitions tend to
be embodicd in regional institutions which provide public goods and foster dialogue
and communication among economic actors in the region. Local and regional political
Jeaders become important figures in shaping development coalitions, albeit compelled
10 act in concert with other actors within multilevel and multi-agent governance struc-
tures (e.g. Harvic 1994).

Political structures provide democratic legitimacy for regional governance arrange-
ments, but even within Europe, for insiance, there is great diversity in the forms of polit-
jcal structures and the powers and responsibilities of local and regional governments
(Keating 1998), There are some common trends in the process of decentralisation that
can be observed across the world. Many local and regional governments make their
economic interventions through local and regional development agencies. The rise of
the locally and regionally governed development agency is 4 notable feature of the period
since the 1970s. According to Danson ef al. (1998), the growth of regional development
agencies (RDAs) draws upon a bottom-up approach to regional devclopment (Table 4.2).
RDAs can be seen as a practical manifestation of the shift from managerialism to entre-
preneurialism in the transformation of regional govemance. The development of regional
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Table 4.2 Traditional top-down and new model hoitom-up poifcies and institutions

Characteristics

Traditional top-down

New model bottom-up

Organisation

Nationat
Government department

Bureaucracy
Generalist quallfications
Administrative hierarchy and

Regionat

Semi-autonomous body
(agency, partnership)
Business-led

Specific expertise

Taskded projects and teams

infrastructure

Directly through govemment
department and minlsteriat
responsibility

Limlted

Political control Indirectly through sponsor government
depariments and weak accountability

structures

Arm's length earmned autonomy and
targetbased flexibility

Interregional competitiveness and
raising economic performance

Growth of regional ecohormy

Operational freedom
Economic objectives  Interregional equality

Growth of national economy

Redistributed growth Indigenous/imported growth
Mode of operation Non-selective Selective

Automatic/discretionary Discretionary

Reactive Proactive

Financial inducements
Advisory services
Pubiic provision

Policy instruments Bureaucratic regulation
Financial inducements
Advisory services
Publle provislon

Source: Adapted from Halkier et al. (1998)

level jurisdictions in policy-making affects the way policy objectives are determined
and the methods by which they are implemented (e.g. Tomaney 1996; Armstrong 1997).
This focus has perhaps accelerated the shift away from redistributive policies which are
aimed at tackling inter-regional inequality iowards growth-oriented policies focused on
‘regional competitiveness® discussed in Chapter 3.

The activities and accountability of RDAs are shaped by the types of political struc-
tures — or their absence — that operate at the regional level. One example of these rela-
tionships is provided by ERVET (Ente Regionale per la Valorizzazione Economica de
Territorio), a development agency that was established by the regional government of
Emilia Romagna in 1973 following the first devolution of political power to the Italian
regions in 1970 (Garmise 1994; Bellini and Pasquini 1998) (Figure 4.2), The weakness
and ineffectiveness of the nation state in Italy, in part, was a stimulus to action at the
regional level. The centralised nature of the Italian polity was transformed during the
final decades of the twentieth century as the powers and profiles of regional govern-
ments grew (Keating [998), ERVET has attracted much international attention because
its creation was associated with the rapid economic growth in Emilia Romagna, part of
the wider phenomenon of the growth of the Third Italy based on geographically concen-
trated and highly productive clusters of small, family-owned firms, known as industrial
districts that we discussed in Chapter 3. Emilia Romagna, a region of 4 millien people,
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has a distinctive economic structure with 98 per cent of firms employing fewer than fifty
people, sometimes referred to as the ‘Emilian model’ (Brusco 1982). Bellini and
Pasquini (1998) define the Emilian model as a combination of progressive government,
social integration and entreprencurial success. Thus, while the region is noted as a loca-
tion of successful entrepreneurship traditionally it has been dominated politically by the
Italian Communist Party and its successors. Indeed, the creation of ERVET was part of
an effort by the Emilian Communists to cement their political relationship with firms in
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the industrial districts. Garmise {1994 sees the Communist Party and ils successors in
I'milia Romagna as forming the heart of a *regional productivity coalition”, through the
role of ‘mediator and coordinator” of groups including unions, the cooperative move-
ment, artisan associations and cmployers.

The main task of ERVET is to nurturc the development of the specialiscd networks
of small firms that underpin the region’s prosperity. Figure 4.3 shows the relationship
between the regtonal government and ERVET 1s an arm’s-length one with a division of
lahour between “political” strategy and ‘technical” cxccution, In practice, according to
Bellini and Pasquini (1998), ERVET itself has strongly influenced the direction of
ceonomic development policy because of its accumulated expertise and its arm’s-length
relationship to the political system makes it a forum for the resolution of contentious
issugs. ERVET conforms to the model of a public—private partnership in which the
regional govermnnient takes a majority stake, but in which private scctor organisations

Region Emilia Romagna ERVET

Policy guidelines

Plan proposals, regarding
partially self-financed projects,
also based on proposals put
forward by the service centres

Evaluation of the plan proposal
—p approval and financing of
the first (50%) tranche

Implementation of the projects
by ERVET andfor other
subjects (esp. service centres)
reporting {results, cost and
revenues, evaluation indexes,
documentation available at
ERVET's archives}

| Control on reporting —%
‘ financing of the remaining 50%

N

] Figure 4.3 The region-ERVET relationship
Source: Adapted from ERVET
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also participate. Morcover, ERVET is the hub of a network of specialised agencies that
support the development of key sectors of the regional economy by giving the access
to ‘real services' such as technology and marketing support.

Globalisation has posed new challenges for the Emilian model of small family firms.
ERVET itself was criticised within the region for failing to respond quickly enough to
the new competitive conditions, even as it was being lauded outside the region for
its innovative approach. The regional government instituted a reform of the ERVET
network in the 1990s which gave a greater role to the private sector in shaping its strate-
gies and which gave its activities a stronger commercial orientation. The governance of
local and regional development in Emilia Romagna can be seen as a classic example
of the European variant of ‘new regionalism’, in which ¢lected regional governments
play an important role, albeit in the context of encroaching commercial pressurcs. While
much writing about Emilia Romagna has focused on the distinctive character of its
industrial structure, Garmise concludes that:

The real lesson of the Emilian model for other regions in Europe can be surnimed
up in two words: progressive government. Implementing informed social and
economic policy and working through a productivity coalition with social and
cconomic players, Emilia-Romagna has been able to effectively juggle the
competing demands for a prospercus economy, social justice and legitimate
political interventionism.

(Garmise 1994: 158)

The role of regional governance in the ABC region — comprising the municipalities of
Santo André, Sdo Bernardo and Sdo Caetano — in Brazil provides an example of the
development of new structures of regional governances in a very different socio-
economic and political context (Rodriguez-Pose and Tomaney 1999; Rodriguez-Pose et
al. 2001). The greater ABC region, comprising seven municipalitics, contains 2 million
people in the south-eastern suburbs of So Paulo (Figure 4.4). The context for local and
regional development ig quite different from that in Emilia Romagna. Brazil is a federal
state, albeit one that has experienced a series of authoritarian governments throughout
the twentieth century, finally ridding itself of military dictatorship in 1985, The move
to democracy saw a resurgence of the power of the Brazilian states. Brazil is a vast and
populous country of 170 million people and federalisin represents a practical solution
to the problem of its government. The state of S3o Paulo itself has a population of 37
million and the city as a whole a population of 18 million. The ABC region was the
cconomic powerhouse of Brazil during its industriafisation from the 1960s through
import-substitution, notable for its concentration of very large automotive plants and
their suppliers. The region was also the heartland of the Brazilian metalworkers’ union,
noted for its militancy, and the Brazilian Workers' Party, which led the opposition 10
military dictatorship in the 1970s and 1980s.

The economic fortunes of the region were transformed during the 1990s. The deci-
sion of the Cardoso government to open up the Brazilian economy to foreign invest-
ment and competition in the 1990s, together with growing ‘negative externalities’ such
as shortages and rising costs in land and labour markets and worsening pellution, led
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to an economic crisis and rising unemployment in the region as large firms began to
investigate the possibilities of relocation to other parts of Brazil. This development was
accelerated by the aggressive fiscal competition strategies pursued by some states in
Brazil in order to attract manufacturing investment described in Chapter 2.

In this context, political, social and economic actors responded by attempting to
develop a new strategy for the region, drawing on the support of a wide range of stake-
holders, including unions, employers, NGOs and political parties. In part, these efforts
were inspired and informed by knowledge of the ‘new regionalism” and the role of new
regional governance arrangements and regional development agencies in Europe and
North America. The outcome of these deliberations was the decision by the mayors of
seven municipalities to promote a new regional institution, the Chamber of the Greater
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ABC region, which in turn sponsored the creation of a regional development agency
(Agéncia de Desenvolvimento Econémico do Grande ABCY in 1998. The creation of the
regional development agency signalled a decisive alteration of regional economic policy
in the region, involving a shift in concemn from the needs of large firms to the provi-
sion of ‘real services® to networks of small and medium-sized firms. The effects of these
developments will be felt only over the long term, but new governance arrangements
themselves are novel in a region traditionally characterised by intense class conflicts
{Rodriguez-Pose and Tomaney 1999; Rodriguez-Pose et al. 2001).

The experiences of Emilia Romagna and the Greater ABC region demonstrate how
the pursuit of the ‘new regional governance’ is affecting quite different parts of the
world. The unifying feature of the two examples is a belief that regional institutions can
play an important role in organising the supply-side of the economy degpite differences
in national context. Both stories provide examples of the shift from government to gover-
nance by drawing new actors into the process of public policy formation, albeit with
differences in degree and nature. Both are linked to changes in the external environ-
ment, the growing economic integration of the European Union and the emergence of
Mercosur, as well as the growth of global firms. They are by no means the only examples
of such trends.

The geographical reorganisation or “rescaling’ of the state in pursuit of effective local
and regional governance can in some instances involve the transgression of national
frontiers. A good example of this type of development is the creation of the cross-border
Gresund region which links the region of Skdne in southern Sweden and Zealand in
Denmark (scc Maskell and Tomgqvist 1999; Berg et al. 2000; OECD 2003b). Of
symbolic and practical significance in the construction of this cross-border region was
the opening of a bridge, which crosses the @resund strait, funded by the Danish and
Swedish governments, in order to link Malmé and Copenhagen (Figure 4.5).

The region is governed by the @resund Committee — a gathering of political repre-
sentatives from the local and regional authorities on both sides of the Gresund. The
Committee is a classic example of ‘governance without government”:

The committee is composed of local and regional political bodies from both
sides of the sound and — which is quite exceptional for transnational region-
alist — by the two national ministries . . . The process of integration in @resund
is therefore achieved not through the set ap of an additional government layer
but through the voluntary coordination of policies of its members.

(OECD 2003b: 160)

The key institutions arc the Copenhagen regional authority and the region of Skane.
which was created in 1999 as one of a number of ‘experimental regions” within Sweden,
which took over responsibilities from the central govemment in the field of economic
development.

The political impetus to create the cross-border region came from the strong economic
complementarities between Zealand and Skine in sectors such as pharmaceuticals,
biotechnology and medical equipment and IT and telecommunications industries. In
practical terms, the @resund region is characterised by cross-border collaboration in
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research and education and the development of networking associations in the region’s
key industries. Thus, in order to support the growth of these sectors universities in the
region cooperate through the @resund University — a network involving all the existing
institutions of higher education in the region. The economic effects of the creation of
the Oresund region are likely to be long-term ones, but the new region quickly estab-
lished an identity for itself: the strait separating the two regions is no longer a barrier
but a means of communication and integration. Moreover, there is evidence that it has
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stimulated new investment in the key hi-tech sectors in the region and that there has
been a modest growth in cross-border commuting (OECD 2003b).

The examples of the development of new forms of governance in diverse political
conditions demonstrate the apparently wide appeal of decentralised solutions to the chal-
lenge of local and regional development. The different examples of Emilia Romagna,
the ABC region and Oresund each demonstrate, to varying degrees, evidence of the
shift from government to governance. In the latter case, the emergent network forms of
governance extend across national borders. Determining the actual impact of the new
regional governance is fraught with difficulty because it requires us to isolate the effects
of one actor or set of actors among others. Moreover, as we noted carlier, while there
is some evidence that devolution has been accompanied by a growth of regional
inequality, there can be little doubt about the general trend towards decentralisation. The
regional scale has emerged as an important one in the governance of local and regional
development.

The growth of the region as a sphere of governance, however, has not been univer-
sally applauded. Some writers see the trend towards devolution as little more than an
instrument of neo-liberalism. Lovering argues that ‘new regional structures’ must
be seen as part of a project ‘to dismantle national redistributive structures and hollow
out the democratic content of economic governance’ (Lovering 1999: 392). Morgan,
however, cautions against a ‘functionalist and reductionist view of regionalism’ (Morgan
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2004: 874). The local and regional scales of activity, then, are arenas of conflict and
contest in much the way that the national and supranational scale remains characterised
by politics and negotiation. Moreover, the local and regional levels remain an important
terrain for action to create progressive, inclusive and sustainable forms of policy — themes
which we take up in the conclusions in Chapter 8. Local and regional governments have
frequently proved to be pioneers in the development of new fields of public policy. For
instance, local and regional governments have been at the fore-front of the search for
more sustainable forms of local and regional development (Example 4.2).

Example 4.2 The constitutional duty to promote
sustainable development in Wales

The National Assembly for Wales was established as part of the devolution and constitu-
tional reform in the United Kingdom during the late 1990s. Amidst hopes of political
renewal, an opportunity has been taken to embed sustainable development in the very
workings of this new political institution. Legally, this initiative became manifest in the
obligation to promote sustainable development imposed on the Assembly through Section
121 of the Government of Wales Act in 1998. This constitutional duty was a first in the
European context. An aspirational strategy — Learning to Live Differently — was published
in 2000. The aim has been to approach the economic, social and environmental dimen-
sions of sustainable local and regional development in a more integrated way. Early initia-
tives focused upon health, public procurement and sustainable agriculture. For example,
the Welsh Assembly Government (WAG) — the Assembly’s executive — has been
attempting to shift the basis of the National Health Service in Wales towards health and
well-being rather than illness and treatment, and to encourage a shared responsibility
between the institutions that make up the public realm and individuals:

because it recognises that the solution to problems like childhood obesity, for
example, has less to do with the health service per se and more to do with
providing nutritious school meals and safe routes to school, thereby helping chil-
dren to acquire healthy eating habits and encouraging them to walk in car-free
environments.

(Morgan 2004: 884--885)

While laudable, this constitutional innovation for a subnational political institution has
raised questions over whether the regional scale of government has the competence, espe-
cially in legal terms, to promote and deliver on the potentially radical changes suggested
by more sustainable forms of local and regional development. European and national level
policies and regulations provide both the barriers and opportunities to frame the delivery
of more sustainable forms of development at the local and regional scales. For the WAG,
its relatively modest powers may need to be deployed in tandem with institutions at the
European and national scale within a multilayered system of government and governance.

Sources: National Assembly for Wales (2000); Morgan (2004)
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One danger of the debate about novel forms of local and regional governance, though,
is that they detract atiention from the enduring role of the nation state and national
governments in the framing of public policy. [t has been an assumption of some writing
on the ‘new regionalism’ that the combined consequences of globalisation and devolu-
tion have rendercd the nation state redundant (Chmae 1990). Yet such an assumption
is not borne out in reality. Despite processes of globalisation, privatisation and declining
trust, there are strong reasons to believe that governments retain an important role in
shaping social and economic structures.

Globalisation creates new challenges which cannot be dealt with by single nation
states acting alone. According to Held ef al. (1999}, ‘national cornmunities of fate’ now
form an clement of ‘overlapping communities of fate’, where the prospects of nations
are increasingly intertwined with one another. This does not mean that states and national
governments are irrelevant but, instead, remain powerful stratifying forces in the world,
especially in terms of managing the distributive consequences of globalisation.

The activities of governments, manifcst in different welfare state regimes, continue
to have a central impact on economic growth, on inequality within nation statcs and
between nation states. Thus, national politics still count and hold the potential to make
a difference, as does effective state management and intelligent leadership. National,
regional and local social partnerships still play an important role in limiting incquality,
empowering citizens through education and learning and improving competitiveness
(O Riain 2004). We return 1o these political questions in the conclusions in Chapter 8.

At the same time, the role of international regulatory bodies has grown in importance
along with questions about the accountability, transparency and efficacy of their activ-
ities (Stiglitz 2002). Such bodies have been central to constructing the liberahised global
economy resting on the assumption that this brings general benefits to all economies,
But, as we discussed in Chapter 1, the impact of globalisation has been highly uncven
for different social groups and countries. There is evidence that liberalisation can be
generally good for the world’s poorest countries; but that rapidly liberalising capital
flows can damage economic prosperity, increase inequality and limit the life chances of
the poor. In this context, new regulatory policies at the international level are important,
but so also are the activities of states to intervene to promote tocal and regional devel-
opment and build their capacity to manage their national economies, invest in infra-
structure, improve human capital and practise selectivity in their approach to foreign
direct investment. Intcrventions, instruments and policies are the subject of Part 11l of
this book.

Multilevel governance and local and regional development
Local and regional development now occurs within the context of a multilevel polity in
which local, regional, national and supranational authoritics and institutions all play a

tole (see Hooghe and Marks 2001; Bache and Flinders 2004). According to one analysis:

the dispersion of governance across jurisdictions is both more efficient
than, and normatively superior to, central staic monopoly. They claim that
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Global level WORLD

govemance must operate at multiple scales in order to capture variations in the
territorial reach of policy externalities. Because externalities arising from the
provision of public goods vary immensely — from planet-wide in the case of
global warming to local in the case of many city services — so should the scale
of governance. To internalize extemalities, governance must be multilevel.
{Marks and Hooghe 2004: 16)

There is a large academic literature addressing the emergence of multilevel governance,
much of it concerned with its evolution in context of the twin political processes of
European integration and devolution to subnational authorities, notably in fields such as
regional policy (Benz and Burkhard 1999). The emergence of multilevel governance is
linked in some analyses to the declining authority of the state and is ‘manifested in a
growing number of exchanges between subnational and transnational institutions, seem-
ingly bypassing the state’ and which have a ‘non-hierarchical’ character and which
reputedly offer new opportunities for cities and regions (Peters and Pierre 200%:
131-132). 1t is a development which has been linked to the emergence of ‘new public
management’, which allows ‘each level of government to separate the political-
democratic element from the managerial-service-producing-sector of government, and
partly because these reforms have tended to relax the “command and control nature™ of
previous intergovernmental relationships® (Peters and Pierre 2001: {32). The complex
nature of the emergent hierarchies of relations between institutions working at different
scales is illustrated in Figure 4.6. Such developments raise new challenges and questions
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for governmental actors, although these vary between countries and sectors even within
the European Union {Scharpt 1991).

At the supranational level, the repulatory framework ol international trade s
shaped by orpanisations such as the W0 or (8 (The *Group of Eight” wealthy nations
including Canada, France, Germany, ltaly, Japan, Russia, the United Kingdom and the
Umited States). Al the same time, the LEuropean Union directly operates its own regional
policy and plays a rele in regulating the regional and other policics of its Member States
(Amin and Tomaney 19954; Rodripucz-Pose 2002b). However, national governments
continue 10 play an important role notably in areas such as taxation, public expenditure
and labour market regulation. In these arcas the actions of central government can shape
the prospects for local and regional development. As discussed above, the national tax
and public expenditure system has the potential siill to act as an imporlant means of
financial redistribution between richer and poorer regions, Some federal states such as
Germany, Canada and Australia operate with explicit systems of fiscal equalisation,
which transfer resources between prosperous and lagging regions (Owen Smith 1994,
MeLean 2004). Indeed, in states which lack transparent systems of regional expenditure
allocation, such as in the United Kingdom, public expenditure patterns continue (o have
important regional effects and gencrate disputes about geographical equity (Mel.can
2005).

In this context, the ‘new regional governance’ plays a particular cconomic rote in
orchestrating the supply-side of the cconomy:

an industrial policy oriented towards structural changes in the cconomy and the
promotion of producers’ adaptability to the conditions of domestic and inter-
national competition must focus on meso-level structures in the given ceonomy
and its social enviranment. Therefore, the creation of inlermediate level struc-
tures that would facilitate econontic restructuring is the top priority of indus-
trial policy and the goal of the ceonomic strategy.

(Hausner 1993: 265; sce also Tomaney 1996}

These interventions become especially important in places where, or time pertods when,
competitive success 1s not a simple function of low-cost and {lexible labour, but instead
requires constant upgrading of the production system. Thus:

Where institutiona! puidance of market processes affects the level and char-
acter of the employment that is generated, full cmployment requires more than
just aggregate demand management plus flexible markets; indeed 1t may cnu-
catly depend on the state being able to conduct, for instance a fine-targeted
active Jabour market policy of industrial policy. For this, the strueture of public
administration must be such that it can reach down into the networks that
mediate cxchanges in ¢ivil society, putting these to cffective use. Where the
stute is not well-equipped for this purpose. the conscious design or reform of
appropriate state. or para slate, institutions may assume critical significance for
employment.

{Matzner and Streeck 1991: 8)
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Example 4.3 The limits of local and regional
entrepreneurialism

In a classic analysis, David Harvey sketched out the dangers of local entrepreneurialism:

Many of the innovations and investments designed to make particular cities more
attractive as cultural consumer centres have quickly been imitated elsewhere,
thus rendering any competitive advantage within a system of cities ephemeral.
How many successful convention centres, sport stadia, disney-worlds, harbour
places and spectacular shopping malls can there be? Success is often short-lived
or rendered moot by parallel or alternative innovations arising elsewhere. Local
coalitions have no option, given the coercive laws of competition, except to keep
ahead of the game thus engendering leap-frogging innovations in life styles,
cultural forms, products and service mixes, even institutional and political forms
if they are to survive. The result is a stimulating if often destructive maelstrom
of urban-based cultural, political, production and consumption innovations. It is
at this point we can identify albeit subterranean but nonetheless vital connection
between the rise of urban entrepreneurialism and the post-modern penchant
for design of urban fragments rather than comprehensive urban planning, for
ephemerality and eclecticism of fashion and style rather than the search for
enduring values, for quotation and fiction rather than invention and function,
and, finally, for medium over message and image over substance.
Source: Harvey (1989a: 12-13)

The strengthening of local and regional governance can thus add to the capacity of public
authorities to make effective interventions to promote economic development. Local and
regional governance then plays an important role especially in ensuring improvements
in the quality of the supply-side of the economy. But without national or increasingly
supranational forms of regulation there is a danger that the ‘new regionalism® may accel-
crate wasteful forms of territorial competition between places seeking to promote their
own development at the expense of other places. Indeed, one danger of the general trend
towards devolution is that it can create weak subnational governments that can do little
more than engage in local or regional ‘entrepreneurialism’ that fuels territorial compe-
tition in a context where TNCs, ostensibly at least, can move investments easily between
regions in search of the best returns (Example 4.3).

Democracy and local and regional development

The emergent forms of government and governance of local and regional development
are also in part a response to more broadly perceived deficiencies in centralised forms
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of government and govemance based on the nation state. Part of the attraction of devo-
lution is that it appears 1o bring government closer to the people and open spaces for
new actors to influence and shape the prionties of local and regional development policy
(Humphrey and Shaw 2004; O’Brien et al. 2004; O’Brien 2004; Pike and Tomaney
2004; Rogers 2004). This scems important at a time when public faith in the capacities
of national governments seems to be declining. The limitations of traditional models of
representative democracy are alleged to be reflected in falling voter turnout in elections
and declining levels of trust in politicians and political institutions (Pharr and Putham
2000; Cohen and Rogers 2003; Fung and Wright 2003). In this context, devolution is
linked to a wider rethinking of democracy, which seeks to augment or move beyond the
limits of representative democracy and in the direction of more participatory forms of
government (Held 1993). In this respect, devolved government can be scen as a space
in which new forms of accountability and even a ‘new politics” might be tested (e.g.
Morgan and Mungham 2000; Humphrey and Shaw 2004). [n an influential peroration
on contemporary politics, Giddens has argued:

The downward pressure of globalization introduces not onty the possibility but
aiso the necessity of forms of democracy other than the orthodox voting
process. Government can re-establish more direct contact with citizens and citi-
zens with government through ‘experiments with democracy’ — local direct
democracy, electronic teferenda, citizens’ juries and other possibilities. These
won’t substitute for the normal voting mechanism in local and central govern-
ment, but could be an enduring complement to them.

{Giddens 1998; 75)

The shift from government to governance implies the influence of new actors over policy
decisions as networks are extended 1o include new tepresentations. Governance requires
inputs from a wide range of actors, including non-governmental organisations, in an
attempt to achieve policy goals. Social partnerships, involving statutory organisations
and voluntary and community sectors, representatives and active citizens, are central to
this concept of governance and have helped to set social and economic priorities (McCall
and Williamson 2001),

The nature of contemporary politics, however, presents structural difficulties in the
achievement of sustainable local and regional development. Most efforts to promote
local and regional governance are likely to be effective over the long term, maybe taking
a generation to have an effect. Yet political cycles have a shorter-term character, typi-
cally four or five years. One means of tackling this problem is to create planning mech-
anisms which stand outside — at least directly — the normal political cycle. The creation
of social partnership arrangements charged with developing long-term economic straic-
gies is a feature of some nations and regions. As we discuss in the case studies in Chapter
7, the role of “national partnership’ arrangements is credited in Ireland by some commen-
tators with an important role in the emergence of the ‘Celtic Tiger’ phenomenon of
sustained high growth in the 1990s (O’Donnell 2004). However, such governance
arrangements can also be criticised for removing key decisions even further from direct
democratic control. While the Irish authonities have responded to this problem by
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extending the national partnership to a wider range of civic actors, the danger remains
that the governance of economic development retreats into technocratic networks which
are even more impenetrable to the citizen. This raises questions about the value and
function of the democratic leadership traditionally provided by politicians and political
parties (Olsson 1998).

As Robert Dahl (2000: 113) notes, representative democracy has always had a “dark
side’, which involves citizens delegating discretionary authority over decisions of extra-
ordinary importance to political and bureaucratic elites. The institutions of representa-
tive democracy, such as parliaments and regional and local assemblies, have traditionally
placed limits on elite bargaining as the main motor of politics. However, developments
such as the ‘new public management’ and ‘multilevel governance’ may mean that more
political power is removed from the purview of democratically accountable repre-
sentatives. Crouch (2004) goes so far as to identify the emergence of an era of *post-
democracy’ in the industrial countries, in which structures of formal democracy remain
in place but the growing role of the private sector in the provision of government services
means that important political decisions move beyond the direct influence of the citizen
(see also Ringen 2004). We retum to these important themes in the conclusions in
Chapter 8.

Without strong democratic leadership, an additional danger is that debate about social,
economic and environmental priorities are increasingly shaped by the growth of
powerful news media. Indeed, according to Mayer (2002), we can observe the emer-
gence of a ‘media democracy’ in which the media ‘colonise politics’ and politicians
collude in the process. Between them politicians and the media are then teduced to
adopting a narrow range of well-tested formulas in constructing their responses to policy
challenges. Political debate becomes fixed in a closed world of media-savvy political
elites, pollsters and media exccutives driven by the exigencies of twenty-four-hour news
gathering. The traditional forms of democratic deliberation such as political parties, busi-
ness associations and trade unions and, indeed, parliaments find themselves increasingly
marginalised in the political process (see also Crouch 2004). Moreover, the media have
been accused of not reporting debate and dissent, but *manufacturing’ it in cahoots with
short-lived or single-issue campaigns (Milne 2005). Democratic deliberation, then, is a
casualty of media democracy.

Mayer is one of many who argue that democratic societies need urgently to find new
means of deliberation that generate long-term and sustainable solutions to problems of
development in ways which enhance democracy (see also Crouch 2004). Fung and
Wnght maintain that the traditional form of representative democracy:

seems ineffective in accomplishing the central ideals of democratic politics:
facilitating active political involvement of the citizenry, forging political
consensus through dialogue, devising and implementing public policies that
ground a productive economy and a healthy society, and, in a more radical
egalitarian version of the democratic ideal, assuring that all citizens benefit from
the nation’s wealth,

(Fung and Wright 2003: 3)
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This type of thinking has gencrated some experiments in what Fung and Wright (2003)
describe as ‘empowered participatory governance’. These experiments ‘are participatory
because they rely upon the commitment and capacities of ordinary people to make
scnsible decisions through reasoned deliberation and empowered because they attempt
to tie action te discussion” {Fung and Wright 2003: 5).

Among the well-known examples of these new forms of governance is the partici-
patory budgeting system that was pioneered in Porto Alegre, a city of 1.3 million and
the capital of the state of Rio Grande do Sul in Brazil. The system was introduced by
the Workers® Party after it gained potlitical control of the city in the 1990s. Some sixtcen
local assemblies meet twice a year to scttle budgetary issucs. The assemblies involve
municipal officials, community and youth groups and any interested citizen, The munic-
ipal government facilitates the process, but it involves numerous neighbourhood meet-
ings which discuss the priorities for the city budget. A Participatory Budgeting Council
processes this information and formulates a city-wide budget from the local agendas.
The role of municipal officials is to inform and assist in the process but citizens and
Jocal groups determine the budget which is then submitted to the mayor for their approval
(Fung and Wright 2003). The success of participatory budgeting has scen its introduction
in other parts of Brazil such as Santo André in the ABC region (Acioly 2002).

In India, similar decentralisation initiatives — this time to villages in rural areas (or
panchayats) — arc the halimarks of states such as West Bengal and Kerala, with popu-
lations of &0 million and 32 million respectively. Here, responsibility for many devel-
opment programmes and their budgets have been decentralised to village assemblies. In
Kerala, this process is assisted by a ‘Voluntary Technical Corps’ comprising mainly
retired professionals who assist in the preparation of development plans. In both Brazil
and India, such participatory forms of local governance have not been problem free.
Some communities prove more adept at adapting to participatory governance than others
and there are unresolved tensions between the power of technocracies and citizens.
Nevertheless, they represent radical innovations that have assisted the development of
at least some localities, by ensuring that tocal policies are more genuinely encompassing
of local and regional needs and aspirations.

Efforts to develop deliberative focal institutions are not restricted to developing or
newly industrialising countries. In the United States, the Center on Wisconsin Strategy
(COWS) and the linked Wisconsin Regional Training Partnership (WRTP) provide
an example of deliberative policy-making (Vigor 2002). COWS is a ‘think-and-do-
tank’ based at the University of Wisconsin-Madison, which advecaies ihe ‘high road’
cconomic strategy we discussed in Chapter 2. It seeks to achieve productivity improve-
ments in industry through workplace democratisation and diversified, quality production
rather than competition based on low skills and price. The state’s development priori-
ties are based on a strategy developed by researchers, unions, business and the state
government. Such cooperative behaviour between state, unions and business is unusual
int the US context and COWS as a result has attracted much attention. In part the initia-
tive emerged as a response to the ‘workfare’ agenda of Wisconsin®s Republican governor
Tommy G. Thompson during the 1990s, which was viewed by the trade unions as
eroding the position of working people.
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The model of enhanced participatory democracy is underpinned by a set of princi-
ples that, among other things, place a value on communicative forms of action and
deliberation, on enhancing civic engagement through the involvement of secondary asso-
ciations in policy development and a ‘rethinking of democracy’ in ways which make it
more participatory. The new forms of participatory governance exhibit & strong prac-
tical orientation and place an emphasis on genuinely bottom-up forms of participation
and deliberative forms of decision-making in which participants listen to each other’s
positions and gencrate choices after due consideration (Fung and Wright 2003).
Achieving this form of decision-making is challenging, particularly in long-gstablished
systems of government and governance. Moreover, much of the experimentation with
these new forms of participatory government appears to be taking place at the local or
regional level, where questions about the quality of development seem pressing.

Conclusion

Rumours of the death of government have been grossly exaggerated, notwithstanding
claims about ‘governing without government’. The role of governments, especially at
the national level, in shaping patterns of local and regional development remains very
important, particularly in relation to decisions about taxing, spending and redistribution.
Example 4.4 provides some reflections on importance of government from the United
Kingdom’s recent experience. The internationalisation of the economy, hollowing out
and ncw regionalism places constraints on govemments and shapes what they can
achieve and most national governments must work alongside supranational and sub-
national governments in systems of multilevel governance, but this does not mean that
government no longer matters. Likewise, partnerships have become more important as
a mode of governance, but the nature of these partnerships is shaped in large measure
by choices made by governments. Partnerships can range from little more than political
cover for strategies of privatisation to genuine efforts to empower communities and
citizens,

Government is about political choices. Although therc arc limits to the choices
governments can make, this is nothing new. Moreover, the range of choices available
to governments is greater than that implied by some of the simpler versions of the glob-
alisation thesis. The largest challenge to government comes from the disillusion that
many citizens feel about the operation of traditional forms of representative democracy,
fuetled by the idea that all governments are the same and are too closely linked to
powerful vested interests to have the concerns of citizens at heart. The German novelist
and Nobel Laureate Glinter Grass, reviewing the state of German democracy, has argued:

Now, 1 believe that our freely elected members of parliament are no longer free
to decide. The customary party pressures, for which there may well be reasons,
are not critical here; it is, rather, the ring of lobbyists with their multifarious
interests that constricts and influences the Federal parliament and its democra-
tically elected members, placing them under pressure and forcing them into
disharmony, even when framing and deciding the content of laws. Favours
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Example 4.4 The importance of government

Reflecting on his role as a key adviser to the New Labour government in the United
Kingdom between 1997 and 2005, Geoff Mulgan has argued:

It is widely assumed that governments have lost power—upwards to a globalised
market or Brussels, downwards to the people, or outwards to the private sector
and the media. This is one of the reasons why social democratic governments
have reined in their ambitions, and 1 expected to leave government more
conscious of its constraints than of its possibilities. But instead 1 came away
convinced that the perception of powerlessness is an illusion. Strong forces do
limit government’s room for manocuvre: global markets and treaties impose
limits on economic policy, and the media and business constrain government as
much as churches and trade unions did a few decades ago. Yet the basic powers
of governments have not diminished. The capacity to tax. for example, remains
in rude health. Across the OECD, governments” share in GDP has risen over the
past few decades; even the tax take (as opposed to the rates) on profits has gone
up. Many of the world’s most competitive economies are overseen by relatively
big governments. Morcover, governments’ ability to deal with problems like
pollution and organised crime has been enhanced, not diminished, by globalisa-
tion. And while governments have reduced their roles in running economies —
the vast burcaucracies that a generation ago were running nationalised industries
have melted away — this retreat has been matched by a growing role in health,
old age, childhood and security. The idea that governments have become impo-
tent is an illusion, albeit one that can provide a useful alibi.
Source: Mulgan (2005: 24)

minor and major smooth the way. Reprehensible scams are dismissed as sorry
misdemeanours, No one any longer takes serious exception to what is now a
sophisticated system, operating on the basis of reciprocal backhanders.
Consequently, parliament is no longer sovereign in its decisions. It depends on
powerful pressure groups — the banks and multinationals — which are not subject
to any democratic control.

