
‘This book provides a comprehensive and highly readable review of the conceptual 
underpinnings of economic geography. Students and professional scholars alike will 
find it extremely useful both as a reference manual and as an authoritative guide to the 
numerous theoretical debates that characterize the field.’

PROFESSOR ALLEN J. SCOTT, DEPARTMENT OF GEOGRAPHY, UNIVERSITY OF CALIFORNIA, 
LOS ANGELES, USA

‘This book guides readers skilfully through the rapidly changing field of economic geography.  
It is a highly readable synthesis of contemporary debates within economic geography that is 
also sensitive to the history of the sub-discipline.’

SARAH HALL, SCHOOL OF GEOGRAPHY, UNIVERSITY OF NOTTINGHAM

Key Concepts in Economic Geography is a new kind of textbook that forms part of an innovative 
set of companion texts for the Human Geography sub-disciplines. Organized around 20 short 
essays, Key Concepts in Economic Geography provides a cutting edge introduction to the 
central concepts that define contemporary research in Economic Geography. Involving detailed 
and expansive discussions, the book includes:

•    An introductory chapter providing a succinct overview of the recent
     developments in the field 
•    Over 20 key concept entries with comprehensive explanations, definitions 
     and evolutions of the subject
•    Extensive pedagogic features that enhance understanding including key points,
     further reading and section introductions. 

An ideal companion text for upper-level undergraduate and postgraduate students in Economic 
Geography, the book presents the key concepts in the discipline, demonstrating their historical 
roots and contemporary applications to fully understand the processes of economic change, 
regional growth and decline, globalization, and the changing locations of firms and industries.  
Written by an internationally recognized set of authors, the book is an essential addition to 
any geography student’s library.

Yuko Aoyama, James T. Murphy, and Susan Hanson are all based at Clark University, USA.

Cover image © iStock | Cover design by Wendy Scott

SERIES EDITOR: ROB KITCHIN

K E Y  C O N C E P T S  I N

ECONOMIC 
GEOGRAPHY

Y U K O  A O YA M A
J A M E S  T.  M U R P H Y

S U S A N  H A N S O N

K
E

Y
 C

O
N

C
E

P
T

S
 IN

ECO
N

O
M

IC G
EO

G
RA

PH
Y

A
O

YA
M

A
 |  M

U
RPH

Y |  H
A

N
SO

N

aoyama et al_urban_aw.indd   1 18/10/10   13:30:32



key concepts in

economic 
geography

00-Aoyama et al-4105-Prelims.indd   1 13/10/2010   11:21:14 AM



The Key Concepts in Human Geography series is intended to provide a 
set of companion texts for the core fields of the discipline. To date, stu-
dents and academics have been relatively poorly served with regards to 
detailed discussions of the key concepts that geographers use to think 
about and understand the world. Dictionary entries are usually terse 
and restricted in their depth of explanation. Student textbooks tend to 
provide broad overviews of particular topics or the philosophy of Human 
Geography, but rarely provide a detailed overview of particular con-
cepts, their premises, development over time and empirical use. 
Research monographs most often focus on particular issues and a lim-
ited number of concepts at a very advanced level, so do not offer an 
expansive and accessible overview of the variety of concepts in use 
within a subdiscipline. 

The Key Concepts in Human Geography series seeks to fill this gap, 
providing detailed description and discussion of the concepts that are at 
the heart of theoretical and empirical research in contemporary Human 
Geography. Each book consists of an introductory chapter that outlines 
the major conceptual developments over time along with approximately 
twenty-five entries on the core concepts that constitute the theoretical 
toolkit of geographers working within a specific subdiscipline. Each 
entry provides a detailed explanation of the concept, outlining con-
tested definitions and approaches, the evolution of how the concept has 
been used to understand particular geographic phenomena, and sug-
gested further reading. In so doing, each book constitutes an invaluable 
companion guide to geographers grappling with how to research, 
understand and explain the world we inhabit.

Rob Kitchin 
Series Editor 
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INTRODUCTION

What is economic geography?

What are the major factors that explain the recent growth of the Chinese 
economy and the relative decline of the United States economy? What 
explains persistent poverty in pockets of global cities such as New York, 
London and Tokyo, and what prompted the emergence of vast urban 
slums in Calcutta? What are the impacts of globalization on people’s 
jobs and livelihoods in different parts of the world? Explaining the 
causes and consequences of uneven development within and between 
regions is a central concern for economic geographers. The discipline’s 
goal has long been to offer multi-faceted explanations for economic  
processes – growth and prosperity as well as crises and decline – 
manifested across territories at various scales: local, regional, national 
and global. Contemporary economic geographers study geographically 
specific factors that shape economic processes and identify key agents 
(such as firms, labour and the state) and drivers (such as innovation, 
institutions, entrepreneurship and accessibility) that prompt uneven 
territorial development and change (such as industrial clusters, regional 
disparities and core – periphery).

Over its history, economic geographers have considered various key 
geographically specific endowments as drivers of territorial development. 
In the early days of the subdiscipline, the economy was dominated by 
agriculture, and therefore climate and natural-resource endowments mat-
tered significantly, as did labour supply. As industrialization advanced 
during the twentieth century, the focus shifted to the geography of firms 
and industries, factory wages, production processes, technology and inno-
vation, the quality and skills of labour, and the role of the state in induc-
ing and promoting industrialization. Most recently, emphasis has shifted 
away from geographically specific resource endowments in forms of tan-
gible and quantifiable indicators towards research that focuses on often 
unquantifiable and intangible contributions to territorial development, 
and, in particular, social endowments such as institutions, networks, 
knowledge and culture. Analyses that recognize differences among agents 
have emerged, taking into account, among other things, race, class and 
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gender. New research themes are also emerging, ones that focus for example 
on financialization, consumption, the knowledge economy and sustainable 
development. 

Still, economic geography as a subdiscipline of geography has frequently 
been misunderstood. The confusion is partly attributed to its multiple 
roots, its heterodox methodologies and its various overlapping interests 
with other social science disciplines. As we shall show, contemporary 
economic geography has a long history and represents a wide range of 
inter- and intra-disciplinary influences from fields such as geographical 
economics, regional science, urban/regional studies, regional economic 
development planning and economic sociology. Despite the complex and 
diverse web of influences, economic geographers are bound together by 
a common interest in economic processes as fundamentally territorial 
processes as manifested in the economic fates of communities, cities 
and regions. The goal of the subdiscipline is to understand the economic 
processes of a place, rather than using economic factors as independent 
or intervening variables to explain environmental change (cultural 
ecologists) or socio-cultural change (cultural/social geographers). 

Origins and evolution

Various interpretations exist on the origin and historical lineage of 
economic geography. Some argue that the earliest roots of economic 
geography were deeply linked to British colonialism, which necessi-
tated the study of commercial geography to better understand and 
improve trade routes and modes of transportation (see Barnes, 2000). 
Others point to the Germanic location theories of Heinrich Von Thünen 
and Alfred Weber (who were then followed by Walter Christaller and 
August Lösch) as the roots of economic geography. Their goal was to 
develop optimal location patterns for the most efficient functioning of 
farms, factories and cities, given geographical endowments and acces-
sibility (e.g. transport costs). Location modelling subsequently crossed the 
Atlantic, where it was incorporated into North American economic geog-
raphy and became an important foundation of regional science, thanks to 
Walter Isard. 

Yet another lineage of economic geography comes from Alfred Marshall, 
a notable British economist who was a central figure in the marginal 
revolution that transformed economics in the early twentieth century. 
Marshall was among the first to articulate the phenomenon of industrial 
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agglomerations and he highlighted the importance of economies of scale 
(i.e. the sharing of labour pools and infrastructure) in industrialization. 
Research on agglomerations/clusters continues to occupy centre stage in  
contemporary economic geography, although today attention is increas-
ingly shifting from economic to social, cultural and institutional dimen-
sions of clusters. Finally, lineage is also traced to North American 
human-environmental geography, in which appropriate use of abun-
dant extractive resources in a territory preoccupied scholars and policy 
makers alike. For example, when the journal Economic Geography was 
established at Clark University in 1925, Wallace W. Atwood, the found-
ing editor, intended to cover areas of research that engaged with human 
adaptations to natural resources in the process of industrialization. He 
wrote:

As citizens of the modern commonwealth we are prepared to act intelli-
gently on the larger problems of national and international economic and 
social relationships only when we appreciate the possibilities and limitations 
of the habitable portions of the earth. (Atwood, 1925)

The topics covered were mostly natural-resource industries, such as 
timber, coal, wheat and the grain trade, and included the study of 
population in relation to cultivated land.1 

Thus, economic geography since its inception combined multiple tra-
jectories involving multiple, and sometimes contradictory, epistemologies 
and methodologies. For example, those who followed Germanic and 
Marshallian traditions used deductive, scientific methods seeking 
abstraction and universal application, while those in North American 
human-environmental traditions (e.g. Keasbey, 1901a; 1901b; Smith, 
1907; 1913) regarded economic geography as a ‘descriptive science’ that 
would contribute to knowledge by gathering ‘concrete information’ about 
lands (i.e. natural resources) and their usefulness to humanity. The influ-
ence of these early papers can be seen in the work of Hartshorne’s (1939) 
regionalist approach, which is largely empirical and idiographic, and they 
maintain strong ties to physical geography (e.g. see Huntington, 1940). 

Subsequently, the Great Depression and the catastrophe of World 
War II dramatically changed economic geography as imperial expan-
sion ended and the extreme consequences of implementing deterministic 
concepts into policy and then practice became evident (e.g. the Holocaust). 
As Fisher (1948: 73) observed, economic geography had ‘become an 
apology for the status quo’. This led to a few developments during the 
1950s and 1960s. For one, economic geographers sought to move the 
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subdiscipline away from descriptive studies and deterministic theories. 
For another, the idiographic tradition that emphasizes the specificity of 
places and regions came head-to-head in the post-World War II period 
with the theoretically driven views of both neo-classical economics and 
Marxist structuralism. The fact that some of the early work in human-
environment economic geography – much like the discipline of geogra-
phy itself – was plagued by environmental determinism did not help 
support their strictly descriptive approach. 

Finally, this period was most profoundly marked by the shift towards 
spatial science in economic geography, a transformation that was 
inspired in large part by the work of German location theorists such 
as Weber, Christaller and Lösch. Otherwise known as the ‘space cadets’, 
quantitative, theoretical economic geographers and regional scientists 
sought to develop universal, abstract, and explanatory spatial theories 
for industrial location and regional economic evolution. Through works by 
Hoover (1948), Isard (1949, 1953), and Berry and Garrison (1958), the 
quantitative revolution was launched, eventually transforming all 
areas of human geography from descriptive analysis focused on speci-
ficity to scientific analysis aimed at developing generalized theories to 
explain geographical phenomena. The development of new areas of 
research, including transportation geography, innovation diffusion 
studies and behavioural geography, further challenged the old method-
ological orientation. Research on urban economics with abstract models 
of transportation, accessibility and the structure of metropolitan areas 
(e.g. Alonso, 1964) dominated the field, and this trend remained strong 
throughout the 1970s, as indicated by the dominance of published articles 
in Economic Geography. At its apex (e.g. see Scott, 1969; Chojnicki, 1970), 
the analytical methods used (e.g. Monte Carlo simulations, equilibrium 
analyses, and predictive statistics) were complex, often highly abstract, 
and required extensive mathematical training. 

Diverging trajectories: 1970s–1990s 

Beginning the late 1960s, some economic geographers began making an 
initial foray into new areas of scholarship. This was largely in response 
to geo-political conflicts, environmental and political crises, the social 
turmoil of the late 1960s, and the global economic slow-down of the 
1970s. The limits of American scientific management and associated 

4
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mass production, the Keynesian welfare state, and deindustrialization 
in United Kingdom and the United States not only helped to generate 
new themes for economic geographers but also prompted stronger links 
to macro-theories on the structure and organisation of economies. 
David Harvey’s conversion from positivism (e.g. see Harvey, 1968, 
1969) to Marxism and political activism (e.g. see Harvey, 1974) is 
emblematic of the increased interest in the early 1970s in politics, as 
well as poverty, race and class, especially in the inner cities of the 
industrialized world. These changes also opened economic geography to 
the influences of structuralism, such as dependency theory (Frank, 
1966) and world-system theory (Wallerstein, 1974), then dominant in 
other social sciences. 

Others chose to learn from work primarily by labour economists in 
North America (Bluestone and Harrison, 1982; Piore and Sabel, 1984) 
and in France (Aglietta, 1979), or sought to engage with newly emerging 
branches of economics (evolutionary economics by Nelson and Winter, 
1974, institutional economics by Williamson, 1981) and business/ 
management studies (e.g. work on industrial organization by Chandler, 
1977). Upon recognizing that innovation and technological change hold 
potential for new industries and job creation after deindustrialization, 
debates over the French Regulation School and flexible specialization 
dominated the conversation, with an emphasis on the link between 
various types of innovation and economic growth. Pursuing these 
themes further, the 1980s saw growing interest in the organizational 
aspects of production (with emphasis on high-technology manufacturing 
industries) and its geographic consequences (particularly with respect 
to regional and national competitiveness) (see, for example, Malecki, 
1985; Scott and Storper, 1986; Castells, 1985); in addition, focus 
increasingly shifted towards highlighting strategies for urban and 
regional growth in national and international contexts (see Clark 1986; 
Schoenberger, 1985). 

At the same time, another new branch of economic geography was 
emerging. This was represented by those who became increasingly 
steeped in work by French and German philosophers and drew significantly 
from political theory, critical social theory, cultural studies and archi-
tecture (Dear, 1988; Harvey, 1989; Soja, 1989). This group incorporated 
themes from post-modernism, post-structuralism, feminist theory and 
cultural geography, and rejected the positivistic underlying assump-
tions that had dominated economic geography to date. Furthermore, 
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the on-going globalization of economies resulted in greater interest 
in the socio-cultural factors that affect economic growth in various parts 
of the world. Some took inspiration from sociology (Castells, 1984; Giddens, 
1984; Granovetter, 1985) to seek new frameworks that incorporate socio-
cultural aspects of economic change. These trends combined together 
became known as the ‘cultural turn’ in economic geography. 

Thus, economic geography became even more heterodox since the 
1970s, with a variety of ideological orientations, such as Ricardian, 
Keynesian, Marxian, Polanyian, Gramscian, Schumpeterian, as well as 
broadly neo-classical, evolutionary, institutional, cultural and critical 
approaches to co-exist in the subdiscipline. Whereas area studies and 
ethnography have been closely associated with anthropology, political 
science and sociology, industry studies are conducted by scholars active 
in business/management and in economic sociology; and regional sci-
ence is dominated by neo-classical economists. This disciplinary and 
ideological mix has contributed to further diversify methodological 
approaches, which now include econometrics and statistical analysis, 
questionnaire surveys, structured and semi-structured interviews, and 
participant observation. As economic geographers we conduct structural- 
institutional analysis, cultural analysis, policy discourses, social network 
analysis, as well as archival and textual analysis (see Barnes et al., 2007). 
Also, the advent of corporate geography in the 1980s meant that access 
to firms became increasingly important to researchers, and with data 
becoming increasingly proprietary, economic geographers have opted 
for unconventional and mixed-methods approaches in their research. 
Thus, methodological pallets for economic geographers have greatly 
expanded during this period, and have firmly moved beyond exclusively 
positivist economic analysis.

Economic geography since the 1990s

Economic geography since the 1990s reflected these diverse shifts that 
had occurred since the crises of the 1970s. The rebirth of economic geog-
raphy, known as the ‘new economic geography’ (NEG), was claimed by 
different groups, including those who catered to the epistemological seg-
ment of the ‘cultural turn’ (e.g. post-modernism/post-structuralism) and 
those with econometric interests, strongly influenced by the work of 
Krugman (1991). The latter group of geographical economists gradually 
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gained legitimacy for the use of the term NEG in the 2000s. At the same 
time, to better understand the emergence of multinational corporations 
(MNCs) and spatial implications, and to treat on-going globalization as an 
explicitly territorial process, economic geographers have attempted to link 
geographically specific endowments with global networks. This effort has 
in part been supplemented by continuing influences from economic sociol-
ogy, this time in the form of global commodity chains (Gereffi, 1994). 

Another recent change in economic geography has to do with geo-
graphic orientation, which has shifted from predominantly industrial-
ized economies to include emerging economies, and there is an on-going 
dialogue between economic geographers and development geographers 
on various themes of common interests. This is a significant change for 
economic geography, which has been concerned primarily with building 
theories and gathering empirics in advanced industrialized economies. 
Thus, although the history of the subdiscipline has long been strongly 
centred around debates in and about North America and parts of Western 
Europe (in particular, the United Kingdom), the Anglo-American tradi-
tion in the discipline is gradually being transformed by the globalization of 
the subdiscipline itself. The previous dominance of Anglo-American 
economic geographers will doubtless give way as the next generation 
brings new ideas based on their far more diverse experiences.

As broad as the field of economic geography has been, significant new 
conversations and linkages are being forged today, such as that bet-
ween geographical economics and economic geography, with the former 
mainly populated by economists and the latter by geographers.2 
Geographical economics is strictly a branch of economics, aimed at for-
malizing methodology with roots in international trade theory (e.g. see 
Combes et al., 2008). Most economists who attempt to model growth 
and trade across more than one spatial unit of analysis fall into this 
category. Analysis on the role of proximity is often optional, and the 
associated rise of agglomeration externalities is typically resolved by 
assumptions on the mobility of labour and capital. Krugman’s (1991) 
definition of economic geography as the study ‘of the location of factors 
of production in space’ (483) exemplifies the approaches taken in geo-
graphical economics.

In contrast, economic geography remains a distinctive subdiscipline in 
geography that focuses on economic differences, distinctiveness and dis-
parity across places; the political, cultural, social and historical dimensions 
of industrial and regional development; inter-scalar (e.g. global-to-local) 
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economic relationships and their significance for firms, industries and 
regions; and the causes and consequences of unevenness in the world 
economy. Regardless of multiple trajectories, one of the most important 
and distinguishing features of economic geography from economics has 
been its empirical orientation. Globalization has raised new and important 
questions about the interconnections and interdependencies among econo-
mies, about the processes through which regions develop and compete, and 
about the utility of classical economic theories for explaining contemporary 
economic trends and challenges. Moreover, like globalization itself, a new 
generation of scholars is expanding the field geographically beyond 
Western Europe and North America in order to understand these relation-
ships, processes and challenges. 

The goal and organization of the book

This book covers the breadth of economic geography from its origins to 
the present and from developed to developing countries and regions, 
but it does so without losing sight of what has been the ‘core’ of eco-
nomic geography. The writing of this book rose out of our collective 
concerns that contemporary debates have at times lost sight of what has 
been learned in the past; neglect of the discipline’s history and conceptual 
roots not only leads to reinventing the wheel, it can prevent further theo-
retical advances in a field of study. The historical continuity and evolution 
we highlight in this book are intended to help students and scholars see 
the links between contemporary themes and earlier, often classical, 
work, thereby enabling the contextualization of emerging concepts in 
the various intellectual traditions that have characterized the field.

Our goal is to reconnect old ideas and new phenomena, and we do so 
by systematically demonstrating the relevance of historical concepts 
to contemporary debates and showing that what are viewed as newly 
emerging themes have long intellectual traditions. Each chapter offers 
origins, initial and subsequent conceptualizations and their transfor-
mation. In addition, we examine key contemporary problems and how 
each concept is used and applied today in order to provide explicit links 
between contemporary problems with theoretical debates. In doing so, 
we provide an overview of the key concerns of economic geographers, 
how these concerns have changed over time, how they are inter-linked 
and, in some cases, how they have co-evolved. 
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We have chosen 23 key concepts as points of departure for various 
ideas that are central to understanding economic geography. These 
concepts were chosen by their importance over an extended history 
of the discipline and continue to hold contemporary importance. 
Some key concepts are agents and drivers, while others are contex-
tual conditions, and yet others are outcomes and spatial manifesta-
tions. Furthermore, although the prominence of each concept has 
waxed and waned, each provides an entry point to a variety of 
research questions. Collectively, these key concepts combine meth-
odological and ideological orientations, and together they span  
the field. 

There are many ways to organize this book. As we shall show, these 
key concepts have varying inter-disciplinary links. Some are closely 
associated with a branch of economics (neo-classical, Marxist, evolu-
tionary and institutional economics), while others are associated with 
sociology, cultural studies and critical theory. In addition, some of the 
grand theorizing conducted in economic geography has been based on 
evidence from just a few industries. For example, the automobile indus-
try has dominated the theory of Fordism/Post-Fordism whereas the gar-
ment industry has traditionally been central to the analysis of global 
value chains. 

Section 1 begins with the key concepts that function as important 
agents of economic change: Labour, Firm and State. The relative impor-
tance of these agents has waxed and waned over time. Labour has long 
been a key factor input to production, forming the foundation of the 
drivers in Section 2. Firms emerged as a central focus particularly in 
the 1970s and 1980s, with influences from behavioural geography as 
well as from business/management studies. Firms are also an impor-
tant unit of analysis for the key concepts in Section 3: Industries and 
Regions in Economic Change. Finally, economic geographers have long 
recognized the State as a key agent of economic growth, as reflected in 
debates on core–periphery and subsequent studies of industrial restruc-
turing in the core along with the emergence of newly industrializing 
economies of East Asia. 

Section 2 covers key drivers of economic change – Innovation, 
Entrepreneurship and Accessibility. In Innovation, we discuss three 
branches of economics (neo-classical, Schumpeterian, evolutionary) that 
have been influential in economic geography. Studies of Innovation and 
Entrepreneurship suggest the importance of the Schumpeterian tradition 
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in contemporary economic geography, and they represent an important 
interface to economic development policy. The role of innovation and 
entrepreneurship is carried forward by key concepts such as Industrial 
Clusters (Section 3) and Knowledge Economy (Section 6). Accessibility 
is perhaps the most fundamental socio-geographic concept that affects 
mobility, and has enduring effect on the day-to-day livelihoods of 
people. Accessibility has also acquired new meaning with the advent of 
the Internet. 

In Section 3 we turn to four key concepts that are the basics for 
understanding the role of industries and regions in economic change. 
The chapter on Industrial Location covers the work of many who are 
considered the founding fathers of the discipline. Regional Disparity is 
one of the oldest and recurring policy concerns, and a central moti-
vational issue for economic geography as a discipline. Understanding 
Industrial Clusters is popular among contemporary scholars and policy 
makers, but we show that the concept has deep historical roots. In Post-
Fordism, we examine the historical trajectories of dominant industrial 
organization (primarily based on empirical evidence from the automo-
bile industry) and key terminologies associated with them, including 
Taylorism, Fordism, and Post-Fordism. 

Section 4 shifts focus to key concepts that are integral in analyzing 
Global Economic Geographies. What are the different ways that eco-
nomic geographers understand inequality in the global economy? 
Core–Periphery primarily covers the tradition of world-system theory 
arising out of structural Marxism, whereas the chapter on Globalization 
emphasizes the operations of multinational corporations (MNCs) in 
building industrial organizations at the global scale and encompasses a 
broad array of theoretical and empirical debates over the geographic 
and strategic roles of multinational corporations as well as critiques of 
globalisation. With Circuits of Capital, we return to a Marxian inter-
pretation of urban and regional development with flows of capital. 
Finally, Global Value Chains includes the work of scholars who employ 
commodity chain analysis to understand how MNCs spatially organize 
their production and sourcing activities and whether lower-tier suppli-
ers, who are often based in developing countries, can upgrade the value 
of their contributions to the global economy. 

