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Abstract

The conventional and traditional regional analysis seems to gradually changing focus, content
and hermeneutic optic. The regional analysis of past seems increasingly saturated, being
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incapable to interpret and propose policy solutions that originate primarily from the potential
of local development, innovation and entrepreneurship. To this end, new, multidisciplinary
approaches of local development seem to prevail progressively, leading the study of
development to the analysis of dynamically evolving localities.

Keywords: Regional analysis, Local development, Innovation environment, Entrepreneurial
dynamics

1. Introducing and Positioning the Question: A Move from Traditional Regional
Analysis toward the Dynamics of Local Development

The first quarter of the 21* century appears to emerge as a field of multiple restructurings and
reorientations, of all the realities and the underlying explanatory theories.

The restructuring of globalization, which initiated during the end of the past decade, have
caused deep alterations in the ways economics and all other social sciences understand their
field of research (Bhattacharya, Khanna, Schweizer, & Bijapurkar, 2017; Laudicina &
Peterson, 2016; Rodrik, 2011; Sapir, 2011; Vlados, Deniozos, & Chatzinikolaou, 2018b,
2018a).

One research field where a theoretical rejuvenation is underway is the broader nexus of
socioeconomic spatial sciences (Boschma and Frenken 2006; Briant, Combes, and
Lafourcade 2010; Crespo, Suire, and Vicente 2014; Lazzeretti, Sedita, and Caloffi 2014;
Martin 2009). Within these developments of economic geography, the traditional optic of
regional analysis is shifting towards the study of local dynamics and causing too many
rebalances. This new way of synthesizing the elements of space we think that drives to a
whole new and “integrated paradigm” of development that we are going to unfold in this
manuscript.

In essence, we think that this is an incubation of a profound theoretical change in spatial
analysis, in terms of Paradigm mutation of Thomas Kuhn (Kuhn, 1963, 1977, 1996), since
the period under study is progressively adopting new concepts, approaches, methods and
exploratory routines, which are often derived from other areas of socioeconomic sciences and
from the synthesis of analytical methodologies of competitive theories and perspectives. The
aim of this article is therefore to critically review the core schools of thought and their
theoretical derivations in the context of traditional regional analysis, and to examine the basic
dimensions of the emerging local development perspective.

2. Methodology

In this work we will attempt: (a) a critical examination of the central analytical perspectives
to the spatial phenomenon, (b) to describe the deriving theoretical stations in the traditional
approach of regional analysis, and (c) to draw some conclusions that reflect the theoretical
transition from the perspective of traditional regional analysis to the contemporary local
development perspectives (see Figure 1).



M ac rot h in k International Journal of Reglonlaslsge;gl;)gl;lgegllt
L} ™ -
A Institute 2019, Vol. 6, No. 1

The evolution of local
business systems and
clusters

Theories based

. on trade
Theories of Models based

regulation on the
[ "1 comparative The multiple political
| ~—_ o | advantage dimension of local
| development dynamics

The production and reproduction

Theory of spatial | of local innovation dynamics

dimension of Iabui - | S _ Theory of

\ / development
/ stages

. Local Development
. Fxport based Dynamics
" theories
Neo-Marxist /

theoriesof / \\J Theories of

Theory of
dependence

Institutional and Regional
Evolutionary Analysis Behavioral Theory

Theory

uneven 1 [ - technological The inherently conflicting social
development | / change character of local development

\ o - | dynamics.
Neo-Keynesian Profit and
theories

product life
Theories of cycle theories
cyclical
fluctuations and
techno-financial
cycles

Bottom-up
development

The structurally
reproduced inequality
on a local scale

From the traditional
perspective of regional
analysis to the dynamics of
local development

Figure 1. From the traditional perspective of regional analysis to the dynamics of local
development

3. Central Theoretical Perspectives in Analyzing the Spatial Phenomenon: A Critical
Overview

Classical economists did not specialize, at least up to the twentieth century, in the issues
deriving from regional economic activities, since they believed that capital and labor could be
moving freely and automatically inside the regions that can create most of their revenue. The
relationship between space and location dynamics, in the first generation of related studies,
appears as theoretical body of three central approaches that includes the neoclassical, the
behavioral, and the institutional and evolutionary schools of thinking. The following section
attempts to present in a concise and critical way these basic theoretical perspectives of
understanding regional disparities, as well as their interpretations of long-term economic
changes.

3.1 The Neoclassical Approach

This approach attempts to present a general framework for determining the most proper
location for economic activity, based on narrow and unidentified historically economic
components.

The “black box” business is the neoclassical theory’s focus, based on supposedly full
information and ability to maximize individual aspirations, coupled with decisions based
solely on interpretive models of lowering operating costs. All the variants of neoclassical
approach, both old and modern, have common theoretical root which combines, on the one
hand, mechanistic microeconomics, where the enterprise is perceived as static and timeless
transformer of output inflows and without any strategic perspective and, on the other hand,
national inward-looking traditional macroeconomics, where the individual macroeconomic
phenomena are rarely linked to transnational and deeper socioeconomic or institutional
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perspectives and interpretations (Belleflamme, Picard, & Thisse, 2000; R. Boschma, 2015;
Henderson & Thisse, 2008).

Von Thiinen (Clark, 1967; Thiinen, 1826), Launhardt (Launhardt, 1882), Weber (Weber, 1909,
1929), Losch (Losch, 1954) and Palander (Palander, 1935) are the founders of the regional
dimension of neoclassical approach. In particular, the works of von Thiinen and later of
Losch and Dunn (Dunn, 1954) to the distribution of land uses around an urban center are the
first comprehensive attempts to scientifically formulate spatial theory (Kévoolag, 1997),
while the works of Wingo (Wingo, 1961) and Alonso (Alonso, 1964) are the basic core of the
subsequent relevant analysis.

The neoclassical location-based theory focuses on the cost side, which is being determined by
the territorial limits and profitability of each area. The neoclassical aspect does not, however,
measure the degree of influence of local business internal factors, such as the entrepreneurial
growth and strategy, which represent the most decisive factors of business relocation. In
recent years, many prominent economists (Fujita & Krugman, 1995; Fujita, Krugman, &
Venables, 1999) have reconsidered the neoclassical views of location theory within the
analysis of new economic geography, based on explanatory models where location factors
such as transport and labor costs and the size of the market are the major drivers of the
decision to relocate.