(Grass 2005: 3)

While this disillusion is most evident in Europe and North America, there are signs that
it is a malaise that is affecting even newer democracies. Finding a means of deepening
and extending democratic processes is important for the health of society and can play
a role in shaping the kinds of principles and values that underpin local and regional
development strategies that we introduced in Chapter 2, although this task is far from
straightforward. In the end, however, nothing replaces the importance of narratives
of the *good society’ with their competing visions of social justice and environmental
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sustainability, whether at the intemnational, national or regional and local level. We return
to such issues in the conclusions in Chapter 8. Part III of the book addresses the inter-
ventions — instruments and policies — of local and regional development. We begin by
addressing the mobilisation of indigenous potential in the next chapter.
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MOBILISING 5
INDIGENOUS
POTENTIAL

Introduction

Indigenous development is based upon the naturally occurring sources of economic
potential growing from within localities and regions. Indigenous approaches are a means
of nurturing ‘home-grown” assets and resources that may be more locally and region-
ally embedded, perhaps more committed and less willing to divest, and more capable
of making enduring and sustainable contributions to local and regional development.
Strategies of indigenous local and regional development may seek to make places less
dependent upon exogenous or external economic interests. Indigenous interventions
connect directly to the bottom-up approach detailed in the Introduction in Chapter 1.
They seek to work with existing assets and resources from the ground up to explore and
unleash their potential for local and regional development. Beyond the superficial attrac-
tions of lower cost factors of production such as land and labour, traditional top-down
and centralised approaches often overlooked or ignored the assets and resources deeply
embedded in localities and regions. In the context of the heightened globalisation
discussed in Chapter 1, the enhanced mobility of factors of production has arguably
increased the significance of indigenous strategies that recognise the importance of
places and their embedded characteristics. If capital and labour can, in theory, locate
anywhere across the globe each may become more sensitive to differences in assets and
resources between places.

Central to the indigenous approach is the idea of latent or somehow underutilised
assets and resources that require mobilisation or stimulation to make or increase their
substantive contributions fo local and regional development (Goddard ef al. 1979).
New business ideas thal go undeveloped for the want of advice, encouragement and
support, firms that fail to grow and develop due to insufficient managerial expertise, and
aspirations for cducation and training frustrated by the lack of local resources are cxam-
ples of unfulfilled economic potential. Marshalling such resources in places can be
fulfilling for individuals, houscholds and social groups as well as significant for local
and regional development. Realising the often untapped or underdeveloped potential of
indigenous resources in localities and regions can be a formidable task. Barriers can
include insufficient access to capital, limited local and regional markets as well as
cultural traditions weakly disposed to entreprencurialism, business formation and further
education and learning,
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This chapter examines the rationale for indigenous approaches to local and regional
development and the tools aimed at capitalising upon indigenous or naturally occurring
economic potential and promoting endegenous growth from within localities and
regions. Connecting to the different ‘Frameworks of understanding” in Part I, instru-
ments and policies are addressed for establishing new businesses, growing and sustaining
existing businesses and developing and upgrading labour. Conclusions are offered that
reflect upon the potential and limitations of the indigenous approach,

Indigenous approaches to local and regional development

The indigenous approach connects to the concepts and theories of local and regional
development discussed in Chapter 3. In their emphasis upon the resurgence of local and
regional economies, transition models characterise this perspective as ‘development
from below’ (Stohr 1990). This view interprets indigenous approaches as bottom-up
ways of growing and nurturing economic activities that are embedded in localities and
regions, It seeks to draw upon the distinctive local and regional strengths and charac-
teristics of dynamic industrial districts, especially their flexibility and adjustment capa-
bility. Policy interventions can promote the development of locally decentralised
production networks, local agglomeration economies and local networks of trust, coop-
eration ard competition as well as the local capacity to promote social learning and
adaptation, innovation, entrepreneurship (Stdhr 1990; Pyke and Sengenberger 1992;
Amin and Thrift 1995; Cooke and Morgan 1998; Crouch et al. 2001). Problems have
emerged in attempts to implant simplistic versions of the industrial district model rather
than adapting it to particular local and regional circumstances (Hudson er al. 1997;
Storper 1997).

Institutionalist and socio-economic approaches overlap with theories of innovation,
knowledge and learning to emphagise the importance of local and regional institutions
in developing indigenous assets and resources and promoting adjustment capabilities in
localities and regions (Bennett ef al. 1990; Campbell 1990; Storper and Scott 1992,
Amin and Thrift 1995; Scott 2004). Institutions — both formal such as organisations and
informal such as networks — can mobilise potential assets, promote innovation and shape
local and regional supply-side characteristics (Cooke and Morgan 1998). Institutions are
also central to explanations of why localities and regions have failed to adapt and over-
come the ‘lock-ins’ that can inhibit growth trajectories (Grabher 1993; Cooke 1997;
Woife and Gertler 2002). Recognising particular structural probiems and distinctive
assets in place, and developing context-sensitive policy instruments have long traditions
(Hirschman 1958; Seers 1967). Experiments are encouraged, drawing upon more inter-
active and consultative forms of policy-making, and new institutions are built to develop
joint working and partnership to address shared problems (Morgan and Henderson
2002). Interventions may be microeconomic and focus upon the supply-side in com-
bining ‘hard’ infrastructures, such as broadband telecommunications links, with ‘soft’
support for networking and knowledge transfer to build innovation capacity, encourage
new business establishment and existing business growth, and to foster colleetive
knowledge creation, application and leaming (Morgan 1997).
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The new endogenous growth theorics have contributed much to the rencwal of
thinking about the potential of indigenous local and regional development, The emphasis
upen endogenous growth from within localitics and regions opens up opportunities for
policy intervention. Indigenous approaches have begun to explore the ways policy may
shape the local and regional external economies central to increasing returns and endoge-
nous growth. These include Alfred Marshall’s labour market pooling, specialist supplier
availability and technological knowledge spillovers that were discussed in Chapter 3.
The possibility of creating and building competitive advantage and localised clusters of
economic activity (Porter 2000), rather than simply relying upon the comparative advan-
tage of inherited factor endowments, has furthered interest in indigenous approaches.
Policy interventions guided by these concepts target market failures for land, capital and
labour (Bennett and Robson 2000), seck to ensure the clear communication and response
to market signals {(Acs and Storey 2004), and emphasise human capital, innovation and
technological development. Endogenous approaches highlight the need for appropriate
balances between localisation to promote externalitics and agglomeration economies and
external connection to national and international flows of goods, services and know-
ledge (Martin and Sunley 1998). In additien, as we discussed in Chapters 3 and 4, the
growth-oriented focus of current *new regionalist” local and regional policy places a
premium upon the contribution of indigenous development in increasing the cconomic
performance of every region and raises the issue of territorial equity and balanced local
and regional development (Scott and Storper 2003).

Sustainable development resonates strongly with indigenous and grass-roets local and
regional development (Haughton and Counsell 2004; Morgan 2004), The development
of policy interventions more sensitive to the relationships between economic, social and
ecological issues and with a longer-term outlook is increasingly evident. Business can
be interpreted as a contributor to economic growth and employment creation within
mainstream markets and/or a ‘social enterprise’ with broader social, economic and
environmental aims capable of tackling localised disadvantage (Amin er af. 2002; Beer
et al. 2003). The promotion of more sustainable stewardship of indigenous assets and
resources in ways that encourage locally and regionally appropriate and sustainable
forms of local and regional development has been sought. “Weak’ sustainable develop-
ment policy interventions include the use of environmental regulation and standards to
develop new businesses, local trading networks and ecological taxes on energy, resource
use and pollution (Hines 2000; Gibbs 2002; Roberts 2004). ‘Strong” sustainable devel-
opment has promoted policy interventions seeking small-scale, decentralised and
localised forms of sociai organisation that promote seif-reliance and mutual aid
(Chatterton 2002).

The aspirations of post-development in localitics and regions chimes with indigenous
approaches in its emphasis upon empowered, grass-roots leadership and nationally,
regionally and locally appropriate and determined forms of development (Gibson-
Graham 2000). Posi-development proposes radical bottom-up and grass-roots approaches
to local and regional development that present alternatives to the imposition of top-down
models developed and imposed by external interests. Locally and regionally derived and
led policy interventions have sought to nurture more ‘diverse’ or varied cconomies better
suited to the particular economic and social needs and aspirations of localities and
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regions (Gibson-Graham 2004). Initiatives include Local Exchange Trading Schemes,
time-banks, social enterprises and intermediate and secondary markets for labour, goods
and services {Leyshon et al. 2003).

In sum, indigenous approaches attempt to work with the grain of local and regional
economies rather than attempting to implant unconnected assets and resources with little
existing linkages within particular places. Sustainable development is central to indige-
nous interventions in recognising the relationships between economy, society and
ecology, the benefits of smaller-scale and incremental development and embedding
longer-term approaches more appropriate to the development aspirations and needs of
localities and regions. Local and regional institutions play a central role in indigenous
policy in gathering and interpreting local and regional knowledge of economic and social
needs and contexts, building relationships, working closely and providing ongoing
support as well as building networks and mutual learning and cooperation among peers.
Formal institutions can include the public sector as well as the social partners of organ-
ised labour unions and business associations, and civil society.

To provide the foundations for more context-sensitive policy, indigenous interven-
tions are founded upon detailed assessment and understanding of how particular local
and regional economies actually work. They retain the potential for selectivity and
targeting in developing initiatives to address particular needs, for example tapping into
the entreprencurialism of black and ethnic minority groups, addressing the vocational
training needs of young people or meeting the needs of specific disadvantaged commun-
ities. Using the distinction from Chapter 2, the objects of indigenous interventions are
individuals, entrepreneurs, micro-businesses and SMEs and the subjects are establishing
new businesses, growing and sustaining existing businesses and developing and up-
grading labour. The {ollowing sections examine the instruments and policies deployed
in the indigenous approach to local and regional development.

Establishing new businesses

The creation of new businesses is a fundamental element of indigenous local and
regional development. Establishing new businesses is an important way of fostering
economic activity and tapping into underutilised resources in localities and regions.
Enterprise — the readiness to embark upon new ventures with boldness and enthusiasm
— and entreprencurialism — the ability to seek profits through risk and initiative — are
important assets and resources with the potential to contribute to economic growth,
income generation and job creation (Armstrong and Taylor 2000). Entreprencurs can
identify opportunities and resources that are currently yielding low or non-existent
returns and shift them into higher-return activities through establishing new businesses,
increasing efficiency through more optimal resource altocation and intensifying compe-
tition (Acs and Storey 2004). Social enterprise with broader social, economic and/or
environmental aims, for example bringing formerly marginalised groups into education,
training and work or improving degraded landscapes, has become increasingly important
as a route to new business creation {(Beer et al. 2003). Self-employment can be an
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important source of ‘self-help’ in places where labour market opportunities among
existing employers are limited or low quality.

The geography of business start-ups is highly uneven, hampering local and regional
development prospects particularly in disadvantaged places. Table 5.1 shows the spatial
disparitics in ‘start-up intensity’ across industries by ranking the top and bottom ten
tocalities and regions in Germany. The most prosperous places of Frankfurt, Munich,
Hamburg and Diisseldorf and their surrounding regions have the most ‘entreprencurship
capital’ and perform markedly better than the less prosperous places with less entre-
prencurship capital in the older industrial areas and former eastern Lander (Audretsch
and Keilbach 2004). International comparisens reveal that new firm formation rates were
broadly similar with rates in the highest performing regions at between two and four
times that of the lowest performing regions (Reynolds et al. 1994). The highest rates of
new firm formation are evident in urban regions with high proportions of employment
in small firms and high rates of in-migration (Acs and Storey 2004). Prosperous amd
densely populated areas offer large and potentially diverse markets for goods and
services, supporting a diversity of opportunitics for new business establishment. Local
traditions of business start-up and toleration of failure can encourage others and attract
entrepreneurs from beyond the locality or region.

Table 5.1 Start-tup intensity by locality and region in Germany, 1989-1992

Rank Locality /region Start-up intensity
1 Munich, surrounding area 246
2 Dlsseldorf, city 20.2
3 Hamburg, city 19.7
4 Offenbach, surrounding area 18.6
5 Wiesbaden, city 17.7
6 Starnberg 17.1
7 Munich, city 16.1
8 Frankfurt am Main, city 16.¢
9 Hechtaunuskreis 159
10 Speyer, city 15.4
318 Lichtenfels 56
319 Trier-Saarburg 5.5
320 Here, city 5.5
321 Graftschaft Bentheim 54
322 Héxter 53
323 Bremerhaven, city 5.3
324 Tirschenreuth 5.2
325 Coburg 52
326 Cuxhaven 5.2
327 Kusel 4.8

Source: Adapted from Audretsch and Keilbach (2004: 956)
Note: Start-ups per 1,000 population for all industries.



INTERVENTIONS: INSTRUMENTS AND POLICIES

While analysis of the evidence of their impacts remains ambiguous and unclear (Acs
and Storey 2004}, policy interventions seeking to encourage the formation and estab-
lishment of new businesses extend across the range of factors of production central to
getting new economic entities off the ground. For the international development policy
organisation the OECD, entreprencurship in localities and regions is shaped by the
strength of the entrepreneurial culture, the set of framework conditions and the presence
and quality of public support institutions and programmes (Table 5.2). Support services
have moved towards more integrated programmes, rather than disconnected arrays of
instruments, often using the “one-stop-shop” approach where entrepreneurs and fledgling
firms can access a singie institution for advice, information and networks (Armstrong
and Taylor 2000).

in secking to influence the sources of new entrepreneurs and businesscs, the local
and regional context of enterprise and entrepreneurialism is often the most difficult to
shape. Places often have deep-rooted legacies and traditions that shape people’s atti-
tudes and beliefs, influencing their disposition towards starting new firms and being an
employer with its inherent risks and responsibilities. Entrepreneurial propensity varies
geographically (Acs and Storey 2004). As we saw in Chapter 2, for example, more asso-
ciative or cooperative rather than individualistic forms of entrepreneurialism are deemed
more appropriate and likely to succeed in Wales due to its particular economic and social
history (Cate 2004), Indeed, encouraging business start-ups is difficult in old industrial

Table 5.2 Foundations of entreprencurial vitality

Local entrepreneurial culture Attitudes to employment and enterprise

Local framework conditions Existence of role models of entrepreneurial behavipur
Entrepreneutship skilis
Access to finance
Education and training
Exchange and cooperation networks
Bureaucratic and administrative barriers
Infrastructure, such as business sites and premises

Existing public policies Influencing attitudes and motivation
Advice, consultancy and information
Education
Training
Access to finance
Business ideas
Facilitating acquisition of businesses from retiring entrepreneurs
Premises provision
Sales and export assistance
Counselling, mentoring and peer support groups
Networks, clusters and strategic alliance programmes
Support for innovation, including university—industry linkages
Regutatory and tax climate (including special zones)
Community development

Source: Adapted from GECD (2008¢: 4)
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regions in which an ‘emplovee’ rather than “employer’ culture predominates duc o
the historical labour market dominance of large industrial employers. Drawing on the
experience of Glaspow in Scotland, Cheekland (1976) used the metaphor of the Upas
Tree o desenbe this effect  an Afncan tree whose wide branches prevent the sun-
light reaching and nurturing growth beneath its canopy. Echoing these sentiments,
rescarch in the United Kingdom suggests policy nicasures encouraging individuals with
limited human capital to start businesses may have negligible effects in low-enterprise
areas {van Stel and Storey 2004), Such “destructive’ entreprencurship can displace
existing businesses through low-price competition but ultimately prove unviable (Acs
and Storey 2004}

Identifving and stimulating potential openings for new businesses and encouraging
individuals and groups to develop their business 1deas are central to eatreprencurship
policy (Armstrong and Taylor 2008). Unmet local and regional needs in new market
segments or argas where current provision is poorly performing or weak may provide
the opportunities for new businesses. Lxploiting the benefits of new innovations and
technologies may be another source of new cconomic activitics. Linking to the supply
chain nceds of new inward investment projects may stimulate market demands for goods
and services. Examples may include affordable childeare provision, component subcon-
tracting, personal services, recycling and internel-based services. Recent policy atten-
tion has alse focused on the polential to create local markets through the procurement
of goods and services from expenditure by public bodies such as local governments,
hospitals and schoels (Morgan 2004). Sociul businesses 1in disadvantaged communities
can be established with targeted support 1o tap into such public scetor contracts.

Gaining access to capital is g ¢ritical starting point for new businesses. The funda-
mental elements of premises, equipment, materiais, staft and working capital all require
initial financing. Mirroring the uneven geographies of business start-ups, access to
capital 1s marked by local and regional disparities and finance gaps lor specific levels,
sizes and sectors of firms and types of funding (Mason and Harrison 2002). Table 5.3
ilfustrates the situation in the United Kingdom and the manifestation of the high degree
of spatial centralisation of financial institutions 1n and around london and its south-
eastern bias in the regional distnbution of investment funds (Klagge and Martin 2005).
Across cach ol the carly stages of business development, the share of venlure capital
investment 1 London and the neighbouring South East region 1s above the level that
would be expected by the respective shares ol the national stock of businesses in these
regions, Scotland benefits from its relatively autonomous subnational finaneial system
but the Japging northern and western regions experience a dearth of venture capital rela-
tve 1o their business base. Prosperous regions often benetit trom higher value land and
property prices that can act as collateral agamst which to borrow investment capital. In
declining localities and regions. redundancy payments have supported the enterprise of
‘reluctant entreprencurs’ often pushed into self-employment by the lack of alternative
joby (Turner and Gregory 1996),

Where captital 15 lacking andfor the aspirations and purpose ol the business is both
cconomic and social, more diverse ownership struciures can provide routes to indige-
nous local and regional development. Cooperatives, mutuals, community and eniployee
ownership are forms of collective ownership of assets that can be used o exercise ocal
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Table 5.3 Regional stnicture of the venture capital market in the United Kingdom,

19982002
Location quotient
Region Early stage Expansions MBO /MBI Total
London 2.07 1.56 2.03 202
South East 1.37 1.12 1.20 1.17
Eastern 1.18 0.62 0.63 0.70
South West 0.44 0.35 0.50 0.41
East Midlands 0.46 1.21 1.31 0.99
West Midlands 0.48 0.90 1.00 0.90
Yorkshire-Humberside 0.47 0.64 0.64 0.61
North West—Merseyside 0.75 1.80 0.75 0.83
North East 0.40 0.64 0.60 0.54
Wales 0.10 0.28 021 0.18
Scotland 1.24 1.25 0.55 1.02
Northem lreland 0.39 .02 0.09 0.15
Total 1.00 1.00 1.00 1.00

Source: Adapted from Klagee and Martin's {2005: 405) analysis of British Venture Capital Association data

Notes: Location quotient [LQ) defined as a reglon’s share of national venture capital investment divided by reglon’s
share of the national stock of VATreglstered businesses {for 2001). Values greater than unity indicste a relative
concentration of venture capital investment in the regions concemed. MBD — Management buyocut, MBI —
management buy-in.

control, retain surpluses and orient businesses towards the workforce and needs of local-
ities and regions (Wills 1998; Cato 2004). Without the need to distribute returns as divi-
dends to external sharcholders, financial surpluscs can be recirculated among potentially
mere committed local owners and employees and reinvested in growing and sustaining
local businesses.

Other alternative approaches to stimulating and establishing new economic activities
outside the mainstream monetary or cash economy include Local Exchange Trading
Schemes. LETS are labour exchange systems established by local communities to facil-
itate economic activity in the absence or shortage of the national currency (Williams
19%6). Members of a LETS agree to provide their service to one another, such as accoun-
tancy, babysitting or painting and decorating. When they perform the service their labour
is logged in a central accounting system as a credit under their name — they are then
owed by the rest of the members of the system the number of hours they performed.
Each member chooses the type of labour in which they wish to be remunerated. Skilled
and unskilled labour may be weighted differently depending upon the preferences of the
organisers and participants of the system. LETS have the potential to benefit time-rich
but perhaps cash-poor local businesses by improving their access to human capital. LETS
and other local currency systems have experienced some successes and contributed to
local and regional development (North 2005). Problems may include initially low partic-
ipation rates and longer-term sustainability.

The right type and skill level of labour are critical to new businesses. At the outset,
entrepreneurs and owner-managers may be able to muddle through the early stages
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0 Plate 5.1 Growing indigenous businesses: a small firm incubator in Eindhoven, the
Netherlands

Source: Photograph by David Charles

of development but as businesses expand functional divisions of labour and technical
expertise become more important (Campbell ef al. 1998). Local labour market informa-
tion and matching as well as professional support and skills upgrading can be supported
by targeted policy interventions. However, existing entrepreneurship strategies com-
monly favour those individuals who already possess superior financial, human and social
assets. Indigenous labour market policy interventions are explored in more detail below.

To root and support new business formation in place, policy interventions have
utilised property-based approaches. The provision of appropriate sites and premises
linked to the vital infrastructures of telecommunications and transport can provide the
local and regional spaces for entreprencurship. As part of the capital stock in neo-clas-
sical theory, such elements are integral factors of production. Business incubators, for
example, aim to improve survival rates for new business by providing common services,
infrastructure and peer group support in affordable, often subsidised, and shared accom-
modation. Once established, businesses then leave for more appropriate premises and
the incubation process begins again. Incubators connect with indigenous local and
regional development by targeting particular activities, places and/or social groups, for
example marginalised groups such as women, ethnic minorities or youth and places such
as inner cities, peripheral housing estates or rural arcas. Example 5.1 describes an incu-
bator initiative for black and ethnic minority women in Cincinnati in the United States.



| 164 |

INTERVENTIONS: INSTRUMENTS AND POLICIES

Example 5.1 The Cincinnati Minority and Female Business
Incubator, United States

The Cincinnati Minority and Female Business Incubator was first organised in 1989 to
address the small business development needs of minority and women small business
owners. It was launched by the city’s economic development corporation inside a pre-
existing, specially demarcated ‘empowerment zone” where resident businesses are eligible
to access targeted tax incentives, loans and federally supported business programmes. The
incubator provides young entreprencurs with simple but essential business support services
including developing company letterheads, sending email, and creating websites for inter-
facing with clients. It also helps them find financial resources through public and private
sector programmes. These services are delivered to tenants through a modular workshop
series whose titles include ‘Creating a Profit’, ‘Business Skills® and ‘Building a Profit’.
Classes are available in a traditional classroom setting with an instructor, or as ‘tele-classes’
over the phone and on-line at the entrepreneur’s convenience through a business develop-
ment website. The programme uses indicators to monitor service delivery to allow
programme administrators constantly to improve the programme based on a steady stream
of feedback. The economic development corporation’s evaluation of the scheme reveals
that within the last decade of operation the incubator has created 504 new jobs filled by
low-income residents, 84 per cent of those businesses were minority owned and 43 per
cent were female owned. This targeted initiative has achieved some success but business
survival remains a concern and the scheme may reach the limits of the local pool of
potential entrepreneurs over time.

Source: www.cbincubator.org

Overlapping with innovation and technology support, larger-scale property-based
initiatives comprise research, science or technology parks for new businesses. Such
policy initiatives are often themed in a bid to attract and develop the kinds of specialised
‘clusters’ of businesses discussed in Porter’s theory of competitive advantage in Chapter
3, for example in biotechnology or acronautics. For new businesses, these interventions
are typically connected to the commercialisation and knowledge-transfer activities from
universities and research centres (Kominos 2002). Common services may include high-
quality infrastructures and shared facilities, consulting and commercial advice and tech-
nology monitoring. Such initiatives have not always delivered. and may become diluted
in their focus if a flow of tenant individuals and businesses in the targeted sectors fails
to materialise (Massey et al. 1992).

The growing sophistication and knowledge-intensity of cconomic activities is
reflected in the increasing emphasis upon innovation and technology support within
indigenous approaches to new business formation. Connecting existing businesses to
local and regional innovation systems of the kind discussed in Chapter 3 have provided
a focus for policy interventions (Braczyk er al. 1998). Securing intellectual property
rights, patents, licensing opportunities and other legal safeguards are key policy elements
in supporting the exploitation of returns from new innovations. In the context of the
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priotity given to innovation, knowledge and leamning discussed in Chapter 3, spin-off
busingsses from universities and research centres, for example, are a key focus (Armstrong
and Taylor 2000). Exploiting the potential of new technologies for local development is
central. Policy initiatives have sought to capitalise on the success of emergent industrial
districts such as *Silicon Alley’ in Manhattan, New York, based upon the new and fast
growing service and media businesses develeping from the digitisation and convergence
of information and communication technologies through the intermet (Indergaard 2004).
The geographies of the new economy are not just spatially concentrated, however.
More diverse and geographically dispersed geographies are evident, making such sectors
less amenable to spatially targeted development policy (Cornford er al. 2000),

In paraltcl with the uneven geography of business start-ups, failure rates for new
enterprises are locally and regionally uneven (Armstrong and Taylor 200(). High start-
up and failure rates can suggest a buoyant local and regional economy with a stream of
ncw business opportunities emerging and being explored. The net change and balance
between start-up and failure rates reveals whether entreprencurial activity creates net
additions or subtractions to the stock of local and regional businesses. Once new firms
are established they face the challenge of surviving through growing and sustaining the
business. Indigenous policy has focused support on these stages of growth in a bid to
maximise the contributions of fledgling and expanding businesses to local and regional
development.,

Growing and sustaining existing businesses

Approaches to indigenous development in localities and regions prioritise the develop-
ment and expansion of cxisting businesses, especially micro and small and mediurn-sized
enterprises. Table 5.4 illustrates the size ranges of such firns in terms of employment.
Echoing our discussion in Chapter 3, small firms are central to the locally decentralised
production networks in transition theory, the external economies in new endogenous
growth theory, the small-scale and local forms of sustainable development and the diver-
sity of firm and size and ownership structures envisaged in post-development.

Positive assessments of the role of micro-businesses and SMEs underline their
dynamism and potential for employment growth, their ability rapidly to pick up on new
demands and occupy market niches and their agility, flexibility and adaptability due
to simpler organisational and decision-making structures (Birch 1981; Armstrong and
‘l'aylor 2000; Acs and Storey 2004). Micro-businesses and SMEs may be iocally owned

Table 5.4 Firm sizes by employment

Size Employment
Micro 0-4

Small 5-49
Medium 50-249
Large Over 250

Sourge: Adapted from Armstrong and Taylor {2000 266}
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and controlled, reducing dependence upon external economic interests, and they may
have potentially higher degrees of local and regional embeddedness and commitment
and loyalty to locality and region. At the local and regional level, a varied size structure
of micro-businesses and SMEs can underpin diversified economic structures better able
to absorb fluctuations in business and industrial cycles (Armstrong and Taylor 2000).

More critical views of micro-businesses and SMEs have emphasised their lack of
scale and market power, their vulnerability to external shocks and market shifts, their
subordinate positions within hierarchical supply chains dominated by larger firms,
their limited financial resources and inability to invest in long-term projects such as
R&D, and the often limited geographical scope of their markets (Harrison 1994;
Rodriguez-Pose and Refolo 2003). Qualitatively, the nature and sometimes low quality
of employment in small firms has been questioned (Acs and Storey 2004). [n addition,
some micro- and small firms may be ‘lifestyle businesses® with limited growth ambi-
tions beyond generating income streams for the business owners or making personal
interests or hobbies financially sustainable (Dejonckheere et al. 2003). These businesses
may deliver welcome but ultimately constrained contributions to indigenous locat and
regional development.

Local and regional policy interventions aimed at indigenous development have devel-
oped increasingly sophisticated approaches to supporting micro-business and SME
growth and expansion. Policy is bedevilled by the unclear evidence of its impacts,
however, and, without geographical targeting, its potentially spatially regressive effects
in benefiting the already more prosperous places ahead of less prosperous localities and
regions {Acs and Storey 2004). In the context of the heightened global competition out-
lined in Chapter 1, enhancing competitiveness has become dominant since the 1990s.
This often combines initiatives to reduce costs — for example substituting technology for
labour, rationalising organisational systems and processes — and expand markets — for
example by supporting the development of more sophisticated and higher value-added
goods and services, Cluster policy of the kind described in Chapter 3 has been used to
support both types of approach. The ethos of intervention can encompass varying degrees
of alignment with or shaping of market structures (Bemnett and Robson 2000), for
example supporting SMEs to make their own decisions about business strategy in their
specific market contexts or encouraging radical innovation to infiuence market trends.

Research and the local and regional knowledge base on micro-, small and medium-
sized business needs is critical in designing support programmes. Business support
services can offer both generic advice, for example financial management and planning,
as well as access to specialised expertise, for example on technological issues or bespoke
business services. Policy can be selective and targeted towards specific areas and/or
social groups. ‘Development from below’ approaches emphasise the importance of such
‘real’ services delivered by local and regional institutions. These services — such as those
pioneered by the regional development agency ERVET in Emilia Romagna, Italy,
discussed in Chapter 4 — arc closc to the ground and the user community and more
capable of making tangible and meaningful contributions to local and regional business
development and growth (Amin and Thrift 1993). Support for mainstream, market-
oriented business is often distinguished from that for social enterprises with broader
econemic, social and environmental purposes.
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The neo-classical vision of the capital market providing finance equally across space
and different sizes and types of businesses we discussed in Chapter 3 is often markedly
divergent from the experience of SMEs in localities and regions (Armstrong and Taylor
2000). Capital market failure and imperfection mean that growing and expanding micro-
businesses and SMEs can experience many of the same difficulties and finance gaps of
new businesses in gaining access to capital at affordable rates. Internal market imper-
fections occur when capital is not lent due to the existence of safer alternative invest-
ment opportunities elsewhere, the higher transaction costs of dealing with SMEs, the
perceived relative risks of untried businesses and the scale and location of the business.
Early stage businesses may still lack the sufficient track record of delivering returns on
investment required by financial institutions to provide investment capital {Mason and
Harrison 2002). External market imperfections arise from capital flight to sectors of the
economy able to deliver relatively higher rates of return, for example property during a
business cycle upswing.

Indigenous policy instruments have focused on debt or borrowings and equity or
financial ownership as the two principal means of financing, especially as early stage
businesses are often unable to draw upon retained earnings. The appropriateness of debt
depends upon interest rates, loan terms and duration. The loan is typically secured on
the assets of the borrower. Collateral and the viability of the business plan are the key
critcria. Equity can be internal from owners or employees or extemal from financial
institutions. Each can vary in their influence upon the business, from regular and passive
monitoring of financial returns to more active invelvement. Indigenous interventions to
shape access to finance can include improving SME business plans and relationships
with financial institutions and individual investors through effective brokerage and
network building, providing grants or subsidised loans with high social returns locally
and regionally and establishing financial institutions, programmes and markets with
specific local and regional remits such as development banks and micro-finance initia-
tives {Armstrong and Taylor 2000; Beer ef al. 2003; Klagge and Martin 2005). Social
enterprises have tapped into local credit unions and other alternative sources of typi-
cally localised capital (Lee ef al. 2004). The difficulties experienced by micro-businesses
and SMEs in accessing capital have led to legislative changes to address discriminatory
lending practices by financial institutions towards individuals and businesses. Notabty,
this includes the Community Reinvestment Act in the United States which requires
depository institutions to invest specified amounts of capital in under-served sectors,
groups, regions and businesses (Leyshon and Thrift 1995).

Skills and workforee development issues can become acute for growing and expand-
ing micro-businesses and SMEs {Bennett and McCoshan 1993). Providing specialist and
targeted training is a key area, particularly for owner managers having to deal with
increasingly complex and growing businesses. Another is addressing labour market fail-
ures, particularly relating to skills shortage areas where the market is failing to repro-
duce skills and is stimulating labour poaching and wage inflation (Pike et al. 2000).
Public intervention to kick-start or support the supply-side of the labour market in spe-
cific occupations or skill groups is a key policy instrument. Other initiatives can address
recruitment difficulties since SMEs can struggle to offer competitive salaries and career
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I Plate 5.2 Supporting high-tech business: a technology park in Dortmund, Germany
Source: Photograph by David Charles

development prospects compared to larger employers. We discuss indigenous approaches
to upgrading and developing labour in more detail below.

Sites, premises and infrastructures remain critical for growing and expanding busi-
nesses. The kind of external economies central to endogenous growth theory can be
generated by putting growing businesses together under one roof. Horizontal interven-
tions can support cooperation among businesses, for example disseminating a new
technology. and vertical actions which spread information and knowledge, for example
managerial advice or common interest training programmes (Enright and Ffowes-
Williams 2001). The close proximity of firms can increase tacit learning, knowledge
sharing and other productive relations that collectively improve the competitiveness of
participant businesses (Storper 1997). This kind of policy intervention is a physical
manifestation of the cluster policy discussed in Chapter 3. Managed workspaces, for
example, target relatively established firms secking access to subsidised premises and
shared services. Similar to business incubators, managed workspaces can be targeted at
specific activities, social groups or places for indigenous local and regional development.

Growing from their role in supporting the establishment of new businesses, rescarch
and science parks can underpin existing business growth through innovation and tech-
nology support. While international in their usage as indigenous policy interventions,
rescarch and science parks have been used as broader local and regional development
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Example 5.2 The Bangalore technology hub, India

Descriptions abound of the oldest and best known science parks, those located around
Stanford University in the United States and the University of Cambridge in the United
Kingdom. A lesser known example is the burgeoning information technology hub of
Bangalore, India, where rapid growth in software exports since the late 1990s has been
partly due to government-owned and operated Software Technology Parks. Known by some
as the “Silicon Valley of India’, the region is home to six interlinked parks within the state
of Karnataka (Parthasarathy 2004). The parks are fed by research staff and technology
developments from two major Bangalore and Karnataka regional universities and have
facilitated the production of semiconductors and micro-processing chips for major multi-
national companies including Intel and Texas Instruments. The growth of the parks can be
attributed partly to the policy support they receive from the national Ministry of Information
Technology, especially legislation that promotes software exports by offering fiscal
incentives to companies to encourage them to invest in telecommunications and other infra-
structure. The dependent nature of relations within high-tech sectors between the nascent
Silicon Valley’s, including Bangalore, and the original Silicon Valley in California in the
United States may shape its future development trajectory (Parthasarathy 2004).

Source: Meheroo and Taylor (2003)

tools to transfer technology, attract FDI, support R&D and create employment (Castells
and Hall 1994). Such projects are significant in early stage industrialising countries, for
example in South East Asian nations such as India’s *Silicon Valley’, the Bangalore
‘technology hub’ (Example 5.2).

Developing and upgrading labour

Shaping the capabilitics and skills of people is the other main element of indigenous
local and regional development policy. People in localities and regions are a key resource
given their potential ability to upgrade their skills and qualifications through education,
training and development (Bennett and McCoshan 1993: Campbell et al. 1998).
Increasing the productivity of labour is central to increasing incomes and living stan-
dards (Cypher and Dietz 2004). Education and training can increase the capabilities and
capacities of labour — or *human capital” — to accommodate new technologies and to
innovate. Knowledge and skills are central to local and regional economic competi-
tiveness and policy interventions (Keep and Mayhew 1999). Developing and upgrading
labour occurs through the formal education process, from the school to the university
level, and through learning by doing in the workplace.