Section 5 includes key concepts that represent analytical tools to 
understand socio-cultural contexts. These contexts not only serve as key 
geographic determinants of economic activities; they also represent 
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many contemporary views actively adopted by economic geographers 
today. In Culture, we review the renewed importance of culture 
prompted by the inter-disciplinary ‘cultural turn’, as well as the char-
acteristics and critiques of post-modernism and post-structuralism. 
Also discussed are the subsequent development of culturally oriented 
research, including research on global convergence, conventions and 
norms, and the cultural economy. Under Gender, we address the  
contributions of feminist economic geography in better understanding 
variations in access to economic opportunity and in the economic  
processes that create regional diversity. Institutions help explain eco-
nomic growth today, and in this chapter we include both economic and 
sociological interpretations of institutions. In Embeddedness our 
emphasis is on the analysis of social relations, illustrating how the 
social pervades the economic, with implications for the economic growth 
potential of places. Lastly, the socio-cultural contexts structuring 
economies can be viewed as compilations of Networks which are hori-
zontal, flexible and infused with power relations. 

The final section focuses on emerging concepts that represent economic 
trends of increasing significance in the twenty-first century. Although 
the idea of a Knowledge Economy was conceived in the 1960s, this con-
cept has been steadily gaining significance, as the basis for newly 
emerging sectors of economic activities has shifted from natural to 
knowledge-based resources. Similarly, the Financialization of econo-
mies did not emerge overnight, but has been in progress since World 
War II and will gain more importance with the financial crisis of the 
2008. Consumption is a relatively new focus for economic geographers, 
who have long been preoccupied with production. Cross-disciplinary 
fertilization and learning from other disciplines are therefore prominent 
in research on consumption today. Finally, Sustainable Development 
emerged in the 1980s, and we expect to see more research at the inter-
section of climate change and economic change in cities, suburbs and in 
developing countries. While these concepts are still evolving, we offer 
some exploratory discussions on the emerging significance of the debates 
that surround these concepts.

The book was truly a collective endeavour. We had numerous retreats 
and extensively commented on, critiqued and edited each other’s writing. 
After the outline for each chapter was collectively agreed upon, each 
chapter was initially drafted by a single author and was developed further 
with extensive comments and edits involving all authors. Nonetheless, we 
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note the chapters’ primary authors as follows: Aoyama was responsible 
for drafting the Introduction, Firm, Innovation, Industrial Location, 
Industrial Clusters, Regional Disparity, Post-Fordism, Culture, Knowledge 
Economy, Financialization and Consumption; Murphy was responsible for 
drafting State, Core–Periphery, Globalization, Circuits of Capital, Global 
Value Chains, Institutions, Embeddedness, Networks and Sustainable 
Development; and Hanson was responsible for drafting Labour, 
Entrepreneurship, Accessibility and Gender.

notes

1	 The authors of the first issue included an official of the U.S. Forest Service 
and World War I veteran, an agricultural economist at Clark University who 
also worked with the U.S. Department of Agriculture, an official from Canada’s 
Interior Department, an independent scholar and a faculty member from the 
University of Stockholm, Sweden.

2	 For example, the new journal Journal of Economic Geography, in its inception 
(2000), was intended as a means to strengthen linkage and exchange ideas 
between economists and economic geographers.
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Section 1
Key Agents in 

Economic 
Geography

What are the key agents of change in territorial economic transformations? 
Section 1 begins with the key concepts that function as important 
agents of economic change: Labour, Firm and State. Although the relative 
importance of these agents has waxed and waned over time, together 
they constitute vital agents that shape the reality of, as well as disci-
plinary interests in, economic geography.

Labour has long been a key factor input to production as well as a 
depository of knowledge, forming the foundation of the drivers in 
Section 2. Furthermore, labour has been understood as a class, and as 
a key unit of analysis in household reproduction, industrial bargaining, 
social movements and political interest groups. The locations and 
mobility of labour have had significant impacts on where industries 
emerged, and the division of labour and segmentations within the labour 
market have had significant impacts on variations in household incomes, 
productivity and social processes.
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Firms emerged as a central focus in economic geography particularly 
starting in the 1970s and 1980s, with influences from behavioural geog-
raphy as well as from business/management studies. Firms are key 
agents in creating jobs, commercializing innovation, and delivering new 
products and services to consumers. Territorial development and the 
location decisions of firms are in symbiotic relationship, as firms access 
not only raw materials, but also pools of labour with particular knowl-
edge and skills, which in turn are shaped by the location decisions of 
firms. In addition, corporate strategies typically have a geographic 
dimension. Specializations in certain products/services or diversification 
to related industries both require a certain quality and quantity of 
labour, as well as access to a certain quality and quantity of markets. 
Competition induces responses of different kinds, such as product 
differentiation (through investment in innovation), offshoring and out-
sourcing, all of which have geographic consequences. Firms are therefore 
an important unit of analysis for the key concepts in Section 3: Industries 
and Regions in Economic Change, and some view the rise of multina-
tional corporations (MNCs) as key agents of globalization (Section 4).

Finally, economic geographers have long recognized the state as a 
key agent of economic growth, as reflected in debates on core–periphery 
and subsequent studies of industrial restructuring in the core along 
with the emergence of newly industrializing economies of East Asia. 
States control access to capital (e.g. through interest rates) as well as 
labour (e.g. through education, immigration laws, provision of housing), 
which in turn influence firms’ location decisions. States also manage 
international trade and foreign direct investment in order to ensure 
that jobs are created and innovation is captured within a state’s territory. 
There is considerable variation in how states intervene in the economy, 
however, and striving towards an ideal form of governance has long been 
central to the debates in economic philosophy and economic geography. 
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1.1 LABOUR
Labour is one of the agents of economic change. Labour has been 
conceptualized as a key factor of production, a socio-economic class (e.g. 
the proletariat, the creative class), as an important agent of social 
movements (i.e. collective bargaining through labour unions), and a 
source of innovation and technological change (entrepreneurship). 
Although technological change has traditionally been viewed as an 
aspect of capital productivity, today it is widely recognized that various 
process innovation can significantly boost labour productivity.1

The mobility of labour is considered to be far more limited than that 
of capital, making it difficult to transfer knowledge embodied in 
labour from one place to another. Furthermore, although research 
focuses on labour performed for wages in firms, other forms of labour, 
often unpaid, are central to informal economies, self-employment and 
household reproduction. As the face of waged work and the faces of 
paid workers have changed over the past forty years, so too have the 
questions that economic geographers have posed about labour and its 
role in economic growth. In general, views have shifted from seeing 
workers as an undifferentiated input into the production process to 
seeing workers as heterogeneous and active agents shaping economic 
geographies. 

Classical views of labour under capitalism

Economists have long theorized labour’s role in the economy. The long-
standing and most prevalent view has focused on labour as a key input 
to the production process, along with land and capital. Classical econo-
mists such as Adam Smith and David Ricardo considered the role of 
labour in creating the value of a commodity, and this conceptualization 
is called the labour theory of value. 

Smith (1776), Ricardo (1817) and Marx (1867) all recognized that a 
commodity has both exchange-value (exchangeability to other com-
modities) and use-value (in which utility is realized through consump-
tion). Smith also viewed labour as human capital, an essentially fixed 
factor of production and a source of knowledge. Ricardo (1817) sought 
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to introduce more precision to Smith’s assumptions and claimed that 
the value of a commodity is measured by the relative quantity of labour 
inputs. Ricardo’s primary contribution was the labour theory of value, 
which distinguishes between the value of a commodity (exchange-
value) and wages (determined by the subsistence needs of labourers).

Marx differed from Ricardo and argued that the value of a commodity 
is constituted as socially necessary labour-time, which is determined by 
average skill levels in a given state of technology in a given society. 
According to Marx, labour is the only source of material wealth and, as 
such, Marx saw the value of a commodity not as the outcome of an eco-
nomic law but as a socially and historically constructed phenomenon 
that differs by civilization. Marx believed that labour power, or the 
capacity of labour, had benefitted the labour class itself before the 
advent of capitalism, but became commodified to be sold to the capital-
ist class after the means of production (e.g. land and machinery) were 
taken away from farmers in a violent process of primitive accumula-
tion.2 Marx further argued that surplus value arises when labour yields 
commodities whose value exceeds the wages paid; capitalism is struc-
tured in such a way that, for survival, the labour class (proletariat) has 
no choice but to transfer surplus value to the capitalist class (bourgeoi-
sie), thereby producing the condition of exploitation of the proletariat. 
Marx also pointed out that capitalism produces structural unemploy-
ment and referred to such surplus labour as the ‘industrial reserve 
army’ (see Peet, 1975 for a detailed explanation). 

While Marx has been criticized, for example for his focus on male 
industrial workers and neglect of women’s role in the economy (e.g. 
McDowell, 1991), his main contribution has been to highlight the vul-
nerability of those who lack control over the means of production. 
Following this logic, today scholars and activists alike are concerned 
with the persistent presence of the ‘working poor’, i.e. those who work 
but are not earning what is considered as a living wage. 

Political economy of labour and  
economic geography

Economic geographers have been influenced by Marxian political econ-
omy in understanding labour; most importantly, Harvey (1982) brought 
Marxian political economy into economic geography debates. He coined 

16
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the term spatial fix to refer to a geographic strategy used by capital to 
resolve capitalism’s contradictions, namely, the tendency for economic 
crisis and the falling rate of profit (see 4.3 Circuits of Capital); examples 
of spatial fix include the territorial expansion of production and engag-
ing in international trade. Walker and Storper (1981) used the 
Marxian premise of uneven development to understand industrial 
location not as a static allocation of resources, but as part of the 
dynamics of accumulation. 

Marxist approaches have shared with traditional or neo-classical 
ones a ‘capital-centric’ concept of workers, in which workers are seen 
from the vantage point of how capital makes location decisions (Herod, 
1997). In this view labour is differentiated primarily on the grounds of 
varying skills, and therefore varying costs to employers. Capitalists 
survey the spatial variation in skill levels in the labour landscape at 
scales from the intra-urban to the global, and locate firms and estab-
lishments so as to gain access to the desired type(s) of labour (Dicken, 
1971; Storper and Walker 1983). This view, in which labour’s varying 
skills and costs have the ability to pull investment to certain locations, 
contrasts with the industrial location theory of Alfred Weber (1929), in 
which transportation costs were far more powerful than labour in firms’ 
location decisions (see 3.1 Industrial Location); but as transportation 
costs waned relative to labour costs during the twentieth century, 
labour’s influence on location decisions increased. 

Doreen Massey (1984) was important in highlighting capital’s role in 
creating spatial divisions of labour at the national scale, but Massey 
argued that regional disparity is the result of social processes, not 
solely economic ones, and that economic geography is concerned with 
‘the reproduction over space of social relations’ (p. 16). Massey concep-
tualized the spatial division of labour in terms of the social relations of 
production (p. 67). As a basis for understanding regional transforma-
tion, the spatial division of labour involves the economics of labour 
markets and of social tradition, defining the power of the skilled versus 
the unskilled. Workers’ skills, as well as regional inequalities, are 
socially constructed in workplace and community and are neither given 
nor solely the result of economic processes. Industries’ and firms’ loca-
tion decisions respond to geographical unevenness in the labour land-
scape and incorporate spatial inequality in order to maximize profits; 
their decisions, in turn, affect workers’ future skill levels and shape  
the future of regional economies. Structures of ownership, managerial 
hierarchies, the sectoral orientation of regional industries, regional  
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cultures, gender relations within households and labour relations all 
play a role in this process of regional change (see 3.3 Regional Disparity). 
In emphasizing the social relations of production, Massey’s analysis 
highlights the role of labour in regional transformation. 

Labour under globalization

The nature of paid labour in the industrialized world has changed over the 
past four decades as economies in these countries have undergone 
significant restructuring, including shifts away from large-scale assembly-
line manufacturing to smaller-batch production techniques and away 
from manufacturing altogether towards services (see 3.4 Post-Fordism; 
6.1 Knowledge Economy). In the industrialized world during the Fordist 
era, working-class men in often-unionized manufacturing jobs earned a 
‘family wage’, sufficient to support wife and children. The family wage 
has become increasingly rare as manufacturing jobs have relocated to 
emerging economies and union membership has fallen. The techni-
cal and social divisions of labour have grown ever more complex, as new 
groups of people (e.g. young women in Korea (Cho, 1985) or Mexico 
(Christopherson, 1983)) have been drawn into the labour force of mul-
tinational corporations (MNCs) (see 4.2 Globalization). The demand for 
low-wage labour in the service sector has increased, and many such jobs 
are occupied by women who have entered the labour market in mount-
ing numbers since the 1970s in large part to shore up household 
incomes. It should be noted, however, that many households in the 
Fordist era did not have anyone earning a ‘family wage’ and that many 
women, especially women of colour, have long worked for wages inside 
and outside the home, and did so well before the 1970s (Nakano-Glenn, 
1985; McDowell, 1991). 

Capital is the factor input with mobility and agency, eschewing or 
even moving away from locations with high levels of organized labour 
(such as central cities in the 1960s and 1970s) in favour of places where 
labour unions are weak or non-existent (such as suburban areas) 
(Storper and Walker, 1983). The place-specific skills of labour affect not 
only firms’ location decisions but also the labour process itself, that is, how 
work is designed within firms. For example, firms will establish elec-
tronics assembly plants entailing repetitive tasks on an assembly-line 
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in places where workers are perceived as unskilled and undemanding, 
which explains the location of maquiladoras along the US–Mexican 
border to target a young, female, Mexican labour force (Christopherson, 
1983). But corporate functions that demand highly sophisticated labour 
(such as scientists and engineers in research and development facilities) 
still largely remain in the industrialized world, and this is particularly 
evident in the case of electronics and pharmaceuticals (Kuemmerle, 
1999); many developing countries still struggle to achieve the necessary 
skill upgrading to attract the foreign direct investment that can offer 
high-wage jobs (Vind, 2008). 

Today, it is widely recognized that labour is no longer a homogeneous 
class; in fact, it has become highly diverse, with well-educated workers 
in professional, technical and managerial jobs earning relatively high 
incomes in occupations with career ladders while workers with less 
formal education – or international migrants who lack needed language 
skills or job certification (e.g. in the health professions) – earn relatively 
little for their labour in low-end service jobs with poor prospects for 
advancement (McDowell, 1991; Peck, 2001). At the same time, employ-
ers of highly skilled ‘knowledge workers’, in fields from the creative 
professions to information technology, increasingly value the ideas of 
such workers, realizing that they are the key to innovation and regional 
prosperity (Malecki and Moriset, 2008) (see 2.1 Innovation; 6.1 Knowledge 
Economy). The mobility of these highly skilled workers therefore 
influences the economic fates of cities and regions. Florida (2002), for 
example, found strong associations between urban growth and the 
creative class (see 6.1 Knowledge Economy), arguing that the geogra-
phy of talent increasingly dictates the location of economic develop-
ment. Saxenian (2006) discussed the role of globally mobile highly 
skilled labour contributing to the growth of Silicon Valley (United 
States), Taiwan and India. 

Although overall work time has declined and leisure time has 
increased in the industrialized world, Peck and Theodore (2001)  
contend that there has been a flexiblization of labour, with temporary 
and contingent jobs replacing full-time, year-round employment. 
Indeed, what was traditionally understood as a dual labour market, 
comprising the primary labour market (with job security, mostly 
white-collar jobs) and the secondary labour market (with less job secu-
rity, mostly blue-collar jobs) has broken down. These developments  
also render the simplistic division between capitalist and labour  
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classes obsolete as units of analysis. Instead, labour is increasingly 
viewed multi-dimensionally, through the lens of ethnicity, immigration 
status, gender, innovation and global social movements. 

The role of the state in providing support for labour has also been 
redefined, with many governments severely limiting welfare provisions 
such as workforce training programs and unemployment insurance (see 
1.3 State). The state has long been influential in shaping the social rela-
tions of production and creating spatial divisions of labour. As pointed 
out by the Regulation School, a variety of state institutions affects the 
relationship between capital and labour (Peck, 1996) (see 3.4 Post-
Fordism). These institutions take the form of laws and regulations 
prohibiting employer discrimination on the basis of a worker’s sex, age 
or race as well as laws governing, for example, the minimum wage, 
welfare and workfare, hours of work and overtime pay, the right to col-
lective bargaining, and worker health and safety on the job. Laws and 
practices concerning provision of child care, elder care, nursery schools 
and kindergartens affect the form of labour-market participation, if 
any, of people with care-giving responsibilities. Another way that the 
state affects relations between capital and labour is through education; 
a state’s desire to develop or maintain a highly skilled labour force to 
drive economic development motivates public investment in education 
(see 5.3 Institutions). Through all of these spatially varying practices, 
the state helps to create the spatial divisions of labour that capital (in 
the capital-centric view of labour) exploits in its investment decisions. 

Organized labour as an agent of social change

Labour is not only an active agent of economic change through unions 
and collective bargaining, but it has been a key driver of social change. 
Economic geographers have actively investigated how labour’s collec-
tive activities influence economic processes, and have examined the 
challenges posed to union organizing by the service economy and glo-
balization. Herod (1997, 2002) describes how the dockers’ union on the 
US East Coast successfully fought to replace a system of local bargaining 
with one that covered 34 ports from Maine to Texas, thereby protecting 
longshoremen’s jobs from the consequences of containerization. The 
processes of globalization are also the focus of strategies adopted by the 
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Canadian Auto Workers Union in the face of NAFTA and the increasing 
fragmentation of unions in North America (Holmes, 2004). Rutherford 
and Gertler (2002) observed that although union workers in the auto-
mobile industry re-scaled their bargaining approaches in response to 
just-in-time production, Canadian and German labour unions 
employed divergent strategies with varying degree of involvement in 
corporate decision making. Similarly, Wills (1998) suggested that glo-
balization does not necessarily threaten labour organizations, but 
instead offers new opportunities for labour internationalism. 

Most workers, however, work in service-sector jobs, not the traditional 
industries represented by longshoremen and auto workers. Walsh 
(2000) and Savage (2006) review the challenges of organizing service-
sector workers, who are diverse in education, occupations, race/ethnicity 
and gender as well as being spatially dispersed throughout an urban 
area rather than concentrated in the large-scale workplaces of the 
Fordist era. Glassman (2004) sought to incorporate a Gramscian view 
of hegemony to better understand how the changing relationship 
between capital and labour resulting from globalization has affected 
labour unions in the United States. These authors raise questions 
about the geographic scale(s) at which union organizing decisions 
should be made as they attempt to balance a need to be sensitive to 
local conditions with a need to build effective trans-local institutional 
structures capable of challenging capital on a stage larger than the 
local. Work on unions demonstrates how unions are institutions that 
structure capital–labour relationships differently in different places 
(see 5.3 Institutions).

As Christopherson and Lillie (2005) illustrate, global labour stan-
dards are increasingly set by MNCs rather than through national regu-
lations. But as they set such standards, MNCs are increasingly subject 
to the actions of consumer campaigns aimed at enforcing corporate 
social responsibility (Hamilton, 2009). Labour groups are therefore 
being supported and strengthened in their efforts by consumer activ-
ism, which has aided in the setting of workplace health and safety 
standards and has targeted child labour (Hughes et al., 2008; Riisgaard, 
2009). Campaigns for ethical consumption challenge corporations in the 
networks of global value chains to rethink their labour practices, under-
scoring the links between production and consumption and between 
productive and reproductive work (see 6.3 Consumption; 4.4 Global 
Value Chains).
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key points

•• Labour has long been conceptualized as key to creating value in the 
economy. Classical and Marxian economists differed, however, in 
the way they conceptualized labour under capitalism. 

•• The nature of work and the face of the labour force has changed sig-
nificantly under globalization, and economic geographers’ concepts of 
labour have become increasingly nuanced, taking into account various 
skill levels, new work patterns (i.e. flexiblization) as well as gender. 
The state’s role in shaping labour has also been transformed.

•• Labour’s agency has been particularly apparent in the collective 
action of labour unions. However, the nature of collective bargaining 
is changing as a result of globalization.

further reading

Savage and Wills (2004) introduced a special issue of Geoforum, which 
explores the changing roles and strategies of trade unionism in an era 
of globalization. Boschma et al. (2009) examined the performance of 
plants in Sweden and analysed the role of labour mobility and skill 
levels. 

notes

1	 Labour output is typically measured by wage per worker per hour, which 
translates into labour productivity. Combined with capital productivity, it 
constitutes a portion of total factor productivity, which is often used as an 
indicator of, or proxy for, economic growth. Higher productivity may arise 
from exploitation and/or from technological change. 

2	 Adam Smith viewed primitive accumulation as a largely peaceful process 
based on individual incentives and hard work.
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1.2 FIRM 
In economic geography, firms have been central units of analysis  
in studies of industrial location, innovation, agglomeration, industry 
networks and regional development (see 3.1 Industrial Location;  
2.1 Innovation; 3.2 Industrial Clusters; 5.5 Networks). At the indi-
vidual/micro-level, economic geographers have studied business start-
ups (see 2.2 Entrepreneurship), and at the global scale, economic 
geographers have studied the rise of multinational corporations 
(MNCs) and their role in innovation and knowledge transfer, in 
national and regional economic growth, and in the process of globaliza-
tion (see 4.2 Globalization; 4.1 Core–Periphery). Firms are key agents 
in that they are drivers of the economic system, and their locations, 
strategies (including innovative capacity) and cultures have emerged 
as a particularly active focus of study in the past few decades. 

What is a firm?

Firms are typically a collection of individuals who are organized in a 
hierarchy to pursue for-profit activities. Firms are started by one or 
more entrepreneurs (known as ‘start-ups’) and range from single-
establishment, self-employed individuals or partnerships to multi-
establishment entities with various levels of liabilities attributed to the 
owners. Firms can also be classified by types of ownership: state-owned 
enterprises, publicly traded (shareholder-owned) private enterprises 
for which stocks are listed and traded in a stock market(s), and privately 
held enterprises, for which stocks are not traded, but in which, founding 
entrepreneurs and high-level executives typically hold equity. State-
owned enterprises played a significant role in many states particularly 
in the early stages of their industrialization (e.g. France, Germany, 
Japan, South Korea, China, Vietnam), although in advanced capital-
ism, private enterprises are largely responsible for sustaining the 
necessary dynamism in the economy. 

Firm-centred studies have become particularly active since the rise 
of corporate geography in the 1970s (see Dicken, 1971, 1976). Large 
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firms have significant capital and productive capacity (e.g. automobile 
assembly), and can dictate the market by establishing oligopolies or 
monopolies. Under perfectly competitive markets, firms cannot set 
prices, but once monopoly/oligopoly is achieved, firms can set prices, 
giving them opportunities to enjoy profits. Large firms, particularly 
those that form ‘company towns’1, where the local economies are 
closely associated with the dominant firm’s profit cycles (see Markusen, 
1985), can contribute significantly to the rise and fall of cities and 
regions. Conglomerates are typically giant firms that engage in multi-
sectoral activities (e.g. General Electric in electronics and finance). 
Firms can also be networked through corporate merger and acquisi-
tions and cross-ownership of equity (e.g. Japanese keiretsu, Korean 
chaebols). 

The overwhelming majority of firms are categorized as small businesses.2 
Small firms are considered important to the health of the economy as they 
inject competition into the market to counteract monopoly/oligopoly. 
Because small firms are also seen as important sources of job creation 
and innovation, many governments offer support and incentives for 
small firms and new start-ups. Often small firms work in coordination 
with other firms in a hierarchical organization (i.e. as subcontractors to 
large firms) or in horizontal networks where specialized firms coordi-
nate production. For example, in the case of industrial districts in 
Italy, active bottom-up coordination among small firms can serve as  
an alternative to mass production, with the latter being typically coor-
dinated by large firms in a top-down manner (Piore and Sabel, 1984) 
(see 3.4 Post-Fordism). 

With a growth of inter-firm alliances, the boundaries between firms 
are becoming increasingly blurred in some cases (Dicken and Malmberg, 
2001) (see 5.5 Networks). For example, firms may acquire or merge 
with other firms and internalize functions, leading to vertical or hori-
zontal integration.3 Alternatively firms may opt to outsource one or 
more previously internalized functions to an outside firm in order to 
focus on core competence, leading to horizontal or vertical disintegra-
tion.4 Firms’ boundaries are further blurred by emerging forms of work 
organization. For example, taking the case of advertising firms, Grabher 
(2002) argued that business practices are increasingly organized 
around projects (‘project ecologies’), which undercut the notion of the 
firm being a coherent and unitary economic actor. 
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Why do firms exist?