In the background, however, the neoclassical theory, both older and recent, is following six
analytically rigid assumptions as structural basis. It is a conceptual tool that integrates the
model of International Trade, formulated by Heckscher and Ohlin and completed by
Samuelson (the HOS model).

In particular, the conventional neoclassical theory establishes traditionally its approach on the
following common working assumptions:

1. It is impossible for the productive factors to move from country to country
2. Perfect market competition is prevailing

3. International specialization of production is static, while technology is “open to all” and
without restrictions

4. The firm is an automatic and ahistorical mechanism
5. There is no kind of institutional dimension in the functioning of the economy
6. There is no historical dimension in the spatial socioeconomic formations.

Based on the assumptions of the traditional neoclassical school, the basic product of
neoclassical analysis, the Heckscher-Ohlin-Samuelson (HOS) model, lies in the so-called
theorem of “endowment” of national productive factors that every space holds in a “static”
way. This theorem also produces the rule that each spatial entity has to specialize in the
production and export of those products that use a relatively abundant productive factor.
Therefore, this static logic understands international specialization as condition that leads,
supposedly directly, to an optimized allocation of productive factors for individual uses
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—under free trade conditions and cross-spatially. The productive factors in this model stay, of
course, eternally immobilized within their national frameworks, while the trade of goods fully
substitutes any need for moving capital from one country to another.

The HOS analysis, specifically, accepts largely the fundamental directions of Ricardian
theory, but with a great difference: it assumes that production functions for a given product
and from country to country are identical. This implies silently an automatic and unimpeded
diffusion of technology at international level: something that has little to do, of course, with
the present-day conditions. In practice, if the HOS model assimilates the realistic assumption
of technology varying to produce a good from country to country, then any definition of
national productive factors endowment loses its explanatory power. Therefore, this analysis is
particularly restrictive and incapable to approach the present-day cross-spatial dynamics in
the context of globalization (Note 1).

Undoubtedly, the HOS model is logically consistent internally and uses remarkably its
cognitive tools. However, these conditions are insufficient now. The neoclassical working
assumptions, although they keep prevailing, cannot interpret the globalized socioeconomic
systems today, where at least six conditions differ significantly from the past.

1. Productive factors (capital, natural resources, technology and entrepreneurship and, to a
certain extent, labor) no longer recognize national borders.

2. Complicated forms of incomplete competition —in particular the increasingly
sophisticated forms of globalized oligopolistic competition— dominate the world.

3. There is an international specialization of production that is constantly and evolutionarily
changing, within an increasingly dense, systemic and interdependent environment.

4. The Firm, the motor of the economy, is a complex entity, an evolutionary and adaptive
subject that closely resembles a living organism.

5. Institutions are acquiring an ever-increasing critical impact on the dynamics of
development/crisis of individual economies.

6. The historical specificity and trajectory of each socioeconomic structure are crucial for a
successful integration in globalization.

In the background, the neoclassical theory is unavoidably sterilizing at least three main
analytical dimensions of the dynamics of globalization, that is why appears now largely
saturated in interpretative terms.

Firstly, key actors in globalization are insufficiently explained. The private enterprise is
explained through a static production function and nothing more, the institutional
interventions of the social (state or other) entities, at every level of the system operation, are
marginalized, and the historical dynamics of the spatially established socioeconomic systems
is simply ignored.

Secondly, neoclassical science “forgets” about the globalized interconnections between
socioeconomic spaces. All economic phenomena are separated from the social ones, while the
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narrow economic aspects are perceived within a rigid ethnocentric framework, where the
nation-state is not one of the analytical levels (local, national, regional, global) but the strict,
exclusive basis of neoclassical analysis.

Thirdly, the increasingly disruptive sectoral innovation in globalization is not observed by the
neoclassical tradition. New technology is almost always equated with new capital equipment
and nothing more. There is no study about the aspects of knowledge creation, experience and
learning, while new technology in the context of sectoral competition is strictly exogenous
(like “falling of the sky”), innovation means almost always some ‘narrow-thinking”
acquirement of new machinery with a statically embedded knowledge, and finally the
concept of crisis remains within the context of neoclassical tradition a theoretical condition
“to avoid” and not the necessary basis for the production and reproduction of new
socioeconomic conditions.

In conclusion, all of these analytical constraints remove from the contemporary branches of
neoclassical school any possibility of valid theoretical understanding of the dynamics of
globalization. In practice, the conventional neoclassical thinking is now largely alienated
from the modern globalized reality, at every level.

Therefore, the critique of neoclassical economic thought today continues to grow even in
traditionally conventional theoretical fields (Gilpin & Gilpin, 2001). Nevertheless,
neoclassical theory, to this day, still maintains a dominant position in the “orthodoxy” of
conventional economic science. As a result, neoclassical tradition is not only wrongfully
considered “scientifically responsible” on the fields of international trade and investment, but
also on the broader fields of globalization and spatial development.

3.2 Behavioral Theory

Behavioral theory, in its spatial perspective, not only perceives enterprises as active subjects
with incomplete information and limited choices of rational optimization, but also as active
coordinators of the production process that deviate from the mechanistic willingness of
short-term profitability maximization.

This particular theoretical perspective was developed, among others, by Simon (Simon, 1955),
to whom is usually attributed the introduction of this perspective, by Cyert and March (Cyert
& March, 1963), and by Townroe (Townroe, 1983) who underlined the importance of
enterprise internal factors, such as personal choices and capacity, conditions that contradict
with the factors of cost highlighted by neoclassical tradition.

For Simon (Simon, 1947, 1973, 1996), the entrepreneur is neither capable to gather the
necessary information for a decision, nor his or hers analyzing time is abundant and, therefore,
the idea of optimal choice together with the notions of maximization and minimization is
simply an ideal construction that has no practical application.

On this direction of understanding, it is clear that a business do not have —and could never
have— direct access to any “perfect information” and that there is no “perfectly” rational
decision, but on the contrary every business person draws initial information from the
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problem and then acts accordingly. Nobody in practice is capable to acquire infinite
information, of infinite precision, and has infinite abilities and time. Nothing in everyday
reality is absolute and perfect in the organizational administration. Simon called this logical
thinking of decision a “satisfying solution”, which is far from claiming any “ideal” solution.
He argued that any administration is de facto limited to a sufficiently good solution, without
being able, by nature, to claim any “optimality”. Thus, Simon replaced the rigid model of
one-dimensional “economic man”, that until then was unquestionably assimilated by the
classical administrative perspective, with the act “within reasonable limits” notion (Nonaka &
Takeuchi, 1995).