The challenge for local and regional development policy in developing and upgrading
labour is that there are marked geographical variations in the extent to which populations
in localities and regions are engaged in institutions to develop and upgrade their
qualifications and skills. Participation in advanced or tertiary-level education has an
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uneven regional distribution, for example, with the Slovak Republic exhibiting the
largest regional variation in enrolment in tertiary or advanced education with a coeffi-
cient of variation of 0.88 (Figure 5.1). Moving away from the Keynesian emphasis upon
managing the demand-side of the economy discussed in Chapter 3, recent indigenous
initiatives have focused upon the local and regional supply-side of markets and have
tended to steer clear of interventions to shape labour demand. Recent indigenous
approaches focus upon developing and upgrading labour as a supply-side resource for
existing businesses in localities and regions as well as a potential stimulus to entrepre-
neurship and new business start-ups.

Economic adjustment within local and regional labour markets often depends upon
the ability of labour to adapt to ongoing change in labour demand as restructuring forces
changes in employment levels, renders skills and knowledge obsolete and requires new
competences and skills to be learnt continuously. ‘Lifclong learning’ describes this
approach to ongoing skills development (Coffield 1999). Developing and upgrading
indigenous labour can tap into the underutilised resources of workers who possess
outdated or undervalued skills and cannot contribute their full potential to economic
activity and growth because their skills are not in demand (Metcalf 1995). Besides not
being an asset in the growth process, underutilisation denies labour the dignity of paid
work, poses reproduction costs to society through welfare transfer payments and other
social costs, and renders individuals, houscholds and communities vulnerable to poverty
and social exclusion (Campbell et al. 1998).

In neo-classical and, latterly, in endogenous growth theory, labour is understood as
‘human capital’ (Becker 1962) — an asset in which investment can be made and returns
expected. ‘Human resources’ is another related term used (Bennett and McCoshan 1993).
Developing and upgrading labour focuses on improving formal qualifications, skill levels
and work experience to the benefit of individuals and the broader local labour pool as
well as individual organisations in contributing to local and regional economic activity
and growth. The central aim is raising the capacity of individuals and groups to develop
and to use new innovations and technology to improve productivity. Local and regional
institutions occupy a central role in indigenous approaches to developing and upgrading
labour, from the level of schools up to the growing importance of workforce interme-
diaries — such as business associations, labour unions and other agencies — that operate

08
0.8+
0.7
0.6
0.5 I
o4 -
0.1
i E e AREEREREERERERRERNEE
526 5 § § § 0 ¢ § § 8§ 8 8 £ B 88 g st g vy
T .0 4 x ® B @ g B 4 -] : =
o 3 w = 8 = ¥ & L 9 5 8 Bw E E
53§ EE B8 0 3 ¢ E § ¢ 8§ 3§ 3 8 p 2 50 3 F 2 5 55
oga & 2 : 8 © &= = Y68 B 2
[}
=

BN Figure 5.1 Regional variations in enrolment in tertiary education by country, 2001
Source: Adapted from OECD (2005b: 146)
Note: Coefficient of variation, students per 100 population.



_____ MOBILISING IN__D__IG_ENOUS POTENTIAL
between state and market to develop workforce skills and provide support services
(Bennett and McCoshan 1993; Benner 2003; Giloth 2003), In particular, local and
regional employers in the private, public and voluntary sectors are interpreted as critical
in understanding and articulating local and regional employment demands.

Numerous local and regional development policy approaches are used to promote
labour market adjustment (Martin and Morrison 2003). Key issues concern demand- or
supply-side orientations, public and/or private provision and the nature of interlinkages
between industry and government, including educational institutions, which shape the
adjustment capability of local and regional fabour markets. Improved labour market
information, for example, is a starting point for understanding local and regional labour
market functioning, enhancing the amount of publicly available information on the local
labour force, reducing information asymmetries, identifying skills gaps and revealing
comparable skills capable of redeployment (Meadows 2001). Needs analysis and its
connection with indigenous resources locally and regionally are often used as part of
diagnostic techniques to better understand labour market change. Example 5.3 details
such a framework and its utilisation for SME development in Germany.

Development and upgrading labour can have a broad ambit, including the promotion
of business education at the school level within the public education system (Campbell
ef al. 1998). Raising aspirations and levels of educational attainment as well as encour-
aging cntreprencurialism as part of career development advice are examples. Too much
business influence in schools may skew educational priorities, however, if students
become too narrowly trained in accordance with the wishes of industry but without the
adaptive ability think broadly, critically or creatively about problems outside the realm
of commercial usefulness (Rodrigucz-Pose 1998). Furthermore, business interests may
have an economic rationale but socialty perverse incentive to encourage educational
institutions to create an overabundance of students educated in certain fields, This would
depress employee camings and intensify competition for scarce jobs, After two decades
of school level entrepreneurship programmes in the United Kingdom, however, their
effectiveness is weak (Greene 2002),

Strengthened further education systems have been sought to meet local and regional
demand for vocational or specialist education and training, across the spectrum from
general business studies to more specialised technical apprenticeships (Bennett and
McCoshan 1993). In the context of the ‘knowledge economy’, the role of higher educa-
tion and universitics in local and regional development has received considerable recent
attention developing and upgrading labour initiatives (Keep and Mayhew 1999), ranging
from the necd to retain graduates, particularly in lagging localitics and regions, to the
potential for advanced and postgraduate technical and managerial education, training
and development,

Indigenous approaches use customised training programmes to improve the supply
of skills where they are not being provided by the market and are constraining local
and regional development. Such programmes may target groups experiencing chronic or
temporary unemployment like women, youth, or older workers. Initiatives may seek to
develop entirely new skill sets, readapt or modemnisc old skills, raisc skills for entry-
level work, or break the cycle of long-term unemployment through pre-employment
training and intermediate labour markets {Belt 2003). Local governments in jurisdictions
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Example 5.3 The competencies-based economies formation
of enterprise for SME training, Germany

Training programmes for SMEs have been used extensively as local and regional devel-
opment tools internationally. The German Foundation for International Development runs
a comprehensive training programme called the ‘competencies-based economies formation
of enterprise’ (CEFE) programme. It seeks to improve the performance of local SMEs
through entrepreneurial skill building, self-analysis and encouragement of enterprising
behaviour. The programme has been used in over sixty countries and works through four
interlinked components that allow it to adapt and respond to local conditions. Each of the
modules is interactive and participatory. Phase one draws in local residents with entrepre-
neurial interests who may be suited for participation in the programme, while at the same
time letting the programme staff familiarise themselves with local cultural norms and the
economic environment. Phase two assesses the needs of groups in the community — iden-
tified by their ethnicity, age, former occupation, educational background, the size of their
business and so on — for targeted training in business development. In the third phase,
complementary indigenous resources are identified by the programme managers to assist
in the business development programme, for example local government or other donor
agencies familiar to local businesses. In the final phase, candidates from the identified group
are screened to select those business people with the strongest potential to contribute to
the local economic fabric, and on whom resources will be most effectively spent. The
designers and administrators of the training programme have found it especially effective
for small businesses with one to ten employees, 98 per cent of whom claim that their
income and turnover increased by at least 30 per cent after going through the CEFE training.
The CEFE programme demonstrates two strengths of a human resources development
programme. First, the degree of adaptability, as well as attention to local circumstances,
is a key determinant of programme success. Second, human resources training is often best
delivered as part of a larger business support scheme in which entreprencurs are selected
who will use the newly acquired skills directly within their existing enterprises. In this
way, training can complement the existing indigenous strengths of the local economy. As
we noted above, however, such programmes focus upon those often most able to help them-
selves and not the much harder to reach individuals and groups in need of support.
Source: Fisher and Reuber (2000)

with high populations of recent immigrants may, for example, establish language train-
ing programmes to improve access to employment (Meadows 2001). Concerns exist,
however, about the effectiveness of policy and public subsidy to encourage individuals
with low human capital to enter self-employment, especially in low enterprise areas (Acs
and Storey 2004).

While Keynesian attempts to manage the demand-side of the labour market through
active policy have received relatively less attention recently, they are an option for
indigenous local and regional development. Employment maintenance schemes, for
example, provide temporary subsidies to companies to keep workers employed at full
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wage levels until alternative employment and training can be set up rather than making
social payments to workers who have been made redundant and risking their fall
into unemployment and inactivity. By subsidising the cost of labour, these schemes
temporarily postpone redundancy and preserve employment levels, maintaining the
social networks of support and expectations of professional conduct that form among
employees in a workplace (McQuaid 1996). Such programmes connect with longer-term
solutions to worker redundancy including reskilling and retraining (Bosch 1992),

Area-based indigenous approaches to developing and upgrading labour focus upon
local labour markets (Martin and Morrison 2003). Territorially based employment pacts,
for example, organise agreements between local employers and labour exchanges, often
supported by public funding, to orient recruitment towards the local labour pool. This
stimulates local demand and, in the longer term, can underpin a specialised locat labour
market and raise aspirations among local residents to participate in education and train-
ing. Once in employment, access to further training and development can be supported
by local and regional institutions. More recently, however, labour market interventions,
for example the New Deal employment subsidy in the United Kingdom, are often con-
nected to broader reform of the welfare system and the targeted experiments with ‘work-
fare’ initiatives that link social policy to economic outcomes and promote supply-side
‘employability” (Peck 2001; McQuaid ef al. 2005),

Conclusion

Shaped by the conceptual understandings of “development from below’, ‘grass-roots’
and “bottom-up’ perspectives and endogenous growth from within localities and regions,
indigenous approaches contain inherent flexibility and adaptability allowing their
specific design to address particular local and regional circumstances. The context-
sensitivity of indigenous development strategies in connecting to local and regional
assets and resources are strengths but may require high degrees of policy adaptation and
learning to meet local and regional development needs. Establishing new businesses,
growing and sustaining existing businesses and developing and upgrading labour neces-
sitates detailed knowledge of the places in which policy is deployed, Capacity building
and empowerment is integral too, particularly for the effective coordination and inte-
gration of policies within comprehensive development frameworks by institutions of
government and governance working across geographical scales within a multilevel
system. Indigenous approaches may require lower-level but sustained and longer-term
funding to support long-term strategies by local and regional institutions. The potential
of indigenous approaches for connecting to the kinds of exogenous or externally oriented
approaches to local and regional development are addressed in Chapter 6.

Indigenous approaches are not without their drawbacks. Such strategies are often rela-
tively slow to yield substantive rewards. In quantitative terms, growing micro, small and
medium-sized businesses may not create substantial numbers of new jobs in short time
periods, certainly in comparison with the often high levels of claimed employment
creation by new inward investment projects. However, as we shall discuss in the next
chapter, jobs created in the local and regional indigenous sector might prove more
sustainable in e¢conomie, social and environmental terms over time. Developing and
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upgrading labeour is a long-term and ongoing task, sometimes resulting in enhanced
labour mobility and a ‘brain drain’ effect through the outflow of the skilled and the qual-
ified from lagging localities and regions. Indigenous development may be smaller scale
and perhaps less likely to effect a transformation in the development trajectory of a
locality or region, for example in contrast to the ways in which large FDI projects may
implant new facilities, occupations and industries in a place, In qualitative terms, the
culture changes required to stimulate higher levels of entrepreneurialism and raise educa-
tional aspirations may take generations to achieve. Deciding upon the quality of specific
forms of indigenous development to prioritise for policy intervention raises thorny ques-
tions that require value judgements — what types are encouraged and what forms are
discouraged or ignored (Acs and Storey 2004), These kinds of development dilemmas
are discussed further in the conclusions in Chapter 8.

An indigenous route to development may even be effectively closed-off in localities
and regions that lack any discernible assets and resources amenable to development,
rendering them dependent upon exogenous approaches, As a place, if the main resource
is abundant and cheap labour then development options may be somewhat limited.
Creating competitive advantage in the manner of Porter’s theory through increasing the
sophistication and value-added content of economic activities in the locality and region
may then prove a somewhat challenging task. Upgrading indigenous economic struc-
tures faces the moving target of keeping up with the cumulative growth and developing
advantages of more prosperous localities and regions. Echoing the potential problems
of cluster policy and exogenous approaches discussed in the next chapter, the relative
merits of specialisation and diversification remain an issue for indigenous development,
Economic specialisation can yield external economies but may breed risk and depen-
dence upon a narrow economic base. Diversification reduces reliance and spreads risk
but may not benefit from dynamic agglomeration economies, The slower pace and more
incremental nature of indigenous development may be more manageable and firmly
rooted in place but it is also potentially less glamorous and affords fewer of the kinds
of spectacular advances sometimes necessary to attract political support. Overall, indige-
nous approaches may be necessary and helpful but on their own they are not sufficient
for local and regional development. The next chapter addresses their foil: exogenous or
externally oriented approaches to development in localities and regions.

Further reading

On indigenous approaches, see Cooke, P. and Morgan, K. (1998) The Associational Eco-
nomy: Firms, Regions and Innovation. Gxford; Oxford University Press; Crouch, C., le
Galés, P, Trigilia, C. and Voelzkow, H. (eds) (2001) Local Preduction Systems in Europe:
Rise or Demise? Oxford: Oxford University Press; StShr, W.B. (ed.) (1990) Global
Challenge and Local Response: Initiatives for Economic Regeneration in Contemporary
Europe. London: The United Nations University, Mansell.

For a review of the entrepreneurship literature, see Acs, Z. and Storey, D. (2004) ‘Introduc-
tion: entreprencurship and economic development’, Regional Studies 38(8); 871-877.
On context-specific policy, see Storper, M. (1997) The Regional World: Territorial Develop-

ment in & Globul Economy. London: Guilford.

For a review of SME support policy, see Armstrong, H. and Tayler, J. (2000) Regional
Economics and Policy (3rd edn). Oxford: Blackwell.



ATTRACTING AND 6
EMBEDDING EXOGENOUS
RESOURCES

Introduction

The fortunes of local and regional economies are crucially dependent upon their
abilities to attract and embed exogenous resources. In practice, this has often meant
attempts to attract the investment of transnational corporations and to exploit their poten-
tial benefits for local and regional economies. This chapter describes the growth of the
TNCs and their changing form, especially the emergence of global production networks
and the policies and instruments seeking to attract and embed FDM for local and regional
development. It also charts the morc recent concern with attracting particular occupa-
tional groups and *creative professionals’. The decisions of TNCs to invest, reinvest or
divest, and the phenomenon of territorial competition, have the power to shape local
and regional development and to determine geographical patterns of prosperity and
disadvantage.

The rise of TNCs was an important feature of the second half of the twentieth century.
TNCs have been described as the “movers and shapers’ of the global economy (Dicken
2003). Local and regional development agencies have at various times placed a great
deal of effort in attracting mobile investors, especially in manufacturing, through local
and regional policy (e.g. Amin et al. 1994). Traditionally, TNCs have been viewed as
providers of, often, large numbers of jobs, especially for disadvantaged regions. More
recently, researchers have emphasised their role as bearers of new technology, innova-
tive management practices and stimuli to local suppliers. Thus, the decisions of TNCs
can have a great bearing on the development prospects of local and regional economies.
As well as the potentially positive benefits accruing from investments by TNCs, the
sudden withdrawal of large externally owned firms from local economies can have
devastating social and economic effects. As we discuss below, some researchers suggest
that an over-reliance on TNC investment can lead to the emergence of ‘branch plant
economies”, where the development prospects of localities and regions are shaped by
their place in the hierarchical ‘spatial division of labour® discussed in Chapter 3, with
TNCs providing at best only semi-skilled routine jobs (Massey 1995). More broadly,
the growing power of TNCs has led some commentators to suggest that they have
become more powerful than governments in determining where and when investment
takes place in the economy (Hymer 1972; Strange 1994). As we detailed in Chapters 3
and 5, despite the resurgence of the small firm as a provider of employment, wealth and



176

INTERVENTIONS: INSTRUMENTS AND POLICIES

the subject of local and regional development, the evolving TNC continues to dominate
the economic landscape (Harrison 1994; Amin and Tomaney 1995b).

This chapter aims to examine the evidence about the impact of TNC investment in
Jocal and regional economies. Theorctical and empirical developments have altered
perceptions about the potential contribution of TNCs to local and regional development.
At the same time, as we suggested in Chapter 2, questions of what type of local and
regional development and for whom have dogged discussions about the role of inward
investment in lagging regions. For instance, TNC investments in lagging regions have
heiped to reshape gender relations in some regions by specifically sceking to tap unused
pools of female labour. The impacts of such developments have proved controversial:
at one and the same time they can both provide jobs for women who may have been
previously excluded from the workforce, while at the same time confining them to “low-
skilled’ occupations (Massey 1995; Braunstein 2003), In the past, researchers tended to
take a largely critical view of the impacts of foreign direct investment on host econ-
omies, suggesting that they generated ‘dependent development’ by creating ‘cathedrals
in the desert’, which were only weakly embedded in the local economy (e.g. Amin
1985). These types of criticism continue to be levelled at some TNC investments in
lagging regions, but lately some researchers have suggested that the changing nature of
TNCs throws up a different range of local and regional development possibilities (Amin
et al. 1994; Henderson et al. 2002). This has led to efforts to discover ways of ‘embed-
ding’ TNCs in host economies often through local and regional development policies.
At the same time, the growing tradability of services, along with more efficient systems
of information and communication technologies, has led to the cmergence of mabile
service investment (Marshall and Wood 1995). Finally, the alleged shift to a knowledge
economy has raised new challenges for local and regional development and attracting
and embedding exogenous resources, including new technologies and managerial skills.
Under this scenario, crucial to local and regional development, is the attraction of the
specific occupations and professional groups that make up the so-called ‘creative class®
that underpin the knowledge economy (Florida 2002b).

The economic role of TNCs

There was a growth in foreign direct investment from the end of the 1960s, which accel-
erated in the 1980s and 1990s (Figure 6.1). TNCs account for two-thirds of global
exports, of which a significant share is intra-firm trade (UNCTAD 2004). Thus, move-
ments of goods, services and investment within firms can have large impacts on local
and regional economies. TNCs make direct investments either by greenfield investments
or through processes of merger and acquisition (M&A). The relative importance of these
two modes of entry into local and regional economies varies over time and between
places, but both have the potential to help reshape economies,

The overall figures for FDI growth obscure a highly uncven geography. Historically,
it has been the case that developing countries have dominated flows of both inward and
outward FDI (Ruigrok and van Tulder 1995; Boyer and Drache 1996; Hirst and
Thompson 1999). Indecd, the United States and United Kingdom have dominated these
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flows, although the last two decades of the twentieth century saw a sharp relative growth
in outward FDI from other countries, notably Germany, France and Japan. Japan, espe-
cially, made an important contribution to the rapid growth of overall FDI in the late
1980s and 1990s reflecting the ‘endaka” phenomenon of the appreciating Yen. This
period also saw the beginning of outward FDI from developing and newly industrialised
countries. These flows were dominated by a handful of countries, notably, before 1997,
Hong Kong, along with Singapore, Taiwan, South Korea, Malaysia, Brazil and, more
recently, China. Most FDI, perhaps contrary to the popular conception, as well as orig-
inating in developed countries, goes to developed countries. Thus, overall, FDI has
played a bigger role in shaping local and regional development in the developed world
than it has in the developing world. The United States and Europe attract most FDI, but
Japan which invests heavily abroad attracts relatively little FDI itself. These trends partly
account for the large trade surplus accumulated by Japan and trade deficit in the United
States sustained by overseas investors in the 1980s and 1990s. Among developing coun-
trics, though, China emerged at the end of the twentieth century as an important recip-
ient of FDI (Example 6.1). Overall, however, FDI flows decreased at the turn of the
twenty-first century and the long period of FDI growth slowed (UNCTAD 2004).

As well as being geographically uneven, flows of FDI vary between sectors.
Historically, FDI was very important in the primary sector, reflecting the internation-
alised character of sectors such as mineral mining and oil and gas production, which
have been important in developing countries. Here, FDI provided the capital necessary
to exploit natural resources. The growth of FDI from the 1960s and, especially, the large
increase in the late 1980s and 1990s reflected the internationalisation of manufacturing
activities, both through greenfield investments and M&A activity. Especially from the
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Example 6.1 New locations for FDI

China’s recent industrial ascendancy has made it a magnet for FDI, as this analysis from
the OECD shows:

China became the world’s largest recipient of foreign direct investment (FDI)
for the first time in 2002. Yet while this is impressive for a country that began
reaccepting foreign investment only recently, this jump is amid declining FDI
inflows to other countries, In terms of FDI per capita, China still ranks relatively
low but has still been surpassed by several OECD member countries. According
to OECD statistics, in 2000 the United States, Germany and France, among
others, all received more in foreign investment than China’s US$38.4 billion. In
2002, however, FDI to most OECD nations fell sharply, particularly in the US.
Meanwhile, FDI into China rose to a record US$52.7 billion. Nearly half of
cumulative realised FDI in China is listed as having originated in Hong Kong,
China, though this includes an uncounted amount of FDI from the overseas
Chinese diaspora, Chinese Taipei and from within China itself, via ‘round-
tripping’ in Hong Kong to take advantage of fiscal incentives offered to non-
mainland investors. In terms of investment from OECD countries, China’s
ranking has recently fallen. In 1995, China was in second place, but by 2000 it
had dropped to fourth. Also, recalling the country’s enormous population, FDI
inflows in per capita terms remain far lower in China than in all OECD member
countries, except Turkey. The composition of Chinese FDI inflows is also
different; since the 1990s, most of the FDI among OECD countrics has been
due to mergers and acquisitions, which is negligible in China’s FDI inflows.
Source: ‘China ahead in foreign direct investment’,
OECD Observer, no. 237, May 2003

1980s these developments were driven by the liberalisation of trade policies and the
emergence of trading bloces such as the Single European Market in the European Union
and NAFTA. TNCs were especially important in a number of key sectors, notably high
technology sectors (e.g. pharmaceuticals and information and communication tech-
nology industries); the automotive industry and mass production industries such as
tobacco, soft drinks and processed food. Within developed countries especially, there
has been a decline in flows of FDI in lower-cost, lower-skill manufacturing activities,
which has had significant implications for some local and regional economies. More
recently, however, there has been a marked growth in FDI in the service sector,
especially in financial services, marketing and distribution and teleservices, reflecting
the general growth of services in the economy and the growth of information and
communication technologies (1CTs) in their marketing and provision (UNCTAD 2004).

This brief overview of trends shows that flows of inward investment have grown in
importance. But the ability of localities and regions to attract and embed FDI is variable
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and this has important implications for the prospects for local and regional development
and policy, which are described below. However, the impact of FDI on host economies
is highly uneven, often reflecting the different national origins and various destinations
and diverse sectors of particular investments and different modes of entry into host econ-
omies. This suggests we should be wary about the value of general claims about the
impact of FDI on local and regional economies. It points to the need for theoretical
approaches to understanding FDI and its local and regional impact which allow for a
range of motivations, practices and outcomes.

The theory of the TNC

The theory of transnational corporations has evolved over time, often reflecting attempts
to explain shifts in the practices of MNCs. In the 1960s, Stephen Hymer was perhaps
the first to develop a view of the international economy that went beyond the neo-clas-
sical trade theory introduced in Chapter 3 by focusing on the role of the firm and its
organisation {(Hymer 1979). Hymer’s work proved both seminal and far sighted, antic-
ipating many themes in the debate about globalisation that developed years later, accu-
rately predicting the growth of a globally integrated economy in which TNCs would
play a central role. Hymer’s theory attempted to explain the large increase in US outward
FDI that occurred from the 1960s onwards. He attributed this growth to the emergence
of the large, multidivisional firm and improved communications technology, on the one
hand, and the growth of European and Japanese competition on the other. For Hymer,
the main motivation for firms to internationalise was to gain better access to foreign
markets. A wave of US investment into Europe was a notable feature of this period,
although Japan remained blocked to foreign investment, with Hymer (1972: 122)
predicting it would remain ‘a source of tension to oligoplistic equilibrium’.

Hymer’s focus on the firm and its organisation was a breakthrough in the theory of
the multinational enterprise. As we saw in the product life cycle theory in Chapter 3, a
further element of theory was provided by Vernon (1966), who emphasised the impor-
tance of technological change in the intenationalisation process. Again, attempting to
develop a theory of the internationalisation of US industry, Vernon argued that firms
were likely to introduce new products in their home market. The stimulus to product
innovation was strong in a high income economy such as the United States. As over-
seas demand for products developed this would be served in the first instance by exports
but, as products “matured’ and their production was *standardised’, firms tended to set
up plants overseas in order either to reduce production and distribution costs or to gain
better access to markets. In the first instance these plants would be located in other
high-income countries, where demand would be high for the products in question. How-
evet, as the product became more standardised, firms were likely to open plants in devel-
oping countries. The emphasis here was on ‘the timing of innovation, the effects of scale
economies, and the roles of ignorance and uncertainiy in influencing trade patterns’
(Vernon 1966: 190).

John Dunning (1988} developed an eclectic theory which drew together a number
of insights to develop a framework for understanding why firms choose to engage in
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international production. According to this approach, there are three features of firms
that engage in international production. First, firms possess ownership advantages,
notably size advantages — or scale economies — which allow them better access to finance
or technology which they can transfer between locations (O). Second, they seek to
exploit location specific assets such as markets or resources (L.). Finally, in the face of
imperfect markets, firms choose to internalise (I} activities in order to reduce the uncer-
tainties of international activity. Dunning (1988) called this approach the ‘eclectic para-
digm’ and others have called it the OLI approach (see also Loewendahl 2001; McCann
and Mudambi 2004),

The work of Hymer, Vernon and Dunning has proved highly influential in the study
of TNC activity, partly because it has spawned a wide range of research on international
business and partly because the growth of TNCs has become central to broader debates
about globalisation and local and regional development (for reviews see Hayter 1997;
Held et ai. 1999; Dicken 2003). Although principaily driven by a desire to explain the
activities of firms, these classic theoretical treatments all had geographical implications.
In general, they implied that the local and regional impact of FDI would create a hier-
archy of locations and that within this hierarchy certain regions were likely to be
confined to subordinate roles in the economy. In particular, the slowdown of growth in
the advanced world from the end of the 1970s, it was assumed, would force the devel-
opment of ‘a new international division of labour’. This would mean that ‘the survival
of more and more companies can only be assured through the relocation of produc-
tion to new industrial sites, where labour-power is cheap to buy, abundant and well-
disciplined; in short, through the international reorganisation of production’ (Frobel
et al. 1980: 15; see also Massey 1995). Hymer, for instance, predicted that:

a regime of North Atlantic Multinational Corporations would tend to produce
a hierarchical division of labor between geographical regions corresponding
to the vertical division of labor within the firm. It would tend to centralize
decision-making occupations in a few key cities in the advanced countries,
surrounded by a number of regional sub-capitals, and confine the rest of the
world to lower levels of activity and income, i.e., to the status of towns and
villages in a new Imperial system. Income, status, authority and consumption
patterns would radiate from these centers along a declining curve, and the
existing pattern of inequality and dependency would be perpetuated.

(Hymer 1972: 114}

Early waves of international investment tended to focus on secondary manufacture
associated with final assembly operations. Market size and cost factors were important
factors in the attraction of FDI during this period with multidivisional firms typically
organised on a geographical market basis. In addition, many of these branch plants were
often dependent for material and technical inputs from their parent companies and had
very little autonomy, with centralised, hicrarchical management control the order of the
day. In this perspective, the internationalisation of production would restrict some local
and regional economies to the role of ‘branch plants economies’ which could become
heavily dependent on decisions made by extemally controlled firms (Government of
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Canada 1972; Firn 1975; Telesis 1982). Such worries have been raised repeatedly (c.g.
Amin 1985) and have also been raised in relation to the impact of mobile investrment
on Central and Eastern Europe (e.g Grabher 1994; Rainnie and Hardy 1996; Sokol 2001;
Pavlinek 2004),

One common instrument used to attract FDI has been the export processing zone
(EPZ). The creation of EPZs was widespread in the low- and middle-income countries
in Latin Amecrica, the Caribbean, Asia and, to a lesser extent, Africa, from the 1970s
onward. Their introduction generally signalled the beginning of a shift away from import
substitution strategies. EPZs are advocated by the World Bank (1992) as a mcans of
internationalising developing cconomies and stimulating the development of local indus-
try. EPZs typically involve the provision of financial incentives to attract FDI, including
tax exemptions, duty-free export and import and free repatriation of profits, the provi-
sion of infrastructure and exemption of labour laws, Despite their popularity many
questions have been asked about the effectiveness of EPZs (Dunning 2000). Experiences
with EPZs have been decidedly mixed. There are generally few examples of EPZs
contributing to skill formation and the development of linkages with local industry. Even
where these objectives have been partially realised, the offer of low-cost labour, gener-
ous concessions and enclaves with modern facilities have not always outweighed
their costs, for instance in terms of foregone government revenue, or declining labour
standards. The result is that the performance of EPZs has often been poor {Jauch 2002),

The changing nature of TNCs: towards global
production networks?

During the 1990s, however, researchers nioticed changes in the nature of the branch plant
economy (c.g. Amin et af. 1994). Partly reflecting shifts in corporate organisation which
saw product-based structures replace geographical market-based structures. Overseas
plants began to assume responsibility for world product mandates (WPM) or continental
product mandates (CPM) signifying an evolutionary upgrading of plants over time and
holding out the possibility of regions altering their position in spatial divisions of labour.
Foreign manufacturing units that were initially set up to produce standard products with
semi-skilled labour, in time could acquire their own technical, managerial and marketing
expertise. Engineering capabilities acquired to perform routine technical activities —
service, maintenance and customisation of products to individual buyer needs — could
evolve inte R&D proper. Similarly, over time it was observed that some TNC affiliates
increased the amount and range of their purchases from their host economy, thus
increasing their positive local and regional economic impact. Researchers mooted a
potential transition from ‘branch plants® towards ‘performance plants’ with enhanced
and potentially positive implications for local and regional development (Amin ef al.
1994; Pike 1998). Table 6.1 summarises the potential implications of these changes for
local and regional development. Local and regional development agencies both
responded to and fomented these developments through policy support in order to
maximise the development potential of FDI. By supporting entreprencurial managers of
local affiliates in the intra-firm competition for investment, local agencies could atiract
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additional resources that could contribute to local and regional development, for instance
by assisting the development of local supplier networks and R&D activities {Hikanson
1990; Amin ef al. 1994; Young et al. 1994),

For some writers these changes were all closely connected and reflected structural
transformations in the world economy:

An important shift since the 1970s is a move from an international to a global
economy. This global economy has three particularly important characteristics.
First, industries increasingly function on an integrated world scale, through the
medium of global corporate networks, Second, corporate power has continued
to advance, so that the new industries are progressively oligopolistic, progres-
sively cartelized. Third, today’s global corporations have become more decen-
tralized through increased ‘hollowing out’, new forms of sub-contracting, new
types of joint ventures, strategic alliances and other new “networked’ forms of
corporate organization.
(Amin and Thoft 1999: 176; see also Loewendahl 2001;
Emst and Kim 2002)

The implications of these developments for tocal and regional economies were sct out
by Amin and Thrifi:

The majority of localities may need to abandon the illusion of self-sustaining
growth and accept the constraints laid down by the process of increasingly glob-
ally integrated industrial development and growth. This may invelve pursuing
those interregional and international linkages (trade, technology, transfer,
production) which will be of most benefit to the locality in question and
upgrading the position of the locality within intermational corporate hierarchies
by improvements to its skill, research, supply and infrastructure base in order
to attract ‘better quality’ branch investments.

(Amin and Thrift 1999; 182)

While such sharply drawn typologies can be readily criticised, various efforts to
develop a complex and nuanced understanding of the flows and impacts of inward invest-
ment have focused on the emergence of ‘global production networks’ {(Henderson et al.
2002; Coce et gl 2004; Phelps and Waley 2004). According to Henderson ef al. (2002)
global production networks have evolved in relation to a combination of liberalisation
policies, the rapid take up of ICT and intensifying “global’ competition. This concep-
tualisation of international business recognises that firms, government and other actors
from different societies, while responding to ‘global’ economic pressures, can have a
variety of priorities in relation to profitability, growth and economic development, which
are each necessary to understand in order to assess the production network's implica-
tions for firm and local and regional development. Global production networks comprise
three principal elements: value, power and embeddedness (Henderson et al. 2002; Coe
et al. 2004; Phelps and Waley 2004). Understanding the interplay of the relationships
between these elements helps us to understand the potential policy interventions for
attracting and embedding external investment for local and regional development.
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U0 Plate 6.1 Transnational corporations: global firms in Sydney, Australia
Source: Photograph by David Charles

Value can be created through technological innovation, brand reputation, or special
skill; it can be enhanced through technology transfer in connections between lead firms
and their suppliers; and it can be captured for a host economy by means of the regula-
tory regime and the provision of financial incentives which place limits on profit repa-
triation, specify the local content of manufactured products or ensure decent labour
standards. Power is exercised in three ways in global production networks. Corporate
power accrues asymmetrically to firms and their affiliates, but in ways which can allow
affiliates to exercise a degree of autonomy. Power is exercised by the national, regional
or local state although in ways that arc markedly different between countries. Also,
power is exercised by international organisations such as the WTO or EU and power is
also exercised by groups such as non-governmental organisations (NGOs) and trade
unions which seek to influence the activities of international corporations. Finally, the
global production network is embedded first in the set of connections that links firms,
government and other actors which are often heavily influenced by history and the
national contexts in which global firms originate. In addition, global production networks
become embedded in places and this embeddedness can become an influencing or
constraining factor in the local and regional development contribution of firms. In this
perspective regional development is conceptualised as:

a dynamic outcome of the complex interaction between territorialized relational
networks and global production networks within the context of changing
regional governance structures,

(Coe et al. 2004: 469: see also Smith et al. 2002)
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This suggests that the emergence of global production networks may raise new potentials
for local and regional development.

The role of local and regional development agencies

National governments and local and regicnal development agencies have long been
involved in providing location incentives to mobile investors. Indeed, the provision of
such incentives was a central element of regional policies from the 1950s as we described
in Chapter 4. During the 1960s and 1970s, there is evidence that investment incentives
played a role in determining the geographical distribution of mobile firms within coun-
tries and in creating manufacturing employment in lagging regions (e.g. Moore and
Rhodes 1986). But such policies have been criticised in part for providing incentives to
firms for projects that would have cccurred anyway — so-called ‘deadweight’ effects —
generating wasteful inter-regional subsidy competition and coniributing to the creation
of branch plant economies by indiscriminately attracting plants which were weakly
embedded in local economies and provided only semi-skilled forms of employment
{Massey 1995), As we distinguished in Chapter 2, such policies helped to create devel-
opment in the region, but not development of the region (Morgan and Sayer 1988).
These criticisms and changing perceptions of the nature of FDI and its development
potential altered approaches to the attraction and embedding of mobile investment; with
regional and local development agencies generally adopting more proactive policies.

Young and Hood {1993) identify the challenges facing inward investment agencics
secking to maximise the local and regional development potential of FDI in the changing
economic context. These include the need to target investment which can contribute
towards the broader objectives of local and regional development, asscssing the quality
of investment projects (e.g. the type of jobs, occupations, functions, supply chains) and
moving beyond narrow performance measures such as number of projects attracted and
jobs created. The recent paucity of large-scale, greenfield manufacturing investment in
some developed countries makes it necessary to generate expansionary investment from
within the existing stock of investors in any given location and forestall rationalisations,
leading to job loss and closure. It is also thought necessary to integrate inward invest-
ment promotion and broader focal and regional development programimes, connecting
exogenous and indigenous approaches. Attracting new types of mobile investment such
as services, R&D and headquarters activities is also important. As we outlined in Chapter
3, the emergence of a knowledge economy places a premium on the development of
regional innovation systems (Cooke and Morgan 1998). Young ef al. (1994} advocate
a strategy of ‘developmental targeting”, which amounts to:

a process which identifies inward investment market segments which match the
desired outputs from inward investment (in terms of employment, technology
transfer, trade and balance of payments and linkage and spillover effects) to
the competitive advantages of countries and regions.