Most neo-classical economists understand the firm as an entity that 
takes advantage of internal economies of scale as well as internal 
economies of scope.5 Economies of scale refer to the per unit cost reduc-
tion in inputs as the volume of output increases. Economies of scope 
refer to the cost advantages of carrying out related activities by using 
the same capital and labour already deployed in a factory.6 Harrison 
(1992), for example, observed that flexible specialization was a means 
to achieve economies of scope without having to sacrifice the benefits 
arising out of economies of scale (see Post-Fordism). 

Coase (1937), a Nobel laureate economist, explained that firms exist 
because they reduce ‘transaction costs’ or costs in using the price sys-
tems of the market, which, in neo-classical economics, are one of the 
criteria for imperfect competition (see 5.3 Institutions). In essence, firms 
emerge because of the presence of transaction costs; internalizing trans-
actions is therefore advantageous until the cost of internal transactions 
equals or exceeds the cost of external transactions. Thus, according to 
Coase’s institutional theory of the firm, firms are an alternative means 
of coordinating production to market-based transactions. 

Firms and decision making

Most early studies assumed that firms operate as ‘an economic man’ 
according to the principles of rational choice. Firms are also assumed to 
operate by the principle of maximizing revenues and minimizing costs, 
and are always in search of achieving greater profitability. Yet, eco-
nomic geographers have long known that discrepancies exist between 
the reality and the rational choice based on the principle of economic 
man. For example, Törnqvist (1968), Watts (1980) and Dicken and 
Lloyd (1980) all examined biases in locational decisions that were inex-
plicable by classical industrial location theories (see 3.1 Industrial 
Location). 

The behavioural theory of the firm emerged from organizational 
theory in business/management literature, which also aimed at addressing 
the discrepancies between theory and reality. The notion of bounded 
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rationality developed by Simon (1947) was one of the first attempts to 
reassess and redefine human actions via organizational behaviour. 
Given the overwhelming complexities of the real world, the rationality 
behind decisions is often limited by the knowledge and experience of 
the decision makers. Simon’s work broadened the assumption to include 
not only optimizing but also satisficing principles7 in understanding 
firm behaviour. The reality of decision making is better represented as 
rationally bounded and context-dependent. Following Simon, the work 
of a prominent business historian Alfred Chandler (1962, 1977) gave 
legitimacy to the studies of decision making and its impacts on organi-
zational form in modern corporations. In sum, human agents are far 
less competent in calculations and less trust-worthy than the model of 
economic man implies, and bounded rationality and opportunism may 
better characterize the decisions made by firms. 

Williamson (1981) sought to explain the presence of firms and hier-
archical organizations, through illuminating the presence of bounded 
rationality and opportunism in arms-length market transactions. He 
argued that there are a number of conceptual barriers among various 
perspectives – neo-classical economists’ lack of interest in firm hierar-
chy, organizational theorists’ neglect of the market, policy analysts’ 
scepticism over monopolistic/oligopolistic firms, and economic histori-
ans’ neglect of organisational innovation. Extending the work of Coase, 
he proposed to view the firm as a governance structure that economizes 
transactions costs. According to Riordan and Williamson (1985), firms’ 
‘make-or-buy decision’ (i.e. whether to produce internally or purchase 
from external sources) for necessary parts or services is explained by 
asset specificity of the firm, which results in cost differentials between 
sustaining internal governance versus relying on market transactions. 
Scott (1988) also adopted the transactions cost approach and argued that 
firms will attempt to balance scale and scope effects with market prices 
of inputs and outputs, and develop an optimal internal organization 
accordingly. 

Williamson argued that a study of firms is a study of comparative 
institutional undertaking, which take place under certain explicit or 
implicit contractual framework. This perspective diverges from the 
purely economic perspective and incorporates social and cultural 
dimension of the firm’s operation. Through contracts, both explicit and 
implicit, firms institutionalize trust to minimize transactions costs, 
which explains why oligopolies and monopolies are particularly effective 
in reducing transaction costs.8 
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Denzau and North (1994) suggest that, instead of self-interests, ‘people 
act in part upon the basis of myths, dogmas, ideologies, and ‘half-baked’ 
theories’ (p. 3). According to them, decision making under uncertainty is 
effectively an outcome of a co-evolutionary process between collective 
institutions and individual mental models, the former being both formal 
and informal, and the latter characterized by a degree of ‘shared subjec-
tivity’ acquired through learning. As a result, firms are known to have 
different corporate cultures and their own internal social dynamics (see 
5.2 Gender). 

Firms are also understood as strategic entities. The resource-based 
(also known as competence-based or knowledge-based) theory of the 
firm strives to understand how enterprises gain sustained competitive 
advantages by developing strategic resources that enable them to 
exploit new market opportunities (Penrose, 1959; Barney, 1991; Barney 
et al., 2001). A firm’s human capital (technical and managerial skills), 
physical capital and organizational capital (less-tangible assets) serve 
as resources to coordinate knowledge management, customer relations, 
planning and production. Coordination within firms invariably involves 
tacit knowledge, but Maskell and Malmberg (2001) believe that such 
knowledge will eventually be codified and ubiquified in order for firms 
to take advantage of it effectively. Maskell (1999) in particular empha-
sized how firms structure learning processes, and act as repositories of 
knowledge, especially when being different from others is an important 
competitive foundation of the firm. Firms are therefore integral to the 
creation of localized capabilities for place-specific competitiveness 
(Maskell and Malmberg, 2001). 

In economic geography, firms are increasingly viewed as socio-cultural 
entities that produce certain social regulations (Schoenberger, 1997; 
Yeung, 2000). This view goes against the traditional economic view of 
the firm, which sees firms exclusively as profit-maximizing entities. 
Schoenberger (1997) discussed the cultural crisis of the firm, drawing 
examples from such companies as Lockheed and Xerox, and demon-
strated how corporate cultures emerge out of managerial identities and 
commitments, which in turn produce corporate strategies. Corporate 
culture becomes particularly complex as firms establish offices across 
borders and evolve into MNCs. In some cases, the cultural attributes of 
the firm’s origin (entrepreneur) and the firm’s headquarter location 
have a significant impact on corporate culture, whereas in other cases, 
the national origin of the firm is increasingly viewed as irrelevant once 
it becomes transnational. 
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The rise of multinational corporations (MNCs)

MNCs refer to corporations that own and operate production and/or 
service functions in more than one country. The East India Company, 
a trading firm established by the Dutch is among the first MNCs. 
Trading companies dominated MNCs until the post-World War II 
period, when foreign direct investment (FDI) began growing at a rate 
faster than international trade. Unlike trading companies that special-
ized in the trade of mostly raw materials to be processed in the devel-
oped world, new MNCs conducted manufacturing across borders, with 
commodity chains crossing various international borders, i.e. New 
International Division of Labour (see 4.2 Globalization). Active off-
shoring of productive facilities, primarily to low-wage locations, began 
in the 1950s and 1960s and continues today. While this process still 
forms the core conceptual rationale for the existence of MNCs, contem-
porary firms are not only seeking low-wage locations; they are also 
seeking access to certain skills or access to new markets (i.e. Toyota 
and BMW in the United States; Microsoft and Intel in China). These 
market-seeking MNCs often form joint-ventures with local firms to 
gain local market knowledge and knowledge of relevant government 
regulations. 

Why do MNCs exist? The transactions cost explanation posits that 
MNCs exist because the vertical and horizontal integration of various 
functions results in cost advantages. The same paradigm sees the MNC 
as an effective governance structure, minimizing transactions costs by 
internalizing functions that are otherwise particularly costly when con-
ducted across borders. Alternatively, Dunning (1977) proposed an ‘eclectic 
theory’ that seeks to explain MNCs’ locational behaviour through the 
OLI framework, which includes Ownership (or firm-specific), Location 
and Internalization advantages. Dunning argued that combinations of 
these advantages determine whether FDI will take place, where it will 
go to and how it will enter the market. 

In the late-1980s and early-1990s, policy debates on whether to sup-
port entry of MNCs for job creation (‘free trade’) or to protect national 
competitiveness by offering incentives to domestic over foreign MNCs 
(‘managed trade’) (see Reich, 1990; Tyson, 1991) led to various studies 
on the role of nationality of MNCs in their strategic goals (Encarnation 
and Mason, 1994). Phelps (2000) argued that increasingly innovative 
institutional responses are needed for local host economies to attract 
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MNCs. Recent research on MNCs includes locational analysis of specific 
functions such as corporate headquarters (Holloway and Wheeler, 
1991) and research and development (R&D) facilities (Florida and 
Kenney, 1994; Angel and Savage, 1996) as well as the role of MNCs in 
latecomer industrialization, with specific focus on emerging Asian MNCs 
(see Yeung, 1997, 1999; Aoyama, 2000; Lee, 2003)

Instead of acquiring more capacity through the acquisition of plants 
overseas, firms today are increasingly opting for outsourcing, i.e. form-
ing contractual relationships with firms on a project-by-project, or 
product-by-product basis, rather than internalizing productive capaci-
ties through greenfield investment or through corporate merger and 
acquisition. While firms can outsource to another domestic firm, out-
sourcing today is typically arranged with firms in low-wage locations 
often in another country (see 4.4 Global Value Chains). Outsourcing 
emerged as a particularly important strategy for fashion-oriented cloth-
ing and shoe brands as a way to increase agility and flexibility, reduce 
financial liabilities and at times protect reputation by distancing the 
brand from potentially damaging practices of outsourced contractors. 
However, outsourcing has also become controversial as it is increasingly 
viewed as a strategy to offload corporate social responsibilities to foreign 
contractors. In order to reduce child labour and sweatshops, anti-sweat-
shop movements increasingly insist that not only the fashion brands but 
also their contractors abide by certain labour and environmental stan-
dards (Donaghu and Barff, 1990) (see 6.3 Consumption). Research on 
corporate social responsibility movements have expanded to cover 
MNCs in agri-food business and retailing (Hughes et al., 2007).

key points

•• Firms have long been central to research in economic geography. 
Recently, however, new views on the firm are emerging, such as 
networks and cultural/institutional views of the firm. 

•• Primary assumptions on the behaviour of firms have also been 
transformed. Bounded rationality, opportunism and cultural factors 
that influence decisions of the firm have been explored. 

•• Spatial strategies of firms under globalization, and in particular, 
locational decisions of MNCs, have been analysed extensively. Most 
recently, outsourcing practices and locational strategies of MNCs 
are emerging as an important area of study.
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further reading

Maskell (1999) offers a comprehensive overview of theories of the 
firm. For a recent work on firms, see Fields (2006) for a study of Dell 
Computers, and Monk (2008) for how performance of US automakers 
was linked to legacy costs. Beugelsdijk (2007) examined the link 
between firm performance and regional economic environment in 
the Netherlands. 

notes

1	 Company towns refer to cities and towns whose economies are largely depen-
dent on one or a few dominant firms. 

2	 The definitions of small businesses (also known as small and medium 
enterprises – SMEs) vary across countries, but commonly firms with less 
than 500 employees are considered small. According to the U.S. Census, 
there were 25,409,525 firms in the United States in 2004, out of which only 
17,047 firms had more than 500 employees. This means 99.93 per cent of 
firms fell under the small business category.

3	 When the new function is in the same commodity/value chain, the integration 
is vertical, whereas horizontal integration occurs when the newly acquired 
functions belong to another product/commodity chain.

4	 In the early 1990s, scholars in business/management began arguing for 
firms to focus on their ‘core competence’, i.e. identifying the bundle of com-
petitive strengths and creating new businesses. Prahalad (1993), for example, 
observed that the core competence of Sony, a Japanese consumer electronics 
giant, was miniaturization.

5	 External economies of scale refers to benefits of scale experienced collectively 
among a number of firms, typically in the same locations (see Industrial 
Clusters).

6	 For example, one firm that produces an audio-stereo system may also pro-
duce a portable CD player, without significant additional cost in adding new 
equipment or training workers. 

7	 Under satisficing principles people seek adequate, not optimum, solutions. 
8	 Various studies on trust emerged in the 1990s. For example, see a discussion 

by Williamson (1993) on calculative trust; Sako (1992) on the role of trust in 
arms-length and contractual relationships; and Sabel (1993) on trust as 
negotiated loyalty and studied consensus. 
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States play central roles in structuring economic and industrial 
development, and they exist in a diverse array of place-specific political 
ideologies, economic institutions and state–society relationships. There 
are two broad perspectives on the state in economic geography. The 
first views it as an extra-economic force that intervenes to correct mar-
ket failures and guide economic processes. The second views the state 
as being inseparable from capitalist systems and the geographical con-
text where it is situated. Economic geographers have studied how dif-
ferent varieties of capitalism have evolved historically in particular 
places, how inter-state trade and investment agreements shape the 
global economy, and how the territorial strategies of states influence 
the distribution of economic opportunity and power within them. 

States-in-capitalism or capitalist-states? 

Economic geographers have developed important ideas and frameworks 
for understanding how states relate to or influence capitalist develop-
ment. Glassman and Samatar (1997) describe three distinct perspec-
tives. Liberal-pluralist perspectives view states as autonomous from 
economic institutions and thus able to serve as ‘neutral arbiters’ over 
questions of resource distribution, the provision of infrastructure and 
other classical state functions (e.g. military decisions, social services). 
Marxist perspectives disavow the notion that states are neutral, seeing 
them instead as agents and institutions whose actions are principally 
aimed at sustaining capitalist accumulation through the continuation of 
unequal exchange and the exploitation of labour power. Neo-Weberian 
perspectives take a middle position, viewing the state apparatus as 
deeply connected to or embedded in socio-economic institutions but able 
to act autonomously to address non-economic issues such as welfare 
needs of workers, families and communities (see 5.4 Embeddedness).

Clark and Dear (1984) made an important distinction between theo-
ries that emphasize the role of states in capitalism versus those con-
cerned with how, where and why particular forms of capitalist states 
evolve. The states-in-capitalism approach focuses on how the actions 
of states influence economic activities. In this literature, the role of 
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states is traditionally confined to the provision of public goods (e.g. 
education, military defence) and the strategic intervention in capitalist 
processes in order to correct or prevent market failures; i.e. circum-
stances where negative social, environmental and/or economic conse-
quences or externalities result from ‘natural’ market-driven activities 
(Arndt, 1988).1 Key debates in the states-in-capitalism literature deal 
with how much state intervention is appropriate (Lall, 1994; Manger, 
2008), how the economic policies of states often create or exacerbate 
environmental problems and socio-economic inequalities (Hindery, 
2004), and what kinds of state intervention can best foster employment, 
regional growth and redistribution (Haughwout, 1999).

For many geographers, however, research on capitalist states and 
their constitution is of greater interest. In this view, capitalism is seen as 
a historically contingent and politically contested form of socio-economic 
organization and the priorities and institutions that constitute contem-
porary states reflect historical class struggles and context-specific factors 
such as culture, geography and religious ideology (Jessop, 1990; Dicken, 
2007). States and capitalist systems are viewed to co-evolve, thus making 
it impossible to fully understand markets or governments in isolation 
from one another. Recent studies on capitalist states have analysed how 
they have modified their institutions and economic policies in response 
to the demands of neo-liberal forms of economic globalization (Jessop, 
1994; Glassman, 1999; see 3.4 Post-Fordism; 4.2 Globalization). 

Varieties of capitalism

The capitalist state literature demonstrates how capitalism is not a 
monolithic or coherent system but a diverse set of ideologies, institu-
tions and forms of economic organization that vary geographically. 
Interest in the different forms of capitalist state inspired the varieties-
of-capitalism literature, which is concerned with the embedded nature 
of the states, and how state actions are distinctly socio-cultural and 
reflect particular market ideologies (e.g. see Albert, 1993; Berger and 
Dore, 1996; Hall and Soskice, 2001). For geographers, the varieties-of-
capitalism idea offers an important conceptual lens for explaining dif-
ferences among states, their historical and spatial evolutions, and how 
citizens and ties to other states shape such evolutions (e.g. see Das, 1998). 
Four varieties of capitalism generally describe most states: welfare 
states, developmental states, socialist states and neo-liberal states. 
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Keynesian welfare states or social democracies manage market forces by 
mitigating the effects of cyclical economic downturns, maximizing employ-
ment levels and sustaining the tax revenues needed to provide public 
goods and services such as social security, education, health insurance and 
national defence (Brohman, 1996). Welfare states use monetary and fiscal 
policies to sustain economic growth and to redistribute wealth across soci-
ety. In some cases, states may partially own critical industries such as 
banking, steel and automobile manufacturing in order to protect jobs and 
ensure that backward (to raw material suppliers) and forward (to value-
added processors) linkages remain within the country’s boundaries. 

Developmental states, commonly associated with East Asian economic 
powers such as Japan and South Korea, aggressively intervene in domes-
tic industries in order to pursue export markets and tightly control import 
flows. While close ties between economic and political elites are highly 
problematic in most countries, successful developmental states achieve 
close business–government relationships principally through large indus-
trial groups characterized by cross-ownership of equity (keiretsu in Japan, 
and chaebol in South Korea). Developmental states specify ‘target indus-
tries’, which are typically key industries with extensive backward and 
forward linkages in the domestic economy (Johnson, 1982). For example, 
South Korea’s investment in steel production was closely followed by the 
development of shipbuilding and automobile manufacturing (Amsden, 
1989). Evans (1995) explains the success of some developmental states 
such as South Korea and India as an outcome of embedded autonomy, a 
situation where the state and the private sector agree on how industrial 
development should proceed but the state remains autonomous enough to 
define national economic objectives while domestic firms remain efficient 
and competitive. Developmental states do provide basic services (e.g. 
health, education) within their borders, but the explicit priorities of rapid 
modernization and high growth often come at the expense of social and 
spatial inequalities and democratic rights (e.g. the Three Gorges Dam in 
China; South Korea’s history of dictatorship from the 1960s to the 1980s; 
gender discrimination in Japan). 

Communist and socialist states are intensively controlled in order to 
centralize political power, reduce social class distinctions and create self-
sufficient or autarkic economies that are delinked from capitalist trade 
relations. Socialist states are typically single-party states which tightly 
control property and means of production. Socialism is understood as a 
necessary stage in the move toward communism, in which the state would 
eventually relinquish its power in favour of communal control. In this 
sense, communism has never been successfully achieved at the national 
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scale; as a result, most so-called ‘communist’ countries are better described 
as socialist economies. Centralized economic planning (in which prices are 
determined by the state, not by the market) is common in most socialist 
states along with, in some cases, industrial clustering (e.g. see Lonsdale 
(1965) on the Soviet system of territorial production complexes). In addi-
tion, welfare distribution and spatial equality receive considerable atten-
tion as stated goals although achieving these goals has proven elusive. 
Few purely socialist economies survive today (e.g. China, Cuba), and since 
the collapse of the Soviet Union many formerly socialist economies have 
begun the transition toward a market economy. These transitional econo-
mies (e.g. Poland, Vietnam) face unique challenges as they strive to 
develop efficient market systems while maintaining some of the entitle-
ments and social services that were guaranteed under socialism. 

Since the 1980s, neo-liberal states have become common in the world 
economy. In this case, the state remains significant for defence and some 
welfare programmes but it takes on a laissez-faire (i.e. non-interventionist) 
stance towards social and economic issues. Jessop (1994) refers to the 
emergence of neo-liberal states as the ‘hollowing out’ of the welfare state, 
with strategies entailing fiscal decentralization, privatization and a shift 
from social welfare (guaranteed entitlements) to workfare programmes 
(you get what you work for) (Peck, 2001). Much like the developmental 
state, neo-liberal states promote export-oriented industrialization (EOI), 
which seeks to exploit a country’s comparative advantage in international 
markets (World Bank, 1994). The shift to EOI strategies is a key distinc-
tion between neo-liberal and Keynesian welfare states, given that welfare 
states often rely on import-substitution industrialization (ISI), which 
aims to protect domestic industries through trade tariffs and quotas on 
imported goods.2 In promoting EOI, neo-liberal states work in conjunction 
with international financial institutions (IFIs) such as the International 
Monetary Fund (IMF) to increase their access to foreign markets, to 
deregulate global capital flows and to guarantee the property rights of 
their companies when they invest in foreign countries. EOI strategies 
have been adopted by developmental states, and in most developing coun-
tries they have been promoted through the structural adjustment pro-
grams imposed by multi-lateral donors (e.g. the World Bank). Structural 
adjustment programmes strive to transform domestic financial institu-
tions, markets and regulatory systems to promote free trade. Since the 
neo-liberal model has become widely popularized, social inequality has 
increased significantly in many developing and advanced industrial 
economies, as well as globally (Arrighi, 2002; Gilbert, 2007). 
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Interstate relations and trade  
and investment agreements

In recent years a shift can be observed away from politically driven 
interstate alliances (e.g. NATO) to those driven by economic objectives 
and priorities. Specifically, states are increasingly engaging in bilateral, 
multi-lateral, and regional trade and investment agreements that 
enable them to manage international capital and resource flows more 
effectively. These agreements generally take on one of three forms: 
double-taxation treaties (DTTs) that prevent individuals or firms in two 
countries from being doubly taxed on dividends or profits; bilateral 
investment treaties (BITs) that strive to improve investment flows and 
the security of investments made between two countries; and preferen-
tial trade and investment agreements (PTIAs) that strive to achieve 
greater economic coordination and market access for participating 
countries. In some cases PTIAs may involve more than economic issues 
as evidenced by the US government’s Andean Trade Promotion and 
Drug Eradication Act (ATPDEA) that provides preferential trade 
opportunities for Andean countries such as Bolivia, Colombia and Peru 
provided they actively reduce coca leaf cultivation and circulation. 

Regional economic unions and trade agreements such as the European 
Union (EU) and the Agreement of Southeast Asian Nations (ASEAN) are 
also playing an increasingly important role in the governance of the global 
economy. These agreements typically link geographically proximate coun-
tries to one another with varying levels of economic integration and political 
coordination (Dicken, 2007). Free trade areas (e.g. the North American Free 
Trade Agreement (NAFTA)) eliminate trade barriers between participating 
countries, with little or no political or economic coordination beyond what 
is needed to reduce trade and investment barriers. Customs unions (e.g. 
Andean common market (CAN)) enable free trade, and participating coun-
tries also pursue a common external trade policy with non-members. 
Common market (e.g. the Caribbean Community (CARICOM) or East 
African Community (EAC)) are areas where all factors of production, such 
as labour and capital, are able to move freely between members. Finally, 
there is the most advanced form of regional economic integration, the eco-
nomic union (e.g. the European Union). Unions require a high degree of 
economic and political coordination; member-states may be expected to sup-
port a common financial system, a common currency, and the establish-
ment of common trade, investment, environmental and other regulations.
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By the end of 2007, there were 2,608 active BITs, 2,730 DTTs and 254 
PTIAs. As the circles and ellipses in Figure 1.3.1 demonstrate, most 
countries and regions rely on a complex blend of bilateral, intra- and 
inter-regional PTIAs when engaging with the world economy and some 
have described the situation as a global ‘spaghetti bowl’ of political-
economic alliances (UNCTAD, 2005). Importantly, these complex rela-
tionships and interdependencies belie the WTO’s rhetoric about the 
possibility for an equal, free-market-driven global trading system. Most 
of all, they demonstrate how states continue to play a significant role in 
the world economy. 

Territoriality: states in action

Regardless of their form or variety, all states operate at a variety of 
scales (e.g. the urban, regional or national) as they set and enforce 
regulations, determine and guarantee property and other civil rights, 
provide for and manage public goods (e.g. education, defence, the envi-
ronment), mobilize society, and strive to ensure that labour power is 
reproduced and that its productivity increases over time (O’Neill, 1997). 
In doing so, states as territorial entities strive to increase their power 
and legitimacy in their territories as well as relative to other states 
(Cox, 2002). The territorial strategies of states are implemented for-
mally (e.g. in labour laws, environmental regulations or taxation poli-
cies) and informally (e.g. through corrupt practices, nepotism), and 
they create the socio-economic conditions that influence industrial and 
regional development processes. 