Therefore, the basis of behavioral theory is how the business perceives, compiles and
evaluates in “real conditions” the information and factors that influence the choice of location.
Subsequently, the relevant models of “garbage can” and organizational “sensemaking”
emerged in management theory. Specifically, Simon's pattern questioned by Cohen, March
and Olsen (Cohen, March, and Olsen 1972), who proposed the “garbage can” model, by
underlining the unreasonable and vague nature of human problem resolution and
decision-making within the organization. They argued that any organization consists of a set
of feelings and issues, related to situations where first you make a decision and then this
decision comes to the surface. In this model the opportunities for choice are equal to the
“garbage” and the problems, solutions and decision-makers are the “garbage can”. Nothing in
this process is similar to any straightforward and linear decision-making process such as
classical management implies. This model perceives, on the contrary, the organization as
system that gives retrospectively meaning to the events and not a system of planning and
rational decision-making (Weick, 1993).

Thus, in general, behavioral theory manages to drastically enrich the theory of spatial
phenomena, by analyzing centrally the decision-making process of specific —operational and
structural— actors within socioeconomic “gameplay”.

3.3 The Institutional and Evolutionary Theory

The institutional and evolutionary theory in spatial analysis “liberate” analytically the
historical dynamics of the spatially established socioeconomic systems. Institutional theory
begins its hypothesis by a dynamic environment where decisions are not taken by enterprises,
but are due to the values and cultural background where the enterprise operates. This stream
of thought during the 1980s came into the surface, by trying to explain the spatial economic
processes with the lenses of social institutions.

In the institutional approach location decision results from business investment strategies,
which derive from negotiations with suppliers, the state, trade unions and other institutions,
while taking into account business-related factors such as prices, wages, taxation,
infrastructure, etc. As will discuss in more detail below, the related and deriving from
institutional approach school of “industrial districts” focuses on relationships between
businesses and local society, in the sense of formal and informal social, economic and
political relations as determinants of long-term economic development (Amin, 2000;
Becattini, 2002).
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The evolutionary theoretical perspective is following a converging direction. In particular, as
evolutionary model we mean the scientific methodological framework in social sciences
which attempts to apply to the study of socioeconomic phenomena the principles governing
the appearance and reproduction of biological types of the earth ecosystem, through the
principles of genetic differentiation and natural selection.

In particular, the branch of evolutionary economics is now part of the backbone of modern
economic science (Friedman, 1998a, 1998b; Witt, 2008), although retaining several elements
of fertile “heterodoxy”, inspired mostly by evolutionary biology. Evolutionary economics are
studying specifically the complex socioeconomic interdependencies: competition,
development, structural changes, within an environment of permanent scarcity and with a
methodological perspective that resembles the “living” and “biological” procedure (Hodgson,
1999). In particular, evolutionary economics focuses on the study of processes that transform
the economy and society, with reference not only to business, but also to industry,
employment, production, commerce and distribution, social stratification and social mobility
through the actions of various actors / players.

This theoretical perspective lays also the ground to perceive the dynamics of globalization as
process of “biology”, where there are central concepts such as “natural selection”, survival,
development and reproduction of both the actors and their underlying structures. Not only
that, but in this context innovation can also be perceived as “organic”, within a perpetual
evolutionary process.

On this basis, evolutionary economics also studies necessarily the technological and
institutional innovation where there is the constant creation and test of a variety of ideas or
applications. If the dynamics of survival value is more powerful than the consumed effort and
the competitive alternatives, then these ideas and applications are successful —otherwise they
get rejected. In this way, the focal point of analysis shifts to non-equilibrium processes that
transform unceasingly the economy “from within” (endogenously). These transforming
processes arise in turn from the choices of various actors (players) that guide structural
change.

The evolutionary perspective, in contrast with the institutional approach, is only recently
active in the matters of economic geography. According to Martin (Martin, 2008) because
until recently many economic geographers were tending to consider the notions of
“evolutionary economy” and “institutional economy” identical, this explains the minimal
interest of evolutionary approach to economic geography.

b

4. Important Theoretical Milestones of Traditional Approaches to Regional Analysis

The previous three central theoretical perspectives, with their competitive and
complementary co-evolution, acted as a nursery for multiple distinct approaches to the
phenomenon of regional development. These exactly are the approaches we present in the
following lines of this paper.
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4.1 Theories Based on Trade
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According to Adam Smith (Smith, 1776), the principle of absolute advantage based on
specialization and different productive costs, economies of scale, and redistribution of
production and trade can possibly increase the level of current incomes (Debaere, 1998;
Rivera-Batiz & Romer, 1991; Skinner, 1988). On a similar basis, Ricardo (Ricardo, 1817) put
forward a differentiated approach, that is, the principle of “comparative advantage” on a
national basis, supporting that if a nation does not hold absolute advantage on any productive
sector, then it is better to utilize a comparative advantage by focusing the production on less
perfect productive field. Subsequently, Bertil Ohlin (Ohlin, 1933) linked trade to movement
of productive factors between national regions, based on two assumptions: (a) to the high
degree of mobility of productive factors and (b) to the full integration of markets of national
regions, despite any local variations.

Regarding the results of trade, Paul Samuelson (Samuelson, 1948, 1949) proposed that
international trade tends to equalize incomes. The “neo-factor proportions” theory extends the
Heckscher-Ohlin theory by adopting the real and rejecting its unrealistic assumptions. In
recent years, international trade research have focused on what Krugman (Baldwin, 1988)
called “silent revolution” and includes theories that accept, as opposed to the classical view
and dominant theory of comparative advantage, the hypothesis of increasing returns to scale.
In this respect, Krugman's theory of new economic geography (Krugman, 1991) relates, to a
regional or transnational level, the increasing returns to scale with transport cost, while gives
great importance to the factor of demand for defining the patterns of trade.