This ‘developmental” approach is adopted — in rhetoric at least — by many local and
regional development agencies. As we discuss in more detail in Chapter 7, in Ireland a
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scries of official reports signalled a move away from an indiseriminate attraction of
foreign investment to a more targeted approach to particular industrics and aclivities
(such as R&D), a stronger emphasis on aftercare and more priority on promoting Irish-
owned industry (e.g. Tomaney 1995; sce also Fuller and Phelps 2004). The broad func-
tions of inwurd investment agencies are set oul in Table 6.2, Danson ef afl. (1998} obscrve
that few inward investment agencies meet the ideal type. As we suggesied in the discus-
sion of mobilising indigenous resources in Chapter 5, successlul regions though are
generally able to tailor their activitics Lo the conerete circumstances of their particular
local and regional ceonomies.

Exogenous or externally oriented strategics have the potential 1o connect with and
complement the indigenous approaches discussed in Chapter 5. Explicit linkage pro-
gramimes have been used to exploit the market opportunities for the supply of goods und
services from Jocal and regional businesses 1o inward investment plants, especially where
autonomy has been decentralised and decision-making devolved to plant-level (see Amin
et wl. 1994 [or an analysis). Such stralegies can encompass supply chain initiatives by
local and regional agencies focused upon technology, skills and training, and manape-
ment. Such programmes can be deliberaiely oriented towards indigenous, tocally and
repionally owned companies. The knowledge transfer from exlenally owned plants can
have a demonstration and upgrading effect upon indigenous firms. driving innovation
through supply chains and enhancing their competitiveness, through initiatives such as
auditing mechanisms, technology transfer and formalised relationships (Vale 2004).

Table 6.2 Functions of inward investment agencies

Policy formulation Liaison and dizlogue with parent organisation
Guidelings for inward investment policy
Assessment of effectiveness of policy
Integration with naticnal and regional industrial policies
Development of partnership scripts and protocols for joint working
Inveslmeani premotion Markeling information and intelligence
and attraction Marketing planning
Marketing operations outside and inside the relevant area
Management of overseas ggents and offices
Investment approvals Screening and cvaluation of potential projects
Granting of incentives Consideration of investment offers
Incentive application advice and approvals (including direct
financial incentives plus training grants, innovatian grants,
land and buildings, etc.)
Providing assistance Assistance with pubhic utilities {roads, water, electricily, sewerage,
telecommunications}
Facilitics and site
Training and recruitment
Links with universities and rescarch instilutes
Supply chain linkage and development
Meniloring and aftercarc  Continuation of assistance post-launch
Relationshin management and ligison {including reinvestrment,
projects, upgrading local suppliers, etc.)

Saurpe: Adapted from Young of al (2984)
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Networks shaped by focal inward investors can amplify external economies, reducing
transaction costs for network participants. Agencies have often used such policies to
grow specialised local linkages in an attempt to anchor and embed externally owned
plants in localities and regions. Yet, such initiatives can also lock-in highly localised
suppliers into dependent relationships with externally owned plants. For the inward
investor, local and regional assets and linkages can be mobilised to their advantage
against other plants in other places within intra-corporate competitions for investment.

TNCs and regional economies in practice

Despite the claims of some commentators, Phelps and Waley (2004) suggest that much
of the recent literature may have overstated the renewed local orientation of TNCs. They
maintain that the extent of local linkages and the impact of local supplier initiatives
must be set against trends towards the consolidation of procurement among major
international partner supplier firms. The autonomy of local affiliates and the attempt to
influence them by development agencies is limited by their dependence on decisions
made in global production networks. There are few, if any, truly ‘global’ corporations,
although many employ that rhetoric for marketing and other purposes. Most still have
strong roots in their national economies. The most internationalised firms tend to orig-
inate in small countries with constrained domestic markets. Even among the largest firms
most tend to locate the bulk of their production in their home economy, with key func-
tions such as R&D only partially internationalised at best (Ruigrok and van Tulder 1995;
UNCTAD 2004). Ruigrok and van Tulder (1995) contend that the nature of a firm’s
domestic bargaining arena (vis-a-vis the state and labour, etc.) is at the root of its
internationalisation strategy. Thus, a company’s internationalisation strategy is heavily
influenced by the nature of its bargaining relations within its domestic industrial
complex and, as we discussed in Chapter 4, its attendant economic, social and political
structures.

Thus, Dicken (2003) warns against unambiguous, all embracing, evaluations of TNC
impacts on host local and regional cconomies. The net costs and benefits will depend
on the interaction between the attributes and functions of particular activities within their
corporate system and the nature and characteristics of the host local and regional
economy. The impact of these developments can be seen in contrasting case studies.
Coe et al. (2004) have examined the impact of BMW’s investment in the underdevel-
oped region of castern Bavaria. BMW has traditionally concentrated its German invest-
ments in Munich and remains 47 per cent owned by the Quandt family from Bavaria.
In the carly 1980s, the company made a strategic decision to expand its production to
castern Bavaria, attracted by skilled labour and the willingness of the local union —
in the face of opposition from its national headquarters — to accept new working prac-
tices. BMW invested €7 billion in the region, creating three plants, directly employing
35,000 people, with a further 20,000 employed in supplier firms. BMW’s principal
site in Regensburg was made available after the German government was forced to
abandon the construction of a nuclear waste facility in Wackersdorf. The federal and
state governments provided incentives and infrastructure to attract BMW to the region.
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The new production system introduced by BMW required co-location of supplier
firms and some of these global suppliers’ branch plants have now become leading plants
within their parent companies, setting benchmarks for other plants in the production
network. Coe et al. (2004: 478) conclude: ‘Eastern Bavaria’s regional economy has,
without doubt, benefited from globalizing processes linked to the region via BMW’s
production network’. It represents an example of value creation (through the new invest-
ment) and value enhancernent (through the transfer of technology to supplier firms),
facilitated by interactions and negotiations between the firm, government and labour
representatives within the region and beyond, albeit in a context where BMW has consid-
erable power by virtue of the scale of its presence.

By contrast, Phelps and Waley (2004} have examined ‘one multinational company’s
attempt to disembed itself. Specifically, they examine the linked investment and divest-
ment strategies of Black and Decker in North East England (discussed in more detail
in Chapter 7), northern Italy and China. Black and Decker captured a monopoly in the
market for power tools in the 1960s, although by the 1990s this market had matured
and the company's monopoly position was eroded by growing retailer power, dimin-
ishing brand strength and low-cost competition. The company rapidly internationalised
in the 1960s from its base in Baltimore, Maryland, adopting a classic decentralised,
multi-domestic organisation consisting of twenty-threc wholly owned manufacturing
operations around the world, giving a degrec of autonomy to its local operations. Faced
with the erosion of its monopoly, the firm began to consolidate its power tool operation
and initiated a process of mationalisation, especially in Furope, with the intention of
specialising in a narrow range of products.

The autonomy of factories therefore began to decrease with the centralized allo-
cation of ncw products to remaining production operations . .. [although] an
element of affiliate management autonomy remained, promoting a degree of
intra-corporate competition for the right to manufacture new products.
(Phelps and Waley 2004: 200)

In 1998, Black and Decker announced plans to close four power tool plants, one of
which would be in Europe. This generated an intense competition for survival between
two plants, one in Spennymoor, North East England, and one at Molteno, near Milan,
in northern [taly.

The Spennymoor plant operated in the distinctive context of the United Kingdom
with its ‘open door’ policy to FDI, which involves ‘minimal monitoring of or perform-
ance requirements placed on inward investors’ and within a local economy heavily
dependent on FDI (Phelps and Waley 2004: 200; sce also Pike and Tomaney 1999). It
is this lightly regulated context which makes both investment and divestment relatively
straightforward and less costly than in more regulated economies in continental Europe.
The plant was one of the company’s largest and remained non-union in the most densely
unionised region of the United Kingdom (Pike and Tomaney 1999). Faced with the
threat of closure, though, local managers and development agencies sought to strengthen
their bargaining position, by reducing production costs and by securing over £1 million
in state regional policy support for new imvestment in the plant.
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In a measure of the geographical interdependencies in international production
networks, Spennymoor’s success speiled disaster for the plant in Molteno in Lecco
province in Lombardia. Northern Italy presented Black and Decker with a different
socio-economic and institutional context. The plant was one of the few foreign-owned
factories located in an industrial district dominated by small firms and subject to the
more stringent [talian regulatory regime. Unlike the plant in Spennymoor, the Italian
plant was unionised. A major difference between the cost structure of the two plants
was that the relative prosperity of the northern Italian economy and the tighter labour
market regulations meant that it was difficult for the Molteno plant to make use of tempo-
rary workers to cope with peaks and troughs in the production cycle. Overall, the
Molteno plant had higher production costs than the UK plant and it was for this reason
that the plant became marked for closure. The local unions and the management, together
with the regional government, developed a case for retaining the plant, but when this
looked forlorn, sought to maintain the site as a location for production. The more strin-
gent legal requirements surrounding plant closure in Italy meant this local coalition
compelled Black and Decker to run down the plant in ways which kept the facility and
workforce intact, while new investors were successfully attracted to the site, partly
through the provision of public investment incentives. Local and regional development
institutions thercfore played a critical role in mediating the processes of international
economic restructuring with decisive implications for local and regional prosperity.

The rise of FDI in services raises the question of the degree to which these can
become embedded in regional economies. Some economies have attracted a large
amount of mobile service investment. Ireland, for instance, especially the greater Dublin
region, has become a major centre for software production through the attraction of FDI
(see Chapter 7). Employment in software grew from 7793 in 1991 to 31,500 in 2001,
although it declined thereafter. The majority of this employment was in overseas firms,
which generated over 90 per cent of the sector’s revenue and a similar proportion of the
sector’s exports, with Irish-owned firms tending to be niche specialists. The attraction
of a number of high-profile international investors including Microsoft helped to produce
a pool of skilled software engineers which in turn helped attract further investments
{(National Software Dircctorate 2004). TNC affiliates of software firms in Ireland began
in the main by manufacturing packaged software, but the role of affiliates evolved into
the more complex task of ‘localising” software for different markets, which requires a
range of engineering skills, leading to an upgrading of the industry’s skills profile. The
development of software localisation activities has stimulated the growth of significant
supplier industries in [reland, notably in printing (of software manuals), turn-key services
{notably packaging} and the out-sourcing of localisation activities themselves. OQver time,
TNCs have opted for longer-term supplier relationships offering development opportu-
nities for the Irish economy. IDA Ireland, the development agency, strongly supported
these upgrading efforts. This upgrading process means that ‘Irish-based affiliates are
becoming European corporate hubs, and now occupy more important roles within their
corporate hierarchies than during previous rounds of inward investment’ (White 2004:
252; see also O Riain 2000).

The Irish affiliate of the Canadian software firm Corel was widely cited during
the 1990s as an example of successful plant upgrading, although, ultimately, this was
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insufficient to save it from closure. Corel located in Dublin in 1993, gradually expanding
employment after demonstrating its ability to outperform its firm’s headquarters in

Canada in software localisation. By the end of the 1990s, the Irish affiliate employed

200 staff. Despite the profitability of the Irish operation, broader problems in the
company led Corel to announce the closure of its Dublin office. White observes:

The affiliate’s superior performance or good relationships with local institu-
tions proved inconsequential in determining the affiliate’s future . . . Ultimately
it was not local factors but rather factors internal to the corporation that deter-
mined the embeddedness of this particular affiliate.

(White 2004: 254)

Despite the relative success of Ireland in attracting such ‘high-quality’ investment, its
heavy dependence on decisions taken outside the country means that such employment
is always at threat from corporate-driven rationalisation. Despite the sectoral differcnces
and national contexts, the Corel and Black and Decker stories have important similari-
tics and implications for local and regional development institution strategies aimed at
attracting and embedding exogenous resources. The closure of Black and Decker’s
Italian plant as ‘a centraily conceived parent-company strategy was no respecter of the
accumulated status and network embeddedness of major affiliate operations’ (Phelps and
Waley 2004: 211). Indeed, the Black and Decker story had a further twist in 2001 and
2002 respectively, when the company shifted jobs from Spennymoor to Suzhou in China
and to Usti in the Czech Republic in search of cheaper cost production locations. The
threat of closure once again hung over the plant and was enough to extract further invest-
ment incentives from the UK state to *safeguard’ the remaining jobs (Phelps and Waley
2004). These issues not only confront individual firms, but also can sweep through entire
regional cconomies when they become dependent on a concentration of externally owned
branch plants in particular sectors, such as in ‘Silicon Glen’ in Scotland (Example 6.2).

Coe et al. (2004: 471) conclude that ‘cconomics of scale and scope embedded within
specific regions are only advantageous to those regions — insofar as such region-specific
economies can complement the strategic needs of trans-local actors situated global
production networks’. It is this process of ‘strategic coupling’ that determines the pros-
pects for local and regional development emanating from the attraction and embedding
of mobile investment.

Attracting and embedding occupations?

The challenges confronting those charged with atiracting and embedding mobtle invest-
ment in order to promote local and economic development remain profound, especially
in lagging regions. The literaturc on mobile investment generally views the ability of
regions to target specific types of mobile investment as importan, yet difficult. Ann
Markusen makes the case for targeting occupations in addition to industries based on
acknowledgement of the “decrcasing commitment of both firms and workers to each
other or to localities, due to integration and the ability to work from remote sites via
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Example 6.2 Crisis in Silicon Glen

Scotland’s Silicon Glen was an archetype ‘branch plant economy’, with a strong repre-
sentation of computer hardware manufacturers. Scotland faced a crisis when these firms
began to run-down employment and divest posing new challenges for development
agencies, as the following report from Business Week shows:

Clouds over Silicon Glen: Foreigners spawned a high-tech boom. Now they’re
pulling out

A pall has descended over Scotland’s once-vibrant Silicon Glen. On Aug. 1,
Sanmina-SCI Corp., the Alabama-based maker of computer and electrical gear,
announced it would lay off 750 workers at its plant in Irvine, Scotland. Sources
at IBM’s operation in Greenock, which employs 5,500 workers, say plans are
under way to shift manufacturing out of Scotland as part of the company’s
recently announced restructuring. ‘Five years ago, our staff spent all their time
negotiating pay rises and better benefits for electronics workers,” says Danny
Carrigan, the Scottish head of manufacturing trade union Amicus. ‘Now they
seem to spend all of their time dealing with layoffs.’

Scottish officials began wooing foreign tech companies in the 1960s with
regional government grants. A host of mostly American and Japanese multina-
tionals took the bait, giving rise to a 50-mile high-tech corridor stretching from
Edinburgh to Glasgow. By the early 1990s, clectronics had displaced whisky as
Scotland’s top export.

Now, the distress in the global technology industry is exposing the weakness
of an economic policy built on winning foreign investment at the expense of
developing homegrown industries. International heavyweights such as Motorola
Inc. and NEC Corp. are shutting their Scottish plants and shifting production to
Asia and Eastern Europe. Silicon Glen's assembly-line workers earn an average
of $1,300 a month, approximately ten times more than their counterparts in
China. Job losses at Silicon Glen over the past two years add up to some 15,000
—more than 20% of the area’s workforce. ‘Silicon Glen has been a major contrib-
utor to the Scottish economy, but we have become overly dependent upon a
narrow base of foreign companies,” says lain McTaggart, general manager of
the Scottish Council for Development & Industry, a lobbying group in Glasgow
... Scotland, home to 5 million people, depends more heavily on exports than
does the rest of Britain. Electronics make up 51% of Scotland’s overall exports.
The plants in Silicon Glen shipped out $3 billion worth of goods in the first
quarter of 2002 — down 16.3% from the same period last year ... Scottish
Enterprise, the government agency charged with promoting the electronics
industry, is working with many of Scotland’s most prestigious universities to
spin-off new technologies and businesses.

Source: Business Week, 2 September 2002
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the Intcrnet” (2002: 1). Such an approach would suggest a subtle shift in local and
regional development policy to one where the conditions are provided which attract
particular types of workers, rather than a focus on particular economic activities or firms.

Richard Florida (2002a, 2002b) has gone further and argued that the future of local
economies relies on attracting and retaining members of the ‘creative class’, comprising
those who work in sectors such as technology, media and entertainment and finance and
whose activities embody creativity, individuality and differcnce. Creativity, according
to Florida, is the new motor of the economy. Creative types can be identified by their
relaxed dress codes, flexible working arrangements and leisure activitics focused on
exercise and extreme sports and their preference for “indigenous street level culture’.
They are attracted to ‘bohemian’ environments that can provide the conditions which
will support their creativity. Such cities are supposedly characterised by the *3 Ts': toler-
ance, talent and technology. Citics, in particular, according to Florida, must now compete
to attract members of the ‘creative class’ by creating the environments in which they
choose to live. The creative class values places for their authenticity and distinctiveness.
Although influential — several US cities claim to have implemented policies aimed at
attracting members of the creative class — Florida’s analysis and prescription have been
criticised. While Florida implies that many, if not all, cities can create the conditions
for the growth of the creative class, in practicc he seems to be describing conditions in
cities which arc at the leading edge of the knowledge-based economy, including *world
cities’, and which may be consolidating their economic advantages. Peck (2005) has
criticised such *hipsterization’ strategies and the analysis upon which they arc based,
suggesting that they involve little more than the celcbration of the lifestyle preferences
of high-income groups in ways which accelerate inequalities and intensify territorial
competition with potentially wasteful side cffects (see also Asheim and Clark 2001).
Florida, himself, has stated that the emergence of the creative class appears to be linked
with a growth in inequality in world cities (sec Fainstein 2001; Buck et al. 2002; Hamnett
2003). Despite its weaknesses, Florida’s work does draw attention to the importance of
human capital in local and regional development, in general, and the attraction of mobile
investment, in particular — as we noted in Chapters 3 and 5. Markusen’s (2002) rather
less breathless analysis points to the importance of wider labour pools in enhancing local
attributes, not simply in satisfying the specific requirements of incoming firms. Activities
which seem aimed at local markets may constitute regional assets with spillover effects
on the productivity of other regional cconomic activities. This emphasises the impor-
tance of skilled labour ‘because it increases the productivity and performance of a range
of firms and industries, both indirectly and via in creating, attracting and retamning firms
and thus jobs’ (Markusen 2002: 7). Local and regional development institutions have
only recently attempted to transfate the ideas of attracting particular occupations — and
even the ‘creative class” — with as yet uncertain outcomes.

Concluslion

The attraction and embedding of exogenous resources in the form of mobile investments
and occupations remains crucial to the prospects for local and regional development.
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The policy instruments and measures of local and regional development institutions can
be pivotal in securing, retaining and developing the potential as well as ameliorating the
problems of potentially footloose forms of economic activity and growth. TNCs continue
to be the movers and shapers of the world economy. Indeed, the growing trend towards
deregulation of economic relations between and within countries is probably contributing
to the strengthening of the position of mobile firms. Local and regional development
prospects are influenced by the changing nature of the TNC and, especially, the emer-
gence of global production networks. The emergence of such networks can have quite
ambiguous implications for different regions. There is evidence that some localities and
regions and their development agencies have proved adept at working with the grain of
change in TNC organisation to maximise the local benefits of investments. Attracting
particular occupations has ¢merged as a key element of exogenous-oriented develop-
ment strategies too. Again, the role of local and regional development institutions and
policy is critical in rooting such potentially footloose assets for local and regional devel-
opment, even if the ambiguities and vagaries of territorial competition render any
approach to externally oriented development a difficult and uncertain strategy.

The evidence discussed here confirms the themes explored in Chapter 4 and points
to the importance of effective local and regional government and governance as a mech-
anism for dealing with the threats and opportunities posed by exogenous development
strategies. Effective local and regional policy which is oriented towards ‘development’
and ‘network’ forms of intervention can potentially help to ensure footloose and mobile
assets contribute to local and regional development — albeit for perhaps ever more
feeting time periods. At the same time, the role of national and international authori-
ties in limiting the wasteful effects of the kinds of unregulated territorial competition
described in Chapter 1 is increasingly critical too. The effectiveness of the multilevel
governance system which was examined in more detail in Chapter 4 then looks even
more important when considering exogenous approaches to local and regional devel-
opment. The final part of the book — Part 1V: Integrated Approaches — draws upon the
introductory context, the discussion of what kind of local and regional development and
for whom, the frameworks of understanding and policy interventions to consider our
case studies of local and regional development in practice.

UOn the relationship between TNCs and local and regional development, sec Amin, A.,
Bradley, D., Howells, 1., Tomaney, J. and Gentle, C, (1994) ‘Regional incentives and the
quality of mobile investment in the less favoured regions of the EC°, Progress in Planning
41(1): 1-122; Dicken, P. (2003) Global Shift: Reshaping the Global Economic Map in
the 2ist Century (4th edn). London: Sage; Henderson, J., Dicken, Q., Hess, M., Coe, N.
and Yeung, H.W-C. (2002) ‘Globatl production networks and the analysis of economic
development’, Review of International Political Econonty 9(3): 436464,

For a review of the roles of RDAs, see Danson, M., Halkier, H. and Cameron, G. {2000)
Governance, Institutional Change and Regional Development. London: Ashgate,
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LOCAL AND REGIONAL 7
DEVELOPMENT IN
PRACTICE

Introduction

This chapter brings together the concerns of the book and considers integrated
approaches to local and regional development in practice. It addresses a series of case
studies in which the global context, models and theories of local and regional develop-
ment, institutions of government and governance and approaches to indigenous and
exogenous development policy have been played out in particular places in the quest
for local and regional prosperity and well-being. Emphasising the point that local and
regional development is a global concern made in Chapter 2, the choice of case studies
is deliberately international drawing upon the experiences from across three continents
globally: Europe, Central and North America and East Asia.

Each case study is organised around the key themes addressed in the book. These
comprise, first, the kinds of local and regional development models and strategies.
Second, the concepts and theories used to understand and interpret the local and regional
development issucs and to inform policy and institutional interventions. Finally, the
specific development strategies and policy initiatives, the extent to which they have been
successful and their future challenges. The cases are different kinds of territories in
size, prosperity, development irajectory and government and governance context. Each
reflects diverse experiences and particular characteristics, legacies and predicaments.

Yet, cach case study shares common issues that are revealed by an analytical approach
informed by the main themes in the book. Each case faces shared challenges of eco-
nomic adjustment and change, particularly addressing the problems of decline and/or
establishing new or Tecreating the conditions for growth that may prove more enduring
and sustainable. Each place faces the task of analysing their local and regional develop-
ment predicament and constructing feasible models and strategies to shape their future
development trajectory. A common issue is the management of interventions seeking
to balance indigenous and exogenous assets and resources, particularly between manu-
facturing and service activities. Each locality and region pursues its development in
particular national institutional and political contexts of government and governance
within an increasingly multilayered polity. Addressing the enduring problems of socio-
spatial inequality engrained in uneven development connects the experience of our case
studies,
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We begin our analysis with the North East of England. This region of the United
Kingdom was among the first to industrialise during the nineteenth century. The North
East is now struggling with the legacy of the long-run economic decline of its tradi-
tional industries, branch plant economy tradition, weak service sector and limited local
and regional institutions. Ontario — another early industrialising region and province
within Canada — is attempting to effect a transition towards a learning region in the
context of continental economic integration, increasing competition between North
American region-states and multilevel government and governance in the Canadian
federal system. Silicon Valley is a region of California in the United States that has
experienced enduring growth from its post-war industrialisation based upon maintaining
its leading position in high-tech growth industries and capacity for innovation and
learning. Unequal social and spatial development and the challenge of sustaining the
Silicon Valley model dominate its local and regional development concerns.

Following rapid industrialisation, Busan has experienced relative decline in the
shadow of Seoul's accelerating growth and the sharpening of regional inequality in South
Korea. A new commitment to ‘balanced national development® and the profound decen-
tralisation of the institutions of government and governance is secking to address the
local and regional development gaps. Ireland emerged from a period of economic crisis
to experience very high economic growth rates from the late 1980s — the Celtic Tiger
phenomenon — regulated by national social partnership. Sharpening social and spatial
inequality has raised questions about the sustainability of this local and regional devel-
opment trajectory. In Spain, Seville has a long history as a major city of Andalusia but
its growth trajectory has been marked by economic and social under-performance since
the 1980s. An ambitious development strategy to transform Sevifle into a ‘technocity’
— the ‘Californiz of Europe’ — on the back of high-tech-led development has floundered
and reinforced uneven social and spatial development. In Mexico, the State of Jalisco’s
industrialisation had provided a diversified industrial base prior to faltering in the 1980s.
In the context of continental liberalisation and integration within NAFTA, development
has revived through the support of indigenous industries more embedded in the local
and regional economy,

North East England: coping with industrial decline

North East England is a classical example of an industriat region which experienced
large-scale social and economic change in the final decades of the twentieth century.
Situated in northern England and adjacent to the Border with Scotland ( Figure 7.1), the
region’s growth from the middle of the eighteenth century to the end of the nineteenth
was linked to the industries of the steam age. By the end of the twenticth century,
scarcely anything was left of these industries. From the 1930s onward, the North East
became a ‘policy laboratory’ where successive regional interventions were tested, but
none of which have arrested the long-run relative decline of the region; indeed, that
decline accelerated in the last decades of the twentieth century (Hudson 1989; Robinson
1989, 2002; HM Treasury and Department of Trade and Industry (DTI) 2001).
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Historical growth and legacy

The city of Newcastle upon Tyne was an important trading centre during the Middle
Ages, but the North East region’s rapid growth from the eighteenth century resulted
from the development of ‘carboniferous capitalism’. This closely interlocked cluster
of industries comprised coalmining, iron and (later) steelmaking, shipbuilding, heavy
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engineering including the manufacture of railway locomotives, bridges and armaments,
underpinned by a local banking sector, grew serving the markets of the expanding British
Empire. Indeed, the North East was a leader in steam age technologies throughout the
nineteenth century. In the first decade of the twentieth century, fully one-guarter of
the global output of the shipbuilding industry was produced on the banks of the region’s
three principal rivers, the Tyne, Wear and Tees (Hudson 1989). The legacy of the
dominance of the traditional and often indigenous industries imparted a strong degree
of path dependency upon the region’s subsequent development trajectory. The region’s
growing population led to the expansion of urban centres such as Newecastle, Sunderland
and Middlesbrough and a proliferation of mining communities in the northern coalfield.
By the end of the nineteenth century, however, there was evidence that the region’s
key industries were losing their competitiveness in the face of declining productivity
levels, technological changes and new intetnational forms of competition. Control of
the banking sector in the North East began to move out of the region to London, inte-
grating with the capital markets in the City and loosening its links with local and regional
industries.

During the period between the First and Second World Wars, the weakness of the
North East’s industrial base became apparent. Within the context of a global depres-
sion, collapsing markets for coal and ships in particular led to the emergence of mass
unemployment and social conflict. The North East became defined as a ‘problem region’.
The British state eventually responded to the crigis with modest experiments in regional
policy involving the provision of new factory space and incentives for firms to locate
in the region. In parallel, local and regional institutions of capital, labour, the local state
and civil society began to form regional organisations to represent their interests. At
the same time, a debate began concerning the appropriate forms of government for the
region, which focused on the need to move beyond a highly localised and fragmented
form of local government (Tomaney 2002).

During the inter-war period, the technologies and industries of the post-sieam age —
with the important exception of bulk chemicals in Teesside — tended to develop in other
regions of the United Kingdom, notably the South East and the West Midlands. It was
the onset of the Second World War which proved the region’s saviour as the demand
for coal, ships and armaments increased and was sustained into the 1950s. The owner-
ship structure of industry changed during this period under an interventionist national
government. Coalmining was nationalised in 1947. Later, the steel and shipbuilding
industries were also taken into state control, rendering the North East a ‘state managed
region’ (Hudson 1989). Waves of merger and acquisition activities saw control of local
industries shift out of the region, usually to London, southern England or beyond
(Marshall 1978; Smith 1985; Pike 2006). From the 1960s onward, though, the pace of
restructuring quickened. Coalmining contracted first in the 1960s and then following the
defeat of the miners” strike in 1985. Tens of thousands of jobs were lost in the sector.
Similar processes affected steelmaking, shipbuilding and engincering in the last quarter
of the twentieth century often as a result of the interaction of market forces and state
policies. State ownetship, although originally conceived as a means of safeguarding
employment, had become a mechanism of retrenchment and restructuring, Privatisation
of the basic industries, as part of the ‘frec-market” policies pursued by the Conservative
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governments of the 1980s and 1990s, signalled the final rundown of these sectors and
firms, often devastating local communities (e.g. Hudson 1989; Robinson 1989: Tomancey
et al. 1999; Tomaney 2003).

The effects of this contraction in the North East were offset by two processes. First,
during the 1960s and 1970s, successive national governments, following the Keynesian
macroeconomic approach to national demand-management outlined in Chapter 3, oper-
ated an extensive regional policy aimed at tackling the problems of lagging regions like
the North East. In general terms, this policy sought the geographical redistribution of
growth through both restrictions on development in fast growing areas and incentives
for firms to invest in designated ‘development areas’. With relatively high rates of unem-
ployment swelling the labour pool and depressing wage levels, exogenous development
was sought as the North East became a focus for mobile forms of manufacturing invest-
ment, especially for labour-intensive activities owned by UK and US companies.
Alongside the restructuring of manufacturing, the region benefited from the general
erowth of service industries which emerged as an increasingly important provider of
employment. The growth of services in the North East, when compared to other regions
of the United Kingdom, rested disproportionately on the expansion of the public sector,
often through state-directed relocations of civil service jobs, while business services, for
instance, tended to be under-represented (Marshall 1982: Robinson 1989). Shaped by
the urban entrepreneurialism discussed in Chapter 4, the physical regeneration of some

W Plate 7.1 Decay in an old industrial region: housing stock abandonment in Easington in North
East England

Source: Photograph by Michele Allan
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parts of the region, notably the Newcastle Gateshead quayside arca, was a significant
development at the turn of the twenty-first century. Property development and culture-
led regeneration in this urban core helped to alter the external perception and image of
the North Fast or Tyneside, but such developments tended to divert attention from the
chronic underlying weakness and social incqualities entrenched in the regional cconomy
{Robinson 2002; Byme and Wharton 2004).

The North Fast experienced important cconomic changes during the twenticth
century. However, while in absolute terms its wealth has grown and, in 2005, its unemn-
ployment rate was substantially lower than it had been in the 1980s, its place at the
bottom of the economic and social hierarchy of UK regions was contested only by
Northern Ireland. The region has fatled 1o keep pace with the growth in ceonomic pros-
perity in the English regionat context (Figure 7.2). The North East had the lowest income
per head, contained the largest proportion of communities with multiple forms ol depri-
vation, the lowest rates of employment, the lowest levels of educational attainment,
the lowest rates of entrepreneurship and. still, the highest rate of unemployment. For the
last thurty years of the twentieth century, the region lost population {HM Treasury and
[3T1 2001).

Foreign direct investment and the branch plant economy

Rellecing the outcome of previous exogenous-based reindustrialisation strategics.
pattermns of merger and acquisition and the constrained nature of the growth of the service
sector, the North Fast can be viewed as a classic “branch plant economy’. Despite the
shrinkage of the manufacturing base, the North East continues to derive a higher propor-
tion of its GDP than most UK regions from manulacturing autput with cmployment
concentrated in externally owned firms (Jones and Wren 2004). Bedevilled by the issues
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of anracting and cmbedding exogenous tesources outlined in Chapter 6, inward invest-
ment has been the main industrial policy instrument for local and regional development
in the Norh East for decades, with the aim of creating jobs and reducing unemploy-
ment. The provision ol financial incentives as part of regional policy has been central
1o this approach. Hqually important has been the distinctive ‘open door” policy to FDI
ol suceessive national governments, invelving minimal monitoring of the performance
requirements placed on inward investors and the evolution of a light regulatory frame-
work which makes both investment and divestment refatively casier and less costly than
in comparative cconomies in continental Europe. While making the region attractive 10
major international investors such as Black and Decker, Nissan, Siemens und Fujitsu,
it renders much of the region’s manufacturing employment vulnerable to rationalisation.
Large investors, such as Siemens, opened and closed major factories within 4 short space
of time when confronted with sharp and uncxpected deteriorations in product market
conditions (sce Chapler 6; see also Pike and Tomaney 1999 Locewendahl 2001; Dawley
2003; Phelps and Waley 2004).

Openncss to FDI was the hallmark of the free-market policies pioneered by succes-
sive Conservative governments between 1979 and 1997, However, echoing the concerns
about halancing and linking indigenous and exogenous local and regional development
interventions, ‘the United Kingdom government's market-led philosophy and belief in
the unequivocal benefits of inward investment resulted in an industrial policy which
made no artempt to link FDI to the competitiveness of indigenous industry” (1Loewendah!
2001: 339). Surveys of local linkages showed that despite the processes of exlernalisa-
tion, branch plants in the North East were poorly integrated into the regional cconomy.
reflceting the deep functional specialisation and integration of the region’s manufac-
turing industry into an increasingly international spatial division of labour {(Phelps 1993,
lLocwendahl 2001). Similarly, there is little evidence that FDI stimulated the develop-
ment of private sector R&L in the region (l.oewendahl 2001), which continues to
perform poorly relative to the rest of the United Kingdom (HM Treasury and DTI1 2007).

Service sector weakness

The comtinued relative importance ol manufacturing draws attention lo the enduning
weakness and partial transition towards a service-dominated economy in the North Fast.
Business scrvices are unevenly distributed throughout the United Kingdom, but arc
especially under-represented in the North Last. In part, this is a [unction of the branch
plant character of the manufacturing sector. The absence of locally headquartered and
strategic decision-making funciions restricted the opportunities for the growth of busi-
ness services in the region (Marshall 1982). The growth of financial services, which
generally favoured the South East of England but which also fuclled the development
of provinicial centres such as Leeds, Manchester and Edinburgh. occurred at a lesser
rate in Newcastle (Gentle and Marshall 1992). The North East proved adept at attracting
investments in call centres in the late 1990s. Almost 50,000 workers - over 4 per cent
of the regional workforce, twice the national average - were employed in call centres
in the North East in 2003 (IDT1 2004), Call centre employment, however, replicated
many of the features of the manufacturing branch plant cconomy providing mainly
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routine jobs and being only loosely rooted in the region (Richardson et al. 2000). The
North East’s disproportionate dependence on public sector employment remained. From
the 1970s onwards, successive governments decentralised civil service ‘back office’ jobs
to the North East, while generally retaining higher-level occupations in London and the
south. Moreover, as we noted in Chapter 4, waves of privatisation, ‘agencification’ and
restructuring in the public sector institutions of government and governance tended to
impact disproportionately on the North East as routine jobs were automated or contracted
out (Marshall et al. 2005).

Strengthening local and regional institutions?