Because achieving consensus on territorial strategies is often a struggle, 
states are best understood as social arenas where competing actors put 
forth alternative economic visions or imaginaries. Such struggles create 
both ‘winning’ and ‘losing’ ideas, firms, industries, workers and communities 
(O’Neill, 1997; Peck, 2001). Strong actors mobilize power both within the 
state’s territory and at other spatial scales (Jones, 2001; Brenner, 2004; see 
4.2 Globalization; 4.3 Circuits of Capital). Local growth coalitions, national 
industrial promotion agencies, public–private partnerships, international 
development organizations and chambers of commerce – groups that link 
private sector actors and state officials – often play a key role in driving 
policy changes or in preventing shifts away from the status quo (Cox, 2002). 
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key points

•• There are two broad perspectives on the state in economic geography. 
The first views the state as an extra-economic force that intervenes 
to correct market failures and guide economic processes. The second 
views the state as being inseparable from capitalist systems and the 
geographical context where it is situated.

•• The governance strategies of states reflect different varieties of 
capitalism and state–society relations. 

•• Bilateral and regional trade and investment agreements are being 
increasingly used by states to gain competitive advantages in the 
global economy. 

•• States act territorially to create socio-economic conditions and to 
organize economic activities that will ideally increase their power 
and legitimacy within and beyond their formal boundaries. 

further reading

Peck and Theodore (2007) provide a detailed review and sympathetic 
critique of the varieties-of-capitalism literature. Harvey (2005) reviews the 
history of neo-liberal forms of capitalism and provides an assessment of 
its failings and of the possibilities for alternative forms of state–society 
relationships to evolve in the coming years. Hollander (2005) details the 
territorial strategies of sugar growers in Florida who appealed to national-
security concerns in the federal government in order to ensure that 
trade barriers and subsidies would protect the sugar industry. 

notes

1	 Three types of market failures are inherent to capitalism: the tendency for 
competition to become monopolistic over time, the free-rider problems 
associated with the management and regulation of public goods (e.g. defence, 
the environment) and negative market-driven externalities such as pollution 
or labour discrimination. 

2	 A central goal of ISI policies in developing or emerging economies has been 
to nurture infant industries able to sustain employment while enabling 
domestic firms to develop the capabilities needed to be more competitive in 
global markets. 
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Section 2
Key Drivers of 

Economic 
Change

What are the sources of dynamism in an economy? Section 2 covers 
key drivers of economic change – Innovation, Entrepreneurship and 
Accessibility. In Innovation, we discuss three branches of economics 
(neo-classical, Schumpeterian and evolutionary) that have been 
influential in economic geography. As society has become increasingly 
dependent on technology, innovation has become ever more indispensable. 
Yet, innovation extends well beyond the realm of technology to shape 
economic consequences at various scales, including the individual 
(entrepreneurship), the firm, the region and the nation (the national 
innovation system) as well as the broader global economy. Innovation 
has come to be viewed as a key ingredient in economic growth, initiat-
ing the formation of new economic sectors, creating new opportunities 
for entrepreneurship and contributing to job creation.

Although everyone recognizes the importance of entrepreneurship in 
injecting dynamism in the economy, entrepreneurship is also difficult to 
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pin down conceptually. This difficulty has led to a challenge in translating 
conceptual knowledge into practice, in the form of entrepreneurship 
promotion. As we shall show, entrepreneurship serves multiple pur-
poses and exhibits a variety of characteristics. Economic geographers 
agree, however, that entrepreneurship is deeply connected to place, and 
therefore contexts, culture, social networks and economic systems (such 
as taxation or unemployment benefits) all affect the emergence of an 
entrepreneur. Studies of innovation and entrepreneurship suggest the 
importance of the Schumpeterian tradition in contemporary economic 
geography, and they represent an important interface to economic 
development policy. The role of innovation and entrepreneurship is car-
ried forward by key concepts such as Industrial Clusters and Knowledge 
Economy.

Accessibility is perhaps the most fundamental geographic concept 
that affects the economy; it has an enduring effect on the day-to-day 
livelihoods of people. While physical distance may define people’s daily 
access to workplace or school, shops and housing, transportation 
technology and associated infrastructure have dramatically expanded 
individuals’geographic reach. The way that economic geographers have 
conceptualized accessibility has changed over time, from simple dis-
tance to one that overcomes not just geographic, but also economic and 
social barriers. Accessibility has also acquired new meaning with the 
advent of the Internet. Whereas virtual space offers unprecedented 
possibilities in reaching out to places that have otherwise been inacces-
sible, new barriers to accessibility, such as the digital divide, are also 
evident.
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2.1 INNOVATION
Innovation involves successful commercialization of an invention, a new 
idea or technology (a bundle of knowledge), the eventual marketing of 
which contributes to the development of new economic activities and 
regional economic growth (see Freeman, 1974; Dosi, 1982). The definition 
of innovation has become broader over the years. Instead of considering 
as innovations only technological breakthroughs (such as the invention 
of electric light-bulbs), various forms of innovation are recognized today, 
including product innovation, process innovation (new ways of  
making existing products, such as just-in-time production of automo-
biles), design innovation (new designs/packaging of existing technolo-
gies), incremental innovation (as opposed to breakthroughs), and service 
innovation (e.g. new ways of selling existing products, such as fast-food 
restaurants). Distinctions are also made between a new-to-the world 
innovation vs. a new to the area innovation. Although the latter repre-
sents the application of an existing idea in a new geographic context and 
has been understood as a technology transfer rather than an innovation, 
it is a form of innovation diffusion and can generate significant local 
impacts (Blake and Hanson, 2005). Geographers initially focused on 
analysing the spatial diffusion of innovations (see Hägerstrand, 1967; 
Rogers, 1962; Brown, 1981), but more recent research has shifted to 
innovation in the context of regional and national economic growth; this 
strand of work has been heavily influenced by branches of economics 
that consider technology as an engine of economic growth. 

It is difficult to count or measure innovation. The most frequently 
used measures of innovation include research and development (R&D) 
spending (public and private), the number of approved patents and 
patent citation data, and the size of the science and technology labour 
force. However, some of these measures only serve as proxies, while others 
only take into account successful outcomes (innovation) and ignore 
failed attempts. 

Technology in neo-classical economics

To neo-classical economists, technology has long been an unexplained 
aspect of the production function.1 For example, the Harrod-Domar 
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model (Domar, 1946; Harrod, 1948) suggested that productivity growth 
in an economy comes from capital accumulation (e.g. purchase of more 
machinery) combined with the level of savings. Solow (1957) incorpo-
rated technological change in his growth model and explained that what 
had been regarded as the ‘residual’ is in fact responsible for productivity 
growth in the long run. He observed that capital accumulation alone 
cannot explain the sustained productivity growth of the United States 
between 1909 and 1949. Solow, however, regarded technological change 
as an exogenous factor.

Among the modifications proposed within the neo-classical economics 
framework, the best known is Arrow’s work that incorporated knowl-
edge as an endogenous variable in an economy’s production function. 
Arrow argued that ‘learning’ – the acquisition of knowledge – is the 
product of experience that ‘can only take place through the attempt to 
solve a problem’ (Arrow, 1962: 155). From this, he concluded that tech-
nical change emerges out of experience in production, which in turn 
raises overall productivity. Learning-by-doing is therefore a process by 
which accumulated experience in production leads to productivity gains 
for a firm. 

Arrow’s conceptualization of learning has led to the distinction between 
tacit and codified knowledge. Whereas codified knowledge is explicit, 
tacit knowledge is implicit, context-dependent and can only be shared 
through socialization. Michael Polanyi (1967), brother of Karl Polanyi, 
was among the first to elaborate on tacit knowledge, who conceived it 
as ‘know-how’ learned through experience, which is often difficult to 
articulate. Due to the experiential nature of tacit knowledge, codified 
knowledge cannot completely replace it. 

Lundvall and Johnson (1994) developed the notion learning-by-inter-
acting to emphasize the role of tacit knowledge in innovation. They 
contend that the production of tacit knowledge is simultaneously the 
very act of its transmission. As a result, geography plays a key role in 
the production of knowledge critical for innovation, because search is 
typically conducted locally first. Whereas the business/management 
literature highlights the role of the firm in the production of tacit 
knowledge, economic geographers are interested in broader socio-
economic contexts that shape the rules of action. The importance of 
geography is reinforced through the mutual sharing of trust, norms and 
conventions, which ultimately develop into ‘communities of practice’ 
(see 5.4 Embeddedness). In addition, following Lundvall (1988), Gertler 
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(2003) points out that the exchange and production of tacit knowledge 
also take place not only among producers, but also between users and 
producers. 

The Austrian school of economics

Quite separate from other neo-classical economists of the time, Joseph 
Schumpeter (1939) was developing a set of distinct long-run views of 
economic growth through his work on business cycles. He saw capital-
ism as being full of discontinuous change (Schumpeter, 1928), a view 
that is captured in his hallmark concept of ‘creative destruction’, which 
he considered essential to capitalism (Schumpeter, 1943). For 
Schumpeter, not every invention qualified as an innovation; instead, a 
true innovation must have a significant impact on productivity through 
fixed capital investments and should lead to the rise of new firms. 
Entrepreneurs are risk-taking actors endogenous to an economy, who 
are distinct from capitalists and inject instability into capitalism. 
These fast-moving, quick-response entrepreneurial small firms create 
new leadership in the industry. Entrepreneurs seek to capture short-
run monopoly gains from innovation. This leads to imitation behav-
iour among entrepreneurs and causes swarming,2 which creates new 
industries and amplifies economic growth (see 2.2 Entrepreneurship). 
Schumpeter (1942) was concerned that monopolistic tendencies would 
lead to innovation to take place increasingly in the R&D facilities of 
large firms, which would produce ‘routinized’ innovation and certain 
‘technological regimes’ that would hinder the necessary process of 
creative destruction. 

The revival of Schumpeterian economics, prompted by the world eco-
nomic slowdown of the 1970s, also revived some business-cycle theo-
rists of the bygone era. Among the notable business-cycle theorists 
revived by neo-Schumpeterians were Kondratieff and Kuznets, both of 
whom attempted to predict the cyclical nature of economic growth and 
decline over the course of history. Unlike Kuznets cycles, which were 
14–18 years, long and were measured by the patterns of national invest-
ment (see Kuznets, 1940), Kondratieff (1926, 1935) hypothesized that 
economic booms are induced by major waves of technological innovation, 
which cycle through an economy at intervals of 54–57 years. Theorists 
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predict that the fifth Kondratieff ‘wave’ (by those who did not like the 
rigidity implied by the term ‘cycle’), one that is based on the electronic 
revolution, will end in the 2010s (Hall and Preston, 1988). 

Evolutionary economics 

Nelson and Winter (1974) sought to build on Solow’s work on techno-
logical change and economic growth and incorporated ideas offered by 
Schumpeter and ultimately developed what is known today as 
Evolutionary Economics. The goal was to develop a dynamic equilibrium 
model based on a behavioural theory of the firm (see 1.2 Firm). In this 
model, decisions of micro-agents (firms) are assumed to be based on 
bounded rationality and are therefore heterogeneous but also exhibit 
behavioural continuity of decisions (‘routines’). The inner workings of 
technological change is understood as a dual process of 1) firms engag-
ing in local search for better technologies, and 2) the markets engaging 
in the selection process. This search and selection process is combined 
with satisficing principles to generate a path of technical change. 

Arthur (1989) and David (1985) argued, through the notion of path-
dependence in technical change, that markets do not always select the 
best or the most efficient technology. Using the case of typewriter 
keyboard sequence QWERTY, which was deliberately designed to 
slow down typists in order to avoid jamming, David (1985) showed 
that norms, habits and practices defined by and designed for tech-
nologies of the past can live on long after initial technological con-
straints have been removed and even if the solution is highly 
inefficient. In the case of the keyboard sequence, path-dependence is 
reinforced by ‘technical interrelatedness’ among habits, practices and 
institutions that support and promote the practices, such as educational 
institutions that offer training for typists. Through this case study 
David demonstrates how the quasi-irreversibility of investment, econo-
mies of scale, and chance and historic accidents can shape technological 
trajectories. 

Standard setting has become an important competitive strategy for 
firms because once a standard is set, the cost of switching technologies 
becomes increasingly prohibitive for users, thereby reinforcing an 
already existing technological trajectory. Arthur (1989) called the process 
lock-in. Arthur emphasized two properties in his dynamic approach; 
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non-ergodicity which suggests that historical chance events may decide 
the outcome (a dominant technology), and inflexibility which refers 
to the process that an outcome becomes progressively more locked-in 
over time. Notable examples include competing computer-operating 
systems (Microsoft Windows versus Apple Macintosh), or VCR formats 
(the mid-1970s war between two types of video tapes). 

For evolutionary theorists, the question of whether successful inno-
vation takes place is therefore dependent upon a variety of factors, 
including opportunities (sources of technical knowledge), presence of 
incentives, capabilities of firms and mechanisms for implementation 
(Dosi, 1997). Evolutionary economics has been used to support industry 
life cycle theory (Utterback and Abernathy, 1975) to illustrate historical 
co-evolution of technology and industry structure and to explain how 
dominant design through economic natural selection destroys variety 
and reinforces mechanisms for path dependence. Evolutionary econom-
ics contributed to the emergence of the techno-economic paradigm in 
the field of business/management (Dosi, 1982). In this paradigm, tech-
nology is defined as a knowledge set that includes know-how, methods, 
procedures, physical equipment, and experiences of successes and fail-
ures, and can be both practical solutions and theoretical applications. A 
technological trajectory is viewed as the outcome of multi-dimensional 
trade-offs among various technological options, and is shaped by eco-
nomic (the firm’s search for new profit opportunities), cultural and 
institutional factors (industrial organization, regulations). Freeman 
(1988, 1995), for example, developed the concept of national systems of 
innovation, in which technological trajectories are examined along with 
the role of formal and informal institutions in the coordination and 
promotion of technology transfer. He contrasted features of the national 
systems of innovation in 1970s Japan and the former Soviet Union and 
argued that, in spite of globalization, national institutions continue to 
play a fundamental role in innovation. 

Evolutionary economic geography

Evolutionary economic geography is an attempt to develop a spatialized 
application of concepts developed in evolutionary economics. Boschma 
and Lambooy (1999) were among the first in articulating how evolutionary 
thinking contributes to understanding the process of localized collective 
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learning, the decline of regions, and the emergence of new industries in 
particular places. The field is still relatively new, however, and its 
approach and methodology are evolving. In fact, Essletzbichler and 
Rigby (2007) claim that although various concepts of evolutionary 
economics, such as path-dependence, routine, lock-in and co-evolution, 
have now been widely adopted in economic geography, as a theoretical 
framework evolutionary economic geography still lacks specificity.

Although primarily concerned with the interaction between techno-
logical change and economic geography, there are nuances in how scholars 
interpret the main focus of evolutionary economic geography. According 
to Boschma and Martin (2007), the primary concern of evolutionary 
economic geography is on how processes and mechanisms of adaptation 
and novelty make or hinder the geographies of production, distribution 
and consumption, and vice versa. Martin and Sunley (2006) focus on 
how micro-behaviours of economic agents culminate in self-organization, 
and how the process of path creation and dependence interact with 
the geographies of economic development. Others (Freeman, 1991; 
Essletzbichler and Rigby, 2007) bring back the Darwinian dimension of 
evolutionary theory by claiming a long history of interaction between 
biology and social sciences; these authors focus on the role of various 
selection environments, including the natural and the institutional. 
Esseletzbichler and Rigby (2007) emphasize the role of competition in 
shaping micro-agents’ behaviour, and argue that economic agents and 
places co-evolve to shape distinctive geographic landscapes.

An increasing synergy can be observed between evolutionary and 
institutional economic geography (Essletzbichler and Rigby, 2007; 
MacKinnon et al., 2009). Especially with the emphasis on learning as 
an important factor in innovation and transfer of tacit knowledge, 
research on innovation in economic geography is increasingly taking on 
an institutional dimension. Storper (1997) argued that innovation and 
institutions are increasingly seen as integral aspects of a ‘co-evolutionary 
process’. Feldman and Massard (2001) highlight the importance of the 
role of universities and favourable public policies in generating knowl-
edge spillovers. Institutional variety and localized learning explain 
divergent paths in innovation and economic growth. Thus, by the turn of 
the millennium, evolutionary economic geography had cross-fertilized 
with institutional economic geography so that innovation research has 
come to incorporate strong institutional dimensions and institutional 
analysis has incorporated path-dependence (see 5.3 Institutions).
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New trends in innovation research

Broadly, there are two theories for the drivers of innovation – ‘demand-pull’ 
or ‘technology-push’. The former suggests that market forces are the 
main driver whereas the latter assumes technologies are knowledge-
driven and emerge quasi-autonomously. Today, there is a tremendous 
interest among industries and firms to exploit the innovative capacity 
of the users through user-led innovation. Although research on user-
producer interactions has a long history (see, for example, von Hippel, 
1976; Lundvall, 1988), the Internet has fundamentally altered how 
user–producer interaction can bring about innovation. This is particu-
larly the case of lead users, who as first-mover consumers, adopt prod-
ucts early in their product life cycle, typically have expert knowledge of 
the products, and play the role of trend-setters (Porter, 1990). The 
Internet has allowed direct peer-to-peer interactions en masse, as 
exemplified by open-source software development (e.g. Linux, Mozilla 
Firefox). Firms are motivated to involve their customers more actively, 
not only by the need to accurately predict and capture latent demand, 
but also by the potential to reduce R&D costs (von Hippel, 2005). By 
integrating the consumer, businesses are able to offer product diversity 
while minimising the risk of failure. Grabher et al. (2008), for example, 
proposed a typology of co-development involving customers based on 
empirical evidence from firms in Germany and the United States. 

key points

•• Ideas about innovation have evolved dramatically in the last several 
decades. Today, the definition of innovation has been broadened 
significantly to include not only radical breakthroughs, but also 
incremental innovations. In addition, process innovation is now 
recognized in addition to product innovation.

•• Research on the role of geography in innovation has also evolved 
significantly in the past few decades from a focus on diffusion to an 
interest in learning as a key factor endowment for economic growth. 
Innovation is viewed as a highly contextual activity, which is 
shaped not only by economic, but also by social and institutional 
factors. Innovation is seen as cumulative, path-dependent and 
context-specific. 
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•• Evolutionary economic geography is focused on the interactions 
among technological change, path dependence and the geography of 
economic growth. Institutional variety shapes technological trajecto-
ries, at the local, regional and national levels.

further reading

For an extended and contemporary discussion on tacit knowledge, see 
Gertler (2003). For the most recent debate on evolutionary economic 
geography, see Martin (2010), as well as the round table with MacKinnon 
et al. (2009) and commentaries by Grabher, Hodgson, Essletzbichler 
and Pike et al.

notes

1	 Production function is a term in economics that specifies the relationship 
between the combination of inputs (capital, labour) and outputs.

2	 Swarming can be defined as a rapid emergence of a large number of actors 
populating the market simultaneously and heightening competition.
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2.2 
Entrepreneurship

Many scholars view entrepreneurship, which entails the launching of a 
new business, as the engine of innovation and the key to understanding 
regional prosperity and economic change. Research on entrepreneur-
ship is multi-disciplinary, with economic geographers joining scholars 
from business and management, economics and sociology to understand 
entrepreneurial processes. The broader entrepreneurship literature 
has increasingly recognized the importance of context, and to a far 
lesser extent place, in understanding how people start and expand busi-
nesses, indicating a growing role for economic geography in studies of 
entrepreneurship. Key themes and debates concern the definition of 
entrepreneurship, entrepreneurship and place, entrepreneurial networks 
and the social identity of entrepreneurs.

What is entrepreneurship?

There seems little doubt that entrepreneurship entails uncertainty and 
risk, but scholars have failed to agree on a single definition of ‘entrepre-
neur’ or ‘entrepreneurship’. This definitional difficulty reflects funda-
mentally different views of what entrepreneurship is all about. Acs and 
Audretsch (2003: 6), for example, consider all businesses that are new 
and dynamic, regardless of their size or line of business, to be the result 
of entrepreneurship.1 Others stress that the term entrepreneurship 
should be reserved for businesses that are innovative (although as 
Blake and Hanson (2005) have argued, ‘innovative’ is another term that 
is difficult to define unambiguously); in this view, firms that replicate 
the products, services or business models of other firms are not con-
sidered truly entrepreneurial (for a review of the difficulties involved 
in defining entrepreneurship, see Gartner and Shane, 1995). This lat-
ter view stems from the influential work of Schumpeter (1942), who 
saw entrepreneurship in the form of innovative new businesses as the 
key driver of the ‘creative destruction’ that he considered essential to 
capitalism (see 2.1 Innovation). 
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For Schumpeter (1936), the novelty introduced by entrepreneurs is 
the key to the entrepreneurial process. This novelty brings change, and 
thereby the instability that Schumpeter so valued, into any one of five 
different places in the value chain by creating (1) new products or serv-
ices, (2) new production methods, or (3) new ways of organizing an 
industry, or by discovering/creating (4) new geographical markets or 
(5) new raw materials. Schumpeter (1942) also believed that such inno-
vation is best carried out by small firms that can move quickly to develop 
an opportunity once identified; he saw the bureaucratization of large 
corporations as antithetical to entrepreneurship and as responsible for 
the rigidities that would spell the death of capitalism. In fact, Acs et al. 
(1999) show that the dynamism created by the churning (births and 
deaths) of small firms, whether innovative or not, is correlated with 
economic growth at the national level.

A longstanding view of entrepreneurship, which is moot on the issue 
of innovation, turns on the idea of recognizing and exploiting opportu-
nity (e.g. Kirzner, 1973; Stevenson, 1999). Sarasvathy et al. (2003: 142) 
define an entrepreneurial opportunity as ‘a set of ideas, beliefs, and 
actions that enable the creation of future goods and services in the 
absence of current markets for them’. These authors identify three 
dimensions of entrepreneurial opportunity, each based in a different 
market dynamic. In opportunity recognition the entrepreneur takes 
advantage of the market as an allocative process and exploits existing 
markets by matching existing supply and demand. In opportunity dis-
covery the entrepreneur takes advantage of asymmetries of information 
(that exist in part because information is place-sticky) to identify a 
demand or a supply that does not exist (and that can be matched to a 
demand or a supply that does). In opportunity creation the entrepreneur 
creates, through interactions with others, both demand and supply. This 
last process sees entrepreneurship as embedded in, and endogenous to, 
ongoing social interactions. Sarasvathy et al. (2003) note that the 
usefulness of any one of these understandings of entrepreneurial oppor-
tunity will depend on particular circumstances. 

Entrepreneurship and place

Where does entrepreneurship come from? As Shane and Ekhardt (2003) 
note, early attempts to explain the origins of entrepreneurial activity 
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looked to the personal characteristics of entrepreneurs themselves, 
emphasizing, in particular, their propensity to take risks. From this 
perspective, which has not been notably successful in explaining the 
incidence of entrepreneurship, ‘entrepreneurship depends on differences 
among people rather than differences in the information they possess’ 
(Shane and Ekhardt, 2003: 162). Discontent with this ‘traits approach’ 
has led analysts increasingly to search for the origins of entrepreneurship 
within the contexts in which people make decisions about starting or 
running a business (e.g. Schoonhoven and Romanelli, 2001; Acs and 
Audretsch, 2003; Sorenson and Baum, 2003). Although ‘context’ is not 
always used in the geographical sense,2 paying attention to the relation-
ship between entrepreneurship and place makes sense insofar as most 
entrepreneurs launch their new ventures on home turf, for reasons 
explored below (Birley, 1985; Reynolds, 1991; Stam, 2007). A focus on 
context-as-place instead of personal traits also opens the potential for 
policy to promote entrepreneurship as a basis for regional economic 
growth. To be effective, such policy must be based on a firm understand-
ing of the relationship between entrepreneurship and place.