4.2 Models Based on Comparative Advantage

In models based on the principle of comparative advantage, the import of a good in a country
or region depends, ceteris paribus, on the level of demand for that good, while the share of
transport cost, although it may reduce the volume of trade, it will not stop the exporting of
that good. On the contrary, Chipman (Chipman & Winker, 1992), Davis (Davis & Weinstein,
1996) and Deardorff (Deardorff, 1995, 2004, 2005) applied and tested empirically the theory
of increasing scale returns, arguing that these economies direct producers to concentrate the
production process to one or more products in an area. If a national region has high-level
demand for the same products, then it transforms into an ideal location for the production
process and initiates an export activity (Krugman, 1980).

However, if transport costs burdening trade are present, then a high-level demand for a good
causes opposite predictions. For comparative advantage theory the economy will be
importing the good, while for new economic geography the economy will start exporting
activity (Davis & Weinstein, 1996).

4.3 Theory of Development Stages

Rostow proposed perhaps the most well-known relevant development theory as conceptual
basis also for regional development, based on five stages that form the paths of a nation (or
even a region) toward economic development. The idea of economic development through a
series of stages by Rostow adopted the views of various German economists of the late 19™
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century (e.g. the works of Friedrich List).

Although Rostow formulated a more systematic theory, he did not directly include the spatial
aspect of development (Azariadis, Bullard, & Ohanian, 2004; Guillén, 2001; Rostow, 1952,
1956, 1959, 1960, 1963).

4.4 Export Based Theories

Export based theories distinguish economic activities to basic or export-oriented and
non-basic or activities related to services for internal consumption.

Export based theories focus, on one hand, on the demand-side without downgrading how
important is the supply-side, but, on the other hand, they did not particularly address the
implications of government spending, local entrepreneurship and the impact of technology
and innovation on regional development (Armstrong & Taylor, 1993; Chinitz, 1966; Healey
& llbery, 1990; Muller, 2001).

4.5 Theories of Technological Change

The review of past and current literature on economic development shows that technological
changes are the main driving force of modern economies. This theoretical research of
technological changes broadens the field of economic development since it investigates not
only how economies interact with a given set of technological changes, but also how these
different mechanisms interact socio-economically (Maurseth, 2003).

Kuznets (Kuznets, 1973) supported the idea that a technological revolution marks the era of a
new economic beginning. He also argued that improving productivity is not only based on
capital sufficiency, but also on capital quality, on the process of organizing production and the
quality of labor force.

Posner (Posner, 1961) used the term “technological gap” to describe the idea that
international trade is the condition to make monopolistic profits based on technological
superiority. On the same issue, more recent studies at national level have shown that national
development results from rapid adoption and diffusion of new technologies, while nations
that drive technological innovation on radical industrial technological applications and new
sectors are leading the global economy (Hall, 2004; Reuveny & Thompson, 2001).

The advantage of technological innovation, translated at terms of monopolistic power, is
present as much as Posner's “imitation lag” parameter imposes on other countries to imitate
and adopt the leading country’s technology. According to Posner, the time-frame of “imitation
lag” can be distinguished in two phases. The first corresponds to the zero-exports time-frame
because of the “demand lag”. Countries not familiar with the new product are unable to adapt
their consumer habits and, as a result, the country of origin cannot easily export the
innovative product. The second phase refers to the “reaction lag”, which is the time lag of
other regions consumers to express demand for the particular product.

Metcalfe and Soete (Metcalfe & Soete, 1984) underline that trade can happen because of the
difference between national rates of demand volume diffusion increase and time lags of

10
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technology transfer. Krugman (Krugman, 1985) standardized the earlier view of factors
affecting the long-term comparative advantage to a model of neoclassical direction where
technology between two countries varies not only in degree but also in produced goods and
level of technology. Krugman model predicts that technological progress in the leading
country, which widens the technology gap with the lagging-behind countries, creates trading
opportunities and as a result there is a widening gap between the real incomes of the countries
in-trade. On the opposite side, however, the convergence process of the lagging-behind
countries progressively deprives the advantages of trade (Laursen & Meliciani, 2000; Lee &
Vivarelli, 2006; Vivarelli, 2004).

4.6 Profit and Product Life Cycle Theories

At the level of conceptual approach, innovations and their creators share three common
features: novelty, improvement and uncertainty. These hypothetical features direct the issue
of innovation in two interpretations. The first relates innovation to the life cycle of a product
(Gordon & McCann, 2000), while the second promotes innovative products in relation to the
environment. Markusen's (Markusen, 1985) theory of profit cycles links technologically
advanced regions and countries, with innovation, trade and profit cycle of corporations. The
“product life cycle” theory includes the characteristics of novelty, improvement and
uncertainty according to a typical form of five phases.

First is the “negative profits” phase and corresponds to the first phase of a business. Second is
the “superprofit” phase when the business creates the innovative product and a temporary
monopoly in the market since there is no competition. Third is the “normal profits” phase
when the market matures, there is a consequent lack of dynamism and new entrants are
entering into the market and distracting parts of sales. Fourth is the post-maturity phase and
features a level of business profits ranging from normal “plus" to normal “minus”. At this
stage, profits from the product either increase due to successful profit-making oligopoly, or
decrease as a result of successful competition of other businesses. Fifth, finally, is the
“negative profits” phase that reflects the sector’s stage of uselessness.

Simon Kuznets (Kuznets, 1980) was the economist that largely established this “life cycle”
theory in the industrial sector and his basic finding was that, after the first production and
innovation, a product is going to follow a bell-shaped path. First will grow to a great extent
and then will follow a bending path until the stage of maturity, just before new products
appear in the market.

4.7 Theories of Cyclical Fluctuations and Techno-Financial Cycles

Following a Marxist-type analysis, Kondratiev (Kondratieff & Stolper, 1935) argued that
capitalist-type economic growth is experiencing a period of fluctuation around phases of
economic growth and economic downturn. The theory of “long circular fluctuations” or
Kondratiev waves was based on the study of per-capita indices behavior and values during
the 120 century, expanding the findings of this study into the economic, social and cultural
life of societies.

Very close to the theory of cyclical fluctuations is the theory of “logistic cycles” by Cameron

11
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(Cameron, 1970), who believed that, contrary to the theory of cyclical repetition of economic
expansions and contractions of the earlier theory, logistic cycles synthesize an analogous
movement to the statistical logistic curve, which consists of a prosperity-expansion phase of
the economy, followed by a corresponding recession-contraction.