Periodically since the 1930s, political debate in the North East has questioned whether
the structures of local and regional governance are suited to the task of promoting the
region’s development. The notion that the North East’s governance structures were ill-
suited to promoting the adaptation of the region’s economy and managing land-use plan-
ning has been a central and recurrent theme. In the 1960s and 1970s, the expansion of
Keynesian redistributive regional policy was accompanied by the creation of new
regional planning structures. These bodies though were appointed by and remained
accountable to national government and had little executive authority. In the late 1970s,
the first efforts were made to develop a coherent regional plan, but these were halted
with the election of the Thatcher government in 1979. Thus, in common with other parts
of England, the region’s governance was characterised by fragmented and periodically
restructured local government and a growing tier of regional organisations that were
largely accountable to central government. While this witnessed the establishment of one
of the first regional development organisations in England, Northern Development
Company, its initial remit was to intensify the strategy of exogenous development based
on attracting FDI. Another feature of the region during the last half of the twentieth cen-
tury was the political dominance of the Labour Party at the local and national parliamen-
tary level. This provided a degree of continuity, but, unlike the Communist influence in
Emilia Romagna discussed in Chapter 4, this did not provide an ingredient for the emer-
gence of a successful ‘regional productivity coalition® (see also Tomaney 2002, 2005).

The idea that strengthening regional institutions was a necessary ingredient in efforts
to tackle inter-regional inequality and the plight of lagging regions like the North East
was taken up by the New Labour government in 1997. The new administration insti-
tuted a programme of devolution to establish the Scottish Parliament, National Assembly
for Wales and legislative assembly in Northern Ireland. There were multifarious polit-
ical and cultural factors that led to the adoption of this programme (Tomaney 2000). In
England, the focus was increasing coordination and effectiveness of the plethora of
government agencies already operating at the regional level and the creation of priority
regional development agencies (RDAs) in every part of England to lead the economic
development agenda. The RDAs are agencies of central government, rather than of the
regions themselves, although together with regional chambers they did provide space
for new actors to engage in regional policy-making (O’Brien et al. 2004).

Echoing the new regionalist agenda of raising regional and thereby national economic
performance, RDAs were instituted in prosperous as well as lagging regions, breaking
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with the post-war regional policy tradition of discriminatory and selective institutional
support for assisted arcas (House of Commons 2003; Fothergill 2005). In the shadow
of a relatively more powerful Scottish Parliament (Pike 2002a), demand for a devolved
political settlement for the region grew among the North East’s political class. A
proposal to create an elected regional assembly in the North East, albeit with very modest
powers, was rejected in a referendum in 2004. This left the region without institutions
which could become the focus of *development coalitions’ (Keating ef a/. 2003) or, still
less, for the basis of a ‘developmental regional state’ (O Riain 2004) which — as we
discussed in Chapter 4 — are associated with successful local and regional development
elsewhere in Europe.

The North East faced profound challenges at the start of the twenty-first century. It
is an economically weak and politically marginal region in the UK context, with little
evidence that the development gap betwecen it and the rest of the United Kingdom was
closing. Morcover, the perils of strategies based on exogenous development discussed
in Chapter 6 meant that the forms of competitivencss that had underpinned its devel-
opment through the attraction of FDI in the second half of the twentieth century were
being croded as cost-sensitive and often labour-intensive manufacturing and increas-
ingly service-oriented investments were made in new locations such as Central and
Eastern Europe, China, India and other parts of Asia. The limits of the national strategy
of the previous decades were revealed:

The key historic location advantage of the UK has not been its technological
or skill infrastructure, but rather institutional openness to FDI and new work
practices and cost advantages connected with low relative labour costs and the
availability of government incentives. While FDI in the UK is likely to be asso-
ciated with organisation innovation, as MNCs like Nissan introduce new work
practices and supplier relations, flexibility and cost-oriented investment moti-
vations arc unlikely in themselves to lead to technological innovation and inte-
gration with local industry.

{Loewendahi 2001: 337)

The region has been left with a constrained indigenous industrial base, little in the way
of technological and skill-based advantages upon which to innovate and promote adjust-
ment, dwindling and increasingly selective national and EU local and regional policy
support, and poorly configured institutions of local and regional government and gover-
nance. North East England’s local and regional development prospects appear relatively
bleak.

Ontario: economic adjustment, continental integration and the
limits to learning in a North American reglon-state

Ontario is the industrial heartland of Canada. The province is the economic motor of
its national economy, accounting for around 40 per cent of Canada’s total GDP and
employment {Wolfe and Gertler 2001). Historically, Canada’s national development
strategy and its privileged position within the British Empire shaped Ontario’s local and
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regional development trajectory. Latterly, the relationship with the United States has
become economically and politically dominant, especially given its geographical prox-
imity (Figure 7.3). The particular form of post-war growth and prosperity experienced
by Ontario has left the province with a legacy of structural issues. These include a branch
plant economy due to high levels of foreign-ownership, under-investment in R&D and
a wage advantage for labour with comparable skills and productivity relative to the
United States due mainly to state-provided social benefits, including public healthcare.
In government terms, Ontario is a province within the Canadian federation.

From industrial heartland to learning region?

From the early 1980s, Ontario experienced a sustained period of economic restructur-
ing triggered by the kinds of challenges we introduced in Chapter 1, globalisation, tech-
nological change and intensified competition, each of which process has been accelerated
by cconomic integration with the United States (Wolfe and Gertler 2001). The carly
1990s recession was the deepest since the 1930s Great Depression, worsened by tight
macroeconomic policy, high interest rates and currency appreciation, a new Federal value
added tax and a US business cycle downswing. Ontario’s output contracted by 7.8 per
cent and 320,000 jobs were lost, almost two-thirds in manufacturing, unemployment
rose above 10 per cent and investment collapsed (Wolfe and Creutzberg 2003). Amidst
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a modest recovery in the late 1990s and early 2000s, Ontario’s growth has remained
sluggish (Figure 7.4) and, while employment is growing in the upturn, unemployment
remains volatile (Figure 7.5).
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Despite deindustrialisation and the structural shift towards services revealed in the
high proportion of service employment (Table 7.1), Ontario remains a manufacturing
heartland producing over 50 per cent of national manufacturing GDP in Canada (Wolfe
and Gertler 2001). Nearly half of all jobs in the province are in manufacturing. Although
the productivity gap with the United States remains, it has narrowed amidst lower
employment levels. During the late 1990s economic recovery, high-tech sectors expe-
rienced high output and productivity growth while the overall number of plants and jobs
fell (Wolfe and Gertler 2001). Table 7.2 illustrates that automotive assembly and parts
dominate manufacturing, principally ‘The Big Three’ (Ford, GM and Daimler-Chrysler)
and Japanese transplants (Toyota, Honda, Suzuki-GM), and the province is the second
largest producer in North America after the US state of Michigan.

Electrical and electronics products, especially telecommunications equipment, remain
important too. Leading high-tech firms have been attracted (e.g. Silicon Valley-based
Cisco Systems) to tap into highly qualified, productive and, compared to the United

Table 7.1 Sectoral composition of employment, Ontarlo, selected years, 1955-2001

Year Primary industry Secondary industry Tertiary industry
1955 13.7 38.3 48.0
1981 9.6 33.3 57.1
1971 6.1 33.5 60.4
1975 4.7 308 64.5
1981 4.6 30.2 65.2
1991 3.3 i8.0 71.7
1996 2.9 17.4 736
2001 2.0 18.2 734

Source: Adapted from Wolfe and Creutzberg (2003: 74)

Table 7.2 Top ter manufacturing industries in Ontaro, 1999

Industry Value of shipments % Top ten % All industries

and other revenue

(CON$ m)
Transportation equipment 98,637.3 46.6 384
Food and beverage 21.867.2 10.3 8.5
Electrical and electronic 20,2771.7 2.6 7.9
Chemical 17,753.5 84 6.9
Primary metais 14,164.0 6.7 5.5
Fabricated metal 12,549.2 59 4.9
Machinery 8,889.1 4.2 35
Rubber and plastics 6,350.3 30 25
Refined petroleum and coal 5,935.5 2.8 2.3
Paper 5,052.2 2.4 2.0
Total 211,476.0 100.0 82.3

All manufacturing industries 257,033.3
Source: Adapted from Woife and Creutzberg {2003: 75}




States, relatively lower wage labour. Supported by a dense research infrastructure,
mirroring many of the attributes of a strong regional innovation system, information
technology industries in Ontario include 8,000 firms and employ over 300,000 in the
‘Technology Triangle” around Cambridge, Kitchener, Waterloo and Guelph and *Silicon
Valley North® in the Ottawa-Carleton region (Leibovitz 2003; Wolfe and C reutzberg
2003). Ontario, especially Toronto, is attractive for high-skilled labour from within
Canada and internationally. In terms of attracting the exogenous resources potentiaily
offered by the ‘creative class’ discussed in Chapter 6, recent rescarch compares Canadian
citics respectably on creativity indices with city-regions in North America (Gertler
et al. 2002).

Alongside concentrations of foreign ownership, Ontario has a sirong indigenous
sector of home-grown international companies with headquarters and key R&D func-
tions in the province, for example in telecommunications and acrospace (e.g. Nonel
Networks, Bombardier). Indigenous banking is important too. Toronto is a key finan-
cial centre nationally and third after New York and San Francisco in North America,
although its relatively small size, autonomy and national oricntation has meant limited
scale economies and an inability to promote indigenous industrial adjustment (Wolfe
and Creutzberg 2003).

Local and regional development in Ontario has focused upon the challenge of
adjusting to deindustrialisation and promoting the kind of innovation and shift to a
*learning cconomy’ capable of sustainable development discussed in Chapter 3 { Gertler
1995). The aim has been ‘to promote the transition of the Ontario economy towards
those sectors and firms with the capacity to generate higher wage, higher valuc-added
and environmentally sustainable jobs’ (Wolfe and Gertler 2001: 585). Changing from
the historical focus upon top-down, hierarchical, nationally-centred policy and ‘hard’
infrastructure in the post-war period of the kind introduced in Chapter 1, recent local
and regional development policy has sought to build a more decentralised regional
innovation system based upon intersectoral cooperation, trustful relations and social
leamning (Wolfe 2002). Mobilising indigenous and attracting and embedding exogenous
resources are evident. Provincial government policy has invested long term in post-
secondary education since the 1960s and constructed a strengthened rescarch base and
links with industry, upgrading existing manufacturing and, during the early 1990s, devel-
oping clusters.

Changes since the 1990s in Ontario’s economy have been profound but uncven. Evi-
dence exists to support the role of policy in improving ihe guality, sophistication, tirc-
finess and innovation record of economic activities in the province {Wolfe and Gertler
2001). Elements of a regional innovation system exist atongside a fragmented policy
context sometimes lacking coordination. Influenced by the dominant neo-liberalism
of their close neighbour the United States, in some asscssments Canada’s individual-
istic and anti-cooperative culture has militated against private sector support and partic-
ipation in the high-trust relations and partnership-based social organisation central to
the more associative forms of governance described in Chapter 4 (Leibovitz 2003).
Challenges remain for local and regional development in Ontario as it grapples with a
pattern of growth that is morc productive but gencrates fewer and specific sorts of jobs.
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Continental integration and the emergence of a
North American reglon-state

During the 1950s and 1960s, Canada’s National Plan embodied Keynesian demend
management and opened the economy to free trade and the foreign investment-led
modemisation of its resource and manufacturing sectors (Wolfe and Creutzberg 2003).
Post-war growth and prosperity disproportionately favoured Ontario through Federal
import substitution industrialisation, patent legislation and preferred trading links in the
Commonwealth remnants of the British Empire. This ‘Golden Age’ reached its limits
with the crisis of Fordism we discussed in Chapter 3 and in the changing economic
context of local and regional development. Stagflation, internationalisation and overca-
pacity intensified competition from the 1970s.

Crisis stimulated debate between competing visions of the state’s role in the economy
and industrial policy in the 1970s and 1980s, mirroring the tension between neo-clas-
sical and Keynesian interpretations of local and regional development discussed in
Chapter 3. Trade-led adjustment struggled with a more interventionist approach to devel-
oping the ‘technological sovereignty’ of Canadian industry, inspired by the experiences
of post-war France and Japan (Wolfe and Creutzberg 2003). Amidst the neo-liberal turn
in the international political economy, the Royal Commission on the Economic Union
and Development Prospects for Canada (1985) rejected interventionism for a market-
oriented approach due to the openness of the economy, federal structure and fragmented
social structures incapable of fostering consensus. Canada subsequently sought free trade
and integration with the United States, tight monetary policy and labour market reforms.

Trade-led adjustment accelerated the global and especially US integration of Canada
and Ontario in an emergent North Ametican economy, following the Auto Pact in the
late 1960s, the Free Trade Agreement (FTA) in 1989 and its successor the North
American Free Trade Agreement with Mexico in 1994, Trade and investment flows were
liberalised and cross-border production networks expanded as indigenous Canadian firms
sought expansion into the larger and more lucrative US market (Wolfe and Creutzberg
2003). Exports and imports in key sectors are dominated by trade with the United States.
Ontario’s exports to the United States account for around 45 per cent of its GDP
(Courchene 2001). Cross-border rationalisation has procceded through mergers and
acquisitions, forging links between Canadian and US and global firms (Wolfe and Gertler
2001). As a problem gencrated by exogenous development, low wage and low value-
added activities have been readily outsourced to Southern US states and Mexico in the
context of external control and foreign-ownership.

As part of North American economic integration, the ‘East-West® national Canadian
economy has been supplanted by a series of ‘North—South’, cross-border ‘regional’ econ-
omies between Canada and the United States (Courchene 2001). Ontario has reoriented
itself from a provincial economic heartland and focal point for the trans-Canadian
economy to a North American region-state, building upon its close geographical prox-
imity to major US markets in the Great Lakes. Central to this transformation is Greater
Toronto’s evolution from a provincial capital with significant international reach to a
global city-region. Ontario and Greater Toronto are secking to build their broader
roles in the North American and international context while preserving their national
positions within Canada,
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Multilevel government and governance in the
Canadian federal system

Connecling 1o our discussion in Chapter 4, within Canada’s multilayered system of
government and governance, the {ederal level remains important for local and regional
development. Indeed, the late 1990s economic recovery owed much to federal macro-
economic reforms and stability (Courchene 2001}, Devolution to the provineial level
has proceeded unevenly but has included post-secondary cducation and additional
research funding (Wolfc and Gertler 2001). In Ontario, provineial -municipal relations
between regional and local government were profoundly reorganised by the incoming
Conservative Administration in 1996 as it sought to enhance the provinee’s altractive-
ness in a North American context and wrest back power from pubhc scctor unions.
“Hard’ services (e.g. prapenty, infrastructure) were shified to the municipalitics and *soft”
services (e.g. cducation, health and welfare) to the provineial level {Courchene 2001).
Intergovernmental coordination remains thorny and tensions continue between the
lederal and provincial levels. Despite devolution to the provinees, no single level wathin
a multilayered sysiem controls all the policy instruments needed to implement cohesive
repional industrial strategics (Wolfe and Creuteberp 2003),

In the context of the cconomic chalienges of the 1990s, political change has compli-
cated an afrcady fragmented institutional structure in Ontario. Conservative governments
ruled from 1943 to 1985, focused upoen attracting investment and controlling public
expenditire and debt {Wolfe and Creutzberg 2003). The 1980s cconomic erisis heralded
a period of political swings and instubility. Four different governments involving all
three major partics ruled from the mid-1980s. In the carly 1990s, (he social democratie
New Democratic Party’s (NDP) local and regional development policy innovations were
overshadowed by the near “fiscalamity’ of the doubling of the provinee’s indebtedness
and triggering of successive credit down-ratings (Courchene 2001, Wolle 2002). The
market-oriented Progressive Conscrvatives were elected in 1995 and 1999 with dramatic
consequences for local and regional development policy. As part of their “Common
Sense Revolution’ of public expenditure reductions, tax cuts and deregulation to stim-
ulate growth, the administration terminated the NDI’s cluster devclopment strategy
(Wolfc 2002). Following the publication of the Ontario Jobs and Investment Board's
(1999) A Roadmap to Prosperitv, only 1n the Jate 1990s was therc a belated recognition
of the role of public scctor spending programmes and tax incentives to renew the inira-
siructure, encourage innovation and build the knowledge-cconomy for local and regional
development (Wolle and Gertler 2001).

Ontario’s movement wowards a “learning region’ remains uneven despite the evidence
of investment in rescarch, skills and cducation. Collaboration and networking continue
to be stymicd by the individualistic and anti-cooperative character of Ontario’s indus-
trial culture, its weak govemance and coordinating capacity and state traditions, the neo-
liberal agenda of the current provincial government and continued under-investment in
R&D (Atkinson and Coleman 1989; Wolfe and Gertler 2001). In the context of conti-
nental integration, key industries arc being ‘hollowed out” in both domestic and foreign-
owned sectors. Enterprise remains relatively weak in the Canadian and especially US
context limiting the effectivencss of the kinds of interventions in support of indigenous
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development identified in Chapter 5. Toronto ranked third behind Vancouver and
Montreal for venture capital financing in 2001 (Wolfe and Creutzberg 2003).

Inter-territorial competition among North American city-regions to attract and retain
investment, jobs and high-skilled labour has intensified, prompting renewed place
marketing for Ontario. Public debate has focused upon Canada’s productivity shortfall,
the falling Canadian dollar and higher taxes relative to the United States (Institute for
Competitiveness and Prosperity 2005). As Courchene (2001: 163) notes: ‘Ontario prob-
ably takes due notice of tax rates in [the Canadian Provinces of] British Columbia and
Nova Scotia. But it is far more concerned about tax rates in Michigan, Ohio, and New
York’. The Canadian ‘social envelope’ is under pressure as part of moves towards
dismantling the welfarc state in a deregulatory ‘race to the bottom’ against US states,
reinforced by the agenda of Ontario’s Progressive Conservatives of stronger incentives
for entrepreneurs, sound fiscal management and public expenditure restraint. The arena
of inter-territorial competition may yet be expanding further through North, Central and
South America in the potential transcontinental Free Trade Area of the Americas.

As we discussed in Chapter 4, the scope and capacity of the public realm and its
institutions are in question. In this context, Ontario’s governors have had to confront
the local and regional development challenges generated by the diseconomies of growth
in its major cities, the urbanisation of its social problems and the suburbanisation of its
tax base (Courchene 2001). As evidence of the growing importance of sustainable devel-
opment detailed in Chapters 2 and 3, the establishment of ‘Smart Growth’ panels are a
tentative response across the provinge, Critically, however, while Canadian cities are
usually politically weak creatures of their provincial governments {Courchene 2001),
Greater Toronto’s emergent role as a North American city-region has stoked up demands
for further self-detcrmination within Ontario province and the Canadian Confederation
(Jacobs et al. 2000). In the context of regional tensions in province—Federal relations,
Ontario faces its local and regional development challenges in a more flexible, multi-
lateral, negotiated and associative — including state and non-state organisations —
multilevel system of government and governance (Wolfe and Creutzberg 2003). The
extent to which this much more complex institutionat architecture promotes or inhibits
local and regional development in Ontario remains to be seen.

Silicon Valley is a place of recurrent interest for local and regional development. As a
geographical concentration of internationally competitive high-tech economic activities,
Silicon Valley is an icon of successful growth and a powerful symbol of US industrial
leadership and entreprencurial spirit (Walker 1995). From the 1940s, Silicon Valley has
forged and retained a role at the forefront of the fifth Kondratiev or long wave of eco-
nomic growth as the crucible of innovation and technological change in electronics in
the information and communication technology industries. Historically, Silicon Valley
centred upon Santa Clara County in the San Francisco Bay Area, Northern California
(Figure 7.6). The Valley has since extended geographically into Alameda, San Mateo
and Santa Cruz Counties and encompassed emergent multimedia activities in San
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Francisco and software firms in the East Bay and Marin County (Saxenian 1995). The
economy of Silicon Valley is dissonant with its territorial governance, spanning several
authorities with limited political or cultural sensibility (Keating 1998). In line with eco-
nomic change and linking to our discussion of the institutions of government and
governance in Chapter 4, Table 7.3 shows how Silicon Valley’s governance has evolved
through distinct stages marked by elite networks at state and Federal level and an increas-

ing focus upon local and regional issues and public-private partnership (Henton 2001).
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Table 7.3 Economic eras and thelr form of regional governance In Silicon Valley, 1950s

Econormic era Regional govemance
Semiconductors {1959-1975) Laissezfaire

® Semiconductor Industry Association
Personal computers (1975-1985) Business-led

m Santa Clara Manufacturing Group
Software {1985-1995) Collaboration

® Joint Venture: Silicon Valley Network
Internet {1895-) Networking

& Silicon Valley Civic Action Network

Source: Adapted from Henton {2001: 396)

Following a downturn in the late 1990s and early 2000s, Silicon Valley increased its
stock of fast growing firms in 2004 for the first time since 2000 and accounted for 10
per cent of all patents filed nationwide in the United States (Joint Venture: Silicon Valley
Network 2005). The Valley’s diversified mix of sectors, specialisations, firm sizes and
indigenous and exogenous ownership structures are highly internationalised within
global export markets, including well-established firms (e.g. Hewlett-Packard, Apple
Computer) and rapid growth start-ups from the 1980s {e.g. Sun Microsystems, Silicon
Graphics). The majority of firms in Silicon Valley are SMEs, however, occupying
specialised niches in intra-industry trade and representing the dynamism of indigenous
development described in Chapter 5. Key functions of headquarters, R&D and design
as well as production reside in the Valley as an example of regional industrial rather
than functional specialisation within the spatial division of labour. Since the 1960s,
routine manufacturing has been outsourced to newly industrialising countries (e.g. Hong
Kong, the Philippines) and lower-wage regions of the United States (¢.g. Texas, New
Mexico) {Scott 1988). Employment in the core technology companies is over 350,000
and, as Table 7.4 illustrates, labour productivity is more than twice the national average
(Bay Area Economic Forum 2004). New firm formation rates are high, new business
starts added 166,200 firms while deaths subtracted 125,000 firms between 1990 and

Tahble 7.4 Outpurt per capita, selected US reglons, 2002

Region Output per capita (§ Thousands)
Bay Area, CA 63.4
Boise, ID 48.5
Austin, TX 46.7
New York 47.4
Boston, MA 44.0
Seattle, WA 41.2
Houston, TX 405
Los Angeles, CA 326
Linited States 327

Source: Adapted from Bureau of Economic Anglysis (BEA) clted In Bay Area Economic Forum {2004: 6)
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2002 (Joint Venture: Silicon Valley Network 2005), New start-ups typically attract over
one-third of total US national venture capital investment funds, worth over §7 billion
in 2004. Silicen Valley's cconomic vitality underpins relatively high growth rates. At
§52,000 in 2004, per capita income levels are signilicantly above the US national average
(532,800 albeit skewed by a select group of individuals in receipt of very bigh incomes.

Explaining Silicon Valley

Conventional cxplanations of Silicon Valley focused upon the external cconomies
cxplained in Chapter 3 (Scott 198R). Production has disintegrated vertically and localised
to enable flexible adaptation to muarket uncertainty and rapid technological change
(Castells 1989). Qur other framcworks of understanding from Chapter 3, geographical
cconamics (Krugman 1991) and clusters (Porter 1990), interpret Silicon Valley as a
classic agglomeration cconomy, benefiting from the cumulatively self-reinforcing pro-
cesses of increasing returns and localised technological spillavers. Other analyses sce
an archetypal industrial district (Piore and Sabel 1984) or the coincidence of technology
cycles and reglonul growth (Hall and Markusen 1985).

Contrasting the divergent performance of Silicon Valley and its competitor high-tech
regional complex ‘Route 1287 in Massachusetts, Saxenian (1994) challenged conven-
tional accounts. Extemal economies assume clearly defined boundaries between the
inside and outside of the firm. Drawing upon the socio-cconomic approuches detailed
in Chapter 3, Saxenian’s (1994: 1) network approach argues that this focus neglects the
‘complex and historically-cvolved relations between the intemal organization of firms
and their connections to one another and the social structures and institutions of a partic-
ular locality’. Firms arc embedded in networks of social and institutional relationships
that shape and, in turn, are shaped by their actions. Over time, such networks evolve
distinctive industrial systems embedded 1n places:

Silicon Valley ... has pioneered a decentralized industrial system in which
firms specialize and compete intensely, while collaboraling in informal and
lormal ways with one another and with local nstitutions, Hke unlversities. to
leam about fast changing markets and technologies. The suecesses of Silicon
Vailey firms thus depend as much on being a part of local social and technical
networks as on their own individual activities.

{Saxceman 1995: 2)

Such networks spread the costs of new technology development., reduce time to market
and ¢nable reciprocal innovation:

Silicon Valley is far more than an apglomeration of individual firms, skilled
workers. capital and technology. Rather it is a technical community that
promoles collective learning and flexible adjustment among specialist producers
of complex related technologies. The region’s dense social networks and open
labour markets encourage experimentation and entreprengurship.

(Saxenian 1995: 12
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In Saxenian’s interpretation, the foundations of Silicon Valley’s local and regional devel-
opment trajectory were laid by leading individuals, such as Frank Terman, Dean of
Engineering at Stanford University, in the 1940s. His vision for a ‘technical community’
revolved around the kinds of competitive and collaborative relationships between indi-
viduals, firms and institutions envisaged by socio-economic approaches and was founded
upon porous institutional boundaries, continuous experimentation, information exchange
and innovation through strong and local university—industry links (Saxenian 1995). Such
developments are evidence of the approaches to indigenous local and regional devel-
opment approaches detailed in Chapter 5.

Rather than heroic individual entrepreneurialism, federal government established the
military—industrial-academic complex that stimulated Silicon Valley's early develop-
ment and periodic, defence-related expansions (Leslic 1993). Stanford University, in
particular, has been a key locus for education, research, skills and finance. Given its
relative growth and prosperity, local and regional policy has been negligible. Over time,
path dependency has locked-in virtuous networks of social and productive relations,
institutionalised both informally and formally, that underpin the dynamism of Silicon
Valley. The social and productive networks are geographically embedded — they are the
‘relational assets” forged in and through Silicon Valley as a place (Storper 1997) — and
are capable of adaptation and renewal over time. It is these social and productive
networks rather than specific individuals, firms or technologies that provide the adjust-
ment mechanisms underpinning the evolution and resilience of Silicon Valley. Figure
7.7 describes how Silicon Valley has evolved and led each techno-economic paradigm
in the post-war electronics industry.

Competition and cooperation characterise Silicon Valley’s social and productive
networks. Competitive rivalry compels firms to define and defend markets. intensifying
innovative activity (Saxenian 1995). Entrepreneurial ‘heroes’ pioneer new firms and
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technologies. High risks are matched by potentially high rewards. Silicon Valley’s rich
social, technical and institutional infrastructure of specialist goods and service suppliers
provides a uniquely supportive context. A shared commitment to technological advance
underpins an open and reciprocal culture. Informal dialogue and collaboration pools
leading-edge knowiedge about fast changing technologies in competitive markets among
industry participants. Many new ventures fail but this is tolerated as necessary experi-
mentation — a rite of passage and an opportunity for the types of collective learning
deemed significant in the innovation, knowledge and leaming approaches in Chapter 3.
Although the proliferation of start-ups and multiple businesses competing to develop
similar technologies has been considered wasteful (Florida and Kenney 1990), many
more technological and organisational alternatives are explored than could be pursued
within a large firm hierarchy or region with less fluid social and industrial structures
(Saxcnian 1994).

As a key element of Chapter 5°s indigenous approaches, the labour market is central
to the enduring economic dynamism of Silicon Valley. Social and professional networks
endure beyond the firm and transcend sectoral and occupational boundaries. An open
market exists for particular occupations and groups, facilitating job search by individ-
uals and skills matching by existing and new firms. Supported by geographical prox-
imity, high rates of labour mobility between firms are considered normal. Multi-firm
carcer paths underpin adaptability and reinforce the culture of continuous change, exper-
imentation and innovation in Silicon Valley {Saxenian 1995). Commitments to profes-
sion and technological advance rather than firms make engineers receptive agents of the
Schumpeterian “creative destruction’ in long wave theorics,

In addition to indigenous skill formation, Silicon Valley is a magnet for attracting
and embedding exogenous assets and resources such as indusiry functions and talent
from within the United States and internationally, attracted by leading-edge technology,
dynamism and potential financial rewards. High-skilled immigration, particularly from
the Pacific Rim, has further stimulated renewal. Entrepreneurial immigrants have estab-
lished new businesses, forging relations between Silicon Valley and emergent high-tech
complexes in Bangalore, India, and Hsinchu, Taiwan. [n 1996, 1,786 firms with $12.6
billion in sales and 46,000 employees were run by Indian or Chinese executives
(Saxcnian 1999). While their scarce technical skills are valued and external connections
are being built, immigrant entreprencurs have also faced discrimination in capital and
labour markets and have created social enclaves and networks for mutual support.

Unequal growth and the ‘Two Valleys’

High growth rates in Silicon Valley have confounded neo-classical explanations of local
and regional development. Silicon Valley has historically becn a relatively high-cost
location. High levels of innovation, skills and productivity offsct high factor costs in a
‘high road’ local and regional development model (Walker 1995). Historically, amidst
periods of accelerated industrialisation in the post-war period, the diseconomies and
negative externalities expected by the external economics approach have been accom-
modated in Silicon Valley. Geographical expansion and skilled immigration have
helped, especially international relationships with the nascent ‘Silicon Valleys' outside
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the United States (Parthasarathy 2004). Sustainability has become a critical issue,
however. The Bay remains among the fastest growing urban areas in the United States,
stoking inflation in land, housing and labour markets and generating congestion and
extended commuting, particularly for the peripheral workforce from San Jose, Gilroy
and East Bay. While relatively high, Table 7.5 shows how median incomes have not
kept pace with rising housing prices. Environmental damage is evident too, caused by
the production of toxic waste, particularly among the myriad of manufacturing subcon-
tractors (Pellow and Park 2002). The recent character of local and regional development
has led to calls for more sustainable development and ‘liveable communities’ in Silicon
Valley (Collaborative Economics 1998).

Growth has been distributed unequally between social groups and places in Silicon
Valley, For Siegel (1998), ‘Two Valleys’ exist divided between the relatively prosperous,
inner ‘core’ suburbs of white professional and skilled workers and the relatively disad-
vantaged, South and East Asian, Black and Hispanic “peripheral’ hinterlands of semi-
or unskilled labour. This dualism may not adequately capture the complexity of occu-
pational segregation and geographical separation along class, gender and racial lines,
however,

While a source of regional adjustment and vitality, labour market flexibility and
segmentation are key sources of social and spatial inequality in Silicon Valley. Benner
(2002) identifies three trends: non-standard employment growth (e.g. temporary and
independent contracting), high job turnover rates and inter-firm mobility and increased
skills ohsolescence. The upper echelons of the core labour market are characterised by
high skills and rewards, often accompanied by high risks. Peripheral labour market
segments exhibit functional and numerical flexibility. Class, gender and racial divisions
are marked (Siegel 1998). Despite government and non-profit training programmes, for
exatnple, non-white workers constituted just over a quarter of managers and profes-
sionals but two-thirds of operators, labourers and service workers in the top thirty-three
firms in 1996 (Benner 2002). Weak employment protection and poor health and safety
records characterise peripheral subcontract firms. Collaboration’s darker side is evident
too. Firms have sanctioned whistle blowers, prevented government regulation and

Table 7.5 Medlan houschold income, median home prices and purchasing power, selected

US reglons, 2002
Region Median household Median home Purchasing power
income ($000) price ($000;} {income as % of home price)
Bay Area, CA 72 441, 16.3
Boston, MA 62 411 151
Los Angeles, CA 45 284 15.8
Seattle, WA 49 256 18.1
New York 44 300 14.4
Austin, TX 52 157 33.1
Houston, TX 48 132 36.1
Boise, I 46 130 35.1
US average 43 166 25.9

Source: Adapted from Pepulation Demographics cited In Bay Area Economic Forum (2004: 13)
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withheld “‘commercially sensitive’ safety information {Pellow and Park 2002). Labour
organisation cnjoys limited success in this traditionally non-union and fragmented
industry, except among subcontracted janitors (Siegel 1998). As firms outsource “human
resource’ functions to specialist service providers, the insccure and volatile labour
market in Silicon Valley means employees increasingly depend upon intermediarics
(c.g. professional associations, unions) for benefits and retraining (Benner 2002).

Importing and sustaining the Silicon Valley model?

The Silicon Valley experience has proved attractive to policy-makers secking to repli-
cate its local and regional development benefits. Recurrent attempts to distil the essence
of a ‘Silicon Valley model” have shaped policy. Approaches based upon a mix of indige-
nous and exogenous approaches in a supposed formula of research universities, science
parks, skilled labour and venturc capital in an amenablc environment have often
foundered (Saxenian 1989). The ingredients have often lacked the supporting context
of historical Federal infrastructure investment, social and productive network relations
central to Silicon Valley’s continued dynamism and ability to adjust, innovate and learn
in demanding, fast changing and competitive markets.

While it has repeatedly confounded critics that foresaw its demise like other
regionally specialised industrial complexes such as Detroit and cars and Pittsburgh and
steel in the United States, questions exist concerning Silicon Valley's continued viability
and sustainable development. Some fear Silicon Valley may have outgrown the open,
competitive and cooperative culture central to its adaptability (Saxenian 1995). The
hubris of individual greed and increased litigation against former employces and/or
suspected imitators are threatening to weaken the collective social and productive
networks upon which Silicon Valley depends (Saxenian 1995). The state-led social
investment of the post-war period that powered the carly development and infrastruc-
ture of Silicon Valley {e.g. universitics) has not been adequately renewed amid the
tax cuts, reduced spending and state-level budget deficits of the 1980s and 1990s (Bay
Area Economic Forum 2004; Walker 1995). Record layoffs and stagnating wages
accompanicd the boom and bust of the ‘dot.com’ bubble of the late 1990s. Jobless
growth marks the recent recovery (Mullins 2003). internal contradictions of unsustain-
able growth accompanied by labour market insecurity and inequality may challenge the
economic and social cohesion of the Valley as concern grows about unemployment, low
wages, commuting times, job competition, housing costs and health care. Whether
Silicon Valley can regain its industrial leadership or see it pass irreversibly to the emer-
gent centres in the Pacific Rim is unresolved (Walker 1995). Silicon Valley may yet
evolve into a lesser node in an internationalising network potentially eroding the local
and regional development benefits of its growth trajectory.