With others, economic geographers have been particularly interested 
in how entrepreneurship, however defined, can drive regional growth. 
Because virtually all start-up firms are small, attention has focused on 
small and medium enterprises (SMEs), defined as firms with fewer 
than 500 employees. Birch (1981) was among the first to document that 
SMEs account for the majority of new jobs in the US, and others have 
since pointed out that SMEs employ more than half of the US work 
force (in 1994, SMEs accounted for 53 per cent of private-sector employ-
ment, 47 per cent of sales and 51 per cent of value added (Acs et al., 
1999:11)). SMEs continue to constitute a high proportion of US firms 
(more than 99 per cent of all employer firms in 2004 had fewer than 500 
employees), a proportion that is sustained through continuous entry 
(and exit) of firms rather than by an unchanging set of small enter-
prises (US Census Bureau, 2009). Many of these new firms are spin-
offs from larger companies, enabling an entrepreneur to exploit 
previous experience in a large firm; this spin-off process contributes to 
the clustering of similar or complementary economic activities (see 3.2 
Industrial Clusters).

In recent years, research on the relationship of entrepreneurship to 
place has advanced on several geographic scales. At the national scale, 
the Global Entrepreneurship Monitor (GEM) has collected data every 
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year since 1999 on entrepreneurship in selected countries around the 
world, growing from ten countries in 1999 to 40 in 2006, with an 
expected 56 countries in 2009. In a series of country reports and special 
topics reports (e.g. on gender and entrepreneurship), the GEM uses the 
data from their representative samples within each country to assess 
national levels of entrepreneurship, the impacts of entrepreneurship on 
national growth, and the relationship between national-level contex-
tual variables and levels of entrepreneurship. In addition, dozens of 
scholarly articles have made use of the longitudinal GEM data, includ-
ing several by economic geographers (e.g., Bosma and Schutjens 2007, 
2009). These studies show that there are striking and persistent differ-
ences in rates of entrepreneurship across countries, owing to factors 
ranging from rates of return on investment or cultural views on risk-
taking to national differences in the regulations that stand between a 
prospective entrepreneur’s idea and its implementation. As of 2008, the 
highest early-stage entrepreneurship rate in the industrialized world 
was observed in the United States, followed by Iceland, South Korea and 
Greece (Bosma et al., 2008).

Economic geographers have been leaders in theorizing those aspects 
of places at the sub-national scale that appear to be related to new-firm 
formation, especially firms in innovative sectors such as high technology 
(Malecki 1994, 1997).3 In an early example, Chinitz (1961) proposed 
that entrepreneurship would be more difficult in areas dominated by 
oligopolies (e.g. Pittsburgh at the time of his study) than in places 
where industries are organized competitively. In a more recent example, 
Keeble and Walker (1994) used county-level data for the UK to show 
that the factors influencing new-firm formation include demand-side 
variables such as previous growth in income and population density, as 
well as supply-side variables such as occupational and sectoral struc-
tures, firm size and the availability of capital. Keeble and Walker’s 
analysis demonstrates, moreover, that firm size affects the founding of 
manufacturing and services firms differently: in manufacturing, the 
local presence of many small firms is positively related to growth in the 
number of new businesses, but for firms in professional and business 
services, it is the regional presence of large firms that matter. The 
availability of venture capital is another attribute of place that affects 
business formation and success, through the provision not only of capi-
tal but also of advice and oversight (Zook, 2004). Malecki’s (1997) 
review of previous studies leads him to similar conclusions about the 
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place-factors that are important to innovative entrepreneurship: regional 
industrial mix, spatial concentration or agglomeration, the presence 
of skilled labour and networks that provide access to technology and 
capital. 

While more difficult to measure and to analyse quantitatively, regional 
culture is another dimension of place that is closely tied to entrepreneur-
ship (see 5.1 Culture). Contrasting California’s Silicon Valley with 
Massachusetts’s Route 128 area, Saxenian (1994) showed that the dis-
tinctive ensemble of business practices, norms, customs and beliefs in 
each place helped to explain Silicon Valley’s greater entrepreneurial 
dynamism; in particular, she found that the ‘risk culture’ of Silicon 
Valley, which made business failure acceptable or even enviable, was key 
to developing the culture of innovation there.4 Flora et al. (1997) devel-
oped the concept of ‘entrepreneurial social infrastructure’ (ESI) to cap-
ture the elements of place that foster entrepreneurship; they demonstrated 
that places with high ESI had developed a range of civic institutions 
(rather than government structures) that encouraged risk taking and 
venture creation. In a comparison of two regions in Japan, Aoyama 
(2009) shows how a distinctive cultural legacy in each place, especially 
regarding openness to outsiders, has shaped contemporary entrepre-
neurship in the information-technology sector. All of these examples 
illustrate the power of formal and informal institutions to create regional 
cultures that shape entrepreneurial outcomes (see 5.3 Institutions).

Although there is agreement that people tend to start businesses in 
places they are familiar with, relatively few empirical studies have 
focused explicitly on the relationship between entrepreneurship and 
place at the local scale. The findings of those that have done so high-
light the importance of the individual’s multi-faceted relationships with 
the community (Birley, 1985; Reynolds and White, 1997; Kilkenny et al., 
1999; Jack and Anderson 2002; Stam 2007). The significance of com-
munity milieu to business formation is underlined in a study that 
examined the effects of violence on venture creation at the neighbour-
hood scale in five large US metropolitan areas; Greenbaum and Tita 
(2004) found that in previously low-crime areas, a surge of violence does 
discourage the births of new businesses, but violence surges in high-
violence neighbourhoods have no impact on new-firm formation.

In a review of transnational entrepreneurship Yeung (2009) has 
critiqued the ‘flat surface’ ontology of many studies of environment–
place relationships and has advocated instead a relational ontology 
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that focuses on entrepreneurial relationships maintained through 
networks. An earlier and different critique had pointedly observed that 
people, not places, start businesses (Reynolds and White 1997), prompt-
ing many (e.g. Thornton 1999; Nijkamp, 2003) to advocate approaches 
that examine the interaction between individual-level and contextual 
processes in business formation. Both lines of thinking lead to a focus 
on networks.

Networks and entrepreneurship

Like other economic actors, entrepreneurs and potential entrepreneurs 
are part of networks of social and institutional relationships. These 
relationships can facilitate entrepreneurship because they are conduits 
for information and resources, and insofar as such relationships are 
based in trust, they can also be a means for reducing some of the risk 
entailed in starting and running a business. Networks of personal rela-
tionships have an interesting property that often benefits entrepre-
neurs; namely networks span and connect apparently disparate realms 
of everyday life over a wide range of spatial scales, linking, for example, 
coaching the neighbourhood youth soccer league, serving in a national 
professional association, running a high-tech manufacturing firm, and 
having attended a certain university. The boundary-spanning property 
of some networks means that examining only ‘business relationships’ is 
somewhat artificial because in many cases a relationship can be both 
personal and professional. In fact, in a detailed study of the networks 
of entrepreneurs running graphic design firms in Glasgow, Shaw (1997) 
found that business owners want to do business with people with whom 
they can have a friendship relation (see 5.5 Networks).

Nevertheless, many studies of entrepreneurial networks have focused 
on business relationships (e.g. ties with customers, suppliers, subcon-
tractors, legal and accounting firms) and have tended to look at the 
networks of firms rather than individuals (e.g. Bengtsson and Soderholm, 
2002; Schutjens and Stam, 2003; Kenney and Patton, 2005). A question 
that has motivated much of this work concerns the geographical reach 
of entrepreneurial networks in order to understand the extent to which 
entrepreneurship is a localized process. Schutjens and Stam (2003) 
studied the business relationships of young firms in the Netherlands 
and learned that three years after founding, most of the business 
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relationships were located within the region, with extra-regional 
relationships declining relative to intra-regional ones over time. They 
also confirmed that, despite their focus on business relationships, one-
third of the sampled firms said that the source of these relationships 
was social (p. 131). In another study, Kalantaridis and Zografia (2006), 
who examined the nature, duration, location and intensity of entrepre-
neurs’ network ties in Cumbria, England, decided that the answer to 
the question of whether or not entrepreneurship is a local process 
depends on the definition of local. If local means proximate territory, 
then entrepreneurs who were native to the area (most of whom were 
craftsmen) had ‘the closest linkages with their immediate geographic 
context’; if local means network proximity, then in-migrants (most of 
whom had professional/managerial backgrounds) were the most embed-
ded entrepreneurs, as they maintained strong ties with people outside 
of Cumbria, mainly in the places where they had lived previously. 
These authors, as well as Hess (2004) and Yeung (2009), stress that 
network embeddedness can have a significant non-local component (see 
5.4 Embeddedness).

Nijkamp (2003) believes that to be successful, an entrepreneur must 
develop and manage effective networks. Yet very little work has exam-
ined the connections between entrepreneurial networks and entre-
preneurial outcomes, the exception being networks’ impact on firm 
location. Pallares-Barbera et al. (2004) document how entrepreneurs’ 
longstanding familial and social relationships within a rural region of 
Catalonia, Spain, created a ‘spatial loyalty’, which led people to launch 
businesses there and to create a new cluster of firms in food, textiles 
and machinery. Stam’s (2007) study of new, privately owned, fast-
growing manufacturing and business services firms in the Netherlands 
shows how entrepreneurial networks affect the location of the firm. 
Stam found that whereas 55 per cent of the 5–11-year-old firms in his 
study had moved since start-up, only 4 per cent had moved more than 
50 kilometres/31 miles; ‘most entrepreneurs who considered moving out 
of their home region decided against such a move because of highly 
valued personal relationships’ (p. 46). As firms age, however, Stam 
believes that these personal relationships will become relatively less 
important vis-à-vis other factors in an expanding firm’s location deci-
sions. In a very different context, Murphy (2006) demonstrates how 
entrepreneurs in Mwanza, Tanzania’s furniture sector adopt different 
location and networking strategies based on the market segments they 
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cater to. Specifically, low-value, high-volume producers rely on less-personal 
and low-trust relationships and locate their firms in highly visible and 
accessible areas of the city. In contrast, high-value, low-volume produc-
ers rely on trusting personal relationships with key clients and prefer 
more isolated or secluded locations for their production and retailing 
activities. 

Place, networks and the social identity  
of the entrepreneur

A focus on entrepreneurial networks calls attention to the reality that 
networks are shaped in and through people’s social identities. Because 
entrepreneurship, like the labour market more generally, is segmented 
along lines of gender and ethnicity, entrepreneurial networks within a 
place function differently for men and women and for members of dif-
ferent racial/ethnic groups (Blake, 2006; Hanson and Blake, 2009) (see 
1.1 Labour). That is, in part because women and members of immigrant 
and ethnic groups tend to interact with other in-group members and to 
lack access to the networks of the dominant group of entrepreneurs 
(which, in the UK, Australia and North America is white men), their 
relationships to place and their patterns of business formation are dif-
ferent from those of white male entrepreneurs. 

Within the US, for example, the proportions of a region’s population 
in particular ethnic groups affects rates of business ownership among 
those groups, presumably because of the institutional structures that 
have developed related to ethnic/immigrant populations there (Wang 
and Li, 2007). Many studies, primarily by sociologists in the 1970s and 
1980s, examined the spatial clustering of ethnic firms within US cities 
(e.g. Waldinger et al. 1990). But in her study of Chinese producer serv-
ices in Los Angeles, Zhou (1998) concludes that not all of these Chinese-
owned firms clustered in ethnic enclaves; she shows that the industrial 
sector of an enterprise as well as the ethnic identity of the owner affect 
firm location. In other regions of the world, the strong ethnic embed-
dedness of entrepreneurial networks has been shown to determine the 
business choices made by Indonesian entrepreneurs (Turner, 2007) and 
to affect entrepreneurial practices, especially those entailing mobility, 
among women traders in Benin (Mandel, 2004).
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key points

•• Entrepreneurship is considered to be key to innovation, regional 
prosperity and economic change. Analysts differ in their definitions 
of entrepreneurship, with one view seeing all business start-ups as 
evidence of entrepreneurship, and the other considering only innovative 
or fast-growing businesses as entrepreneurship.

•• Economic geographers have investigated the links between entre-
preneurship and place, with particular emphasis on the place char-
acteristics that appear to be related to entrepreneurial activity. The 
availability of skilled labour, regional industrial and occupational 
structures, especially with respect to firm size, and regional cultures 
have all been shown to be related to entrepreneurial outcomes.

•• Entrepreneurial networks also play a key role in processes of 
entrepreneurship. The nature and geographical reach of such 
networks affect firm location and may affect entrepreneurial 
success. Because networks are comprised differently and function 
differently for different kinds of people, particular attention has 
been paid to the role of ethnic- and gender-specific networks in 
entrepreneurship.

further reading

Thornton and Flynn (2003) provide an overview of entrepreneurial 
networks and place. Wang (2009) shows how contextual factors at 
the metropolitan scale affect rates of self-employment for ethnic and 
gender groups in the US. For insights into the structure and impacts of 
transnational entrepreneurial networks, see Saxenian (2006); de Soto 
(1989) describes entrepreneurship in Peru.

notes

1	 The definitional challenge here is to specify what is meant by ‘dynamic’, as 
virtually all new businesses are dynamic in some sense.

2	 Among non-geographer scholars of entrepreneurship, ‘context’ is often used 
to refer to industrial, sectoral or temporal context – not place.

3	 As Nijkamp points out, the emphasis in the entrepreneurship-and-place 
literature has been on the formation of new firms, to the neglect of the 
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spatio-temporal processes that enable firms, once launched, to survive and 
thrive (Nijkamp, 2003).

4	 More recently, Saxenian (2006) has shown how Chinese and Indian migrants 
to the US have effectively diffused the Silicon Valley ‘culture of entrepre-
neurship’ by returning to their home countries to launch new enterprises 
there.
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2.3 ACCESSIBILITY
In the most general sense, accessibility is the ease of reaching destinations. 
The term can be used for people to describe the ease with which they 
can reach places they want to go, such as hospitals, schools, shops, 
workplaces or national parks; accessibility can also be used in reference 
to places, to describe how easily one place or location, say for a busi-
ness, can be reached by people in other places. Although in the early 
days of economic geography, access was conceptualized in terms of 
simple distance as one of the key concepts underlying the spatial 
organization of the settlement system (Christaller, 1966) and industrial 
location (Weber, 1929), accessibility also depends on the communica-
tion and transportation networks that facilitate interaction. 

As a driver as well as an outcome of economic change, accessibility is 
important to the locations of firms, households and industries and is at 
the heart of social and economic well being; without access neither peo-
ple nor places can survive, much less prosper. You only have to recall 
how a city-paralysing blizzard or hurricane literally brings daily life to 
a standstill to appreciate the fundamental importance of accessibility to 
economic and social life. Without accessibility, neither production nor 
consumption processes can take place; the concept is absolutely central 
to the ‘geography’ in economic geography.

The study of accessibility and mobility has also been central to the 
work of transport geographers, which often overlap with economic geog-
raphy (see, for example, Leinbach and Bowen, 2004; Aoyama and 
Ratick, 2007). In addition, the work of economic geographers has inter-
sected recently with interests among some sociologists on the social 
aspects of accessibility (for example, Cass et al., 2005). Furthermore, 
some observers have noted a methodological shift in accessibility 
research, particularly the increasing prevalence of qualitative analysis 
in understanding accessibility (Goetz et al., 2009). The thinking of eco-
nomic geographers about access has shifted significantly over the past 
half century, from understanding accessibility primarily in terms of 
the distances separating people and places and the ability to overcome 
those distances via mobility to thinking about access in terms of the 
ability to connect with information, knowledge and people. Instead of 
being accepted as a given, the importance of distance to accessibility is 
now a focus of inquiry.
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Accessibility and mobility

Traditionally, accessibility has been closely linked to mobility, but the 
two are not the same. Whereas the former refers to ease of reaching 
destinations (the ease with which someone can obtain medical services 
or library services, for example), the latter refers to the ability to move 
between places (the ability to travel to a doctor’s office or library, for 
example). Accessibility is closely related to the spatial arrangement of 
activity sites, such as homes, workplaces, shops and schools, whereas 
mobility depends on the ability to move between these places, whether 
on foot or via bicycle, horse, automobile, bus, subway or aeroplane. 
Another way to think about mobility is that it requires energy to over-
come the friction of distance separating an origin and a destination. 
The Internet has fundamentally changed the relationship between 
accessibility and mobility.

Before the advent of telecommunications, accessibility depended 
upon the ability to move from one place to another whether on foot or 
via other means of transportation. You could not obtain the dental or 
library services offered in a distant location without physically moving 
to the dentist’s office or the library. Clearly land use patterns affect this 
kind of access. If medical and library services, along with schools, work-
places, shops and parks are all within walking distance of your home, 
you can enjoy good accessibility to the necessities of daily life without 
engaging in a great deal of mobility. If, however, different kinds of land 
uses are not located close together – as they are not in many US settle-
ments where residents must travel many miles to reach the nearest 
food store or post office – then access requires considerable mobility, 
usually via motorized vehicles. 

People around the world have been increasingly gaining accessibility 
through greater mobility. In the US, the number of passenger vehicle 
miles travelled (VMT) per annum has increased steadily, such that in 
2005 VMT was more than 2.5 times the VMT in 1970 (Transportation 
Research Board, 2009). Worldwide, the same measure of mobility more 
than quadrupled between 1960 and 1990 and is expected to more than 
quadruple again by 2050 (Schafer and Victor, 2000). Because through-
out much of the world, people have been gaining accessibility through 
motorized mobility and because such mobility depends on petroleum 
and contributes significantly to greenhouse gas emissions, the close 
relationship between accessibility and mobility continues to attract a 
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great deal of scholarly and policy attention. One long-standing question 
that remains salient in urban planning and economic geography is how 
to provide accessibility without ever-increasing mobility. Changing the 
densities and the land use configurations of settlements is one approach 
that has attracted considerable attention (Transportation Research 
Board, 2009). 

The use of various types of telecommunications, particularly the 
Internet, is another way to bring at least some degree of access without 
mobility to people and places who have access to those telecommunica-
tions devices. Obtaining accessibility via the Internet depends, how-
ever, on the type of good or service desired; for example, while most 
library services are readily available over the Internet, certain medical 
services, such as having a tooth pulled, still usually requires travel to a 
dentist’s office. Cairncross (2001) and others have predicted ‘the death 
of distance’, the idea that, because of the increasing power of telecom-
munications, overcoming the friction of distance will soon require 
hardly any mobility, thereby robbing distance of its power to shape 
human activities. The data cited above on the relentless increase in 
mobility, however, do not support the proposition that distance or the 
desire to traverse it is in its death throes. The rapidly changing rela-
tionship between accessibility-with-mobility and accessibility-without-
mobility is a topic of great current interest and is addressed in a later 
section of this chapter.

Economic geographers have become increasingly sensitive to the reality 
that access entails more than simply the ability to overcome distance, 
whether via the automobile or the Internet; barriers of language, educa-
tion, culture and laws control access as well. The following sections will 
examine (1) approaches to measuring accessibility, (2) the role of net-
works in accessibility, (3) mobility and access to employment, and (4) the 
interplay between virtual and grounded accessibility.

Measuring accessibility

Most measures of accessibility assume that access entails mobility and 
focus on the time and money costs entailed in overcoming distance to 
reach destinations. Measures of the accessibility levels of people and of 
places are similar in that they both begin with the map, that is, the 
spatial configuration of human activity on the landscape plays a central 
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role in each. Accessibility measures for people generally focus on one 
type of destination, say medical facilities, and count the number of such 
facilities within varying distances of an origin, usually the person’s 
home, with more distant facilities being counted as less valuable because 
they are more difficult to reach. A simple example is

Ai = ∑ Oj dij
-b	 (1)

       j

where Ai is be the accessibility of person i, Oj is the number of opportu-
nities (in this example the number of medical facilities) at distance j 
from person i’s home, and dij is some measure of the separation between 
i and j (this measure could be distance in km, travel costs in euros or 
travel time in minutes). The size of the negative exponent b on the dis-
tance term measures the difficulty of travel in a particular time and 
place; the larger the value of b, the more costly it is to traverse distance 
(compare walking through a rainforest, which would have a relatively 
high b-value with driving on an interstate highway, which would have 
a relatively low b-value). This basic equation can be altered, for example, 
to take into account the varying sizes of medical facilities, to reflect the 
likelihood that large ones at any given distance are more attractive 
because they offer a greater range of services.

This equation can also be used with data aggregated to areas, such 
as counties or census tracts, to assess the relative levels of accessibility 
of different places or areas. In this case, Ai is the accessibility of, say, 
census tract i, Oj is the number of opportunities (say medical facilities) 
in tract j, and dij is a measure of separation between tracts i and j. Note 
that this way of measuring accessibility – whether for individuals or for 
areas – gives one indicator of the overall accessibility of a particular 
location (origin) by summing up the number of opportunities located at 
varying distances from that origin location. 

Although simple accessibility measures like the one described here 
have been widely used for a long time, especially to assess the access of 
places (Black and Conroy, 1977), they have their limitations, especially 
when used to assess the accessibility of individuals. Often the data 
on the nature of opportunities are insufficiently detailed; if, for example, 
the goal is to measure access to employment opportunities, the oppor-
tunities included in the equation should be only those that match the 
skill level of the person in question, but such detailed information may 
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not be available. Even if such detailed data were available, along with 
point-specific location data and detailed distance data over a transpor-
tation network, these measures capture accessibility only from a single, 
specified origin; but as people move around over the course of a day, 
their access to opportunities shifts as they move, a fact that is particu-
larly salient for assessing access to non-work activities such as shop-
ping. Kwan (1999) has used a network-based GIS approach to calculate 
the set of all opportunities that can feasibly be reached, given some-
one’s shifting location over the day and the amount of time that person 
has available for travel. Measures like this are more realistic indicators 
of access for individuals.

Transportation networks and access

Because movement on a network is easier than movement off a network, 
networks shape accessibility, and changes to a network that affect the 
cost of movement have consequences for the location of economic activ-
ity. Early work by Garrison and colleagues (1959) showed, for example, 
that the increased accessibility resulting from highway improvements 
in the western part of the state of Washington – improvements that 
reduced the cost of mobility – led to the growth of larger settlements 
and the demise of smaller ones in the network. Of course, changes to 
network links can also decrease accessibility, as in the case of traffic 
congestion, the loss of a bridge or tunnel to a flood or terrorist attack, 
or the cessation of airline service in a city. The point is that accessi-
bility, and hence economic growth or decline, is closely tied to net-
work conditions and to the location of a person or place within a given 
network.

The overall accessibility of any particular node (e.g. city or town) in a 
network is a good predictor of the amount of economic activity there. 
For this reason decisions about the configuration of the railroads, the 
interstate highway system, the airline hub-and-spoke system and the 
Internet are hotly contested because they have enormous consequences 
for the economic prosperity of places. 

As networks have been extended and improved (by, for example, 
replacing a two-lane road with a four-lane highway), people can travel 
longer distances in a given amount of time than they could before; this 
process has the effect of bringing places closer together, an outcome 
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known as time–space convergence (Janelle, 2004). At the global scale, 
the falling cost of movement has fuelled increases in international 
trade and underwritten the success of China’s export industries, for 
example. As petroleum costs increase, the economic geography of man-
ufacturing is likely to shift, with production sites for products that are 
costly to transport relative to their value, such as furniture and steel, 
moving closer to markets (following the classical location theory of 
Alfred Weber (Weber, 1929) (see 3.1 Industrial Location).

While the physical accessibility provided via transport networks is 
likely to remain a central consideration in the location of manufactur-
ing activity, the importance of spatial access to the location of other 
types of economic activity, especially services, is less certain as the ease 
of interaction via telecommunications networks grows. Note, however, 
the sustained importance of network connectivity for any type of inter-
action, including virtual exchanges. 