The regions that are leading in terms of exports during the prosperity phase are poles that
attract workforce and new businesses, thus increasing their leading financial position. On the
opposite side, during the recession period, companies are trying to exploit the capital of
existing innovation to new exports due to high competition and reduced demand. This
phenomenon can lead to new re-locations and re-balances of the regional development map,
while companies that do not produce modern goods may disappear (Harle, Moisio, & Aalto,
2016; Knox, Agnew, & McCarthy, 2008).

4.8. Neo-Keynesian Theories

Contrary to the classical theory predictions, Keynes in his “General Theory” in 1936
underlined that a wage cut does not cure unemployment because of the drop in active demand
(Chisholm, 1990). So, contrary to the classical perspective that underlined the role of supply,
the role of demand through export development and state intervention is of Keynesian
influences (Filho & Scorzafave, 2001; Thirlwall, 2006; Vines, 1987).

According to Keynesian theory, differences in growth rates of production can lead to regional
productivity growth inequalities, resulting in some regions making greater use of economies
of scale. A fast increase of regional production growth rates increases respectively
competitiveness and leads to a process of higher production growth rates and greater
competitiveness. In a similar process, development, besides its self-reinforcing dimension,
creates powerful endogenous forces that create inter-regional inequalities, and yet, as the
cumulative process strengthens wealthy regions, powerful centripetal forces further weaken
the under-achieving ones.

The fast-growing regions attract capital and labor due to higher returns and wages, and from
this point onwards the process follows a self-supporting path of development where, in a later
stage, the sufficiency of capital and labor will lead through the Verdoorn law (Verdoorn, 1980)
(Note 2) and economies of scale, to more specialized regional product. On empirical level,
according to Verdoorn law, the per-capita income development, closely related to labor
productivity, is positively correlated to the product produced. Fingleton and Lopez-Bazo
(Fingleton, 2001; Fingleton & Lépez-Bazo, 2006) argue that the Verdoorn model offers a
more realistic description of the regional development process and it is more compatible to
specific endogenous models (Pfaffermayr, 2007). In neo-Keynesian line of thought, Kaldor
(Kaldor, 1970; Kaldor, Targetti, & Thirlwall, 1989) also argues that the per-capita regional
product depends to the economies of scale growth and gradual specialization, while coupled
with the Verdoorn principle a strong statistical correlation between the product produced and
(endogenous) productivity growth is taking place.

4.9 Neo-Marxist Theories of Uneven Development

The neo-Marxist structural theory of spatial inequalities deals with the respective inequalities
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by focusing on industrial structures and inequalities between demand and supply. The
neo-Marxist theory of uneven regional development is based on deliberate activities of the
capitalist class at the expense of workers class. Both Marxist and Neo-Marxist theory argue
that the market does not play an important role in interpreting factors of development, as
opposed to the labor theory of value, which explains both equilibrium values of products and
spatial concentration of a large number of industries (Chisholm, 1990; Kotz, 2003;
Mcdonough, 1995).

Another view of neo-Marxist theory is that spatial concentration of production does not result
from systematic market orientation or scarcity of natural resources between different regions,
but it is a phenomenon induced by the highly-mobile capital, which offers many exploitation
opportunities and in particular in the construction industry.

Subsequently, another view is the “lower circuit” that refers to local needs of urban
population and includes types of labor-intensive industrial activity and small-scale
commercial activity. According to Santos (Santos, 1977), some industrial activities of the
“upper circuit” are internal, in the sense that industry is disproportionately concentrated in
central metropolises. At the same time, despite the highly-mobile capital, between the
“upper” and “lower” circuits there are significant inequalities because the “lower circuit”
activities are unable to attract capital.

To a large extent, the “family” of neo-Marxist analyses of international capitalism has been
the victim of its easy success in the “revolutionary” decades of the 1960s and 1970s.

4.10 Theory of Dependence

The basic view of dependence theory, which represents almost all the individual theories, is
that between the center and periphery there is technology, in the sense of a region's inability
to form autonomous and dynamic processes of technological innovation as opposed to central
countries that control not only technology but also the production systems (McDonough,
2007).

Frank (Frank 1976; Frank 1967) rejects the idea that underdevelopment is a situation equal to
tradition or setback and by adopting the “development of underdevelopment” notion supports
“statically” a widening economic gap of dependence between developed and underdeveloped
nations. The idea is that global distribution between metropolises and their satellites, despite
the change in forms of monopolistic metropolises power, sustains a system of surplus
expropriation from satellites to metropolises and specific regions are developing to the
detriment of others.

According to the rationale of dependency theory, dependence itself distorts the productive
structures of less developed countries. This imposes a destructive extroversion to their
economies by requiring them to specialize and export to the Center a limited number of
relatively low-technology products. Because of their structural dependence, within the
underdeveloped economies inevitably sectors of completely different qualitative content and
behavior (dualism) co-exist:
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*  On the one hand, the modern, developed sector that mainly produces for the international
market.

* On the other hand, the “predominantly internal”, endoscopic, traditional and
underdeveloped sector.

These two sectors remain “unconnected” and in this way the results of any development of
modern sector do not diffuse to the rest of the economy.

One conceptual distinction and co-existence between traditional and developed capitalist
forms within a socioeconomic formation (dualism) is undoubtedly useful. However, the
assumptions of “discontinuity” and “autonomy” seem largely misplaced. There are today
multiple cases where it is clear that these two supposed “completely separate” productive
worlds within a less developed national economy are not as independent and unrelated as this
version of Dependency theory assumes.

Instead, almost everywhere nowadays, less developed capitalist enterprises are progressively
connecting and co-evolve with more developed capitalist enterprises. Multiple and
increasingly complex sub-contracting relationships, technology transfer, managerial
know-how transfer, acquisitions, shareholding activities and broader strategic alliances are
constantly converging those two separate entities.

4.11 Theory of Spatial Dimension of Labor

During the 1980s, the three main analytical categories of regional development, the
neoclassical, Keynesian and monetarist theories, faced criticism because of their inability to
cope with the recession, the inflationary pressures, the rise of unemployment and
international competition. As a result, the theory of labor, which only the neoclassical
analysis had investigated, emerged in economic literature.