Busan: industrialisation, regional inequality and balanced
national development

Busan, South Korea’s second largest city, is located in the far south-cast of the penin-
sula and emerged as an important industrial centre during the country’s rapid rise to
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industrial prominence from the 1960s (Figure 7.8). Busan’s growth was fuelled by the
development of the footwear, textiles and shipbuilding industries. South Korea’s remark-
able economic ascent occurred following its devastation in a civil war during the 1950s
in which virtually all major cities were destroyed and millions of people were killed. A
rapid process of industrialisation and urbanisation in the 1960s and 1970s meant that
Korea’s per capita income rose from 15 per cent of the OECD average in 1970 to 70
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per cent in 20035 (OECD 20054) and Korea was the eleventh largest ceonomy in the
world (Cumings 2003).

developmental state and national economic growth

Under the successive authoritarian governmenis ol General Park Chung-hee in the 1960y
and 19705 Korean industriglisation {ollowed the import substitution model, a patiern off
development that was repeated across East Asta during this period (see Chapter 2; see
also World Bank 1995). The carly Park Chung-hee governments promoted labour-inten-
sive industrics, nolably lootwear and textiles. In the 1970s, the Korean government
shifted to prometing export industries and launched the “heavy und chemical industry
drive’, locusing initially on petrochemicals and automobiles, as well as sieclmaking,
cnginecring, shipbuilding and, later, consumer electronies. The role of the government
during this period focused on protecting the domestic market, tightly eontrolling the
banking system in order to provide cheap finance for industry and ensuring a repressive
labour relations regime. These conditions facilitated the development of the chaebol,
the family-owned industrial groups, which were Juter to become global brands such as
Dacwoo, Hyundai, 1.G and Samsung {Amsden 1992; Evans 1989; Cumings 2005). The
close relationship between government, industry and finance led Korea to be given the
sobriquet ‘developmental state”, that is a systemn in which the state’s primary role is to
facilitaic industrial growth (sce Johnson 1999 Wade 2003), but in the Korcan case was
also associated with political corruption (Cumings 2005},

The highly centralised nature of the authoritanan and military governments of this
pertod mcant that industrial policies were not concerned with achicving territoriglly
balanced national development. Despite its cthnic homogeneity, however, region-
alism has deep historical roots in Korean political culture, north and south, and the pro-
democracy movements of the 1970s and 1980s partly had their foundations in strong
regional identities. As industrial location policies developed from the end of the 1960s,
regional partisanship played a part in iy designations, often favouring Scoul and citics
such as Busan and Ulsan in Gycongsang provinee, at the expense of Gwangju and the
south-western Jeolla region (Cumings 2003; see alse Kim and Kim 1992; Kim 2003).

The growth of the Korean cconomy continued more or less unabated, surviving the
oil price rises of the 1970s, until the cconomic erisis that swept through the Asian econ-
omies in 1997 (see Korea National Cemmission for UNESCO 200173, It 1s widely agreed
that, especiatly in the case of South Korea. the crisis was not an outcome ol poor macro-
ceonomic fundamentals, but of the rapid deregulation of the {inaneial system under pres-
sure from the United States, leading to umstable asset speculation (Stiglitz 2002).
Although the Korcan economy reecovered surprisingly quickly from this scthack, by the
beginning of the twenty-first century, Korea’s development path was at a crossroads.
On the one hand, Korea came under pressure from institutions, such as the IMT, 1o open
its economy more direetly to global market forces and FDI On the other hand, new
democratic governments, notably under presidents Kim Dac-jung and Roh Moo-hyun,
committed themselves to a “participalory ceonomy’ aimed at tackling incquality and
injustice (secc Kim 1996). In particular, the government ol President Roh Moo-hyun,
which took office in 2003, commuitted itself simultancously to reducing the power of the
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chaebol, attracting FDI through the creation of three ‘frece ecconomic zones® in Incheon,
Gwangyang and Busan-Jinhae, sirengthening subnational government and a far-reaching
regional policy aimed at achieving “balanced national development® and closing the
widening gap between the Greater Seoul region and the rest of the country. The new
regional policy included placing limits on industrial development in the Greater Seoul
region; moving the capital city out of Seoul and relocating over 170 government agen-
cies to the regions of Korea, in the process reducing the proportion of public organisa-
tions located in the capital region from 85 per cent in 2004 to 35 per cent by 2012,

The new policy did not go uncontested. The legislation, passed in 2004, to create a
new administrative ‘capital’ in Chungcheong Province was declared unconstitutional
by the Constitutional Court. The govemnment then proposed the ‘Special Act for the
Construction of the Administrative City’, which was enacted in 2005. In contrast to the
2004 plan, Scoul will remain as the capital and home to the legislative and judicial
branches, as well as the president. According to the revised plan, forty-nine government
agencies, including twelve ministries, will be relocated by 2014. The population of the
new city is targeted at 500,000 by 2030. The potential regional development impacts of
this move, In theory at least, are substantial (Lee et al. 2005). In addition to the new
Administrative City, the government pressed ahead with its plans to move 176 public
organisations outside of the capital region by 2012, Taken together these measures,
nevertheless, represent one of the most radical attempts in the world to aiter a national
spatial economy.

Globalisation and the growth of regional inequalities:
the challenge for Busan

The commitment to balanced national development presents a set of challenges and
opportunities to Busan, which lies 500 km south-east of Seoul and has a long history as
a port and ag a trading centre with Japan that predates the era of industrialisation {Figure
7.8). Traditionally, it was also the capital of Gyeongsang province. However, reflecting
the city’s growing size and industrial importance, Busan was given the status of a sep-
arate metropolitan authority as far back as 1962, although its boundaries were extended
subsequently. In 2005, the metropolitan region had a population of 3.75 million.
Although remaining an important industrial centre, Busan’s relative position deteri-
orated during the 1990s, with its share of national GDP declining from 8 per cent in
1990 to & per cent in 2002. Busan’s loss was Seoul’s gain as the capital and the
neighbouring Gyeonggi Province grew rapidly. This Greater Seoul region now contains
over 40 per cent of the national population. The widening gap is mostly attributable to
low labour productivity, which in tum reflects the sectoral composition of Busan’s
economy. Busan’s rclative prosperity in the 1970s was based on footwear and textile
production and other traditional forms of manufacturing, which accounted for 25 per
cent of Korea’s exports. The decline of these industries reflects the growth of low-wage
competition from elsewhere in Asia (Shin 2004), but the gap between Busan and Seoul
widened after the 1997 crisis. Seoul’s industtial mix of R&D-based firms, ICT indus-
tries, business services and media industries and its prospective role as a “world city’
prospered in the more liberal post-1997 environment (OECD 2005d). While Busan
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experienced some recovery, this was at the cost of a weakening export performance —
its share of Korean exports fell from 10.4 per cent of the Korean total in 1990 to 3 per
cent in 2005 — and a shift to the use of temporary forms of labour. Overall, Busan’s per-
formance relative to that of the capital region (Seoul, Incheon and Gyeonggi Province)
deteriorated during the 1990s (Table 7.6).

1t was the rise of Korea which presented new problems to regions such as North East
England from the 1970s that we discussed earlier in this chapter, but Busan is now
facing similar problems to old industrial regions in Europe and North America. The
economy contains relatively few of the high-tech industries that characterise the know-
ledge-based economy and hardly any locally headquartered firms. Busan’s port remains
important — and one of the largest in the world — but faces growing competition from
elsewhere in North East Asia, especially China where massive expansions in port
capacity have taken place. There is more general cvidence that firms are leaving Busan
for neighbouring or remote tegions and that new firms are growing at an insufficient
rate to offset this, while footwear and textile production has relocated to the Philippines,
Vietnam and China among others.

Recent developments, however, need to be put into context: much of the employ-
ment change in manufacturing reflects productivity gains and many firms have relocated
to the wider region. Morcover, Busan remains a world centre for shipbuilding, along
with neighbouring Ulsan. The most likely medium-term prognosis for Busan is that it
will remain an important industrial region, but with manufacturing providing a smaller
proportion of overall employment. The region needs to gencrate employment from other

Table 7.6 Waight of GDP by regions, South Korea, 1985-2000

1985 i950 1995 2000
Nationwide 100 100 100 100
Seoul 25.8 26.3 238 20.3
Busan 8.2 7.8 6.7 5.8
Daegu 3.9 4.1 398 32
Incheon 4.3 4.9 5.0 4.2
Gwangju — 2.2 2.4 24
Caejeon — 2.4 2.2 24
Ulsan —_ — — 4.8
Gyeonggi-do 129 15.5 17.0 18.7
Gangwon-do 3.7 3.0 2.7 25
Chungcheunghuk-do 34 2.9 33 35
Chungcheongnam-do 6.1 3.5 4.1 4.3
Jeollabuk-do 4.1 35 36 32
Jeollanam-do 7.6 5.2 53 4.9
Gyeongsangbuk-do 7.4 6.8 6.7 6.3
Gyeongsangnam-do 11.6 10.9 12.2 6.6
Jejudo 09 1.0 1.0 0.9

Source: KOSIS {Korean Statistical information System) Database, clted in Lee (2004)

Note: Under the 1997 agministrative area revamping, Ulsan was elevated to a metropolitan city, and taken out of
Gyeondsangnam-do province.
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sources. It has witnessed some growth in ICT-based business, although not on the scale
of Seoul, while Pusan (Busan) International Film Festival (PIFF) is the largest of its
kind in Asia and can be seen as evidence of successful place marketing and the possible
catalyst for new media industries. Nevertheless, Busan faces considerable challenges in
the context of intensifying competition in the Asia-Pacific region, where export markets
in the early 2000s grew at about twice the global average (OECD 2004b).

The task facing Busan is to maintain its important port role while developing new
and complementary economic specialisms. Critical to the region’s strategy is the devel-
opment of the Busan-Jinhae Free Economic Zone (FEZ), established by the Korean
government and opened in 2003, a form of export processing zone of the type discussed
in Chapter 6. The FEZ provides tax breaks for foreign investors, designed to increase
flows of FDI, which remain low in Korea, in general, and Busan, in particular, despite
the IMF-imposed reforms mentioned above. In the Busan context, the limits of such
initiatives are magnified because another FEZ is located in Incheon, adjacent to the
principal international airport and Seoul. FEZs could lead to increased ‘fiscal wars’
and territorial competition within Korea of the type discussed in Chapter 1 and which
Incheon seems better placed to win.

Developing indigenous assets through a regional
innovation system

The national and metropolitan authorities in Busan have sought to develop key sectors,
although by the mid-2000s these were still defined rather broadly. At the same time,
national and local actors were showing interest in the concept of a ‘regional innovation
system” (RIS). The Roh government’s decision to decentralise major government agen-
cies outside the capital region presented opportunities to develop the RIS. In a bid to
forge linkages with its indigenous assets, Busan applied for the relocation of public insti-
tutions related to its port economy — the Korea Ocean Rescarch and Development
Institute (KORDI) and the Korea Institute for Maritime Fisheries Technology (KIMFT)
and related to its emerging industries — the Korea Film Archive (OECD 2004b).

Busan has twelve universities and several research institutes but its workforce has
lower than average educational attainment and the region suffers from a *brain drain’
as graduates are attracted to the opportunities provided by Seoul. There are marked
regional differences in R&D performance in Korea (Park 2000). Moreover, Busan lacks
a well-developed technology transfer network that links the production and diffusion of
knowledge. None of the top 100 Korean firms is located in Busan. Instead, HQ func-
tions are heavily concentrated in Seoul and Gyeonggi province. In fact, there is evidence
of growing geographical concentration of key functions: in 2004 Renault-Samsung
Motors moved its technical centre to the capital region in pursuit of skilled labour. The
large proportion of firms in Busan is SMEs but these have a poor record of innovation
and Busan attracted only 0.6 per cent of Korean venture capital in 2003 (OECD 2004b).

Given the importance and difficulty of mobilising indigenous potential discussed in
Chapter 5, improving the dynamism of the regional innovation system is a priority for
national, regional and local institutions in Busan. Central government required all
regions in Korea to produce ‘regional innovations plans’. Busan developed its plan,
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which led to the launch of a Regional Innovation Committee in 2004, The Committee
comprises fifty-six representatives from the metropolitan government, business, univer-
sities, research institutes and civil society but is loosely institutionalised and has a limited
direct role. Its role is to menitor regional innovation pelicy, coordinating and networking
and making proposals to central government with the aim of promoting specialisation
in the R&D effort. In this field, and in others, actions aimed at promoting developments
in Busan quickly spillover to a wider region which includes Gyeongnam province and
Ulsan. The question of how local and regional development is governed has thus
emerged as an important issue in Korea (OECD 2(1)4b).

The government and governance of local and regional
development In the shadow of Seoul

Korea is a unitary country with a history of centralised government and limited local
autonomy. The legal foundations of local government were established in 1948, but
limited local elections began only in the 1980s. In effect, local authorities were instru-
ments of central government. Local authorities began to gain power in the 1980s and
elected Jocal government became the norm in the 1990s. But local governance remains
underdeveloped:

First, the historical legacy of central control has left excessive authority at the
central level. In particular, the education budget is largely outside the control
of local authorities. Moreover, weak self-governance and a lack of capability
at the local leve! have limited the effective use of the power that they do have.
Second, the severe imbalance in the financial resources of central and local
governments requires local authorities to rely on large transfers from the central
government, including earmarked grants. Third, there is a large variance in the
fiscal independence of local governments, with local own-source revenue
accounting for 95 per cent of spending in Seoul compared to only 17 per cent
in lower-level cities.

(OECD 20052)

The system of subnational government in Korea has evolved over time to refiect the
degree of urbanisation and functional specialisation. Busan is designated as a metro-
politan city under the Korean sysicm. in 1995, meiropolilan cilies were granted ihe
powers of provincial governments. This means that Busan's city limits usefully match
the functional region and allow effective land-use planning, but there are problems in
effectively coordinating relationships with the neighbouring province (Gyeongnam})
in some policy arcas (Shin 2000), while the metropolitan region might be too large a
scale to engage citizens in local governance (OECD 2004b).

Decentralisation policies, such as those announced by the Roh government in 2003,
present an opportunity to address some of the challenges faced by Busan. But they also
raise new issues, such as how lo raise political capacity at the local level in order that
the new powers can be effectively used. The recent struggle for democracy in Korea
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means that the country has a well-organised civil society and, echoing the concems
about democratic renewal raised in Chapier 4, a challenge is to find ways of involving
civil society more actively in local governance (see Kang 2003). Busan has experimented
with ‘local autonomy committees’ at the eup, myeon and dong level, reflecting the
‘participatory government’ principles of President Roh, although they remain relatively
minor players in the governance system (OECD 2004b).

The story of Busan’s recent relative decline is, in part, also the story of Seoul’s
accelerating relative growth. Seoul’s ascendancy, in large measure, is a product of
globalisation and the advantages this bestows on (potential) ‘world cities’. Tackling
the widening regional divide is central to the strategy of “balanced national develop-
ment’, but its success is likely to require enduring action by both national and regional
govermments.

Ireland: the ‘Celtic Tiger’, social partnershlp and
socio-spatial inequallty

The recent experience of rapid growth and economic transformation in Ireland has
attracted worldwide attention and led to the sobriquet ‘Celtic Tiger® (Sweeney 1997;
MacSharry and White 2000). The high national growth rates have raised fundamental
questions for local and regional development. Traditionally, the problems of the Irish
econoiny were analysed in terms of “‘dependency theory’, with Treland compared to
“Third World" economies and defined, perhaps contentiously, as “Western Europe’s only
colony” (Kirby 2004; see also Crotty 1986; Munck 1993). Ireland is a relatively small
country of 3.9 million people, with some 1.1 million of these concentrated in the Greater
Dublin area. Given the size and openness of the Irish economy in the context of its
peripheral position at the Atlantic edge of the European Union (Figure 7.9), though,
O’Donnell (1993) conceptualises the Irish economy in terms of some of the regional
development theories examined in Chapter 3. As such, the Irish experience — and the
factors that underpin it — have attracted the attention of regions around the world. Despite
being a nation state, in some important respects Ireland is more like a regional economy
than a national one, particularly duc to its high dependence on international trade and
the historic role of labour migration in shaping its development (O’Donnell 1993;
O’Donnell and Walsh 1995; Krugman 1997; Smith 2004). Observing the Celtic Tiger
phenomenon at its height, Krugman noted that ‘lreland’s boom has many elements of
a typical regional economic take-off, together with some interesting dynamics related
to the uncertainties of foreign investment’ (Krugman 1997: 48). O’Donnell and Walsh
(1995: 223) conclude, then, that Ireland is ‘both a region and a state” within the EU.
During the 1990s, Ireland was one of the fastest growing economies in the devel-
oped world (Table 7.7) and, by some measures such as cxport trade (Table 7.8), one of
the most globalised. Ireland’s feat during this period was all the more remarkable when
measured against its historic performance over the previous 150 years. From the mid-
nineteenth century, Ireland performed poorly. Following the agrarian crisis of the 1840s,
[reland’s population halved and thereafier continued to be characterised by high levels
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of emigration. In the period after Ireland achieved independence from Britain, it pursued
a policy of agrarian autarky and limited industrialisation behind the protectionist wall
of very high trade tariff barriers (Lee 1989). However, during the 1960s, Ireland began
a gradual process of opening up its economy, signing the Anglo-Irish Free Trade
Agreement, acceding to the General Agreement on Tariffs and Trade (GATT) in 1967
and joining the EEC in 1973 (Lee 1989; Kennedy 1992; O’Malley 1992).
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Table 7.7 Amiual average GDP growth rate, Ireland, 1995-2003

Country %

Ireland 81
United States 3.3
Spain 33
United Kingdom 27
Netherlands 2.5
France 24
Denmark 21
Belgium 2.0
italy 1.5
Germany 1.2

Source: Adapted from OECD Productivity Database, September 2004, cited in IDA Ireland (2004)

Table 7.8 Destination of exports, Ireland, 2004

United Kingdom 17%
Rest of European Union 41%
United States and Canada 22%
Rest of world 19%
Uncilassified 1%

Source: Adapted from External Trade. Central Statistics Office, October 2004, cited in IDA Irelang (2004)

Liberalisatlon and economic crisls

Apeing the exogenous growth strategies discussed in Chapter 6, the opening of the Irish
economy was intended to force its modernisation by reorienting indigenous firms
towards export activity and attracting foreign investment, Liberalisation occurred during
a period of sustained growth for the world economy and, especially, the internationali-
sation of US manufacturing capital. A new economic governance institution, the
Industrial Development Authority (IDA), was established to promote Ireland as a desti-
nation for foreign investment and the Irish state offered strong fiscal and financial incen-
tives principally to foreign as well as indigenous firms (Tomaney 1995; Bradley 2005).

Ireland experienced strong economic growth and rising living standards during the
1960s and a rapid shift between the stages of modernisation from an agrarian to an
industrial economy. However, [rish-owned indigenous industry contributed compara-
tively little to this growth and experienced decline following the removal of tariff protec-
tion. Ireland came to rely heavily on attracting successive rounds of foreign investment
in order to maintain employment levels. Moreover, questions were raised about the long-
term contribution of TNCs to Irish development. Echoing the problems of exogenous
development identified in Chapter 6, Ireland seemed mainly able to attract only routine
production activities and lower and semi-skilled occupations, rather than R&D and
marketing activities which provide more skilled jobs and greater local and regional
development potential (National Economie and Social Council (NESC) 1982; Culliton
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1992; O’Malley 1992; Tomaney 1995). Indeed, Ireland became an important focus
during this period for research about the problems of branch plant development and the
policy debates, rehearsed in Chapters 5 and 6, focused on how Ireland could develop
stronger indigenous enterprise. Concerns about the performance of the Irish economy
became grave during the 1980s. Mjoset (1992) attributed this poor performance to weak-
nesses in the “national system of innovation’ which failed to improve productivity and
living standards and generated cycles of emigration contributing to a vicious circle of
decline. Successive Irish governments expanded public expenditure and borrowing
during the 1970s and the onset of recession in the 1980s led to worsening balance of
payments and public accounts and a rapid rise in unemployment. By the mid-1980s,
Ireland faced a deep economic crisis.

rise of the ‘Celtic Tiger' and national social partnership

It is in this historical contexi that Ireland’s more recent economic performance has
effected economic, social, political and cultural transformation. [solating individual
causal factors is problematic but any account of the Celtic Tiger needs to acknowledge
a number of issues. Ireland’s accession to the European Union meant that it was inte-
grated into a continental European market and, with the reform of the European Union
Structural Funds, the historically low levels of prosperity meant the whole country was
entitled to the highest ievels of European regional policy funding for most of the 1990s.
Since joining the EEC in 1973, Ireland received over €17 billion in EU Structural and
Cohesion Funds support up to the end of 2003. Under the programming period
2000-2006, Treland will receive a further €3.35 billion from the Structural Funds. The
Cohesion Fund contributed €586 million to Ireland during the period 2000-2003
(Matthews 1994; Walsh 1995). Significantly for local and regional development,
the Irish government used these resources judiciously, partly to improve the physical
infrastructure but also to support shifts in industrial policy.

Important, if gradual, shifts in Irish industrial policy occurred from the 1980s onwards
often supported by EU regional policy funds (Tomaney 1995). Connecting with the
themes of institution-building, indigenous development and context-specific policy
developed in earlier chapters, O'Donnell summarises these changes:

There was increased emphasis on developing indigenous enterprises, and sepa-
rate agencies for FDI and indigenous development were created. Industrial
policy became more selective and demanding. The development agencies
worked closely with firms in devising and implementing company development
strategies. The National Linkage Programme was created to increase the
number and capability of Irish sub-suppliers to MNCs, Science and technology
policy was reorganised and new sector-specific agencies were created. The
approach to inward investment became more sclective, targeting leading firms
in the high-growth, high-technology sectors: computers, pharmaceuticals,
medical equipment and software.
{O’Donnell 2004: 54; see also Sweeney 1997;
O Riain 2000, 2004)
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W Piate 7.2 Global connections: the International Financial Services Centre, Dublin, Ireland
Source: Photograph by David Charles

In an carly precursor of the importance of the economics of knowledge and learning,
an additional feature of the Irish economy was the commitment of the Irish state to
investment in education, especially at further and higher levels. By the 1990s, Ireland
had one of the highest proportions of graduates in its working population in the world.
Echoing the transition in the government and governance of local and regional devel-
opment, O Riain (2004) argues that these changes signalled Ireland’s transformation into
a ‘developmental network state’, which attempts to nurture localised production and
innovation networks within global investment flows by shaping the character of its
various local connections to global technology and business networks: “This is made
possible by the multiple embeddedness of state agencies in professional-led networks
of innovation and in international capital, as well as by the state’s networked organiza-
tional structure’ (O Riain 2004: 5: see also O Riain 2000).

Ireland continued to attract FDI which was mainly concerned with exporting to EU
markets. Critical to drawing such investment was Ircland’s very low rate of corporate
tax — 12.5 per cent in 2004 compared to rates of 30 per cent or over in the United
Kingdom, Belgium, France, the Netherlands and Spain (IDA Ireland 2004) — along with
relatively low and internationally competitive salary costs for labour of comparable skills
and productivity (Figure 7.10). The sources of inward investment were highly concen-
trated in sectoral terms and in terms of country of origin. Fortuitously, the emergence
of the *Celtic Tiger’ coincided with a boom in the United States economy. As Table 7.9
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illustrates, there were 1,025 foreign-owned companies in Ireland in 2003, employing
over 127,000 people, but some 70 per cent of these were in US-owned firms.

Ireland's institutions of government and governance were transformed during the
emergence of the Celtic Tiger. Confronted with the severe fiscal and economic crisis of
the mid-1980s, the Irish government and the principal social partners (business, unions
and farmers) negotiated a ‘Programme for National Recovery’ which ran from 1987 to
1990. This proved to be the first of five agreements that lasted over a decade and
amounted to a new and innovative form of negotiated social and economic governance
(O’Donnell and Thomas [998; O’Donnell 2004). The content of the agreements
produced by this national social partnership shifted over time. The initial agrecment was
concemncd with enlisting trade union support for efforts to correct lreland’s parlous
public finances and to achicve macroeconomic stability; later agreements were more
concerned with questions of employment creation, productivity, combating social exclu-
sion and promoting local and regional development and, mere latterly, extending part-
nership to the workplace level.

Although these features of Ircland’s recent development are widely agreed, the origing
and conscquences of the Celtic Tiger have been strongly contested (see O'Heam 1998,
2000; Allen 2000; Kirby 2002, 2004 for highly critical interpretations of the Celtic
Tiger, albeit from different theoretical starting points). Among other things, critics stress
the heavy dependence of the Irish economy upon a small number of large US plants
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Table 7.9 Foreign invesiment in Ireland, 2003

Country of origin Number of companies Total empioyment
Australia 9 286
Austria 2 244
Belgium 12 890
Bermuda 8 308
Canada 16 1,033
China 1 7
Denmark 9 2,015
Finland 4 420
France 39 2,181
Gemmany 149 11,394
Greece 1 48
israel 1 75
Italy 24 625
Japan 32 2,461
South Korea 9 283
Liechtenstein 1 il
Luxembourg 4 175
Netherlands 39 2,602
South Africa 4 39
Spain 3 16
Sweden 17 2,229
Switzerland 25 2,635
Tatwan 2 186
Turkey 5 26
United Kingdom i18 8,086
United States 489 89,158
Other non-European 2 75
Overseas 1,025 127 578
jretand* 29 1,415
Total 1,054 128,993

Source: IDA Empioyment Suney 2003
Note: * Accounted for by Irish financial services companies.

(O’Hearn 1998; Murphy 2000b). Additionally, in a dimension of the impacts of TNCs
discussed in Chapter 6, some commentators claim that growth rates have been exag-
gerated as a result of the effects of transfer pricing. Specifically

hecause of Ireland’s low rate of corporation tax on manufactured goods and
financial services (10%) it is in the interests of the MNCs to attribute very high
levels of output to their Irish-based plants. In this way, growth that is for the
maost part produced by workers in the United States is attributed by corporate
accountants to Irish workers for tax reasons.

(Murphy 2000b: 4; sce also Shirlow 1995)
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(O’Heam (1998) concludes that Ireland’s dependent position in the international economy
has been reinforced because the Celtic Tiger has not generated sustainable indigenous
local and regional development.

The emergence of the Celtic Tiger was associated with a growth of income inequal-
ity, partly linked to the pattern of tax cuts that some see as fuelling the Celtic Tiger {c.g.
Kirby 2002, 2004). The proportion of Irish people at risk of poverty, after pensions and
social transfer payments were taken into account, was 21 per cent in 2003. This was one
of the highest rates in the European Union. The effect of pensions and social transfers
on reducing the at-risk-of-poverty rate was low in Ireland compared with other EU coun-
tries. In 2001, social protection expenditure in Ireland was 15.3 per cent of GDP. This
was half of the tate in Sweden and the lowest of the then fifteen EU countries {Central
Statistics Office (CSO) 2005). Murphy (2000) argues the key features that underpinned
its growth included low taxation and a libera! regulatory framework, although major tax
cuts, in fact, followed the take-off of growth (Sweeney 2004). More worryingly,
increased inequality may be linked to the very transformations that have generated
economic growth. O Riain (2004: 5) notes: “These multiple state-society alliances led
to the uneven internationalization of society and growing inequality, generating politi-
cal tensions with which the fragmented state structure cannot deal effectively’. Thus,
Kirby (2002, 2004) concludes that Ireland falls short of being a “developmental state’,
but instead remains trapped in a cycle of underdevelopment. Allen (2000) goes further,
suggesting that the Celtic Tiger story merely obscures enduring class inequalities.

There is something in all of these criticisms, but there is also a danger of underplaying
the major changes that have occurred in Ireland, particularly in terms of the balance and
interrelation between exogencus and indigenous development. While the Irish economy
remains dominated by TNCs and has had to cope with some high-profile closures — such
as the cases discussed in Chapter 6 — there is evidence that the interaction of TNCs and
local firms has had some positive impacts on indigenous companies (Coe 1997; O’ Malley
and (’Gorman 2001). Some foreign-owned plants have upgraded their activities over
time through the localisation of R&D or increased local supplier linkages {Amin and
Tomaney 1998). Moreover, while transfer pricing is undoubtedly a feature of the Irish
economy, there is sufficient evidence of real growth in terms of employment, output and
exports. In general, there is evidence that indigenous industry improved its performance,
notably during the 1990s in sectors such as software (O’Malley 1998; O Riain 2000;
(O’Malley and O’Gorman 2001). Although difficult to specify precisely, the role of indus-
trial policy in these developments seems important, with the Irish state and its gover-
nance institutions proving adept at providing the kinds of territorial assets that attract
the sorts of TNCs that will contribute to development. [reland may provide an example
of a somewhat successful ‘strategic coupling’ between domestic and foreign-owned firms
of the kind described in Chapter 6 (Tomaney 1995; O*Malley 1998).

Social and spatial inequality

it is the growth of income and spatial inequality in Ireland that remains the most pro-
found local and regional development challenge facing policy-makers, especially as this
growth seems implicit in the strategies developed by the ‘network developmental state’.
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Ireland has weak and rather confusing structures of local and regional government and
governance (Morgenroth 2000). Local authorities are the main service providers at the
county and city level. At the regional level, eight regional authorities (NUTS III level)
coordinate local authority activitics and play a monitoring role in relation to the use of
EU Structural Funds. The country is further designated into two NUTS Il regions and
two regional assemblies are responsible for managing the regional programmes of the
Naticnal Development Plan. An amendment to the Constitution of Ireland in 1999 gave
clear constitutional status to local government for the first time and made it a manda-
tory requirement for local elections to be held every five years. There are no direct elec-
tions to the two regicnal levels, instead members are nominated to these levels by their
local authorities.

Geographical inequalities find their chief expression in the expanding economic and
social disparities between Dublin and regions such as the west and south-east. Civic
voices, such as the Catholic bishops, have given political voice to concems about the
widening local and regional development gap within Ireland (e.g. Siggins 2005; see also
Byme 2004; O’Brien 2004). Generating and feeding off strong agglomeration econ-
omies, recent growth in sectors such as software has concentrated in the greater Dublin
region. Irish policy-makers have only just begun to address the consequences of such
geographical disparities by establishing a National Spatial Strategy designed to achieve
‘balanced regional development’ in ways which relieve congestion in Dublin and accel-
crate the development of less prosperous parts of Ireland; initiating a radical decentral-
isation of civil service jobs from Dublin to outlying parts of the country and recasting
social policy around the notion of a “developmental welfare state’ (see Government of
Ireland 2002).

Some commentators have raised doubts about whether the Irish govemment’s local
and regional development initiatives will be sufficient to offset the growing dominance
of Dublin. McDonald (2005) has argued that Ireland ‘is drifting towards a city-state,
with Dublin as its only real powerhouse’. Official projections suggest the Greater Dublin
arca will have a population of 2.1 million in 2021, accounting for 40.7 per cent of the
forecast population of the country as a whole. Dublin’s growth has generated calls for
new structures of government in the form of a Greater Dublin Authority to aid inte-
grated planning across the city-region (Newman 2004). At the same time, voices in
peripheral parts of Ireland have drawn upon ‘new regionalist’ arguments and called for
improved regional governance capacity in order better to develop their own and more
appropriate local and regional development strategies (O'Toole 2004),

The Celtic Tiger, Irish nalional social parinership and the nelwork developmental
state have helped to reorder Ireland’s relationship with the global economy, but they
have not entirely resolved the development problem:

A crucial terrain of the global political economy will be these networked devel-
opmental strategies and class compromises, state and social institutions, and
patterns of solidarity and inequality that emerge around them.

(O Riain 2004: 5)

The Irish example reflects the tension of unequal growth for local and regional devel-
opment and the importance of political choices, conflicts and compromises; zlbeit within
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the constraints of history and the external economic and political context. Fintan O Toole
{2003), the lrish journalist and political commentator, suggests:

Ii" the Irish boom is misunderstond as the product of nco-conservative
cconomics, the agenda for sustaining prosperity is ahvious: more tax cuts, more
privatisation, a weaker State, an expansion of the ethos in which Irish people
are to be understoad as consumers rather than as citizens. 11 the boom 1s under-
stood for what it was - a complex product of left-of~centre values which has
not ended the spectacle of social squalor even while removing the excuse for
it the agenda is cqually clear. Without a strong, active, imaginative public
spherc in which all citizens have the capacity to participate, we will look back
on the boom as a time of unfulfilled promises.

(O Toale 2003 16% 169)

Given its dramatic experiences during the 1990s and enduring development challenges,
it is likely that Ircland will continuc to attract the attention of those coneerned with local
and regional development in the future.

Seville: high-tech-led development in the
‘California of Europe’?

In Andalusia in south-western Spain {Figure 7.11), the city of Seville’s development
strategy vielded much lower returns than originally expected. Tn the mid-1980s, the city
of Seville  with the explicit support of the regional government of” Andalusia and the
Spanish state  cmbarked on an ambitious development strategy aimed at making
the city not only the shop-window ol a modern and dynamic Spain, but, inspired by the
potential of technology-led development discussed in Chapter 3 and in particular the
experience of Silicon Vatley considered in this chapter, also the ‘California of Europe’
(Castells and Hall 1994: 198). Yet twenty years on, there was little cvidence that the
strategy served to dynamise the city and its surrounding hinterland, let alone transformed
the city into the tcchnological hub of Europe. The bases of Seville’s development
strategy are described and contrasted with its cconomie trajectory relative to the region
of Andalusia and the rest of Spain, before highlighting the reasons for the fatlure of the
development strategy.

Economic and social under-performance

Depending upon how metropolitan arcas are measured, Scville is the third or fourth
largest city in Spain. With a metropolitan population slightly over 1 miilion people,
Seville is the capital of Andalusia, the largest Spanish region in population terms, and
articulates a complex urban hicrarchy that expands throughout south-western Spain,
Seville has a rich history. Founded in pre-Roman times, it has served as an important
urbun centre for more than two millennia. Romans, Arabs and later the Spanish state
made the city an important political, economic and trade hub. Sevilic was one of the
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largest and more economically dynamic centres in the world in late medieval and early
modern times. Its status as a trade centre was enhanced by being designed as the Spanish
gateway to its colonies in the Americas. Nevertheless, from the seventeenth century
onwards, and coinciding with the move of the India fleet trading with the Spanish
colonies in the Americas to Cadiz, the city started a long and constant decline that has
lasted three centuries. The Industrial Revolution of the late nineteenth century bypassed
the city and, with the exception of the tobacco monopoly, at the beginning of the
twentieth century the city had a limited industrial base.

By the late twentieth century, Seville had numerous weaknesses that could jeopar-
dise its economic future (Table 7.10). These included a lack of industrial development,
serious technological backwardness with little investment in R&D, lack of scientists and
researchers, and a dearth of competitive firms. The overall skills of the population were
also relatively underdeveloped. Although the general level of education of the popula-
tion had increased significantly during the 1980s, as a result of the Spanish govern-
ment’s efforts to improve education and skills (Rodriguez-Pose 1996), Seville still
lagged behind most of the rest of Spain in general educational attainment, and espe-
cially in the number of graduates with a science and engineering background. The city
also suffered from poor accessibility, with inadequate road and rail connections to other
Andalusian cities and the rest of Spain, a port that could no longer cope with modern
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Table 7.10 SWOT analysis for Seville, 19808

Strengihs Opportunities

Low cost of labour Free mobility of factors (Single Market)

Excellent quality of life Deveiopment of Latin America

Strong locat and regional identity . Development of the Mediterranean axis

Strong local and regional government Increase of foreign direct investment in Spain
Expansion of quality tourism

Weaknesses Threats

Lack of industrial development Increasing competition from neighbouring cities

Technological backwardness Emergence of Madrid as the main economic
hub in Spain

Defective accessibility Increasing competition in global tourism

Lack of adequate skills
Low productivity

Source: Authors” own research

ships, and a small and antiquated airport. Together these factors combined 1n a Jocal
economy characterised by low productivity relative to the rest of Spain. Not all local
conditions were unfavourable, however. In the 1980s, Seville had a high quality of life,
relatively low labour costs, and a strong local and regional identity, with strong local
and regional governments, whose capacity to implement independent policies was
among the highest in Spain. Its rich historical heritage also made it a city capable of
attracting high-quality tourism.