Access and inequality: the daily  
journey to work

Economic geographers’ longstanding concern with the relationship of 
inequality to spatial processes (see Introduction) explains the large body 
of research on the relationships among residential location, employ-
ment location and access to jobs via the daily journey to work. Many 
studies, conducted at many different times and in many different loca-
tions, have documented systematic variations in the willingness or the 
ability of different types of workers to travel various times or distances 
to work. Income, employment status (full time or part time) and gender 
have all been shown to affect the length of the work trip, with higher-
income and full-time workers and men travelling more time and/or 
distance than lower-income, part-time workers and women (just a few 
examples of these studies are: Madden, 1981; Hanson and Johnston, 
1985; Blumen and Kellerman, 1990; Crane, 2007). Marital status 
affects women’s and men’s work trips differently, with marriage essen-
tially shortening women’s trips and lengthening men’s (e.g. Song Lee 
and McDonald, 2003; Crane, 2007); in a similar vein, elder and child 
care responsibilities (usually borne by women but sometimes too by 
men) shorten the journey to work in some places, as Song Lee and 
McDonald (2003) found for Seoul, Korea. 
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In all of these studies, the length of the journey to work is taken as 
an indicator of the area within which a worker searches for a job and 
therefore of access to employment opportunities; a smaller area, indi-
cated by a shorter work trip, suggests the possibility that a job searcher 
is able to access relatively few jobs. However, a major shortcoming of 
these studies, which rely on large secondary data sets such as those 
collected by a census, is the lack of information on whether a short work 
trip in any given instance is the result of choice or constraint. Lacking 
such information, interpretation of short vs. long work trips is difficult, 
and investigating this question of choice or constraint should be a high 
priority for economic geographers. 

The question of how to interpret a long work trip (i.e. as an indicator 
of access to a wide range of employment options or a burden indicating 
poor access) is especially salient in assessing the impact of race and 
ethnicity on access to employment. An early study by economist John 
Kain (1968) identified a spatial mismatch between the location of 
manufacturing establishments, which at that time in the US had begun 
suburbanizing, and the location of manufacturing workers, many of 
whom were African American men living in the central city. Race-based 
discrimination in suburban housing markets prevented these workers 
from moving to the suburbs, and the public transportation system, 
which was geared to bringing suburban workers to the central city, did not 
serve the mobility needs of those many inner-city unemployed workers 
who lacked access to a car. Those inner-city workers who did travel to 
the suburban manufacturing jobs that matched their skill levels had 
exceptionally long commutes. Kain’s work called attention to the impor-
tance of residential location and the (lack of) residential mobility in 
limiting job accessibility for racialized minorities.

Since Kain’s influential work, several economic geographers have 
analysed race and ethnicity (in addition to gender) in the context of 
access to employment for workers with relatively fixed residential loca-
tions. McLafferty and Preston (1991) found that Latina and African 
American women service workers in New York City commuted the 
same distances as their male counterparts and significantly farther 
than white women did; these results contrast with studies of mainly 
white women and men, which document that women’s work trips are 
shorter than men’s (e.g. Hanson and Johnston, 1985; Crane 2007). 
Johnston-Anumonwo (1997) found that, in comparison with other race/
gender groups, African American women in Buffalo, NY had both shorter 
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and longer commutes, all to low-wage jobs; those with long commutes 
travelled from the central city to the suburbs, enduring a long commute 
for very low wages. In such cases, where people commute long distances 
to low-wage jobs, it is hard to see a long work trip as an indicator of 
good employment access. 

In her study of native-born black and immigrant women in Los Angeles, 
Parks (2004a) confirmed that having better spatial accessibility to jobs 
is associated with less unemployment for native-born black and some 
immigrant groups. Parks (2004b) also examined the impact of access to 
employment on the labour-market segregation of immigrants into ethnic 
niche jobs, that is, jobs held primarily by co-ethnics; she found that liv-
ing in an ethnic enclave is associated with working in an ethnic-niche 
job, and this is especially the case for immigrant men and women who 
live closer to immigrant-niche jobs. Immigrant women, however, were 
much more likely than immigrant men to work in ethnic-niche indus-
tries (that is, they experience much higher levels of labour market seg-
regation), a finding she links to women’s higher propensity to find 
employment through ethnic networks. For other studies on the role of 
networks in connecting people with jobs and thereby in helping to create 
and sustain labour market segmentation, see Hanson and Pratt (1991), 
Hiebert (1999) and Wright and Ellis (2000) (see Networks). 

These studies of workers’ mobility demonstrate how workers’ deci-
sions about residential location (which, for many workers are highly 
constrained) and the journey to work (which is also constrained by 
time, money, and the transport modes and facilities available) affect 
their access to employment. Can access to the Internet provide greater 
equality of access to employment?

Interplay between virtual and grounded  
accessibility

Will the Internet and other forms of telecommunications truly eradicate 
the friction of distance and render physical mobility obsolete? Will 
access via the Internet replace access via mobility? The advent of high-
speed information technology (IT) has changed the organization of 
many economic activities by enabling coordination across long dis-
tances and thereby increased efficiency. The internationalization of 
some economic activities – such as call centres, back offices and computer 
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programming – has prompted speculation that physical accessibility, 
which requires some degree of spatial proximity, is losing (or, by some 
accounts, has already lost) its power to affect the location of economic 
activity and to shape economic change (Malecki and Moriset, 2008).1

But others observe that physical accessibility retains fundamental 
importance, even in the age of the internet; in other words, the death of 
distance has been greatly exaggerated. For example, predictions that 
telecommuting (working from home via the Internet) would eliminate a 
sizable proportion of all daily work trips have not yet been borne out by 
the data. In fact, most studies show that use of IT tends to be complemen-
tary to, rather than a substitute for, physical mobility, and in some cases 
it actually increases rather than decreases travel (Mokhtarian and 
Meenakshisundaram, 1999; Mokhtarian, 2003; Janelle, 2004). Indeed 
when IT is substituted for mobility (using the Internet instead of going 
to the library; emailing a business partner instead of having a meeting), 
it can relax some of the space–time constraints on an individual’s mobil-
ity (Kwan and Weber, 2003). But, as Kwan and Weber point out, for any 
person, access to IT varies by time of day and day of week, and time spent 
using IT is time that cannot be spent on other activities.

Additional insight on the interplay between virtual and grounded 
accessibility comes from detailed studies of various modes of interper-
sonal interactions within and between firms. In a recent study of the 
financial services industry in London, the authors found that face-to-face 
contact remains the preferred form of interaction, with telecommunica-
tions such as email and video being used to supplement, not replace, 
fact-to-face contacts (Cook et al., 2007). For workers in this type of 
knowledge-intensive industry, mobility is still required to access jobs. 

But in some business transactions, once trust been established (usu-
ally via face-to-face interactions), then this ‘relational proximity’ 
becomes more important than spatial proximity in shaping access 
(see 5.5 Networks). Relational proximity refers to the quality of inter-
personal relationships and level of trust that has been established 
between actors (Bathelt, 2006; Murphy, 2006). In this view, the barri-
ers to access are not spatial but rather relational; access via the 
Internet is equal or superior to face-to-face contact when the actors 
have already established a close working relationship. 

The notion of relational access highlights some of the many elements 
other than spatial distance that affect accessibility. First, as illustrated 
by inequalities in access to employment, many factors besides the map 
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affect the ease with which an individual can reach destinations; these 
factors include, for example, household responsibilities, access to an 
automobile, familiarity with the local language. Second, economic geog-
raphers have long recognized that access depends on more than physical 
access (the ease of reaching destinations) alone (Women and Geography 
Study Group, 1984). Some people cannot gain entry to certain places, 
such as some clubs, even if they can physically get there because access 
is denied on the basis of gender, race or income, for example. For people 
without health insurance in the US, access to medical facilities is lim-
ited by ability to pay. Third, although the Internet provides a form of 
access to many people, access to IT facilities and the ability to use IT 
effectively are extremely uneven across different groups of people and 
places, an inequality known as the digital divide. Warf (2001) describes 
the dimensions of this divide at global and regional scales, while Gilbert 
et al. (2008) document the nature and extent of this digital divide at 
finer scales. Finally, as described in the chapters 1.3 State and 4.4 
Global Value Chains, institutional barriers to trade and other forms of 
economic exchange hamper or prevent access, whether physical or vir-
tual. How best to incorporate these non-spatial factors and the use of 
IT into measures of accessibility remains a question of considerable 
significance for economic geography.

key points

•• Accessibility refers to the ease of reaching destinations. Over the 
past several decades, economic geographers have shifted from thinking 
about access primarily in terms of the distances separating people 
and places to thinking about access in terms of the ability to connect 
with information, knowledge and people.

•• Access is a key driver of economic processes such as the growth and 
prosperity of regions and individuals’ ability to reach paid work.

•• Before IT, accessibility required some form of mobility. An important 
topic of investigation in economic geography currently is the chang-
ing relationship between accessibility-with-mobility and accessibility-
without-mobility, that is access via IT. Also of interest to economic 
geographers is the relationship between relational access (access 
based on trust) and spatial proximity. Cultural and institutional fac-
tors, such as language, race and legal restrictions, also affect access. 
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further reading

For an example of the relationship between grounded and virtual 
accessibility in the context of the logistics industry, see Aoyama et al. 
(2006) and in the context of individual daily travel, see Schwanen 
and Kwan (2008). Malecki and Wei (2009) discuss the emerging 
geography of submarine cables and their accessibility implications in 
a wired world. Transportation Research Board (2009) critically reviews 
the literature on accessibility and land use in the context of energy 
consumption in the US.

note

1	 Malecki and Moriset (2008) note, however, that spatial proximity still 
retains its significance in some industries, even mature ones such as garment 
manufacturing.
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Section 3
Industries and 

Regions in 
Economic 

Change

Why do economies differ, and what makes an economy distinctive? 
In Section 3 we turn to four key concepts that are essential for under-
standing the role of industries and regions in economic change. 
Explaining the sources of economic variation across space has long been 
a disciplinary preoccupation of economic geographers and, as a result, 
various theories have been postulated to uncover how the invisible logic 
of the market manifests itself in economic landscapes. 

The chapter on Industrial Location covers the work of many who 
are considered the founding fathers of the discipline, beginning in 
the nineteenth century. Often based on strict, and therefore unrealistic, 
assumptions, many early location models are increasingly disregarded 
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in introductory economic geography classes. We believe, however, that 
every student who claims to know something about economic geogra-
phy must know its disciplinary roots, which begins with the industrial 
location theories covered in this section. Furthermore, many of the 
basic logics and principles of classical industrial location theory still 
hold true and, as a result, they remain relevant to contemporary eco-
nomic geography. Indeed, economic geographers who consider themselves 
to be regional scientists keep this tradition alive and are developing 
increasingly sophisticated models with advanced computing technolo-
gies, whereas other economic geographers have turned to increasingly 
cultural, social and institutional factors that are more difficult to quantify 
(see Section 5).

Understanding Industrial Clusters is popular among contemporary 
scholars and policy makers, but in this chapter we also show that the 
concept has deep historical roots. In this chapter we cover must-know 
economic concepts that are indispensable to understanding industrial 
agglomerations, the economic costs as well as the benefits accrued by 
such agglomerations and how these ideas have been translated into 
policy. We also examine why agglomerations have not disappeared with 
the centrifugal forces of globalization, and how economic geographers 
have generated theoretical frameworks to explain the simultaneous 
process of agglomerations and globalization.

Regional Disparity is among the oldest of policy concerns, and it 
remains a central motivation for economic geography as a discipline. 
Why is the distribution of wealth across space unequal, and why does 
this inequality persist? Regions are an important unit of analysis in 
understanding how cities and their economies are sustained and sup-
ported by their hinterlands. Unbalanced regional growth within a coun-
try has been viewed as indicative of economic inefficiency (i.e. resources 
are under-utilized) and social injustice. Major ideological debates have 
raged over the meaning of regional disparity; some analysts have seen 
disparity as a temporary condition that exists prior to equilibrium, 
whereas others have viewed disparity as a permanent and cumulative 
outcome of natural market forces. This debate has had important reper-
cussions as many regional development policies have been implemented 
around the world based on these theories.

In contrast to the first three chapters in this section, Post-Fordism is 
a relatively new concept that goes back only to the 1970s. Interests in 
industrial organization, i.e. how firms and industries are organized to 
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raise productivity, began in the 1960s when productivity of the US 
industrial sector was falling. American scientific management, which 
had dominated much of the twentieth century until then, seemed to 
have lost its magic touch. In examining the root causes of the 1970s 
economic crisis, economic geographers became intensely absorbed in the 
intricacies of epochal industrial regimes, as represented by Taylorism, 
Fordism and Post-Fordism. In addition, labour saw technological change 
and the rise of numerically controlled machines as threatening its cur-
rent position. In the chapter on Post-Fordism, we examine the historical 
trajectories of dominant forms of industrial organization, based on 
empirical evidence primarily from the automobile industry.
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3.1 INDUSTRIAL 
LOCATION

Early location theories of largely German origin from the nineteenth 
century are among the pillars of economic geography. In order to identify 
the economic principles underlying spatial structures, industrial loca-
tion theorists sought to develop a generalisable framework that would 
explain why certain activities are located where they are. These theo-
ries assume rational actors (‘economic men’), who want to maximise 
economic gain (profits) (see 1.2 Firm) and whose decisions are not 
affected by social and cultural factors. These assumptions allowed theo-
rists to isolate the effects of transport and labour costs, even though 
outcomes of the models are somewhat unrealistic. Today, the basic 
premises of industrial location theories remain broadly applicable and 
relevant to our understanding the construction of the space-economy.1 In 
this section, we examine major aims and assumptions of early location 
theories, as well as their later extensions. 

Locational rent and land-use distribution 

Early industrial location theory drew upon the principles articulated by 
Von Thünen (1826), who developed a model of agricultural land use 
showing that land-use variations can be explained by the distance from 
the market. The model assumes that: 1) there is an isolated state with 
a single central city (market) surrounded by agricultural land on a uni-
form plain, 2) farmers are rational profit maximisers who all face the 
same production costs and market prices, and 3) transport cost is pro-
portional to distance. Through this model, Von Thünen developed the 
notion of economic rent (sometimes referred to as locational rent), 
which refers to the highest rent that the farmer can bid for a parcel of 
land (production and transport cost subtracted from the total revenue 
from crop sale at the market). The bid-rent curve illustrates how dis-
tance from the market determines the type and intensity of crops grown 
on a certain parcel of land (see Figure 3.1.1). If a crop yields high revenue 
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at the market but is perishable (and therefore entails a higher cost of 
transport), the bid-rent curve will be steep. Alternatively, if a crop 
yields low revenue at the market but is easily transportable (low cost of 
transport), the bid-rent curve will be relatively flat. When bid-rent 
curves of multiple crops are shown on the same graph, the highest-
bidding crop will dominate the agricultural land use at a certain 
distance from the market. The model predicts a concentric agricultural 
land-use pattern with the market at its centre and with locational rents 
serving as payments for access to the centre. The bid-rent curve also 
shows the ‘margin of cultivation’ – after a certain distance from the 
market, the total transport cost becomes higher than the total reve-
nue at the market and farmers have no incentive to produce any crop 
for the market.

The bid-rent curve has been used to describe the willingness of differ-
ent urban land-use types to pay for accessibility, which is highest at the 
city centre (Alonso, 1964). In the urban case, the slope of the bid-rent 
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Figure 3.1.1    Bid-rent curve
Locational rents of three crops predicted by von Thünen model. Crop X is a perishable 
crop (perhaps tomatoes) and has a steep bid-rent curve, whereas crop Z is a less per-
ishable crop (perhaps potatoes) and has a flatter bid-rent curve.
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curve for commercial land use is steepest, reflecting the fact that 
commercial establishments value accessibility (to potential customers) 
more than do industrial or residential land uses, and therefore are the 
highest bidders in the centre-city and dominate the landscape there. 
The industrial bid-rent curve comes next in its intensiveness, followed 
by the residential bid-rent curve. As a result, residential land use 
dominates the periphery of the city in Alonso’s model. 

Classical industrial location theory

Alfred Weber, brother of the famous German sociologist, Max Weber, is 
known in economic geography as the father of generalised industrial 
location theory. Alfred Weber (1929 [1909]) began the tradition of 
what is known as ‘least-cost location theory’ as his model aims at 
identifying the cheapest location for production. His work remains 
important as many principles of his location theory largely still hold 
today and explain broadly why firms locate their operations where 
they do. 

Weber’s industry location model presupposes a manufacturing plant to 
be located somewhere between the location of raw materials (R) and the 
market (M); the model takes into account wages and the cost of trans-
port of raw materials to the plant, and the finished product to the mar-
ket. The model assumes that the raw materials (R) needed for industrial 
production are only available in certain given locations, and the centres 
of consumption (M) are also given. Labour is also only available in  
certain locations, wages are given, and labour is considered immobile 
and unlimited in those locations. Furthermore, productivity is 
assumed to be uniform across the plain, as well as any other factors 
that may affect productivity, such as climate, culture, political sys-
tems and economic regulations. The costs of capital, rent, and equip-
ment are also assumed to be uniform, and transport cost is proportional 
to distance. 

The least-cost-location is then derived by calculating the transport 
cost of raw materials versus finished products (determined by weight 
and perishability) as well as low labour cost locations. According to 
this model, industrial plants in extractive industries (such as logging 
and mining) will be located near raw materials since the biggest 
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weight loss takes place during initial processing. In contrast, industries 
that produce highly perishable products (such as bread) should locate 
near the market, as transport cost is high for such goods. Within the 
‘critical isodapane’ (the area in which total transport cost adds up to 
be the same), the plant should locate in places where wages are lower 
(Figure 3.1.2).

Weber acknowledged the presence of agglomeration economies and 
diseconomies, and incorporated these factors into his analysis (also 
see 3.2 Industrial Clusters). Agglomeration economies (cost savings 
from locating in close proximity to other plants) may come from shar-
ing common resources such as a specialized labour pool or auxiliary 
services (accounting, financial services). Agglomeration diseconomies 
may come from traffic congestion or higher rent. Thus, plants are 
also more profitable when they agglomerate, as long as they are all 
within each of their critical isodapanes. 

Among Weber’s assumptions, the most problematic were that demand 
was held constant and labour was considered immobile. Stable demand 
meant that everything produced was consumed and that fluctuations of 
demand or decline in certain product categories were ignored. Also 
problematic is the assumption that labour location is not responsive to 
wage differentials; in reality, labour location varies across time and 
space. In the case of the US labour market, people are historically far 
more willing and likely to move long distances for jobs than in Western 
Europe. In addition, transport cost has declined significantly over the 
past century, making these models less applicable. Complicating mat-
ters further, many firms today are no longer single-establishment but 
maintain complex structures, in which manufacturing is conducted in 
low-wage countries and research and development (R&D) is located 
near important markets or corporate headquarters. Yet, for each 
establishment, Weber’s principle may still broadly apply, and his 
influence in economic geography has been considered ‘universal’ 
(Holland, 1976). 

Von Thünen’s and Weber’s ideas were extended by August Lösch 
(1954 [1940]), who synthesized their basic principles and drew on the 
work of Christaller as well (see also 6.3 Consumption). Employing the 
ceteris paribus (i.e. all other things being equal) assumption, Lösch 
defined optimal location as points where the difference between total rev-
enue and total cost is the largest, while at the same time each producer 
maximizes its ‘market area’, which is laid out in a series of hexagons 
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Figure 3.1.2    Critical isodapanes
Assuming transport costs are proportional to distance and no weight loss 
occurs in transport, optimum production location falls between R (site of raw 
materials) and M (site of the market) where the total unit cost of transport is 
no more than 8.
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much like Christaller’s central place theory (1933). For Lösch, cities are not 
markets where dynamic agglomeration economies are at work, but super-
impositions of multiple market areas. Lösch thus developed a more 
comprehensive model for industrial location, one that acknowledged 
demand (prices) and cost fluctuations and which was able to account for 
retail sector location strategies. 

While Lösch recognized the presence of various important factors 
that shape regional growth, such as regulations, migration and entre-
preneurship, these elements remained largely outside his model. Lösch 
eliminated the locations of raw materials and markets, which were 
central to Weber’s model, and assumed that both are distributed uni-
formly across the terrain. The outcome is a model that is much lauded 
as the first in presenting a full general equilibrium solution but, at the 
same time, is heavily criticised for being divorced from reality. Lösch 
was highly deductive in his methodology as he sought to incorporate a 
general equilibrium framework and used a far more restrictive set of 
assumptions than those employed by Weber. 

Regional science and the quantitative  
revolution

Walter Isard, known as the father of regional science, is a founder and 
major source of inspiration for the Regional Science Association. Isard 
(1956) sought to expand the theory of the space-economy, by incorpo-
rating dynamic processes and by taking into account spatial elasticity. 
His initial motivation came from a critique of general equilibrium 
theory in international trade, which was, in his words, largely taking 
place in ‘a wonderland of no dimension’ (1949: 477). Isard (1956: 23) 
sought to elevate descriptive analyses of the evolution of a region to a 
generalizable theoretical analysis in order to ‘bring the separate loca-
tion theories into one general doctrine’. Isard’s solution to Lösch’s 
model, for example, was to develop an eclectic approach that in part 
depends upon a ‘combined Thünen-Löschian-Weberian framework’ 
(1956: 19). While few would dispute the importance of Isard’s work, he 
is also widely criticized for using the highly unrealistic Löschian model 
as a point of departure and for imposing restrictive assumptions, such 
as the absence of scale economies. Isard’s reliance on linear program-
ming and input–output analysis2 led some to criticize his work as being 
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driven and limited by techniques, making Isard’s model static at  
best and inoperative at worst. While Isard may have succeeded in 
aligning regional science more closely with orthodox economics, and 
generating a dialogue between the two disciplines, his work left many 
economic geographers dissatisfied, because his models left too much 
unexplained. 

Location theory in its most quantitative form thrived in the 1950s 
and 1960s during the ‘quantitative revolution’ that engulfed human 
geography on both sides of the Atlantic and was led by William 
Garrison (University of Washington) and Peter Haggett (Cambridge, 
Bristol). Industrial location theory caught the attention of the emerging 
field of operations research, and various scholars experimented with 
single-facility and multiple-facility models of industrial location (see, 
for example, Kuhn and Kuenne, 1962; Hoover, 1967). Methodologies 
ranged from linear programming to stochastic models, with the former 
focusing on simultaneous resource maximizing and cost minimizing, 
and the latter adopting a behavioural approach, in which the 
assumptions based on the economic man was relaxed to allow for varia-
tions in locational decisions (see 1.2 Firm).3 Stochastic models incorpo-
rate random probabilities in locational decision-making and are at the 
root of simulation models, including Monte Carlo simulation. 

Ultimately, the limitation of techniques became the limitation of 
theoretical advance in industrial-location theories. Dissatisfaction with 
quantitative methodology arose as greater social awareness and politi-
cal activism in the 1960s drove the shift from models based on ‘eco-
nomic man’ to other alternatives. The discipline of regional science 
went into an intellectual cul-de-sac (Holland, 1976; Barnes, 2004). 
Today, aside from the widely held recognition that principles of classi-
cal location theory still have broad applicability, consensus also exists 
that the current methodological tools do not allow us to extend research 
too far beyond what we already know about industrial location. Instead, 
location theory has diverged into three distinct trajectories. 

Beyond location theory

There are at least three extensions of location theory in contemporary 
research in economic geography. First, under the neo-classical para-
digm, location theory has been revived as geographical economics, 
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much by the efforts of international trade theorists such as Paul 
Krugman, who won a 2008 Nobel Prize for his work in reintroducing 
space to mainstream economics. By combining trade and location the-
ory, Krugman’s main contribution was on the spatial consequences of 
increasing returns, instances where more than a proportional increase 
in output is observed from a proportional increase in inputs. Krugman 
viewed increasing returns as an underlining cause of specialization, 
which in turn affects patterns of trade and locations of industries (see 
3.3 Regional Disparity).

Second, major economic restructuring in the 1970s, most deeply expe-
rienced in the US and UK, prompted interest in a structural approach 
to the study of location. Restructuring was largely seen as a crisis of 
capitalism, and along with structural development theories developed 
by Frank (1967) and Wallerstein (1979) (see 4.1 Core–Periphery), the 
structural paradigm was increasingly adopted to understand broad 
regional growth and decline (see Massey, 1979; Storper and Walker, 
1989) (see 3.3 Regional Disparity). However, the structural paradigm 
was quite distinct from industrial location theories of the past in that it 
focuses on causal power relations, not on the specific locational mani-
festations of economic activities. 