While the structuralist theories observe the capitalist class dominating the working class,
labor theory determines the rate of natural growth of population and responds to wage-level
changes. Central or hegemonic regions with skilled labor attract central administrative
services as well as research and development activities, leaving behind the productive process
in the remote low-skilled labor regions (Healey & Ilbery, 1990; Sayer, 1992; Storper, 1991).
Increasing competition in export markets leads to the search for effective ways to cut
production costs, with companies taking advantage of the secondary sector of the dual labor
market and relocating their production to regional low-cost labor areas.

4.12 Theories of Regulation

One of the most fertile, newer theoretical platforms in theoretical research on socioeconomic
development is the so-called “School of Regulation”, emerged during the 1970s in France.
One fundamental of theoretical type of approach is that each socioeconomic system has and
mobilizes historically sequential development models.

Specifically, a development model of each economic system is an evolutionary synthesis
between an accumulation status and a form of regulation of economic behavior within each

14



ISSN 2373-9851

\ M acrot h i n k International Journal of Regional Development
A Institute ™ 2019, Vol. 6, No. 1

historically identified society. According to M. Aglietta (Aglietta, 2010), one of the founders
of this stream of socioeconomic research, the reason for establishing a “theory of regulation”
of capitalism lies in the growing sense of dissatisfaction of more and more theorists against
the conventional / established body of knowledge called economic science.

This dissatisfaction, in particular, is due first to the inability to analyze economic movement
that specific subjects are experiencing in time: in other words, the inability to take into
account the real history of economic phenomena. And, second, the inability to express the
social content of economic relations and to interpret economic power and conflicts. On the
contrary, the School of Regulation suggests a re-focused economic logic based on the birth
and death of institutional forms, within an integrated context of the socioeconomic subject.

According to regulation theory, capitalistic economies develop accumulation stages and build
a particular form of balance of production processes and work organizations. Special
attention should, however, be paid on transition periods of intense crises and profound
upheavals. This transition/crisis period re-organizes the regional industrial base and
accelerates the decline of the earlier accumulation phase of industrially developed regions,
leading to new industrially developed or rejuvenated regions that are inevitably linked to the
next stage of accumulation (Aglietta, 2000; Benko & Lipietz, 2000; Boyer, 2004; Lipietz,
1986).

Aglietta (Aglietta, 1997) proposed four stages of capitalistic accumulation. First is the
“industry” stage that corresponds to the grouped workers of a productive system. Second is
the “industrialized production” stage where the need for increased production introduces
mechanization. Third is the “scientific administration” and “Fordism” stage where the
scientific administration includes techniques necessary for more efficient distribution of time
and ergonomics, while the fordistic system includes assembly techniques in the production
process. Finally, the fourth “neo-fordisticc” stage extends the earlier stage by applying
computer micro-technology and results in further widening of productivity and fragmentation
of labor force.

Perrons (Perrons, 1981), in the same direction, argued that the techniques presented in
industrial production process from the mid-16" to the carly 18" century led to industrial
concentration of production in urban locations. In parallel, during the early 1990s the concept
of sustainability also emerges in development theory, mostly by the Brundtland Report
(World Commission on Environment and Development, 1987) that defined sustainable
development as “development that meets the present needs without weakening the future
generations ability to satisfy their own needs”.

5. Critical Conclusion: From the Traditional Perspective of Regional Analysis to
Modern Approaches of Local Dynamics And Evolution

The previous short description of the historical evolution in theory of spatial development
proves a gradual conceptual enlargement and methodological enrichment that tries
progressively to include not only the (narrowly perceived) economic dimension but also the
social, political, cultural and ecological dimensions. Older approaches seem to have entered a
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rapid process of analytic modernization and increased interaction. And not only that, but it
seems that a multitude of new theoretical spaces and interests are able to offer to this
methodological transition and restructuring a new variety of categories and tools (Table 1).

Table 1. New tools of regional development. Adjusted from Koloyepéong, ®dvng &
Aopmproviong (Karoyepéong, @dvng, & Aoumproviong, 2016)

Conceptual tool /
field

Short description

Related literature

Institution /| These are anthropogenic constraints that | Old institutional
institutional structure political, economic and social | economics: (Galbraith,
economics interactions. They consist of informal | 2007; Polanyi, 2001;
constraints and formal rules (constitutions, | Veblen, 1898)
laws, etc.), while the economy is C e
essentially understood as a completely New . institutional
institutionalized process. cconomics: (Best, 1990;
North, 1990; Olson,
2003; Williamson, 1985)
Industrial These are the Californian school’s | Vertical networking:
organization  and | interpretative tools that analyze the | (Marshall, 1920)

transaction costs

reduction in transaction costs resulting
from the dense interconnections between
businesses in high concentration areas

Horizontal networking:
(Jacobs, 1961)

School of California:
(Scott, 1988; Storper &
Christopherson, 1987)

Innovation and
technological

progress

It refers to changing production patterns,
ways of producing technology and
innovation and their impact on regions and
SMEs

Theoretical core: (Philip

Cooke & Wills, 1999;
Hadjimichalis, 2011;
Kaufmann & Tddtling,
2001; Malecki, 1983;

Schumpeter, 1934, 1939)

Externalities  approach:
(Florida, 1996a, 1996b;
Saxenian, 1990, 1994)

RIS  approach:  (B.
Asheim & Clark, 2001;
Philip Cooke, Gomez
Uranga, & Etxebarria,
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1997)

Social capital

It refers to the collective value of “social
networks” (acquaintances of individuals)

and the trends emerging from these
networks for reciprocity among the
members.

Theoretical core:
(Coleman, 1988; Portes,
1998; Putnam, 1993)

Institutional approaches:
(Phil Cooke, 2007)

External economies:
(Faggian & McCann,
2009; Gordon &
McCann, 2000)
Technological
approaches: (Cohen &

Levinthal, 1989; Dakhli
& De Clercq, 2004)

Learning regions: (B. T.
Asheim, 1996; Maskell &

Malmberg, 1999;
Morgan, 1997)
Embeddedness A business is more likely to succeed if it is | Theoretical core:
embedded, i.e. if it creates strong ties of | (Polanyi, 2001)
cooperation, reciprocity and trust with the
local production system.
Technological It refers to the evolutionary approach of | Theoretical core:
lock-in economic geography, according to which | (Boschma & Frenken,
the regions are “trapped” in “development | 2006;  David,  1985;

paths” which are affected by the previous
development of each region.