In the context of deep-scated weaknesses and potentially positive indigenous endow-
ments, Seville faced a series of challenges and opportunities. In 1986, Spain became a
member of the European Union, when the prospect of the Single European Market and
free mobility of capital, labour, goods and services from 1993 onwards was already on
the horizon. Seville could expect to benefit from these flows of capital and goods. It is
situated at the end of a potentially dynamic ‘Mediterrancan axis’. The expansion of high-
quatity tourism — beyond the traditional sun and sea — was also likely to favour a city
known by its historical monuments. Given its economic weaknesses, EU membership
also implied significant investments for lagging regions through EU regional policy.
Andalusia and Seville were to benefit from the Structural Funds, especially after their
reform in 1989. Seville had been the traditional Spanish gateway to Latin America and
could play an important role, especially in the case of a potential economic recovery of
the subcontinent following the economic crisis of the 1980s. The threats for Seville were,
however, also significant. First, there was increasing competition from neighbouring
cities, both for industry and tourism, Malaga, the second largest city in Andalusia, had
developed healthy cconomic foundations based on tourism and experienced rapid
growth. Cordoba and Granada could also count on rich historical heritages. In addition,
cxemplifying the self-reinforcing growth effects of Keynesian theories of cumulative
causation, the national capital city of Madrid was emerging as thc main economic hub
in Spain and absorbing resources from cities and regions across Spain.



INTEGRATED APPROACHES

The ‘technocity’ development strategy

In 1982, Seville embarked on an ambitious local and regional development project aimed
at redressing its secular economic decline. This project was articulated around the urban
entreprencurialism of the bid and award in 1983 by the International Exhibition Bureau
(BIE in its French acronym) of the right to host a World Fair in 1992 to mark the
five hundredth anniversary of the discovery of America. The World Fair project was
combined with a longer-term development strategy called Cartuja "93, commissioned in
1988, and conceived by the eminent planners Manuel Castells and Peter Hall. Drawing
directly from the theories of a fifth Kondratiev or long wave of techno-economic devel-
opment, their vision was to create ‘the largest technocity of Southern Europe” (Castells
and Hall 1994: 193) by putting together ‘an agglomeration of R&D centres and training
institutions, excluding all manufacturing on-site, in some of the leading late twentieth-
century technologies: computer software, microelectronics, telecommunications, new
materials, biotechnology, and renewable energy’ (Castells and Hall 1994: 194). The
agglomeration economies generated by high-level functions and fast growing industries
were interpreted as a sustainable local and regional economic structure. The site and
buildings used for the Expo "92 were to be recycled to host the high-tech firms of the
technological and scientific park at the heart of the Cartuja "93 project.

The strong high-tech emphasis of Seville’s development project was in tune with the
vision of a modern and dynamic city of the leaders behind the project. As Figure 7.12
shows, this vision was three-pronged. First, they envisaged Seville as a city that would

Seville as the shop-window of a modern |
and dynamic Spain

o
-

Seville as motor of the Andalusian
economy and as the main
technological pole in Southern

Europe

Seville as the economic and

technological bridge between Europe
and Latin America

B9 Figure 7.12 Seville's strategic vision
Source: Authors' own research
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act as the shop-window of a modern and dynamic Spain. Second, Seville would become
the economic motor of the Andalusian regional economy and the main technological
growth pole in Southern Europe. And finally, Seville would act as the technological
bridge between Europe and Latin America. The general aim was to turn Seville and the
rest of Andalusia into one of the economic motoss of the Spanish national cconomy.

Linking the local and regional development strategy to a far-reaching and globally
visible event such as a World Fair had important advantages. First, it coniributed to
generating a large social and political consensus around the event and the associated
development strategy. All the key institutions were keen to be seen to take part in the
development effort for the Expo 92 and the Cartuja '93 projects. This led to the hori-
zontal and vertical coordination of government and governance institutions within the
multilaycred system. Horizontally, this involved the local government as the main
driving force with the support of the Employers’ Confederation, the local trade unions,
the Chambers of Commerce, a series of lobbies, and the population of the city as a
whole, through a series of initiatives to encourage civic engagement and popular partic-
ipation. Vertically, linking the different scales of government and governance, in addi-
tion to local government, the Andalusian regional government, the Spanish government,
and the European Union became keen contributors. The fact that, at the time, both the
Spanish Prime Minister and the Deputy Prime Minister were from Scville certainly
helped in securing this support.

Integrating both indigenous and exogenous approaches to local and regional devel-
opment, the actual strategy for the Expo 92 and the Cartuja *93 projects was based on
four pillars: investment in infrastructure, improvement of education and training, attrac-
tion of inward investrnent, and image promotion of the city and the region (Figure 7.13).
The plan was to set up the basic conditions for the attraction and endogenous gencra-
tion of high-tech industry, as a way to materialise the idea of the ‘California of Europe’.
In practice, the strategy tilted towards two of the pillars. Seville launched an aggressive
image promotion campaign throughout the world. It aimed not only at promoting the
Expo 92, but also at dissociating the image of Seville from that of a traditional tourist
centre and creating that of a forward-looking city-region, capable of leading Southern
Europe into the challenges of the twenty-first century. The second pillar prioritised was
infrastructure development. A huge effort was made to transform the endowment of the
whole city and of Andalusia in a period of barcly six years. Not only was the island of
Cartuja on the Guadalquivir river prepared and developed as the site of Expo "92, but
also all accesses to the city and transport infrastructure within the city were improved.
A new and modern airport and railway station were built; the ring-road around the city
was finished; and the highways linking Seville with Madrid and with the other main
citics in Andalusia completed. The icing on the cake was the first high-speed rail link
in Spain between Scville and Madrid, inaugurated on 21 April 1992.

Not all the emphasis was on transport. Telecommunications infrastructure was also
at the centre of the strategy. The buildings in the Cartuja Island site were designed as
‘intelligent buildings’ and fibre optic cables were used profusely throughout the city,
making Seville at the time one of the most advanced cities in the world in telecommu-
nications infrastructure. As the Spanish Prime Minister of the time, Felipc Gonzilez,
put it in a speech on 28 November 1990:
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BN Figure 7.13 The pillars of Seville’s development strategy
Source: Seville Authority

the Expo *92 gave us the opportunity to make an enormous effort in the devel-
opment of infrastructure — highways, high-speed train, optic fibre, telecommu-
nication systems — the excuse and the stimulus to do what, probably without
an event of this nature, would have taken decades to do following the normal
priorities.

And all this local and regional development came at a price. As Castells and Hall (1994;
197) underline: ‘between 1985 and 1992 alone, some $10 billion (US) were spent on a
variety of public works programs in Andalusia’,

The education and training pillar of the development strategy was, however, much
weaker. Although substantive improvements in the general level of education were
achieved in Seville and Spain during the 1980s, little was done in terms of generating
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the type of graduates needed to sustain the kind of technological growth pole envisaged
by Castells and Hall. The expansion of higher education, including the creation of a new
University, concentrated on humanities and social sciences. The imbalance between
natural sciences and, above all, engineering and social sciences and the arts in the whole
of Andalusia remained among the highest in Spain (Rodriguez-Pose 1996). With regard
to the inward investment pillar, it was somehow expected that the supply-side approach
linked to infrastructure upgrading would suffice to attract the relevant foreign firms.
Replicating the problems of exogenous approaches in Chapter 6, the support to existing
indigenous firms in the city-region was somewhat overlooked, on the basis that their
existing sectoral specialisation and weak competitiveness hardly fitted the grand vision
of Seville as the main technological pole in southern Europe.

Uneven local and regional development and the
illusory ‘technocity’

Despite the grand vision and huge effort committed to the local and regional develop-
ment plan, the economic evolution of Seville in the years following Expo 92 has been
lacklustre. Its GDP growth between 1992 and 2003 puts it in the middle of the Spanish
provinces, mostly due to a significantly improved performance since 2000. In fact, with
respect to the rest of Spain and Andalusia, Seville has experienced worse relative
economic performance than in the years prior to Expo "92. As can be seen in Figure
7.14, which plots the growth of GDP in Seville and in Andalusia relative to that of Spain
using a two-year average, while Seville was performing better than Andalusia and the
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rest of Spain throughout the 1980s and especially in the wake of the 1992 World Fair,
since 1992 this economic dynamism has waned. The contrast is particularly poignant
with respect to some of the provinces of eastern Andalusia, such as Almeria and Milaga,
that in the same period have been among the most dynamic in Spain. Given the rela-
tively high demographic dynamism of Seville and its potential to boost economic
growth, the relative decline in GDP per capita has been even worse.

Seville’s unexpectedly weak economic performance is reproduced in other realms,
such as unemployment and FDI. Sevitle’s unemployment has tended to grow relative to
Spanish levels since 1992 (Figure 7.15). The whole of Andalusia, despite representing
around 18 per cent of the Spanish population, managed to attract only around 2.6 per
cent of total FDI between 2001 and 2004 (Spanish Foreign Investment Registry). There
is also precious little evidence in the Cartuja Island site of the kinds of high-tech invest-
ment the project was supposed to atiract.

Why has Seville’s local and regional development not delivered? Why is there little
sign in Seville of the ambitious ‘technocity’ the Cartuja 93 project was supposed to
create? It is true that the infrastructure investment regenerated large parts of the city,
but there is scarce evidence of the innovation pole that was supposed to become the
economic motor of Andalusia. And although — despite serious problems in finding
tenants untit 1999 — the site of Cartuja *93 is now in full occupancy (Vizquez Barquero
and Carrillo 2004), the majority of it is not occupied by the type of high-tech tenants
originally planned. Leisure spaces (the theme park Isla Magica), offices, and public
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sector and university buildings dominate the site. Indeed, in tune with Porter’s cluster
theory and Florida’s notion of the creative class, the Cartuja Isiand is nowadays more
of a media cluster than a real technology site. Few tenant firms canduct R&D and much
of the R&IDD effart is associated with the presence of some public research centres.

Why did the vision ol Seville as the technological motor of southern Furepe not
materialise? Some have put the blame on the cconomie downturn that affected the world
economy after 1991 1992, The ceonomic recession in the Umted States. Japan and
Europe thwarted a large percentage of the potential high quality FDI that might have
come from technologically advanced countries (Vizquez Barguero and Carnllo 2004}
However, at least some of the hlame lies in an overambitious vision that tricd to trans-
form the cconomy of the city radically, creating a technological pole ex nifilo and
ignoring some of the harsh economic and social realities of the international cconomy
and the city.

In addition, the strategy was applicd in an unbalanced way. Reflecting the traditional,
1op-down and ‘hard’ asscts approach to local and regional development introduced in
Chapter 1, far too much weight was put on infrastructure. The advantages of this sort
of strategy were clear lo sce. [nfrastructure development was visible, swallowed an enor-
mous amount of cash, and, above all, proved relatively casy to dehiver and popular. In
particuiar, it provided a lot of ribbon-cutting photo-opportunities for politicians in the
run-up 1o the 1992 World Fair. As we noted in discussing the indigenous interventions
in Chapter 5, developing human resources and local firms is longer term and less plam-
arous with fower spectacular advances. By 1992, the human resources in Andalusia were

ill preparcd to assimilate, let alone penerate, an advanced technological pole. Much of

the expansion in bigher education had taken place in humanitics and social science,
subjects that were less costly to teach and where teachers could be easily lound, but that
could hardly generate the sort of labour force that could attract high-tech lirms or stim-
ulate innovation. The indigenous assets of local and regional {irms, whose day-to-day
reality was a world away from the scicnce and technology park of the vision, were left
to fend on their own and not brought inte the project.

This unbalanced approach left the whole strategy of the city dependent on image
promotion and infrastructure provision. With a weak industrial fabric and inadequate
human resources to fulfil the vision, the attraction of high-tech FDI proved almast impes-
sible. Improvements in infrastructure may have contributed more in reinlorcing alter-
native development poles, such as Madrid, with its much stronger economic base, than

to service Seville and western Andalusia from the city have been forced to closc or
relocate to Madrid since the opening of the Madnd Seville highway (Heoll 2004). In
addition, Seville’s development strategy was further marred by inadequate institutional
arrangements and tensions in the system of government and governance. The whole
process was not immune to oppertunistic defection. Many of the agents involved tended
1o defend their own particular interest at the expense of the collective good, reflecting
shifts in the balance of power belween agents. This contributed to blur objectives and
to sudden changes in the sieering of the project, well documented by Castells and 1all
(1994}, Seville’s expericnce demonstrates how a large gap between a grand vision and
the existing socio-cconemic base as well as the dominance of individual interests over
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collective interests contributed to the generation of an unbalanced local and regional
development strategy, which yielded much lower results than originally intended.

Jalisco: liberalisation, continental integration and
indigenous industrial revival

Struggling with the lack of competitiveness of its key industrial sectors, the state of
Jalisco in Mexico has redressed its long-term economic decline through integrated,
sustainable and indigenous local and regional development policies.

Industrialisation and diversification

Jalisco is located on the Pacific coast of Mexico (Figure 7.16) and has a population of
over 6 million. With almost 4 million people living in its metropolitan area, Guadalajara,
the capital of Jalisco, is the second largest city in Mexico and has historically been one
of its three major manufacturing centres. Guadalajara’s and Jalisco’s industrial base
took off through the early stages of economic transition in the 1930s, supported by
the Mexican government’s import substitution industrialisation strategy which lasted
until the mid-1980s. Aimed at reducing Mexico’s dependence on manufactured prod-
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ucts, the policy transformed Mexico into the second largest industrial economy in Latin
America, behind Brazil. Mexican industry became fundamentally concentrated around
three urban poles: Mexico City in the centre of the country, Monterrey in the north, and
Guadalajara in the west. With a diversified manufacturing economy based on sectors
such as food, tobacco, beverages, fabricated metal products, chemicals, rubber, plastics
and textiles, the economy of Jalisco prospered under much of the import substitution
industrialisation period. However, the lengthy period of cconomic protection fostered
industries capable of benefiting from captive markets, but that had little incentive to
respond to changes in market demand, innovate, apply new technology or increase
productivity. Much of the industrial capacity in Jalisco evolved in ways that became
increasingly vulnerable especially to international competition. In any case, much of the
industrial tissue of the state was seriously vulnerable to competition.

By the end of the 1970s Jalisco’s manufacturing base was beginning to show the first
signs of exhaustion, and GDP per capita in the state started to grow at rates below the
Mexican average. Industrial decline became even more evident during the 1980s as the
Mexican economy became more open and liberalised from 1985. As Figure 7.17 shows,
Jalisco started to grow significantly below the national average. Jalisco’s industries
struggled to adapt to the challenge of greater competition, leading the state into a slow
but unrelenting process of economic decline. This trajectory contrasted strongly with
the relative economic dynamism of the Mexican states bordering the United States.

Since the mid-1990s, however, Jalisco has managed to redress this process of
economic decline and bring its economic performance back on a par and even marginally
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exceed that of Mexico. Figure 7.17 reveals Jalisco’s revitalised GDP, employment and
investment growth that has been achieved without sacrificing the quality of employment
and embarking on the kind of ‘low road’ strategy discussed in Chapter 2. One of the
main drivers of this turnaround has been an effectively designed and implemented local
and regional development strategy by the State Government, built around the principle
of maximising the state’s endogenous development potential. Drawing upon the kind of
interventions discussed in Chapter 5, the strategy has contributed to the generation
of almost 400,000 permanent jobs between 1995 and 2002, to raise the number of entre-
preneurs by 17,000 in the same period, and significantly to raise the flows of invest-
ment into the state, both from other Mexican regions and from abroad (data from the
State’s Economic Promotion Secretariat). In addition, Jalisco has managed to curb its
declining share of Mexican exports, which was the norm during much of the 1980s and
carly 1990s. Since the launching of the strategy in 1995, the participation of Jalisco’s
industries in Mexico’s total exports (excluding oil) has risen continuously from 5.5 per
cent of the total in 1995 to close to 10 per cent in 2001 (Woo Gémez 2002). The expan-
sion in GDP, employment and exports has retained employment quality as most of the
new jobs have salaries that range between two and five times the minimum wage (MW)
level (Figure 7.18).

Liberalisation, continental integration and indigenous local
and regional development

What explains the relative turnaround in Jalisco’s economic development trajectory since
19957 Mexico has undergone profound changes since the mid-1980s. Import substitu-
tion industrialisation in place since the 1930s gave way to a relative opening of the
cconomy through membership of GATT from 1985 and continental economic integra-
tion in NAFTA from 1994. Economic liberalisation went hand-in-hand with political
change. After more than fifty years of rule by the Revolutionary Institutionalist Party
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(PRI}, opposition governors began to be returned to office after the election of Emesto
Ruffo in Baja California in 1989 (Shirk 2000). The clection of opposition governors
often had implications for state, local and regional development strategies, as members
of the opposition were keen to show their capacity to deliver sound economic policies
(Rodriguez and Ward 1995; Diaz-Cayeros et al. 2001). In Jalisco, such an clectoral
change led to the approval of an ambitious development plan for the siate. The clection
of Alberto Cardenas Jiménez of the National Action Party (PAN) as Governor of Jalisco
in 1993 brought a young and dynamic team into government, One of the priorities of
the new stale government was to set up a comprehensive development plan aimed not
only at stemming Jalisco’s cconomic decline, but also at addressing the scrious economic
problems that Mexico’s 1994-1995 economie crisis — known as the “Tequila effect’ —
had generated for the state.

The new strategy sought to mobilise and build upon indigenous assets by identifying
key development sectors, and trying to minimise economic exposure by supporting
a diversified range of well-cstablished local sectors whose competitivencss had already
been upgraded in response fo national economic liberalisation (Government of the
State of Jalisco 2001: 87-88; Woo Goémez 2002). A series of nested niche strategies
were established to focus support on existing sectors decmed capable of competing in
a more integrated and global economic context. The indigenous priority of the strategy
did not imply disregarding the exogenous growth of attracting and embedding FDI in
Jalisco.

Localising and adding value in agriculture and tourism

Amonyg the strategics aimed at traditional indigenous scctors, agriculture took an
important role. The government set up schemes to reinforce and promote links between
agriculture and industry by strengthening existing production chains and trying to retain
as much value-added as possible within the borders of the state (Government of the
State of Jalisco 2001: 125). Traditional sectors which were amenable to local processing
were prioritised to sidcstep barriers that limit trade in agricultural sectors and minimise
exposure to the volatile price fluctuations of commodified produce. These sectors
included many natural medicine plants, the agave (the plant from which tequila is made})
as well as green house produce mainly targeted at the US market. Sustainable local and
regional development of agriculture was important and there was an early emphasis on
organic food and better management of forest resources.

In the service sector, the main focus was tourism. In addition to the promotion of the
main coastal resort of the region, Puerto Vallarta, the sirategy targeted ecological and
senior citizens rather than traditional tourists. The state encouraged rural tourism in
haciendas and rural houses and health spas, often combined with ecotourism in inland
areas, relatively isolated from the traditional coastal tourist destinations. Other tradi-
tional indigenous sectors were also promoted, such as local crafts, textiles, furniture,
jewellery and shoes. The emphasis in these sectors was on redeveloping long-established
crafts, training, improving the quality of materials and outputs, and assisting exports
(Government of the State of Jalisco 2001: 131-134).
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Indigenous industrial redevelopment and SME upgrading

While agriculture and tourism were important, the bulk of the local and regional devel-
opment efforts in Jalisco focused on industry. In contrast to the high-risk exogenous-
oriented strategies of trying to lure new sectors to the state through huge restructuring
plans or FDI, Jalisco emphasised the traditional low technology sectors that made up
the bulk of the local industrial fabric and that were already embedded in the region.
Although this indigenous focus made for a somewhat unglamorous strategy, it turned
out to be a strategy that worked.

Overall, the SME support strategy echoed the indigenous development approach in
Chapter 5. Initiatives were based upon the provision of selective incentives for niche
sectors, the creation of training and R&D facilities, and facilitating access to funds and
financial support for entrepreneurs, frequently through venture capital funds. Targeted
human resource measures were also used, such as the improvement of vocational training
schemes or the concentration of resources for graduate and postgraduate training in
selected areas. Support to the large number of local SMEs in the region took centre
stage. A large network of support and research centres for SMEs — some partially
financed by the private sector — was created to cater for the basic needs of SMEs and
to improve production and competitiveness in the supported sectors. The network of
support centres seek to help local SMEs to address the challenges of the new economy
by promoting the use of IT in firms, by helping with software and advising SMEs how
to engage in e-commerce. This effort has been combined with a series of measures to
reduce red tape and encourage ‘electronic government’ in public institutions. The centres
addressed SME needs including financial support, the promotion of an entrepreneurial
culture, quality control, improvements to the packaging of products, technological
support and advice on intellectual property, and access to information. Centres have also
been established for advice on mergers and acquisition and on the creation of industry
associations, for the promotion of innovation, design, management and marketing, and
trade, as well as for the improvement of local crafts and for the development of essen-
tial infrastructure. Echoing the importance of strong regional government in leading and
driving local and regional development strategies discussed in Chapter 4, the
Government of the State of Jalisco, through its ministry of economic promotion, is at
the apex of this intricate network of support centres.

While the fundamental focus of Jalisco’s local and regional development strategy has
been the SMEs which make the vast majority of firms and the largest proportion of
employment in the state, larger firms and the exogenous approach of attracting and
embedding FDI have not been overlooked. Attempts have been made to connect firms
in sectors that could create links to existing networks of SMEs and thus help to embed
production in the state. Steps have been taken in order to facilitate the shift from
traditional maquila — assembly plants created under a scheme of tax exemption for the
export of output — to second or third generation maquila. These are plants that increas-
ingly substitute foreign inputs in the areas of technology, management or design with
local inputs (Shaiken 1993). Much of the foreign direct investment the state govern-
ment has sought to attract has been in sectors where production chains could be estab-
lished with local firms and embedded for local and regional development. The state has
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business promotion centres in Mexico City and Los Angeles to support this selective
and targeted strategy.

In addition, the state government prioritised investment in telecommunications
and education infrastructure. Transport infrastructure investment was mainly aimed
at preventing an increasing concentration of economic activity in the metropolitan
region of Guadalajara and facilitating the kind of more balanced territorial development
envisaged in Chapter 2 (Government of the State of Jalisco 2001). And, in contrast to
Seville, the cost of a strategy not based on grand infrastructure policies or on huge incen-
tives for the attraction of FDI turned out to be relatively low, as much of the strategy
implied a re-prioritisation of existing state capital expenditure.

Although the change in economic fortunes cannot be solely attributed to the local
and regional development strategy, Jalisco’s experience demonstrates the potential
impact of thoughtful design and the implementation of appropriate policies sensitive to
the assets and needs of particular places. Using and upgrading existing indigenous
resources has yielded local and regional development in Jalisco even in the context
of increasing competition and continental cconomic integration. While the economic
transformation has not been as radical or spectacular as Ireland, Jalisco’s advances have
been incremental and are likely to be more sustainable as a result. The almost two
decades of entrenched economic decline has been halted and the seeds of a local and
ceonomic recovery have been planted. Whether Jalisco can sustain this growth trajec-
tory in the context of further transcontinental economic integration throughout the
Americas is the central issue for future development.

Conclusion

‘Local and regional development in practicc” uses the main themes of this book criti-
cally to analyse the experience of our international case examples. The local and regional
development stories of North East England, Ontario, Silicon Valley, Busan, Ireland,
Seville and Jalisco emphasise the importance of our central concerns. While working
with particular histories, legacies and contexts, each place has faced the shared chal-
lenges of grappling with appropriate local and regienal development models in a chang-
ing context. Common projects emerge whether managing industrial decline (North East
England), attempting adjustment {Ontario, Jalisco), seeking to rebalance the national
economy (Busan, Ireland), trying to sustain an existing trajectory (Silicon Valley) and
embarking upon (Seville) or dealing with transformation (Ireland). Questions of what
kind of local and regional development and for whom come to the fore. Each place has
had to find its own way or synthesis of local and regional development in its own par-
ticular context. Similarly, the concepts and theories of local and regional development
are central to deliberations about the diagnosis of current problems and the kinds of
strategics, interventions and policics that might shape or influence them.

North East England is seeking to manage the decline of an industrial economy, an
uneven iransition to a service economy and the retreat of Keynesian state management.
Ontario is attempting economic adjustment and finding the limits of the regional leaming
economy in the context of continental integration and its North American region-state
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status. Silicon Valley is trying to sustain its dynamic high-tech and knowledge economy-
based local and regional development model in the face of growing pressures of social
and spatial inequality and sustainability as well as international competition and rivalry
in its leading industrial sectors. Busan is seeking to benefit from the stronger local and
regional policy developed to rebalance the territorial development of the national
economy and narrow the regional inequalities driven by the growth of the capital Scoul.
Ireland too is wrestling with the economic and socio-spatial inequalities of its rapid
growth and transformation as a FDI-oriented manufacturing and service-based economy.
Seville is reflecting upon the relative failure and unevenness of its ambitious high-tech-
led strategy and connection to the fifth Kondratiev or long wave to transform its local
and regional development prospects. Jalisco is seeking to cement and embed the indige-
nous industrial renewal, built upon localisation, adding value and upgrading traditional
activities, now integral to its local and regional development futures.

Institutions of government and governance were critical in each local and regional
development experience. The continyed fragmentation and weakness of its local and
regional institutions mean North East England has struggled to address its plight.
Ontario’s economic adjustment strategy is inftuenced by the complexities of coordina-
tion and joint working in the multilevel federal system in Canada and the context of
competition between North American region-states. Silicon Valley has hitherto relied
upon limited institutional structures and business-led dynamism, although this may
change given the magnitude of its sustainable development challenges. South Korea’s
developmental state has re-emerged with the intention of rebalancing the national
economy and closing regional disparities, and local and regional institutions in Busan
and other regions are seeking to gain from cxtensive decentralisation. Ireland’s innov-
ative national social partnership is pivotal in its national growth coalition but it faces
serious challenges to address growing social and spatial incquality. Seville’s expericnce
reveals that the alignment of city, regional and national interests in transformation
projects does not necessarily result in substantive local and regional development. Jalisco
emphasises the potential of strong regional government in constructing an appro-
priate, context-sensitive local and regional development strategy as well as leading on
its implementation.

Interventions and policies in the case studies connected directly with indigenous and
exogenous approaches. North East England continued to suffer from the branch plant
economy entrenched by its historical emphasis on exogenous approaches in manufac-
turing and services. Ontario remained vulnerable to external conirol and foreign-owner-
ship especially in the context of NAFTA yet sought to grow and build its strong
indigenous strengths to support the learning region strategy. Silicon Valley historicatly
needed little policy intervention to support its innovative and dynamic networks beyond
the federal university and defence expenditure that supported its development. The
growth of labour market intermediaries and other institutions to address the Valley’s
sustainability questions may herald a turn to a greater degree of intervention than hith-
erto. Busan is attempting to reinvigorate its indigenous assets and promote adjustment
with the help of stronger local and regional policy and the decentralisation of public
institutions. Ireland remains explicitly conscious of the need to balance and connect
exogenous and indigenous approaches in manufacturing and services in more inclusive
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ways to sustain its local and regional development trajectory. Seville’s transformation
strategy sought both indigenous and exogenous growth yet ultimately failed to deliver
sustainable local and regional development. Jalisco prioritised indigenous development
while exercising greater selection and targeting in its approach to exogenous resources.

The cases emphasised central elements of the frameworks of understanding in this
book: the context-specific, path-dependent and locally and regionally sensitive nature of
development trajectories and the role of policy. While subject to generalised quantita-
tive assessment, the depth, character and sustainability of ‘success’ and *failure’ in devel-
opment are often shaped by localities and regions. Ongoing adjustment and the search
for sustainable local and regional development preoccupies the instituiions of govern-
ment and governance in each of our case studies. ‘Local and regional development in
practice” has provided an integrated and critical analysis of the experiences of the inter-
national casc studies. The Conclusions that follow offer an opportunity to draw together
the main themes of the book and to reflect upon their significance for local and regional
development.
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Introduction

The growing extent and importance of local and regional development has provided the
central focus for this bock. We have sought to provide an accessible, critical and inte-
grated examination of contemporary locat and regional development theory, institutions
and policy. Part I introduced our initial starting points in considering local and regional
development. Chapter | detailed the growing importance and significance of local and
regional development for national, regional and local institutions of government and
governance internationally in recent years. The challenging context of local and regional
development was outlined encompassing a more complex, knowledge-intensive and
‘globalised’ capitalism marked by rapid economic, social, political and cultural change,
territorial competition and concerns about its future economic, social and ecological
sustainability. The need for altemative local and regional development strategies was
outtined in the context of the changing institutions of government and governance and
the evolution of public policy interventions from top-down, national and centralised
approaches towards bottom-up, focal and regional and decentralised and integrated
forms. Geographical disparities and inequalities in prosperity and well-being frame ques-
tions about the aims, purpose and social justice of local and regional development.

Chapter 2 focused upon the fundamental questions of what local and regional devel-
opment is, what it is for and, in normative terms, what it should be. The definition of
local and regional development explored its meanings, historical evolution and geogra-
phies of space, place, territory and scale. Local and regional development has recently
broadened to encompass economic and social as well as environmental, political and
cultural dimensions. The sustainability of local and regional development is now para-
mount. Local and regional development is socially determined in the context of histor-
ically enduring themes, principles and values that vary between places and over time.
The varieties, objects, subjects and social welfare dimensions of local and regional devel-
opment often have socially and geographically uneven distributions of who and where
benefits or loses from particular forms of local and regional development.

Part H established the frameworks for understanding local and regional development.
Chapter 3 reviewed each of the main existing and emergent approaches, comprising neo-
classical; Keynesian; theorics of structural and temporal change (stage, cycle and wave
theories; Marxist and radical political economy; transition theories); institutionalism and
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socio-cconomics; innovation, knowledge and learning; extended neo-classical theorics
{endogenous growth theory, geographical cconomics, competitive advantage and clus-
ters); sustainable development and post-developmentalism. The discussion of each set
of ideas focused upon their starting points, aspirations and assumptions; concepts, rela-
tionships, causal agents, mechanisms and processes; their relations to policy and their
limitations in secking to understand and explain local and regional development across
space, in place and over time,

Chapter 4 discussed the inevitably intertwined relationships between institutions of
govermment and governmance and local and regional development. The chapter empha-
sised the changing nature of the state but continued importance of government in the
context of the emergence of the broader institutional structures of governance, ‘new
regionalism’ and the creation or strengthening of the capacities of local and regional
development institutions. [t also noted the enduning influence of the distinctive histor-
ical institutional legacies of particular national varieties of capitalism that shape the
specific compromises and syntheses between growth, cohesion and sustainability that
influence local and regional development. Discussion focused upon the increasingly
multilevel systems of government and governance across a range of geographical scales
for local and regional development and the growing importance and involvement of civil
society, innovation and experimentation in democratising and encouraging participation
in institutional and political structures. Understanding the institutions of government and
govemance is vital in framing the relative autonomy and degree of agency localities and
regions have been able to exercise in reshaping existing and developing new approaches
for local and regional development.

Drawing upon the emergent context, discussion of definitions, principles and values
and frameworks of understanding, Part [l addressed interventions and their instruments
and policies of local and regional development. Themes reviewed comprised approaches
seeking to harness both internal or indigenous and external or exogenous resources and
forms of growth and development, the growing importance of context-sensitive rather
than universal policy and the significance of policy leaming and adaptation rather than
policy transfer. Chapter 5 reviewed the tools aimed at mobilising local and regional
economic potential and promoting indigenous and endogenous development within
localitics and regions. Building upon the bottom-up approach discussed in the intro-
duction, the chapter detailed the instruments developed within programmes supporting
the establishment of new businesses, the growth of existing businesses and upgrading
and developing labour, Chapter 6 discussed approaches to understanding mobile invest-
ment and the ways in which local and regional institutions have attempted to attract and
embed it to promote local and regional development. Institutions and policies secking
to attract and embed intermational firms, encourage reinvestment and form linkages to
indigenous development strategies and dealing with divestment, and attracting and
retaining specific ocoupations, were reviewed.

Part IV sought to pull the main themes of the book together and consider integrated
approaches. Chapter 7 utilised the main themes, frameworks of understanding and inter-
ventions outlined in the book to analyse case studies of local and regional development
in an explicitly international context drawing upen different places and territories from
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Fast Asia, Europe, Central America and Nosth America. The cases comprised North
East England, UK; Ontario, Canada; Silicon Valley, USA; Busan, South Korea; Ireland;
Seville, Spain; and Jalisco, Mexico. For each case, the analysis explored the common
and particular definitions, principles, values and explanations of local and regional devel-
opment, development strategies and policy approaches, the role of government and
governance, their degree of success and future issues. Our analysis emphasised the often
context-specific, path-dependent and locally and regionally sensitive nature of develop-
ment trajectories and the role of policy learning in shaping institutional intervention for
locat and regional development. Rather than definitive and simplistic storics of ‘success’
or ‘“failure’, the case studies suggest local and regional development is a question of the
extent and nature of adjustment to both cxternal and internal stimuli and constraints that
evolve and change over time in particular localities and regions. Institutions of govern-
ment and governance and social agency in localitics and regions are critical in shaping
the local and regional development trajectories of particular places.

This chapter has summarised the conient of the book thus far. Yet, having reached
this point, we are acutely aware that we have not spelled out our version of what kind
of local and regional devclopment and for whom. Such a discussion is imperative, as
Glasmeier reminds us:

in the absence of discussion on the goals and purposes of economic develop-
ment policy, we will remain in a peried of policy formulation which favours
interventions targeted toward either reducing the costs of doing business or
improving the competency of firms. Such emphases will ensure that theory 1s
invoked to justify current practice, further diverting attention from the deeper
underlying bases of cconomic deprivation.

(Glasmeier 2000: 575)

We seek to draw upon some of the current concepts and theories of local and regional
devclopment detailed in Chapter 3 to outline our vision of what holistic, progressive
and sustainable local and regional development might look like.

Holistic, progressive and sustainable local and
regional development

Building upon the discussion about definitions, geographies, varicties, principles and
values and distributional questions in Chapter 2, here we outline our version of holistic,
progressive and sustainable local and regional development. Our definition of *devel-
opment’ seeks the establishment of conditions and institutions that foster the realisation
of the potential of the capacitics and faculties of the human mind in people, commun-
itics and, in tum, in places (Williams 1983). In our view, the ‘development’ of localitics
and regions should be part of a more balanced, cohesive and sustainable project.
Reducing the social and spatial disparities and incqualitics between and within localities
and regions is integral to this understanding of ‘development’.
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The holistic dimension

The

A “holistic’ approach sees close relations between the economic, social, political, ecolog-
ical and cultural dimensions of local and regional development (Beer et al. 2003; Perrons
2004). The traditional priority of *“fixing the economy™ as a prelude to, and as a plat-
form for securing social well-being” (Morgan 2004: 883) is challenged. Instead, the
holistic approach seeks to promote better awareness and balanced integration between
the economic, social, political, ecological and cultural facets while acknowledging that
trade-offs and conflicts may be involved (Haughton and Counsell 2004). Holistic
thinking connects to the broadened notion of development as a wider and more rounded
conception of well-being and quality of life discussed in Chapter 2. For Beauregard
(1993), this includes a connection to the sphere of social reproduction within families
and houscholds and, in particular, the gender division of labour. This broader notion
includes economic concerns — such as ‘competitiveness’, growth and productivity — but
is not reducible to them. Indeed, the holistic approach attempts to move beyond the
narrow cconomism and ‘desiccated indicators’ (Morgan 2004: 884) like GDP and
income per head to develop new metrics that better capture the broader and more sustain-
able nature of local and regional development (Bristow 2005; Geddes and Newman
1999). Each of our case study analyses suggests local and regional development in prac-
tice wrestles with exactly these kinds of relationships and dilemmas, for example sharp-
ened socio-spatial inequality threatening continued local and regional growth in Silicon
Valley and Ireland as well as Ontario’s learning region strategy to generate high-wage,
high value-added and environmentally sustainable jobs. Holistic local and regional
development attempts to integrate the concerns of economic efficiency and social welfare
(Perrons 2004).