Third, economic geographers, along with researchers from business 
and management, have conducted various studies that seek to better 
understand the patterns of foreign direct investment (FDI) and loca-
tional choices of multinational enterprises (MNEs), using theories of 
international business, institutional economics and organizational 
behaviour, including the International Division of Labour, product life 
cycles (see 4.2 Globalization). These studies speak to our contemporary 
interest in the geography of off-shoring and uneven job creations sub-
nationally as well as internationally.

In addition, many new factors have been identified that drive 
industrial location today. Labour is viewed to be vitally important, 
not just in terms of wages and quantity, but in terms of skills and 
quality (see 6.1 Knowledge Economy). Some argue that today, busi-
nesses increasingly follow workers, and particularly so in those 
industries seeking high-skilled workers of the industrialized world. 
These workers are attracted to locations that offer amenity, such as 
climate, culture, leisure and entertainment opportunities in addition 
to employment opportunities. Technological advancement, which 
has made possible the long-distance coordination of activities, has 
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also made innovation activities highly complex. This gives further 
advantages to agglomerations, and particularly those that are in 
close proximity to government research laboratories and universities 
(see 3.2 Industrial Clusters). 

key points

•• Classical industrial-location theories involve many unrealistic 
assumptions, yet many of the general principles laid out by the 
theories still stand today. Such phenomena as off-shoring and indus-
trial clusters can be broadly explained by classical theories. 

•• Regional science as an extension of industrial-location theories, how-
ever, faced much difficulty, and some argue that the field of regional 
science has lost intellectual currency within economic geography. 
Methodological limitations and increasingly proprietary business 
and market data contribute to this difficulty.

•• Today, interests among economic geographers have shifted increas-
ingly to unquantifiable factors that explain industrial location, includ-
ing regional culture, personal and business networks, and the role of 
skilled workers in innovation. Some argue that people no longer follow 
jobs, and instead jobs follow people, while others contest this view. 

further reading

For a historical overview and contemporary extension of location the-
ory, see Brülhart (1998). For a contemporary interpretation of location 
theory from the perspective of trade theory, read Krugman (1991). For 
an economic geographer’s assessment of global industrial location, 
see Taylor and Thrift (1982) and Dicken (2007). See Storper and Scott 
(2009) for a view that industrial location is still largely determined by 
people following jobs. 

notes

1	 The English translation of the German word Raumwirtschaft and refers to 
the spatial structure of an economy associated with the German school of 
location theory (Barnes, 2000). 
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2	 Input–output analysis is useful in specifying inter-sectoral supply and 
demand effects but is powerless in regard to incorporating scale economies 
and innovation, the two critical factors that are associated with industrial-
ization and subsequent economic growth. 

3	 Allan Pred (1967), for example, developed a behavioural matrix for industrial- 
location decisions, in which he adopted the satisficer in place of maximizer 
principle. 
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3.2 INDUSTRIAL 
CLUSTERS

Industrial agglomerations (also known as industrial districts or clus-
ters) are geographic concentrations of economic activities. These 
agglomerations have been traditionally understood as outcomes of the 
economic savings made possible through reductions in the average 
costs of production or service provision due to spatial proximity. These 
savings are known as external economies of scale. Various typologies of 
industrial districts exist in the literature, although these typologies 
should be regarded as ideal types. Industrial agglomerations are simul-
taneously an aspect of uneven development and specialization, and 
serve as important locales of job creation and innovation.

Agglomerations: economies and externalities

Fundamental to an understanding of industrial agglomerations is the 
notion of external economies of scale. Economies of scale refer to cost 
savings in per-unit inputs when certain scale is achieved, and can be 
internal or external. When economies of scale are external, cost savings 
are experienced collectively by firms in the locality, typically through 
the sharing of benefits from infrastructural development and the emer-
gence of a specialized labour pool. 

External economies of scale are considered in part generated by 
positive externalities. As one of the three conditions of market failures 
(others being monopoly and public goods), externalities are costs (negative) 
or benefits (positive) accrued to an entity above and beyond its account-
ing. An example of negative externalities, which would lead to agglom-
eration diseconomies is the air pollution produced by a factory 
(assuming no government regulations). An example of positive exter-
nalities, which would lead to agglomeration economies, is the sharing 
of factor inputs (e.g. a pool of labour with particular skills which would 
drive down search costs). When positive externalities outweigh nega-
tive externalities, industrial agglomerations will grow, taking advan-
tage of agglomeration economies until diseconomies set in to prevent 
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further growth. Industrial agglomerations can be reinforced by expanding 
the ‘roundaboutness’ of production1 (Young, 1928; Scott, 1988).

There are two types of agglomeration – one that benefits from urban-
ization economies and another that benefits from localization econo-
mies. Localization economies result in agglomerations that specialize in 
one industrial sector (Marshall, 1920 [1890]). Urbanization economies 
refer to the advantage of being located in a large urban area, with large 
and heterogeneous markets (Hoover, 1948). This advantage is also 
referred to as Jacobian externalities, primarily born through the diver-
sity of activities and the size of market combined generating opportuni-
ties to encounter the unknown (Jacobs, 1969). Florida (2002) drew from 
Simmel (1950) and argued that diversity in cities fosters creativity.

In contrast, localization economies refer to benefits that almost 
exclusively impact a particular industrial sector, leading to industrial 
districts. It is agglomerations of this type that have preoccupied eco-
nomic geographers, as they are seen as places that induce technological 
innovation and productivity growth, ultimately making them interna-
tionally competitive and economically resilient. Because of the growing 
recognition of the importance of innovation in spatial organisation of 
firms, the role of technological spill-over as a critical externality in contem-
porary agglomerations is the subject of much research today (see 2.1 
Innovation).

Marshallian agglomerations and  
industrial districts

Marshall (1920 [1890]) focused on the benefits to individual plants 
typically at the intra-sectoral level, to share common pools of factor 
inputs, such as land, labour, capital, energy, sewage, transportation, 
ancillary services and production know-how. The critical mass of such 
common pools, followed by specialization of these inputs will, in the 
long run, raise plant productivity, creating a district-specific ‘industrial 
atmosphere’ that is ‘in the air’, which is neither easily moved nor repli-
cated. Marshallian agglomerations such as the textile industry in 
nineteenth-century Lancashire, England, are characterized by horizon-
tal and vertical coordination among small firms that specialize in one 
function in an industry (e.g. dye-making or thread manufacturing). 
Small firms compete with one another in a purely neo-classical sense, 
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respond primarily to price signals and they remain at arms-length rela-
tionships. Those who supply intermediate goods are typically oriented 
toward the local market, although final products may be exported. 
Aside from the market which serves as a final destination of products, 
it is implicitly assumed that Marshallian industrial districts have 
minimal interactions and linkages with those outside the district.

The renewed interest in industrial agglomerations was generated by 
the flexible specialization debate, in which Piore and Sabel (1984) advo-
cated an industrial organization comprising territorially embedded 
small and medium sized enterprises specializing in one aspect of pro-
duction, cooperating with each other, and engaging in small-batch, 
demand-pull production2 (see 3.4 Post-Fordism). This offered a glimmer 
of hope for industries and regions that were increasingly faced with 
deindustrialization, offshoring and plant-closures.  

Scott (1988) argued for a complementary analytical apparatus to the 
locational processes and outcomes of changing regime of accumulation 
(see 3.4 Post-Fordism) by bringing in transaction costs analysis from 
Institutional Economics (see 1.2 Firm). New industrial spaces are char-
acterized by intense agglomeration economies and occur under the new 
regime of flexible accumulation. Scott points out that whether firms 
will choose vertical integration or disintegration depends on the combined 
effect of scale and scope on their production costs. Vertically integrated 
production would lead to company-towns, whereas vertically disinte-
grated production would lead to industrial districts. 

Italianate industrial districts

Whereas Marshallian agglomerations rely on a neo-classical economic 
conceptualization of firms as collections of atomistic competitors, the 
Third Italy industrial districts emphasize interdependence among firms, 
cooperative competition and the importance of trust among economic 
actors within the districts (Bagnasco, 1977; Brusco, 1982; Russo, 1985). 
The Third Italy model of industrial districts is distinct from the 
Marshallian industrial districts primarily in the degree of coordination 
and cooperation among firms, or ‘collectivization of governance’ according 
to Amin and Thrift (1992). Firms in the Third Italy model achieve a much 
higher degree of coordination among small firms, typically based on craft 
form of work organization for garment and shoe-making industries. 

04-Aoyama et al-4105-Sec-03.indd   87 13/10/2010   11:22:15 AM



Industries and Regions in Economic Change

88

Although competition exists, the firms tend to be highly specialized and 
this mitigates direct competition. Non-corporate entities, such as indus-
trial co-operatives, coordinate various activities that benefit firms in the 
district, including developing shared auxiliary services, coordinating 
infrastructural development, sponsoring trade fairs, offering worker 
training programmes and providing capital in forms of loan guarantees. 

Harrison (1992) contributed further insights on the debates over 
Marshallian vs. Italianate industrial districts, by claiming that the 
debates in the 1990s offered a new interpretation which acknowledged 
the significant role of social factors in geo-economic processes. Taking 
Granovetter’s notion of embeddedness, Harrison emphasized the 
importance of trust, which is nurtured over time through formal and 
informal personal contacts, and geographical proximity is critical to 
build trust in the new interpretations (see 5.4 Embeddedness). Personal 
contacts developed through various social relations (including kinship 
and friendship), and nurtured through common religious beliefs or alli-
ances in local politics expressed at meetings in social clubs and 
churches, complement business relations within industrial districts. 

Geography of innovation

Innovative milieux represents simultaneously a type of industrial dis-
trict and a research framework with a focus on locations of innovation. 
The GREMI (Groupe de Recherche Européen sur les Milieux Innovateurs) 
group in Paris was among the first to present the thesis that certain local 
industrial districts qualify as innovative milieux. As part of the GREMI 
group, Aydalot (1986) was among the first in advocating for an analysis 
of districts that are self-reproducing in the manner of ‘creative destruc-
tion’. The GREMI considered innovative milieux as space shaping space 
(‘active space’ approach) and focused on the role of endogenous techno-
logical trajectories in shaping spaces of production (Ratti, 1992). 

Economists have focused on the role of technological (or knowledge) 
spillovers in the clustering of innovation (Glaeser et al., 1992; Feldman, 
1994; Audretsch and Feldman, 1996). Technological/knowledge spillover 
is a specific type of externalities (also known as Marshall–Arrow–Romer 
(MAR) externalities), and refers to knowledge generated within an 
agglomeration above and beyond what is contained within a firm, which 
is assumed to be captured best by the local producers. It should be noted, 
however, studies exist that dispute the strength of MAR specialization  
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externalities over Jacobian diversification externalities (see Feldman 
and Audretsch, 1999; Harrison et al., 1996; van Oort, 2002). 

Both Marshallian agglomerations and Italianate industrial districts 
are conceived to have grown organically, without state support. They 
are contrasted to districts that are primarily developed and strongly 
driven by state mandates, such as technopoles and science cities. 
Examples of the latter include Hsinchu Science City (Taiwan), Sophia 
Antipolis (France) and Tsukuba Science City (Japan) (see Castells and 
Hall, 1994). Furthermore, industrial districts are not confined to the 
manufacturing sector. For example, Hollywood has been analysed 
using the approach of industrial districts, and so has the City of London 
and its financial district (see Clark, 2002; Scott, 2005). 

In comparing two industrial districts in the electronics industry, 
Silicon Valley and Boston’s Route 128 region, Saxenian (1994) found 
that distinctive regional culture (see 5.1 Culture) plays a key role in 
promoting active entrepreneurship (see 2.2 Entrepreneurship). These 
regional institutions are embedded in specific contexts and nurtured 
over time, provide not only support and incentives, but also moral sup-
port to entrepreneurs. Saxenian argues that Silicon Valley is unique in 
accepting entrepreneurial failures as positive experiences, and the 
region attracts a number of ‘serial’ entrepreneurs who launch new busi-
nesses multiple times in their lifespan. 

The most recent incarnation of industrial agglomeration is regional 
innovation systems (Cooke and Morgan, 1994; Asheim and Coenen, 
2005). Asheim and Coenen (2005) defined regional innovation systems 
as ‘institutional infrastructure supporting innovation within the pro-
duction structure of a region’ (p. 1177). Regional innovation systems 
can be further categorized into territorially embedded, regionally net-
worked, and/or regionalized national innovation systems, by different 
types of knowledge used in their innovation systems, either analytical 
(science) or synthetic (engineering). These territorially based views of 
innovation encourage policy makers to incorporate geographic compo-
nents in innovation policy. 

Porter’s industrial clusters 

The term industrial clusters was popularized by an American scholar 
and a management guru, Michael Porter (2000). Porter defined clusters 
as ‘geographic concentrations of interconnected companies, specialised 
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suppliers, service providers, firms in related industries, and associated 
institutions (e.g., universities, standards agencies, trade associations) 
in a particular field that compete but also cooperate’ (p. 15). He also 
calls them ‘critical masses of unusual competitive success in particular 
business areas.’ (p. 15). Clusters define microeconomic business envi-
ronment, which in turn affects innovation, productivity growth and  
new business formation. Porter also points out that whereas some clus-
ters are hotbeds of innovation and grow, others may suffer from a lock-in 
and face decline (see 5.4 Embeddedness). 

Porter’s sources of locational competitive advantage is based on an 
elaboration of his ‘diamond’ framework, which involves factor (input) 
conditions, demand conditions, related and supporting industries, and 
context for firm strategy and rivalry. These four factors interact to 
shape an industrial cluster. Economic geographers have viewed Porter’s 
contribution as more pragmatic than theoretical, as his work is not 
characterized with new propositions. Instead, his contribution is seen 
as lying in his ability to convince policy makers as well as corporate 
managers of the importance of agglomerations. Porter argued that 
the cluster as a unit of analysis allows us to devise better policy for 
international competition, claiming that, ‘the health of the cluster is 
important to the health of the company’ (p. 16). Questions remain, how-
ever, on the novelty and originality of Porter’s cluster theory. For 
example, Martin and Sunley (2003) argued that Porter’s theory on clus-
ters is more an analytical creation than reality, and accuse Porter of 
eclecticism, lack of specificity (particularly social dimensions) and context 
(situating clusters in the broader dynamics of industry and innovation). 

Local buzz, global pipelines

Storper (1995) distinguished between the characteristics of localised 
capabilities and regional specific assets as traded and untraded inter-
dependencies, with the former emphasizing the material trade and the 
latter informational trade. Storper (1997) proposed a multi-dimensional 
analysis that incorporates entrepreneurship and flexibility (local defi-
nition of the common good), labour conventions, vertical and horizontal 
inter-firm relations and its nature of competition (openness vs. mem-
bership) as well as its nature of relations (reciprocity, social change). 
According to Bathelt et al. (2004), buzz refers to spontaneous and fluid 
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‘information and communication ecology created by face-to-face con-
tacts, co-presence and co-location of people and firms within the same 
industry and place or region’ (p. 38). Through co-location, firms are able 
to understand the local buzz in a meaningful and useful way by sharing 
the common language, technology and attitudes, and build institutions 
that reflect the particular ‘communities of practice’ (Brown and Duguid, 
1991; Wenger, 1999; Amin and Cohendet, 2004) (see 5.4 Embeddedness).

Storper and Venables (2004) emphasized the importance of ‘local 
buzz’ created by face-to-face contacts, which they argued involves 
unique behavioural and communicational properties and therefore 
offers specific advantages over other modes of communication. Moreover, 
face-to-face contacts are an essential mode of learning-by-doing, or the 
transfer of tacit knowledge (see 2.1 Innovation). Because of these 
unique properties of the face-to-face contacts, agglomerations remain 
resilient features of spatial organizations of economic activities even 
after the broad proliferation of the internet (Leamer and Storper, 2001). 

Markusen (1996) and Amin and Thrift (1992) criticized scholars’ pre-
occupation with the local in the debates on industrial districts and 
instead emphasized the role of global networks in sustaining industrial 
districts. Markusen identified various typologies of industrial districts, 
and among them, proposed ‘hub-and-spoke’ industrial districts, which 
combine local strengths with external linkages. Amin and Thrift called 
them ‘Marshallian nodes’, which serve as a centre of social interactions 
in a global system. These nodes survive and thrive because of their 
multiple roles – not only out of a symbolic value of belonging but also 
in their knowledge base and their ability to offer access to firms and 
markets outside the districts. Amin and Thrift argued that localization 
of production and vertical disintegration goes hand in hand with the 
globalization of networks. 

Bathelt et al. (2004) focused on the distinctive properties and comple-
mentarities between local and external sources of knowledge, and 
argued against a simplistic understanding of equating local buzz with 
tacit knowledge and global pipelines with codified knowledge. Instead, 
they argue that extra-local flows of knowledge, ‘global pipelines’, can 
play a pivotal role in injecting new knowledge to local routines, and 
thereby raise the innovative capacities of firms. Thus, firms reap the ben-
efits of both local and extra-local knowledge to survive and thrive in the 
contemporary globalized economy, and they are highly complementary 
(see 2.1 Innovation; 5.5 Networks). 
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key points

•• Industrial agglomerations, districts and clusters are key preoccupations 
of economic geographers. These signify areas of specialized economic 
activities that induce technological innovation, productivity growth 
and ultimately successfully withstand international competition.

•• Various types of industrial agglomerations exist, with external links 
of varying significance. The reasons for agglomerations also range 
from sharing of common factor inputs, social relations, to regional 
institutions and culture. 

•• Whereas industrial agglomerations, districts and clusters are by no 
means obsolete, the Internet has fundamentally altered the possibility 
of technological innovation and transfer. This is because face-to-face 
contacts still remain a far superior mode of communications, particu-
larly in learning-by-doing and the transfer of tacit knowledge.

further reading

For a contemporary overview of clusters, see Bathelt (2005). More recently, 
Storper (2009) proposed to analytically distinguish various forms of 
agglomerations. For a critique of Tom Friedman’s work The World is 
Flat, see the special issue of Cambridge Journal of Regions, Economy 
and Society (2008) Vol. 1, No. 3. 

notes

1	 It refers to the increasing time and complexities in labour process required 
to bring a product to the market.

2	 Demand-pull production is contrasted to supply-push production. In demand-
pull production, products are made after the orders are placed.
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3.3 REGIONAL 
DISPARITY

What are regions, and what explains the differences in their economic 
activities? In the mid-1950s, North (1955, 1956) and Tiebout (1956a, 
1956b) declared that there is no ‘ideal’ region, a view that still holds 
true in the early twenty-first century. Jacobs (1969) conceptualized a 
region as a self-sustaining entity comprising cities and the hinterland, 
with the former serving as a location of markets and exchanges while 
the latter provided agricultural commodities necessary to sustain the 
city. Today’s conceptualization of regions has departed from the natural 
resource-based paradigm of the past to those that are based on other 
indicators, defined by export base, transport accessibility, intra- and 
inter-firm relations, as well as terms of regional and international trade. 

What is a region?

A dominant conceptualization of the region today corresponds to the 
metropolitan area, consisting of places linked together via daily com-
muting and business-to-business relationships. In Europe, regions cor-
respond with political/administrative units that are primary entities of 
regional development. Because inter-regional disparity is among the 
foremost policy considerations in the European Union (EU), research 
on regions remains active in Europe, especially as the EU continues to 
add additional countries. In the US, however, regional policy has had a 
more challenging fate, as functional and administrative regions do not 
always correspond. This lack of correspondence poses challenges for 
coordinating development across city and county boundaries and often 
results in political competition and lack of resources. A few exceptions 
include Appalachian Regional Commission, which coordinates regional 
development initiatives at the supra-state level, and Metropolitan 
Planning Organizations (MPOs), which are federally mandated to coor-
dinate transportation planning for every metropolitan area. 

Regions can also refer to supra-national areas; for example, the 
Growth Triangle centred around Singapore includes the neighbouring 
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state of Johor Bahru, Malaysia, and Batam and Bintan Islands, Indonesia. 
Multinational corporations (MNCs) are drawn to this region as they 
take advantage of wage differentials and locate headquarter functions 
(Singapore), mid-level manufacturing (Johor Bahru) and low-end man-
ufacturing (Batam) within close proximity. Yet others refer to regional 
trading blocs (NAFTA, EU, etc.) as regions. These regional trading 
blocs have preferential agreements for intra-regional trade, while coor-
dinating policies for inter-regional trade.

Regions have long been the key unit of analysis for economic geogra-
phers in understanding uneven development. As we shall discuss in 
subsequent sections, some believe that uneven development is not only 
detrimental to social justice, but also is an inefficient form of economic 
development, while others view uneven development as an inevitable 
process. Since the Industrial Revolution, we know that industrializa-
tion does not take place uniformly across the landscape. Regional 
inequality is measured in a variety of ways. One way is to measure factor 
endowments, such as investment and labour force. Another way is to 
measure economic outcomes, such as productivity and income distribu-
tion. To measure the distribution of incomes in a region or an economy, 
the GINI coefficient is the most commonly used indicator (see Box). 

Gini coefficient

The Gini coefficient was developed by an Italian sociologist and 
statistician Corrado Gini. The index measures distribution of income 
across population, and falls between the value of 0 (completely equal 
distribution) and 1 (completely unequal distribution). Graphically, 
the coefficient is illustrated with cumulative proportion of an area’s 
population on the X-axis and cumulative income on the Y-axis, and 
calculated by the ratio of the size of the area that falls between the 
45-degree line showing a perfectly equal income distribution and  
the Lorenz curve, the actual income distribution (A), and the rest 
of the area that falls beneath the Lorenz curve (B). The larger the 
area, the higher the coefficient, indicating higher income inequality. 

The United States has a high business start-up rate, low income 
taxes and a propensity to promote innovation. Yet, the distribution of 
income in the US is also highly unequal, with a higher GINI coefficient 
than that for many countries in Western Europe in the past several 
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decades. Data also suggest that the US economy offers the highest 
executive compensation vis-à-vis average industrial workers’ wages 
among various countries. In addition, inequality in the US, which was 
declining in the 1960s, made a U-turn in the late 1970s (Harrison and 
Bluestone, 1988). 

Typically, the world’s poorest countries are those that have persis-
tently high GINI coefficients. However, in the past decade, GINI coef-
ficients have risen dramatically in post-socialist countries (such as in 
Central and Eastern Europe) as well as in emerging economies (such 
as China and India). Some interpret these developments as increases 
in entrepreneurial opportunities and upward mobility that will even-
tually ‘trickle down’ to benefit the rest; others believe these trends 
will only exacerbate social divisions and lead to the destruction of 
communities. So far, no research has conclusively found one of these 
positions to offer a superior explanation.
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Theories of inter-regional self-balance vs.  
self-imbalance

Theorists who have attempted to explain regional growth and disparity 
are broadly divided into two groups; those who believe that regions 
naturally balance out their growth prospects through perfect factor 
mobility between regions, and thereby minimizing inter-regional dis-
parities (self-balance), and those who believe that regions naturally 
gravitate toward greater inter-regional inequality if they are left to 
market forces (self-imbalance). The former group assumes that firms 
maximize profits by locating in lowest-cost regions, and workers maximize 
their wages by moving to places with better employment opportunities 
(see 1.2 Firm, 3.1 Industrial Location). Ohlin’s inter-regional trade 
theory (1933) claimed that imperfections in factor mobility, along with 
specialization (labour skills) that arises within different regions, would 
encourage interregional trade, and ultimately result in equalization of 
prices across regions in the long-run. In Ohlin’s mind, factor mobility 
and trade are substitutes for each other, and the presence of spatial 
frictions is the cause of inter-regional trade. 