Martin, 2009)

As a result of this reconstruction process, the following central theories are gradually
emerging and strengthened, which characterize in our view the current qualitative transition
of spatial analysis, from the perspective of regional analysis to the modern approaches of
local dynamics and evolution.

5.1 The Evolution of Local Business Systems and Clusters

A modern theoretical re-orientation that is taking place currently is re-deploying the concept
of developmental locally, by drawing its roots from the Marshallian inheritance of “industrial
districts” (Marshall, 1879, 1919, 1920). This was also the basis of the Italian and French
schools of local development (Antonelli, 2006; Aydalot, 1986; Becattini, 1975; R. Boschma,
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2005; Brusco, 1982; Camagni, 1995; Courlet, 2008; McCann & Ortega-Argilés, 2013).

Moreover, an important contribution of this drastic re-orientation of spatial development is
the Porterian “competitiveness diamond” (Porter, 1990, 2000). Consequently, today, these
foundations are laying the ground for the study of business ecosystems and clusters (Hannon,
1997; lansiti & Levien, 2004; Lewin, 2000; Moore, 1993; Rinkinen & Harmaakorpi, 2018;
Rothschild, 1990).

These new directions seem to have radically transformed the contemporary context of local
development, entrepreneurship, competitiveness and modern politics (Acemoglu & Robinson,
2012; Aghion, Boulanger, & Cohen, 2011; Aiginger, 2015; Dosi, 2016; Peneder, 2016;
Vlados, Deniozos, Chatzinikolaou, & Demertzis, 2018a, 2018b), by placing centrally on their
systems the “living” enterprise, as a “cellular” element of synthesis of international economic
flows (Vlados, 2004, 2005, 2012) (see Figure 2).

Synthesis within the socioeconomic sphere

State intervention
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dynamics ! flows

Production ! * Financial flows

dynamics ! 3> ) o

- 4 . : t{ﬁ , Production flowsll Globalization
inancial dynamics : s\’ q

|
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|
1
|
|
|
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Technological |
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S

Organic reproduction of
established economic

Locally placed

systems
business A i

ecosystem u

1 Initiatives of businesses

The "living” enterprise is the
strategic, technological and
managerial cell of synthesis
of innovation
production/reproduction

Figure 2. Local dynamics and globalization
5.2 The Production and Reproduction of Local Innovation Dynamics

The contemporary theory of local development gives great importance now to the notion of
“innovation environment”. An “innovation environment” can be a spatial set that is open to
the outside and incorporates know-how, rules and “relational capital”. At the same time, this
environment hosts communities of actors and their available resources, human, informational
and material. Of course, this is not a “closed universe”, but rather a system in continuous
interaction with its external, super-local environment.

The concept of “innovation environment” attempts to offer a synthesis and evolutionary
socioeconomic explanation of spatial development dynamics. In particular, by using this
concept, spatial development incorporates both innovative processes and socioeconomic
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synergies that unfold within specific spatial contexts of local scope (Aydalot, 1984, 1986).

Overall, the key components of a local innovation system can be classified in three main
categories:

1. In the know-how, which relates to the management skills of the production process

The system’s know-how does not only cover technical aspects but also commercial,
organizational and, in general, relational aspects of the implemented production process. In
addition, know-how offers practically the ability to adapt to every kind of change arising
from the integration into global dynamics.

2. In the rules that define the behavior of decision-makers and the relationships that they
form with each other.

The rules of the system form the basis for particular values of “locality” while setting the
prevailing principles of trust, reciprocity, solidarity, co-operation and competition.

3. In the relational capital, that is, the knowledge each member of the “environment” has
for the other members.

This relational capital includes active institutions and contracts of any kind, of market or
extra-market content, which are the root of network development and reproduction.

However, who innovates and how can socioeconomic systemic competitiveness and
development within globalization be strengthened, according to this theoretical perspective?

Ph. Aydalot (GREMI) (Aydalot, 1986), who is the founder of this trend of developmental
thinking, argues that it is not the enterprise that innovates, but the “innovation environments”.
In practice, creativity is always rooted in local experience and tradition and, in particular, the
accumulated knowledge of “local environments” is always the basis for progress. In this way,
creativity requires meeting, unregulated contact, spontaneous action, and movements that
large enterprises, where everything is strictly planned, cannot offer, but are possible in
“openly local terms”.

Based on the above, we see that an innovation environment approach favors the process of
systematically enhancing innovation capacities on a local scale, as the most proper way to
enhance the overall adaptability and reproduction of competitiveness of the socioeconomic
formations and, as a result, to develop within globalization (see Figure 3).
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Figure 3. Innovation environment and local development

In this perspective, many contemporary research projects seem to directly and indirectly
enrich the theoretical view of local development and innovation (Audretsch & Lehmann,
2005; Balland, Boschma, & Frenken, 2015; Carlino & Kerr, 2014).

5.3 Bottom-up Development

Also, during the last decades of research, is getting clear the gradual shift of development
understanding toward the “bottom”. The progressive understanding of globalization dynamics
that reproducing overall socioeconomic evolutionary processes and integrating all levels of
space on a planetary scale are causing this theoretical shift (Benko & Lipietz, 2000). The
latter explains why local development over the last decades is “privileged theoretically”, but
this does not mean that development has ceased to evolve on larger scales (national and
supranational), both in western economies and least developed nations. However, the
observed differentiated growth in various spatial scales that highlighted the privileged local
field of reference has happened within the western economies (see Figure 4).

20



ISSN 2373-9851

\ M acrot h i n k International Journal of Regional Development
A Institute ™ 2019, Vol. 6, No. 1

- 1“\\
f/ Overall dynamics of globalization \

‘ From “top-down” development model

Emphasis to endogenous
potential

‘ To “bottom-up” development model ‘
\

N y,

Figure 4. Modern approaches to regional development theory

From this perspective, the dimensions of locality, endogeneity, development capacity, and
diffusion of growth dynamics acquire completely new content and interest (see Figure 5).