Critics of holistic thinking may question the practical feasibility of such an all-
encompassing approach to local and regional development. Institutions and policies
perhaps cannot attempt to intervene and shape such a wide and complex set of rela-
tionships for the good of localities and regions. The challenge to integrate the concerns
of economic efficiency and social welfare may be formidable, particularly when eco-
nomic prioritics can dominate local and regional development. Yet, unless we begin to
unpick dominant ideas of local and regional development and reveal the relations
between broader notions of economice, social, political, ecological and cultural develop-
ment, more balanced. cohesive and sustainable development of localities and regions
may remain out of our reach.

progressive dimension

A progressive approach to local and regional development is underpinned by a belief
in the social injustice of uneven development and spatial disparities and inequalitics.
The unfairness of people’s life chances and opportunities being shaped by where they
live and their social context is integral to this principle. Progressive local and regional
development is potentially holistic and recognises the relations between economic,
social, ecological, political and cultural change. The roots of progressivism are in
radical critiques and attempts at contesting and managing capitalism, a progressive value
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system and normative, often social-democratic and Left politics, and the aspiration for
mote geo-graphically even development in and across localities and regions over time
{Massey 1993; Marquand 2004).

A progressive approach emphasises the role of the state together with other social
institutions within civil society in tackling disadvantage, inequality and poverty in local-
ities and regions. To varying degrees and in different ways, the experience of the case
studies supports this analysis. In the position of a lagging regional economy, North East
England is struggling with the shift away from an interventionist national state while
Busan in South Korca may stand to benefit from an episode of strong and redistribu-
tive regional policy in the interests of more balanced national spatial development. While
the narrow theoretical efficiency of competition and markets in allocating resources is
recognised, it is explicitly argued, particularly in institutionalist and socio-economic
approaches, that they are not free floating social phenomena but are underpinned by
frameworks of institutions and conventions (Polanyi 1944). As Scott (1998: 102) argues:
‘superior levels of long-run economic efficiency and performance are almost always
attainable where certain forms of coliective order and action are brought into play in
combination with competition and markets’ {sce also Amsden 1992; Wade 2003).
Markets, then, need to be tamed and regulated to ameliorate their tendency towards
instability and the unequal economic, social and spatial outcomes that may undermine
aspirations for more balanced, cohesive and sustainable local and regional development.

In opposition to a progressive approach are regressive forms of local and regional
development that may encourage or entrench — through design or default — social injus-
tice and local and regional disparities and inequalities. The promotion of economic liber-
alisation, state restructuring, welfare reform and temitorial competition has been
accompanied by regressive changes generating growing social and spatial inequality
(Jessop 2002; Peck and Tickell 2002). Similarly, narowly business-led or dominated
structures of government and governance may seek to subordinate local and regional
development solely to business interests and the economic concerns of competitiveness,
growth, innovation and labour market flexibility. Holistic approaches may wither in such
a cold climate. The experiences in our case studies echo such concerns. Silicon Valley
and, to a lesser degree, Seville, revealed some of the contradictions and problems gener-
ated by network forms of governance in which business interests are powerful in
promoting a particular kind of unbalanced local and regional development. Similarly,
Ontario’s experience illustrated how an ingrained individualistic and anti-cooperative
business culture worked against private sector involvement and undermined experiments
in the more collaborative and associative forms of governance considered necessary to
construct a dynamic regional innovation system. Regressive forms of local and regional
development may be characterised by the kinds of wasteful inter-territorial competition
discussed in Chapter 1, zero-sum notions of places ‘developing’ at the expense of other
places and an understanding of ‘development’ as a harsh meritocracy in which markets
alone arbitrate the realisation of the potential of pcople, communities and places.

A progressive framework for local and regional development is focused upon a sct
of foundational, even universal, principles and values, These trans-historical notions
might include justice, fairness, equality, equity, democracy, unity, cohesion, solidarity
and internationalism (Harvey 1996). Such values have often been forged and evolve

257
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over time through the progressive and broader political ambition of what Raymond
Willtams called ‘militant particularism” — the ideas and principles that can connect local,
particular, struggles together in a more general, geographically encompassing common
and shared interest (Harvey 2000). The specific form and articulation of such principles
and values are subject to a greater or lesser degree of local and regional social deter-
mination, shaping and struggle within their particular national and international contexts.
As our Ontario case study demonstrated, for example, the particular Canadian national
social settlement is bound up within the confederation of its provinces. With compara-
tively weak local and regional institutions, North East England has struggled to adapt
in its marginal position with the United Kingdom national political economy. Ireland’s
innovative national social partnership contributed to sustaining its rapid economic
growth in the 1990s.

Universalist values are not simply fixed in stone, however. Neither are they simply
the products of relativist definitions of ‘development’ determined by particular places
in specific time periods. Such isolated and parochial understandings may only fuel inter-
territorial competition and zero-sum interpretations of the development of some places
at the expense of others. Instead, the local and regional articulation and determination
of principles and values are normative issues that are subject to democratic dialogue,
evolution and political choices. They are questions for localities and regions of what
their local and regional development should be about. Keating et al. (2003) argue that
territorjal identities can become instrumentalised and utilised by political and social
agents and can provide a socially rooted framework for politics. In their view, formalised
institutions of govemment and governance in the state and civil society adapt and mould
such interests. Drawing upon their particular intcrpretation of the concepts and theories
discussed in Chapter 3, localities and regions then find or reach their own ‘syntheses’
of distinctive models of local and regional development — for example growth, social
solidarity, sustainable development — conditioned by cultural values, institutions and
prevailing modes of social and political mobilisation. Yet, while reflecting the partic-
ular and specific aspirations, needs and traits of localities and regions, such locally and
regionally determined models should not be developed independently of the more funda-
mental and universal values outlined above. Moreover, such local and regional resolu-
tions or scttlements are shaped by the balance, dialogue, power and relations of local
and regional interests and their context and mediated through institutions of government
and governance,

The notion of broadly based principles and values can help frame the extent and
nature of local and regional development irrespective of the relative levels of develop-
ment of specific countries, regions and localities (Standing 1999). This last point is
crucial to the understanding of locally and regionally determined and appropriate devel-
opment for localities and regions. A progressive view is that there are basic or universal
principles that matter irrespective of the levels of wealth and income. Controversy has
accompanied this issue, however, as developing countries have sometimes portrayed
developed world concern with environmental awareness and labour standards as rela-
tive luxuries and closet protectionism they cannot yet consider due to pressing social
needs and a desire to grow and enhance their own living standards (Cypher and Dictz
2004). As we saw in our discussion of post-development in Chapter 3, the idea of
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universal progressive values has been criticised as encouraging a Eurocentric and
modernist ‘one-best-way’ of ‘development’ overly reliant on the national state and tried
and tested in the industrialised North. We reject a monolithic, ‘one-size-fits-all’ local
and regional development. We envisage localities and regions constructing their own
context-sensitive models but with reference to more universal principles and values.

The sustainable dimenslon

Sustainability is the third guiding principle for our holistic and progressive version of
local and regional development. Drawing upon the discussion in Chapter 3, our inter-
pretation of sustainable development is holistic in understanding “development’ as a
broader idea of health, well-being and quality of life in localities and regions. It incor-
porates an understanding of the relations between the economic, social, ecological, polit-
ical and cultural dimensions of sustainability. Such an approach encourages a closer
look at whether particular forms of economic growth might be socially and ecologically
damaging, even though they may offer short-term jobs and investment. Sustainability is
progressive in prioritising the values and principles of equity and long-term thinking in
access to and use of resources within and between current and future generations.

As Chapter | illustrated, previous forms of local and regional development have often
been criticised as too short-term in their focus, design and delivery. Local and regional
development in particular places can often be fleeting and based upon the fortuitous
combination of circumstances that work together in a virtuous way for specific periods
of time. Yet, the socio-spatial inequalities in Silicon Valley and Ireland raise issues of
sustainability as such configurations can just as quickly unravel as distinctive advan-
tages are not renewed or croded by competition or cultures, institutions and networks
enabling adaptation, innovation and learning are outgrown. Quick fixes have sometimes
been sought for problems with deep historical roots such as Seville’s ambitious strategy
to create a ‘technocity’. Forms of development have often proved short-lived, public
money has been spent and enduring problems typically return. A sustamable approach
secks lasting and more resilient forms of local and regional development. Evidence
suggests long-term strategies promote continuity and stability, and may foster the
conditions for sustainable local and regional development.

Finally, our approach to sustainable development is context-sensitive. Connecting
with the indigenous approaches discussed in Chapter 5, this view secks to recognise
distinctive structural problems, dovetail with local assets and social aspirations to
encourage the kinds of local and regional development that are more likely to take root
and succeed as locally and regionally grown solutions (Hirschman 1958; Storper 1997).
Developing our idcas from Chapter 4’s analysis of the institutions of government and
governance, this connects to the recognition of the role of the state as onc — among
others including the social partners of labour, capital and wider civil society — of the
leading agents of development and more holistic, programmatic and systemic forms of
local and regional policy:

environmentally sustainable development implies 2 more important role for the
public scctor, because sustainability requires a long-term — intergenerational —
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and holistic perspective, taking into account the full benefits and costs to society
and the environment, not only the possibility of private profitability.

(Geddes and Newman 1999: 22: see also

Aufhauser er al. 2003)

Depending upon the circumstances and aspirations of particular localities and regions,
balances and compromises will no doubt emerge from considerations of sustainable
development when connected to the holistic and progressive principles.

Holistic, progressive and sustainable local and
regional development in practice

Far from an infeasible wish list, the principles and values of holistic, progressive and
sustainable local and regional development are being explored and put into practice by
international, national, regional and local interests. The International Labour Organisa-
tion’s framework focuses upon local development as the focus for human development
and their conception of *decent work’. Figure 8.1 describes the relations in this partic-
ular model. Some examples — among many others — include sustaining local and regional
cconomies (Example 8.1), international fair trade and local development (Example 8.2),
localising the food chain through creative public procurement (Example 8.3) and encour-
aging local development through ‘demanufacturing’ and recycling (Example 8.4).
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Example 8.1 Sustaining local and regional economies

The viability and sustainability of local and regional economies has received growing atten-
tion in recent years (Pike et al. 2006). In the context of the potentially ‘delocalising’ and
damaging cffects of globalisation, the preservation and promotion of local and regional
economic linkages and circuits of value have come to the fore (Hines 2000). Drawing
upon the concepts and theories in Chapter 3, Pike et al. (2006) have identified economic
growth, economic income, investment and economic assets, people, employment structure,
economic structure, economic roles and functions, innovation, learning and technological
change, place-based factors and government and governance as the determinants of local
economic viability and self-containment. Each can operate to support or undermine eco-
nomic viability and self-containment across a variety of spatial scales and time periods.

In the United Kingdom, the localisation agenda has prompted the New Economics
Foundation (2002) to develop a practical framework for use by local and regional institu-
tions analysing and encouraging the recirculation of local spending within local economies.
It argues that the leakage of local spending power outside the local economy, for example
to supermarkets and food takeaways, undermines local economic vitality. Drawing on a
simplified version of the ideas of Keynesian multipliers discussed in Chapter 3, their
‘Plugging the Leaky Bucket’ framework reveals that for every £100 that enters the local
economy, if 80 per cent of each £1 spent stays in the local economy, the total amount of
spending that the initial £100 will generate is about £500 — a multiplier of 5 (500/100). If
only 20 per cent of each £1 spent stays in the local economy, the total spending is £125
— a multiplier of only 1.25 (125/100). Maximising the amount of local spending that circu-
lates locally prevents financial leakage and promotes the economic viability and sustain-
ability of local economies.

Similarly, in the United States, the Institute for Local Self-Reliance’s Hometown
Advantage initiative has sought to encourage the localisation of ownership and retail
spending among local businesses due to their greater local linkages and impact on the local
economy (Mitchell 2000). A comparative study of the economic impact of ten firms in
Andersonville, Illinois, with their chain store competitors revealed that for every $100 spent
in a local firm, $68 remains in the Chicago economy — only $43 is retained by $100 spent
in a chain store (Civic Economics 2004). Stacy Mitchell argues:

local ownership ensures that economic resources are broadly owned and locally
controlled. It keeps decision-making local. While large corporations are required
by law to maximise returns to shareholders, locally owned businesses can be
guided by other values besides the bottom line. And because they are owned by
people who live in the community, they tend to have a far greater concern about
the community’s welfare and long-term health and vitality.

(Mitchell 2002: 2)

Such initiatives have encouraged supportive legislation on limiting retail unit floorspace to
constrain ‘big box’ retail stores and preventing formula restaurants.

[ 8
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Practical initiatives such as ‘Plugging the Leaky Bucket’ and ‘Hometown Advantage’
have been criticised for their relatively simplistic understanding and application of
Keynesian multipliers, particularly in their relations to the size and complexity of local and
regional economies. Indeed, following the theory of comparative advantage and export
base theory, some would advocate less localisation and more specialisation and trade in
economic activities as a means of growing local and regional economies and income.
Despite such criticisms, such practical and necessarily basic initiatives can represent a first
step in promoting broader understanding and action in the formidable and ongoing chal-
lenge to localise economic activity in the context of globalisation and make it positive for
local and regional development.

Sources: New Economics Foundation www.neweconomics.org/gen;
Hometown Advantage www.newrules.org/journal/hta.htm;
Civic Economics www.civiceconomics.com/index.html; Schuman (1998)

Example 8.2 International fair trade and local development

Fair trade promotes more equal economic relations and exchanges between producers and
consumers in the North and ‘developing’ countries of the South globally. Acknowledging
that globalisation has stretched commodity chains across the world and heightened price
competition, especially in agricultural product markets, the terms of trade between
advanced prosperous countries and less developed poorer countries are seen systematically
to have disadvantaged producers in the South. This has historically contributed to nega-
tive implications for local and regional development and well-being as livelihoods and
incomes are tied into volatile commodity markets and the politics of international trade
regulation. Fair trade organisations attempt to connect producers from the South with
consumers from the North, highlighting the impact of retail purchasing decisions in shops
in the North on the income and living standards of people in the South. Encouraging
progressive values such as ethical consumption patterns, respect for socially and ecologi-
cally responsible production and the purchase of fairly traded commodities among
consumers in the North, the aim is to achieve a more equitable distribution of value between
producers and consumers. In addition, retailers and distributors are encouraged to respect
certain economic and social safeguards in their trading arrangements, for instance in terms
and conditions of employment, health and safety and trade union membership.

Fair trade brands and products are developed with premium prices, identified by agreed
and independent labelling protocols, for sales through wholesalers and retailers. The aim
is to ensure price and income stability for producers and to increase the proportion of earn-
ings that finds its way back along the commodity chain to producers in the South, raising
living standards as a result. Self-help is embedded in the fair trade ethos, captured in the
maxim ‘Trade not aid®. Fair trade has been explicitly connected with sustainable forms of
local and regional development among producers in the South. Economic, social and
environmental objectives may simultaneously be attained. Fair trade in local development
can encourage more ecologically balanced agriculture and provide a stimulus to local
initiative and indigenous entreprencurship.
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People Tree is an example of a fair trade organisation that has worked with organic
cotton farmers in Maharashtra, India. People Tree interpret fair trade as sustainable because
of its ability to empower people as producers and ensure ecologically sensitive production.
Fair trade products can compete in markets with strong design and distinctive characteris-
tics bearing the hallmarks of particular localities. People Tree have paid 40 per cent in
addition to the market price to purchase cotton from 70 local organic farmers. The addi-
tional income boost has allowed the farmers to sustain organic production, free from pesti-
cide and genetically modified seeds, reduce indebtedness and propagate indigenous plant
varieties. Community well-being and cohesion have benefited as a result. People Tree’s
organic cotton manufacturing activities started in 1998 with 8 employees and have built
up workshops, now employing 150 including disabled women, with design and new fabric
development capability. Market outlets include UK retailer Selfridges, London, with
organic T-shirts competitive in price against other established brands due to their lower
overhead costs for management and brand advertising.

Challenges for fair trade include the need to balance market integration and the preser-
vation of indigenous cultures, the reliance upon consumerism and continued retail spending
for their export markets and the displacement effects of producing fair trade products for
export markets rather than concentrating on indigenous self-sufficiency. Criticism of fair
trade initiatives highlights the potential tensions between increased global trade and local
development.

Source: Fair Trade Forum (2001) http:/fairtrade.socioeco.org
World Social Forum (2004) Fair Trade and Local Development
http://allies.alliance2 1 .org/fsm/article.2004.en.php3?id_article=283

People Tree www.ptree.co.uk; Morgan (2004)

In our case studies too, examples of the kinds of holistic, progressive and sustainable
local and regional development we envisage are evident. Sustainable local and regional
development has underpinned calls for more ‘liveable communities’ in Silicon Valley,
stimulated the establishment of the ‘Smart Growth® panels in Ontario and underpinned
the growth of organic farming and eco-tourism in Jalisco and regionally balanced
national spatial strategies in Ireland and South Korea.

The preceding examples are obviously not exhaustive — many more exist and are
under development and experimentation (Scott 1998; Beer ef al. 2003 ) — but they provide
concrete cases of our approach. A holistic, progressive and sustainable local and regional
development is not intended as an ‘off-the-shelf” template or ‘one-size-fits-all’ universal
design or model. Neither is it a plea for local and regional relativism and voluntarism
in the definitions of development driven solely by perhaps parochial and regressive local
and regional interests. Rather, our approach seeks to provide guiding principles informed
by the kinds of universal values discussed above that may influence the social determi-
nation of definitions, geographies, varieties, principles and values for local and regional
development that are geographically differentiated and change over time. This version
can shape local and regional thinking and discussion about the fundamental questions
of what kinds of local and regional development and for whom.
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W0 Plate 8.1 Indigenous fair trade: woman entrepreneur and local Tunari brand of jeans at a
trade fair in Cochabamba, Bolivia

Source: Photograph by Nina Laurie

Example 8.3 Localising the food chain through creative
public procurement

The international stretching of commodity chains and growing concerns about food quality
and safety have stimulated interest in ‘relocalising” the food chain in the interests of local
and regional development. Consumers tend to place greater trust in products that display
a strong attachment to place, making the geographical provenance of food increasingly
important. Recent rescarch has focused on the role of school meals in debates about the
integrity of the public realm and the broadened notions of health, well-being and sustain-
able development. A focus on school meals may provide a ‘multiple dividend’, first, with
more nutritious food reducing diet-related health problems (e.g. obesity, heart disease,
diabetes). Second, locally produced school meals could ereate new local markets for local
farmers and producers. Third, a more localised food chain delivers potential environmental
benefits through reducing the ‘food miles” or distance travelled by products from field
to fork.

Creative public procurement in EU countries, including Austria, Denmark, France,
Germany, Italy and Sweden, has played a leading role in promoting more nutritious, some




CONCLUSIONS

times organic, food in public facilities, including schools. While UK public procurement
managers purchasing goods and services for public bodies cite EU directives that seek to
prevent discrimination in favour of local suppliers within the Single European Market’s
competition rules, other EU Member States are creatively interpreting such regulations.
They are actively specifying contracts using product qualities — fresh scasonal produce,
regionally certified products and organic ingredients - to implement local purchasing
policies in all but name. In Ferrara, Italy, for example, 80 per cent of all food served in
the city’s nursery schools is organic. Recognition of the strategic role and innovative
deployment of public procurement practices together with increased resources could
provide health, educational and welfare benefits with positive impacts upon local and
regional development. Such initiatives are potentially holistic, progressive and sustainable.
Challenges for such an approach include encouraging awareness and education among
public procurement managers, changing the dietary aspirations and norms among users of
public service institutions, and expanding the capability of the supply-side of local markets
to fulfil the scale of public contracts.

Source: Morgan and Morley (2002); Morgan (2004)

Example 8.4 Demanufacturing, recycling and local development

A potentially holistic and sustainable approach capable of generating local and regional
development benefits is based on ‘demanufacturing’ and recycling. In the context of glob-
alisation and intensified competition, rapid technological change is reducing the duration
of the life cycles of products and increasing the turnover of new product development,
production, sale and consumption. Increased obsolescence has created a growing problem
of what to do with unwanted but potentially usable products, such as cars, mobile phones
and personal computers. Some products have well-developed secondary markets that can
extend their usable lives. Others further intensify the pressures on local and regional waste-
management systems.

Manufactures are often disposed of into waste systems for free yet provide the poten-
tial for the responsible treatment and disposal of hazardous waste, the recycling of
secondary materials, the development of secondary materials markets (c.g. glass, copper)
and the municipal management of solid waste. ‘Demanufacturing’ is production ‘in
reverse’, Discarded manufactures are disassembled into their component parts. For local
and regional development, economic activity can be generated from such formerly
neglected resources and assets that hitherto were considered only as waste that required
disposal. New activities have been utilised to create employment in disadvantaged
communities and, simultaneously, remediate degraded local environments. In particular,
entry-level semi-skilled jobs with training can be provided that may form the basis of inter-
mediate labour market paths back into mainstream employment. Criticisms of such initia-
tives point to their small scale relative to the magnitude of the problem and the need for
manufacturers to do much more to support the responsible disposal of discarded products.

Source: Roberts (2004)

B VaeH
2b5
265



m CONCLUSIONS

The limits of local and reglonal development

Despite the undoubted growth in importance and the tangible evidence of the emergence
of holistic, progressive and sustainable forms, there are clearly limits to what local and
regional development can achieve. An emphasis upon local and regional development
is a necessary but not sufficient condition for the morc even territorial development and
distribution of wealth and well-being in economic, social and environmental terms across
and between localities and regions. The macroeconomics of growth and the nature of
the engagement of national states within the intemational political economy fundamen-
tally shape the problems and prospects for local and regional development (Scott 1998;
Hudson 2001). While the national state alone clearly cannot hope to answer all the ques-
tions of local and regional development — as if it or any other institution ever could in
the context of a global capitalist economy — the problems that inhibit the state’s role
in the current neo-liberal era are undoubtedly challenging. Namely:

how, in a prospective giobal mosaic of regional economies, individual regions
can maximise their competitive advantages through intra-regional policy efforts
while simultaneously working together collaboratively to create an effective
world-wide inter-regional division of labour with appropriate built-in mecha-
nisms of mutual aid, and especially with some modicum of collective assis-
tance for failing or backward regions.

(Scott 1998: 7)

Such challenges are not insurmountable. Public institutions, particularly at the national
level, can be vital, longstanding and potentiafly progressive guardians in concert with
civil society of the principles and values of local and regional development.

There are four key issues in reflecting upon the constraints on local and regional
development. First, some commentators believe globalisation has emasculated the nation
state, limiting its scope for policy action and denuding its potential to achieve fairer and
more progressive social and spatial distributions of wealth and well-being (for a review
see Radice 1999). Yet, as we discussed in Chapter 4, we believe this argument is over-
done. Globalisation itself is the product of the decisions of political agents: international
institutions, national governments, transnational corporations, civil society, consumers
and so on (Hirst and Thompson 1999). Concerted intergovernmental cooperation at the
international scale may provide part of a potential response. Michie and Grieve Smith
(1995: xxvi} are alive to this, noting that ‘Action at the local, regional, national or bloc
level, far from being a utopian alternative to the real international stage, might in reality
prove a prerequisite to co-operation’. This is a laudable and complementary aspiration,
notwithstanding questions regarding whether, how and in what ways such initiatives can
‘reach down’ through geographical scales to localities and regions to shape their devel-
opment in meaningful ways. Nation states are integral too in regulating inter-territoriat
competition at the international and national levels in the context of globalisation
(Rodriguez-Pose and Arbix 2001). Whether and to what extent national policy frame-
works pursue the ‘new regionalist’ agenda and seek to encourage localities and regions
to become agents of their own development and compete against other regions are
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critical questions. Having endewed cvery English region  irrespective of their relative
prosperity - with development agencies, for example, recent debate m the United
Kingdom has questioned how the national government’s approach of treating unequals
cqually can ever reduce local and regional disparities in cconomic and social conditions
{House of Commons 2003). The plight of lagging localities and regions like our case
study North Last England appears relatively bleak as a consequence.

Second, the increasingly cvident “quasi-governance” ol local and regional develop-
ment touched upon in Chapter 4 has raised concerns about accountability, coordination
and transparency (Skelcher er af. 2000; Pike 2002b). Local and regional development
institutions may seck to operate in a wholly functional and technoeratic manner — making
decisions, giving policy advice, spending public money and implementing public policy.
But this way of working risks ‘de-politicising” many issucs that involve normative ques-
tions of principles and values that should properly lic in the public and petitical sphere.
Linhanced local and regional - as well as national - level accountability and transparency
may be a prerequisite for the deliberation and design of effective and locally and region-
ally rooted development strategy and policies (Geddes and Newman 1999; Pike 2004).
QOur contrasting case studies of Ireland, Seville and Jalisco testify to the effectiveness
of such an approach. While democralised systems may deliver democratically fegitimate
political outcomes that do not measure up favourably against our version of a holistic,
progressive and sustainable local and regional development — as our Ontario case study
demonstrated  we have to respect the accountable process by which they were acheved.
The myriad interests involved in localities and regions need accountable and transparent
institutional mechanisms of representation, dialogue and resolution to ensure their voice,
tnvolvement and participation 1s secured.

Third. as we discussed in Chapter 4, coordination and integralion issues are becom-
ing more difficult for the institutions of government and governance in the context of
increasingly complex multi-agent and multilevel systems operating across and between
a range of geographical scales. For some local and regional development issues, it is
hard to sec exactly who is responsible for what and at which level. Asscssments of policy
elTectiveness have also raised doubts. Recent develved government and govemance to
the subnational level has largely failed to reduce local and regional disparitics and, under
particular conditions, has even served to exacerbate them {Rodrigucz-Pose and Gill
2005). A decentralisation of austerity has often accompanied devolution programmes
alongside the retrenchment of commitments to national redistribution and equalisation
of living standards across the constituent local and regional territories of nation states.
Within multilavered systems, government and governance relationships between
specialised institutions and interdependent levels may held out the prospect of more
inclusive. networked and horizontal povernment and governance for local and regional
development. Equally, however, the evolving system may lead to the reinforcement of
exclusive relations and vertical hicrarchies. Significantly, within multilevel systerns, the
national level typically retains much authority, power and resources to make decisions
and allocate responsibifity and finance for local and regional development (Morgan
2002). Nation states therefore remain pivotal within the institutional mechanisms of
coordination within a multifevel system capable of stecring und guiding the future
development trajectories of local and regional cconomies (Scott 199%).
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Last, as we suggested in Chapter 4, the declining faith and trust in public institutions,
public services and traditional representative democracy are said to have undermined
the authority, legitimacy and capacity of the state at the national, regional and local
levels (Wainwright 2003). Civil society and experiments with participatory forms of
democracy might then be necessary complements to the democratic renewal of state
forms and the deeper, more meaningful engagement with especially local and regional
‘stakeholders’ (Humphrey and Shaw 2004). As the national social partnership in Ireland
and other evidence suggests, collectively organised and systematic social negotiation
can help foster local and regional development responses during periods of unprece-
dented change (Amin and Thomas 1996). Weak leadership, elite projects and shifting
prioritics can, conversely, undermine development strategies as we saw in Seville.
Supplementing as well as challenging rather than replacing and substituting the state
and representative democracy through the autonomous and independent agency of civic
society may provide institutional supports for local and regional development. State and
civil society interests may not necessarily always align, however (Moulaert ef al. 2005).

political renewal of local and regional development

Our assessment of the apparent shortcomings of the national state and possible responses
points towards the need for a renewal of the politics of local and regional development.
Politics explicitly recognises the normative choices about what local and regional devel-
opment should be about, where and for whom. Such choices are value laden — not simply
objective and technical assessments — and require institutional mechanisms of articula-
tion, deliberation. representation and resolution. They also require participation. Local
and regional development need not be something that is “done’ to people and places.
Achieving answers and solutions to the question of ‘what kind of local and regional
development and for whom?’ — in the manner of Keating er al.’s (2003) distinctive
locally and regionally determined syntheses — may involve compromise, conflict and
struggle between sometimes opposing priorities. Like Thompson’s (1963) understanding
of social history, the cut and thrust of political practice will forge the functional and
geographical shape of the institutions of coordination and collective order for local and
regional development (see Scott 1998). What constitutes ‘success’, “failure® and ‘devel-
opment’ in localities and regions are framed and shaped by such processes and politics
of government and governance. Deciding upon locally and regionally appropriate and
rooted strategies and forms of local and regional development may need a renewed,
democratised, participatory and progressive politics capable of addressing the funda-
mental questions of what kinds of local and regional development and for whom?

As we argued above, the deliberation and responses to the fundamental questions are
shaped by the interaction between the universal principles, our version of holistic,
progressive and sustainable local and regional development and the specific concerns of
particular localities and regions. As Scott (1998: 117) suggests: ‘Successful develop-
ment programmes must inevitably be judicious combinations of general principle and
localized compromise, reflecting the actual geography and history of each individual
region’, Some places may aspire to a particular extent or nature of growth that may take
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I Pplate 8.2 The state and public services: a maternity ward in Somalia
Source: Photograph by Michele Allan

specific forms, perhaps less volatile, environmentally damaging, socially unequal or
territorially uneven than hitherto. Others may seek to promote happiness as a common
good more capable of encouraging well-being and community cohesion in preference
to a narrow focus upon individual income and GDP (Layard 2005). Places may collec-
tively decide to limit growth and focus upon a community-based approach to meeting
local and regional social needs. Localities and regions may want better balances between
economic, social and environmental development, for example in our case studies of
Silicon Valley, Ontario and Jalisco.

Some places may work towards a local and regional development that is more terri-
torially even, equal and socially just. Healing or ameliorating the socially and ethnically
divided nature of the ‘Two Valleys in Silicon Valley connects to just such a progres-
sive local and regional development. Other places may aspire to creating and encour-
aging a vibrant ‘learning economy’ and dynamic ‘regional innovation system’ — evident
in Ontario and Seville — better able to adapt to the uncertainties and rapid changes in
the international economy and capable of creating productive, high wage and high value-
added and environmentally sustainable jobs central to the ‘high road” varicty of local
and regional development. Some places may desire sustained public investment to renew
the public infrastructure that propelled their carlier growth and development. Amidst
the growth propelled by its laissez-faire privatism, even Silicon Valley has benefited
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positively from historical Federal defence, R&D and university public expenditure and
North East England has historically been a state-managed region.

Localities and regions may demand the regulation of inter-territorial competition and
wasteful subsidies for investment and jobs to promote inter-territorial cooperation and
solidarity. Some may seck to regain their competitive standing vis-a-vis other places
encouraged by national policy frameworks that encourage further growth and develop-
ment in all regions — irrespective of their relative levels of prosperity and well-being.
Places might seek to protect — or, conversely, dismantle — political settlements of often
national state-provided social benefits, such as public health care, that provide wage
advantages for comparable levels of skills and productivity with positive implications
for particular forms of local and regional development. Ontario’s experience revealed
the future sustainability of the Canadian ‘social envelope’ is in question in the context
of a productivity gap, intercontinental economic integration and the competition of its
provinces with other North American region-states.

Localities and regions may question homogenous ‘models’ of ‘one-size-fits-all’
policy universalism. ‘Off-the-shelf’ local and regional development strategies may be
deemed inappropriate, infeasible or undesirable. Not everywhere can — or even wants —
to be Silicon Valley or the Third Italy. Even Silicon Valley itself is struggling with the
sustainability of its hitherto highly dynamic development trajectory. Localitics and

W8N Piate 8.3 The politics of local and regional development: demonstrating against the abolition

of the inner London Education Authority (ILEA) during the 1990s

Source: Photograph by Michele Allan
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regions may want to find their own distinctive and particular forms and ways of devel-
opment more fitting to their own specific aspirations and needs, albeit shaped by the
combinations of internal and external assets, capabilities and constraints that people and
places face. Yet each place will wrestle with the articulation and representation of its
own politics of universal valucs, visions and particular concerns for local and regional
development within a2 much more interdependent worid. However uncven the reality,
Ontario’s recent emphasis upon a decentralised, regional innovation system based upon
distinctive local and regional strengths, intersectoral cooperation, trustful relations and
social leaming situated within a North American and international context is evidence
of this approach.

Ultimately, a renewed politics of local and regional development hinges upon the
question of who governs? Who decides and how do they decide what forms, institutions
and resources are available to frame, address and answer the questions of what kind of
local and regional development and for whom? Qur version of a holistic, progressive
and sustainable approach and renewed politics of local and regional development is not
a call for a parochial and introspective politics of place at the expense of other people,
classes and places (Beynon and Hudson 1993). We explicitly reject any notion of a
relativist ‘free for all” of local and regional development models developed in splendid
isolation. We believe in the potential of intemational intergovernmental coordination,
the role of the national state in concert with local and regional institutions of the
state and civil socicty, democratised institutions of government and govemance with
enhanced accountability and transparency capable of cmpowering people, communities
and places, combining innovations in representative and participatory democracy, and
decentralised decision-making structures coordinating and integrating their relationships
within multilevel institutional structures operating across a range of scales. This agenda
may be criticised as utopian or too reformist and insufficiently radical in its approach.
Yet we see that cven our aspiration for local and regional development is beset with
potential barTiers and problems — grandiose visions, regressive or insufficiently progres-
sive political agendas, entrenched vested interest groups and collective views, weak
governance and coordinating capacity and state traditions in multilevel systems, unin-
spiring feaders, disenchanted publics and so on — many of which we have addressed in
this book. Building a holistic, progressive and sustainable local and regional develop-
ment is by no means an easy or straightforward task. However, not having the vision
of what we want local and regional development to do and to look like would make
such a task even harder.

Further reading

On the holistic, progressive and sustainable nature of local and regional development, see
Hudson, R. (2001) Producing Places. New York: Guilford; Morgan, K. (2004) *Sustain-
able regions: govermance, innovation and scale’, Ewrapean Planning Studies 12(6):
871-889; Perrons, D. (2004) Globalisation and Social Change: People and Places in a
Divided World. London: Routledge: Scott, A.J. (1998) Regions and the World Econamy:
The Coming Shape of Global Production, Competition and Political Order. Oxford:
Oxford University Press.
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On the local and regional syntheses of appropriate models of development, see Keating, M.,
Loughlin, J. and Deschouwer, K. (2003) Culture, Institutions and Economic Development:
A Study of Eight European Regions. Cheltenham: Edward Elgar.

On the political renewal of local and regional development, see Harvey, D. (2000) Spaces
of Hope. Edinburgh: Edinburgh University Press.
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