Bottom-up development model

Emphasis to local
— I
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—> Daiffused

—_—> Integrated

v Cross-sectoral integration
v Integration of economic, social and environmental dimension
Figure 5. Modern trends of approaching the development problem

Furthermore, it seems that to meet local development needs is critical to effectively
strengthen and exploit the local potential of each area, in the current context of globalization
dynamics (see Figure 6).
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Figure 6. A modern developmental approach focuses on the effective management of local
resources

5.4 The Structurally Reproduced Inequality on a Local Scale

On a deeper level, it is becoming progressively clear that local development itself concerns
and ends in a different and unequal way for the various subjects of development; be it social
categories of people or spatial-social entities (from the neighborhood and city to the national
and international scale) (Pike, Rodriguez-Pose, & Tomaney, 2007).

This structurally reproduced uneven development has attracted the interest of economists,
sociologists, geographers and regional scientists already from the 1960s and beyond, despite
being the privileged field of neo-Marxist critique (Harvey, 2006; Holland, 1976). Since then,
scholars have argued that uneven development is inherent in the economic market system and
not the result of malfunctioning. Specific areas concentrate economic activities, precisely
because of competition (exploitation of economies of scale and concentration), and create
“winning” or “losing” regions. Inequality between locations and regions has inherently the
evolutionary tendency to widen, but often successful government interventions —although in
special cases market forces are effective as well- can temporarily reverse this trend and
reduce inequalities. These observations have also prompted Keynesians of different scopes
and ideologies to carry out policies to reduce regional disparities by promoting spatial
redistribution options.

Nowadays, a re-positioned theoretically inequality seems to progressively include, in a more
complete way, all local dimensions of production and reproduction of development (Araujo,
Ferreira, Lanjouw, & Ozler, 2008; Tomaskovic-Devey & Roscigno, 1997).

5.5 The Inherently Conflicting Social Character of Local Development Dynamics

In addition, it has gradually become clear in the context of regional development that a
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spatially targeted development intervention has different effects on different social subjects;
an intervention that can favor different social groups and at the same time marginalize others.
This also highlights how significant is ideology and politics both for the “reading” of
developmental issues and for legalizing interventions (Hadjimichalis & Hudson, 2006, 2014).
And in this sense, planned or non-developmental processes are a field of formation and
dialectic reproduction of social contrasts between the actors of socially interdependent
geographic scales. These geographical relationships range from indifference and consensus to
rivalry and conflict with intense spatial references.

And at this level of analysis it seems that the framework of local dynamics offers now a new,
highly fertile point of view (Cox, 1998; Cumming, Cumming, & Redman, 2006).

5.6 The Multiple Political Dimension of Local Development Dynamics

Lastly, important feature is also diversity and heterogeneity, which characterize the repertoire
of local and regional development policies. There is always a different meaning and political
context within every integrated policy (Newman, Johnston, & Lown, 2015).

As shown in Table 2 by Pike et al. (Pike, Rodriguez-Pose, & Tomaney, 2006) (horizontally
read), for each different dimension of local/regional development policies there are
distinctions depicted in the second and third column, expressing the extremes of each
dimension. However, the distinctions are extreme and bipolar and of course there are many
intermediate expressions and combinations. For example, the “local-regional” development
policy could combine “top-down” and “bottom-up” policies, or a policy “focus” could
combine exogenous and indigenous development, and so forth.

Table 2. Distinctions in local and regional development policies. Adjusted from Pike et al.
(Pike et al., 2006)

Dimension Distinction

Approach Absolute Relative

Autonomy Local, regional | National, supranational
Direction Top-down Bottom-up

Emphasis Strong Weak

Focus Exogenous Indigenous
Institutional lead State Market

Inter-territorial relations | Competitive Cooperative
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Measures ‘Hard’ ‘Soft’
Objects People Places
Rate Fast Slow
Scale Large Small
Spatial focus Local Regional
Sustainability Strong Weak

This shifting of the dominant “repertoire” seems associated not only with social and
ideological issues addressed before on this paper, but also with the issue of regional
development itself (Table 2, for example, distinguishes the absolute from relative regional
development).

Accordingly, it seems that today a profound change of vision is gradually getting established.
The dominant philosophy of intervention to strengthen local socioeconomic systems, on an
international scale, moves away from the traditional regional policy paradigm, towards a
more sophisticated and complete (see Table 3).

Table 3. Regional policy has been changing. Reproduced from OECD (OECD, 2009)

Old paradigm  m———)

New paradigm

Objectives Compensating temporarily for | Tapping under-utilised potential in all
location  disadvantages  of | regions for enhancing regional
lagging regions competitiveness

Unit of | Administrative units Functional economic areas

intervention

Strategies Sectoral approach Integrated development projects

Tools Subsidies and state aids Mix of soft and hard capital (capital stock,

labour market, business environment,
social capital and networks)

Actors Central government Different levels of government; private

sector actors, civil society

A clear conceptual and methodological shift is unfolding; the central priority now is to build
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local mechanisms to further develop knowledge and innovation (see Figure 7).

Dominant intervention philosophy

of yesterday... of today...
+ “Pushing” businesses to invest in + Attracting investinents from specific
specific spaces. locations.
+ Incentives are focused on: + Incentives are focused on:
- Direct business benefits - Indirect business benefits
- The short-term - The medinm-term
- Quantities. - Qualities.
* Concentrated logic of regional * Decentralized logic of local
development. development.
* Weight is given in creating control * Weight is given in creating knowledge
mechanisms. diffusion and ereativity mechanisms.
* Creating conditions for * Creating a dynamically evolving
stabilization and reproduction of innovation environment.
existing balances.

Figure 7. The emerging reasoning of strengthening all local socioeconomic systems

Finally, what we consider worth exploring in the future is to explain even deeper the
formation and evolution of various local development theories: to examine, at the same time,
the evolutionary course of development, the changing repertoire of development
interventions and the political/ideological aspects that are directly related to theoretical tools
that support specific practices and interventions.
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Notes

Note 1. For the basis of this theoretical framework see specifically the works of Bertil Ohlin
(Ohlin, 1933), of Paul Samuelson (Samuelson, 1949), who influenced greatly the neoclassical
approach, and the classic work of Krugman and Obstfeld (Krugman, Obstfeld, & Melitz,
2018).

Note 2. Generally, Verdoorn Law supports that in the long run productivity grows
proportionally to the square root of output.
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