While self-balance theorists view regions as parts of an idealized 
capitalist system without barriers to factor mobility, self-imbalance 
theorists understand regional disparity as being intrinsic to capitalist 
economic growth. Regional self-imbalance occurs because of asymmetry 
and limits in capital and labour mobility. Adopting a historical-structural 
view, these theorists observed that capitalists’ pursuit of efficiency, 
combined with technological advances, had transformed previously 
dispersed, cottage-based and crafts-driven production into large facto-
ries with scale economies. In their view, a cycle of capitalistic accumula-
tion, of profits, investments and job creation, induced largely involuntary 
rural-to-urban migration, and created what Marx called the ‘industrial 
reserve army’. Gunnar Myrdal (1957) described this process as circular 
and cumulative causation, a concept that grew out of his study of racial 
inequality in the United States. Constructing a framework that 
explained not only social relations but more specifically the economic 
transformation of regions, Myrdal emphasized that market forces tend 
to increase, rather than decrease the uneven geographical distribution 
of wealth under capitalism. Cumulative causation can set forth an 
upward spiral, which involves virtuous cycles of economic development 
through the multiplier effect. The multiplier effect is a process 
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whereby a new or expanded economic activity raises the purchasing 
power of households and adds more jobs, which in turn increases 
demand for housing and consumer goods and services, thereby creating 
opportunities for business expansion and further growth in employ-
ment. More people, more industries and improved infrastructure make 
the region attractive for businesses to move in. However, cumulative 
causation can also describe a downward spiral of economic development, 
leading to regional decline.

Uneven development occurs when one region attracts factor endow-
ments (more capital or labour) at the expense of other regions that lose 
factor endowments that could have otherwise led to economic development. 

Creation of a new industry

Forward linkages Backward linkages

Growth/emergence
of firms

providing outputs

Innovation
Growth of specialized

labour pool

More firms move
to the region

Growth of
Ancillary services

Growth of
purchasing power

Growth in
Tax revenues

Population
Increases

Attractive location
for firms

Better quality of life
for the population

Improved infrastructure
and services (schools, hospitals)

Growth/emergence
of firms

providing inputs

Job growth in
construction

Figure 3.3.2    Circular and cumulative causation
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This process was called ‘polarization’ by Hirschman and ‘backwash’ by 
Myrdal. However, counter-trends also exist, in which businesses seek 
out regions with lower wages, less congestion and lower rent. These 
counter-trends – known as ‘spread’ (Myrdal), ‘spill over’ (North) or 
‘trickle down’ (Hirschman, 1958) – will eventually balance economic 
activities across regions. When the trend toward backwash or polarization 
dominates, regions become increasingly unequal in their economic activi-
ties. Alonso (1968) argued that the process of regional development takes 
place with successive waves of centralization and decentralization.

Krugman’s (1991) seminal paper ‘Increasing Returns and Economic 
Geography’ reconnected many economists to the work of early location 
theorists (e.g. Christaller, Lösch, Hoover) but also combined other tra-
ditions in economics such as Myrdal (1957) and Arthur (1989) that 
reinvigorated geographical economics. Although historians and eco-
nomic geographers have long known about manufacturing concentra-
tions and what allowed them to emerge (i.e. mass production combined 
with improved transportation infrastructure), Krugman’s main contri-
bution was to develop a general equilibrium model based on the interac-
tion of economies of scale with transportation costs. The model assumed 
two regions and two kinds of production, agriculture and manufactur-
ing. The agricultural sector is subject to constant returns constrained 
by land requirements, transportation costs are assumed to be zero,1 and 
the labour force is immobile. In contrast, the manufacturing sector 
assumes the presence of economies of scale, iceberg transport costs,2 and 
a ‘skilled’ labour force that is mobile. Krugman argued that the economy 
of a region that combines high transportation costs and weak economies 
of scale will be based primarily in agricultural activities, whereas in a 
region that combines low transportation costs and strong economies of 
scale, circular causation will drive manufacturing concentration. 

Furthermore, Krugman argued that workers concentrating in one of 
the two regions can be understood as an equilibrium, by incorporating 
the presence of pecuniary externalities, which arise out of demand or 
supply linkages within the manufacturing sector (i.e. one manufactur-
er’s action affect the prices of goods produced by another manufacturer). 
Workers presumably take into account real wages (which are in part 
determined by pecuniary externalities in the manufacturing sector) as 
well as transport cost to decide if they will stay in their home region or 
relocate to the other region. Workers’ decisions then set the boundaries 
between concentration and dispersion of the manufacturing sector. 
Krugman’s main contribution was in his mathematical construction that 
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explained regional disparity. Although the model was highly abstract and 
built upon heroic assumptions about firm and worker behaviour, his 
model was found to be compelling and has been extended by numerous 
scholars in geographical economics and regional science (e.g. see 
Lanaspa and Sanz, 2001; Combes et al., 2008). 

Export-base theory of regional development

North (1956) developed export-base theory as a critique of economic-
sector theory, developed independently by economists Clark (1940) and 
Hoover and Fischer (1949). According to them, the dominant sector of 
employment will shift from the primary sector (agriculture, forestry, 
fisheries, mining), to the secondary sector (construction, manufactur-
ing, utilities), and finally, to the tertiary sector (business services, per-
sonal services, social services, retail and distribution, transportation 
and communications) along with the growth of real income per capita. 
The shift occurs as a result of the rise of labour productivity in agricul-
ture (through mechanization), which offers labour surplus to other sec-
tors of the economy. Labour productivity in industries will also rise, as 
a result of increased efficiency through the division of labour (speciali-
zation) and mechanization (and, ultimately, full automatization), 
releasing labour surplus to the service sector. The service sector absorbs 
much of the surplus labour, in part because certain services cannot be 
mechanized and labour productivity remains low. 

Pointing out that the Hoover and Fischer thesis is inherently Euro-
centric, North claimed that in North America, regional development 
has occurred primarily through exports, rather than as a gradual shift 
from a subsistence economy. This is particularly prominent in the 
Pacific Northwest, where the region grew by attracting outside capital 
and by exporting commodities, such as lumber, to distant markets. 
Thus North’s export-base theory contends that regions can grow with-
out industrializing, and by depending on external markets. North sug-
gested that an export base can lead to diversification, and ultimately 
regional growth. North is particularly adamant that Hoover and 
Fischer’s third stage is dependent on a whole variety of factors, from 
changing demand and new technological development (in transport and 
in production) to competition from other regions as well as government 
subsidies, and war. 
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Tiebout (1956a, 1956b) contested North’s export-base theory by arguing 
that it applies only in a small region and in the short run. For Tiebout, 
it was not the export-base industry that induces regional growth but, 
rather, a strong ‘residentiary’ industry that reduced cost to make the 
export-base sector competitive, thereby allowing regional growth. 
However, North maintained that capital and labour infusion from out-
side the region (export base), government subsidy, or migration, can cre-
ate the residentiary sector, through the process of import-substitution. 

Regional development and policy

Economic-sector theory raises important questions about how policy 
makers set sectoral and geographical priorities. Priority sectors are 
typically those that are highly innovative, as they constitute the high-
est promise for expansion and productivity growth. Hirschman argued 
that priority sectors are those with ‘thickest’ input–output relation-
ships, and particularly with significant backward linkages.3 This makes 
sectors that have higher multiplier effects (e.g. automobile assembly) 
more valuable for the goal of sustainable regional economic growth. 
Kuklinski (1972) analysed international data that included North 
America, Western and Eastern Europe, as well as the Soviet Union, 
and claimed that chemical and metal industries are the priority sectors. 
In contrast, Kuznets (1955) emphasized the importance of innovation in 
regional development (see 2.1 Innovation). More recently, the effective-
ness of service-sector led regional development has come to be ques-
tioned (see 6.1 Knowledge Economy). 

Geographic priorities have also been considered in the regional devel-
opment literature. Perroux (1950) developed the concept of ‘growth 
poles’ (poles de croissance) driven by a ‘propulsive industry’, a fast grow-
ing, dominant industry (or firm) with significant backward- and  
forward-linkages (Hirschman, 1958). Although the concept was initially 
non-spatial and referred to a set of industries or firms, it developed 
geographical connotation as it became an instrument of regional devel-
opment policy. The policy was employed in France, where interests in 
balancing out concentration of economic activities and population in 
Paris metropolitan region were met with the policy of stimulating 
growth in other places, such as Toulouse, Strasbourg, Bordeaux, Marseilles 
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and Lyon, which were chosen as locations for propulsive industries. 
Growth-pole strategies, however, tended to over-emphasize the benefits 
of external economies of scale at the regional level over internal econo-
mies of scale which operate at the firm level (see 1.2 Firm). Furthermore, 
government incentives alone have proven ineffective in attracting firms 
to otherwise undesirable locations, let alone generating self-sustaining 
growth. 

Nonetheless, it is widely recognized that state actions have been 
critical in balancing the polarizing tendency of capitalist economic 
growth (see 1.3 State). The welfare states of Western Europe, for example, 
have invested considerable resources and planning regulations to help 
equalize economic growth across regions for much of the post-war 
period. The state can also facilitate growth in certain regions by concen-
trating resources. For example, although the United States tradition-
ally shied away from intervening in private-sector activities through 
industrial-location policy, Markusen et al. (1991) make an intriguing 
suggestion that US defence policy (enacted through military installa-
tions, research laboratories and defence contracts to the private sector) 
contributed to the demise of the American Midwest and facilitated the 
growth of high-technology industries in California and New England. 
Castells and Hall (1994) document a wide variety of science-cities 
around the world, many of which are conceived and driven by the state 
(see 3.2 Industrial Clusters). Globalization of capital and the monopo-
listic power of multinational corporations (MNCs), however, may sig-
nificantly reduce state power, or at least may lead to states competing 
for MNCs by offering them incentives (see 4.2 Globalization). 

key points

•• The cause of inequalities between regions is an important starting 
point for theoretical discussions of growth and decline in economic 
geography. Such discussions also involve strong policy implications. 

•• Outcomes of the causes of inequality vary by the types of assump-
tions involved. Some underlining assumptions have included endog-
enous vs. exogenous markets, mobility of capital and labour, cumulative 
causations and inter-firm linkages.

•• Debates on regional disparity have also focused on the need to 
develop a general theory vs. the need to explain reality. Economic 
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geographers have employed various concepts and tools, including 
neo-classical economics, historical (economic-sector) perspectives 
and Marxian social theory.

further reading

Holland (1976) provides a comprehensive overview of theories on 
regional self-balance and imbalance. For contemporary interpreta-
tions of regional development and policy, see Pike et al. (2006) and 
Hudson (2007). See the World Development Report (2009), which is 
based on the assumptions of regional self-balance. 

notes

1	 This assumption was made so that agricultural earnings are the same in the 
two regions.

2	 Developed by Samuelson, a notable economist, ‘iceberg transport cost’ refers 
to the idea that a portion of the goods will ‘melt’ before reaching destination 
(therefore, transport cost is linear, based on weight, and is proportional to 
distance). The use of iceberg transport cost is controversial for economic 
geographers as it does not reflect reality.

3	 As shown in Figure 3.3.2, backward linkages refer to linkages in production 
processes in the direction of raw materials, whereas forward linkages refer 
to linkages in the direction of the market. For example, for an automobile 
assembly plant, a linkage to a steel maker is a backward linkage, while a 
linkage to a car dealer is a forward linkage.

04-Aoyama et al-4105-Sec-03.indd   102 13/10/2010   11:22:16 AM



3.4 Post-Fordism
The Fordism/Post-Fordism debate represents a periodized under-
standing of the dominant mode of industrial organization and its role 
in economic growth, primarily in advanced industrialized economies. 
The term Fordism refers to streamlined assembly-line (mass-production) 
manufacturing with a strict division of labour, pioneered by Ford 
Motors of the United States. Fordism was the dominant model of high-
efficiency production organization from its inception in 1913 to the end 
of 1960s, and is viewed as a major reason for the dramatic rise in pro-
ductivity in the US manufacturing sector, making the United States 
economy an industrial powerhouse of the twentieth century (Best, 
1990). Widely advocated by a group of French Marxian economists 
called the Regulation School and American labour economists in the 
1970s and 1980s, Post-Fordism referred to the broad understanding 
that the end of the absolute superiority of the US economy and the 
advent of the subsequent crisis were in part explained by the end of the 
Fordist mode of production. 

From handicraft to Fordist mode of production

Fordism emerged gradually, and was preceded by manufacturing through 
‘interchangeable parts’ as well as by Taylorism; it was finally perfected 
by Henry Ford of Ford Motors in the form of the assembly-line of mass 
production. The manufacturing of interchangeable parts was made 
possible in improvement in machinery design for particular parts along 
with innovation in precision-measurement instruments, and was per-
fected in armouries in New England by the mid-nineteenth century 
(Chandler, 1977; Best, 1990). This represented a revolutionary 
change, as the manufacturing sector had relied on skilled handicraft 
workers, who typically gained uncodified knowledge through years of 
apprenticeship about the entire process of production. Unlike such 
handicraft-based European practices, interchangeable parts 
achieved reproduction of a large volume of parts that are identical 
with absolute precision, so that any two parts can be assembled with-
out hand-fitting by skilled handicraft workers. This process innovation 
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had profound impacts on work organization; it increased the demand 
for skilled labour among for those who design and operate specialist 
machinery, and it created a demand for unskilled assembly workers 
(see 2.1 Innovation).1 

Taylor (1911) was an industrial engineer who took part in the efficiency 
movement, and introduced a new management system which combined 
detailed time management for a worker’s every motion, with careful 
coordination and planning in management, combined with an incentive 
wage system based on output volumes. In 1913, Ford Motors linked the 
American system of interchangeable parts with the streamlined flow of 
production in what we now know as the ‘assembly line’, and saw pro-
ductivity increase dramatically. 

The Fordist mode of production efficiently generated a massive number 
of identical products, and is therefore known as mass production. It 
thrived in an economic environment where demand was predictable 
and growing, and consumers were eager to fulfil their basic wants and 
needs, with relatively little interest in differentiation. In addition, the 
production organization under Fordism was particularly suitable for 
the American workforce and its diversity. For example, in 1915 Ford’s 
Highland Park factory had 7,000 workers, most of whom came either 
from farms or from abroad; as a group they spoke more than 50 lan-
guages, and some knew very little English (Womack et al., 1990). Still 
they were able to produce complex products with high efficiency as work 
organization through task specialization required minimum training.

Furthermore, Ford opted to implement vertical integration by inter-
nalizing many parts of production for two reasons; first, his production 
was far more efficient than his parts manufacturers, and second, he 
was naturally distrustful in nature (Womack et al., 1990). As a result, 
for much of the twentieth century, American scientific management 
replaced European handicraft-based manufacturing as the dominant 
production system. The shift from cottage industries to large-scale, 
modern factories during the industrial revolution introduced technical 
and social divisions of labour, which had profound implications on 
regional economies. 

Fordism and the economic crisis of the 1970s

By the mid-twentieth century, Fordism was the symbol of modern effi-
ciency in American industrial organization. During the global economic 
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crisis of the 1970s, however, when US industrial supremacy began to 
falter, it came under scrutiny for the first time. During this time, both 
UK and US economies suffered similar symptoms of deindustrializa-
tion, job-loss and stagflation.2 Many indicators, such as productivity in 
the manufacturing sector, the US share of world trade, and the US 
share of multinational corporations (MNCs) showed downward trends 
(Bluestone and Harrison, 1982). 

This led to a re-examination of Fordism as an effective production 
organization, particularly in view of changing macro economic environ-
ments, such as the end of the Bretton Woods Accord on fixed exchange 
rates and the gold convertibility of the US dollar (1944–1971), economic 
competition from Western Europe and Japan, and the emergence of 
Newly Industrializing Economies (NIEs),3 as well as the two oil crises 
of the 1970s. The end of the Bretton Woods Accord in particular had 
significant disruptive effects (see 6.2 Financialization). For one, it 
prompted the emergence of regional trading blocs (such as the European 
Community – which evolved into today’s European Union), and for 
another, discouraged investment in the Fordist mode of production, 
which depended upon a stable monetary environment (Piore and Sabel, 
1984). This resulted in a worldwide recession in the early 1980s, with 
most western industrialized economies experiencing negative GNP 
growth. 

The Regulation School

The French Regulation School was among the first to declare the end of 
Fordism. The School includes work of French macroeconomists starting 
from the 1970s. Aglietta’s pioneering piece, entitled A Theory of Capital 
Regulation (1979[1976]), was followed by notable authors such as Boyer 
(1990), Coriat (1979) and Lipietz (1986). The Regulation School was an 
intellectual project of grand design, in which scholars attempted to develop 
a dynamic explanation of long-term structural economic transformation 
with a focus on social relations as endogenous factors that shape eco-
nomic growth and crisis. Falling somewhere between pure theory and 
stylized facts (in their phrase, ‘meso-theory’), the Regulation School 
exhibits a curious mixture of neo-classical economics and Marxism; it 
entails a unique framework that views the evolution of capitalism in 
terms of interactions between history and theory, social structures, 
institutions and economic regularities. Unlike neo-classical economics, 
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in which institutions are typically viewed as barriers to the functioning 
of a perfectly competitive market, the Regulation School views institu-
tions as building regularities that are conducive to growth, and can 
therefore have positive impacts on productivity. Unlike standard 
Marxism, the school viewed structural forces in the economy as naturally 
divergent, therefore requiring a non-deterministic analysis.

The Regulation School views class struggle as a primary expression 
of social relations, which also produces norms and laws, and the state 
is viewed as an expression of, and agent governing, social regulation 
(Aglietta, 1979 [1976]). The theory incorporates technical conditions of 
production and rules of distribution. The School claims that economic 
growth is achieved when there is cohesion between the regime of accu-
mulation and modes of regulations. The regime of accumulation refers 
to systematic organizations of production, distribution and consump-
tion through which productivity gains are extracted, shared and dif-
fused. The mode of regulation refers to a specific local and historical 
collection of structural forms or institutional arrangements, which 
range from micro (e.g. labour contracts) to macro institutions (social 
security, international-exchange regimes, education). US dominance in 
the world economy was achieved through Fordism or mass production, 
a particular regime of accumulation and its associated mode of regula-
tion that significantly boosted labour productivity and prompted a shift 
from an extensive to an intensive form of capital accumulation in the 
1920s–1930s. However, once Fordism reached its technical and social lim-
its in the late 1960s, it no longer yielded additional productivity gains, 
prompting the US economy to enter into structural crisis. 

Although the Regulation School typically focuses on the national 
scale, Lipietz (1986) used the framework to promote understanding of 
the global political economy. According to him, modes of regulation, 
combined with external relations, explain the relative position of 
countries in the global political economy, and it was the spread of 
mass production beyond its original homelands (‘peripheral Fordism’) 
that created intensified international competition (Lipietz, 1986; 
Piore and Sabel, 1984). Therefore, unlike world-systems theory, the 
Regulation School incorporated systems of production with interna-
tional power relations in order to better understand the world econ-
omy (see 4.1 Core–Periphery). In that sense, the Regulation School 
pre-dates, and is similar to, the global commodity chain approach 
(see 4.4 Global Value Chains).

04-Aoyama et al-4105-Sec-03.indd   106 13/10/2010   11:22:16 AM



107

3.4 Post-Fordism

The Regulation School has been criticized from a number of fronts. Some 
critics point to the ambiguity of concepts; others object to the somewhat 
rigid periodization as limiting the analysis. Although Aglietta (1979 [1976]) 
referred to neo-Fordism, Post-Fordism was never clearly articulated. 
Finally, the framework developed by the school is explanatory rather than 
prescriptive, and was limited in developing policy applications. 

Flexible specialization and critiques

With backgrounds in political science and labour economics, Piore and 
Sabel (1984) contributed their seminal work The Second Industrial 
Divide, which was heavily influenced by the Regulation School as well 
as Italian scholars in regional development (Bagnasco, 1977; Brusco, 
1982; Russo, 1985). While the Regulation School remained somewhat 
tentative in proposing the future of industrial organization (see discus-
sion by Aglietta (1979 [1976]) on neo-Fordism), Piore and Sabel argued 
that one alternative to Fordist production organization is flexible spe-
cialization, which is characterized by small, specialized firms coordinat-
ing territorially based, small-batch and demand-responsive production. 
Taking the case of small Italian industrial districts of garment and shoe-
making, Piore and Sabel showed that industrial survival is possible 
even in high-cost industrialized economies. In their view, flexible spe-
cialization reconciled competition and cooperation, promoted competi-
tion that induces innovation and developed community responses to 
price rigidities, a process that works toward long-term improvement in 
working conditions (see 3.2 Industrial Clusters). 

The concept of flexible specialization led to active research on indus-
trial districts, not only in Italian cities, but also in Silicon Valley 
(Saxenian, 1985, 1994; Kenney, 2000), Baden-Württemburg (Sabel et al., 
1989; Cooke and Morgan, 1994; Herrigel, 1996) and Toyota City (Fujita 
and Hill, 1993), as well as non-industrial agglomerations such as 
Hollywood (Christopherson and Storper, 1986; Storper and Christopherson, 
1987) (see 3.2 Industrial Clusters). The concept of flexible specialization 
also attracted a number of criticisms. Amin and Robins (1990), for exam-
ple, believed that the structural change was far more complex and con-
tradictory. The necessary institutions, the types of trust and social 
networks observed in the Italianate version of flexible specialization had 
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not been observed in the United States. Also, some critics saw the idea 
as a nostalgic call for the return to neo-feudal cottage industries. 

Also, by arguing for the benefits of flexible specialization, Piore and 
Sabel contributed to debates on the normative aspects of industrial orga-
nization, particularly those associated with labour management. For 
example, Bluestone and Harrison (1982) focused on ‘locational’ flexibil-
ity, observing that firms were becoming increasingly multi-establishment 
and could therefore undermine labour interests by simply threatening to 
relocate. Harrison (1994) went further by criticizing the euphoric opti-
mism associated with flexible specialization and pointing to its potential 
‘dark sides’ (see 5.4 Embeddedness). In particular, the flexiblization of 
labour has arguably reduced job security, through the increased use of 
part-time, contract (through temporary services agencies), or self-employed 
workers (Peck and Theodore, 1998) and as a result of declining labour 
unions (Rutherford and Gertler, 2002) (see 1.1 Labour). 

The exchange between Gertler (1988, 1989) and Schoenberger (1988, 
1989) exemplifies the liveliness of the flexible specialization debate at 
the time. These authors scrutinized the concept for its conceptual 
clarity, predictive ability and the ability to interpret geographic pro-
cesses. Schoenberger emphasized the geographic dynamics that under-
lie the demise of Fordism, and proposed to include Western Europe as 
the Fordist core. In doing so, she demonstrated how Fordism relies on 
the maintenance of an orderly oligopoly, which in turn hampers the 
development of more promising competitive strategies at the core. 

Gertler questioned the conceptual validity of Post-Fordism and, in 
particular, whether the alleged end of Fordism represents a distinct 
break with the past practices and geography of production. In Gertler’s 
view, flexible specialization not only requires close, collaborative inter-
firm relations, but also may increase reliance on labour through the 
process of reskilling. He also reminded us that flexible institutional 
arrangements like subcontracting or the flexible use of labour pre-dated 
the alleged arrival of post-Fordism. 

Lean production

Womack et al. (1990) added another empirical dimension to debates on 
emerging modes of production. Through a study of Toyota Motors in 
Japan, these authors show that the success of a firm can be largely 
attributed to lean production. Otherwise known as just-in-time (JIT) 
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production, Toyota used small-batch production of different models, 
rather than emphasizing volume production of identical models. It also 
minimized business risk by drastically reducing otherwise costly and 
space-hogging inventory. It reorganized the labour process, replacing 
single-task with multi-task workers. Finally, it encouraged team-work 
among workers, which contributed to a sense of ownership in the prod-
ucts and ultimately to fewer defects. 

Lean production allows a variety of models and options within a 
single assembly line (e.g. producing automobiles). As a result, it is suit-
able in an economic environment of uncertain and/or quickly changing 
demand, and for products that require customization for niche markets. 
Small-batch production minimizes business risk by adopting a demand-
pull model, as opposed to supply-push model. It requires close coordina-
tion with suppliers, however, as parts must also be delivered just-in-time 
in small batches. It also requires significant worker involvement, and 
worker willingness to participate in longer training. The introduction 
of flexibility into an otherwise rigid Fordist mode of production was 
revolutionary in the 1960s, although this model has been widely 
adopted subsequently and has become a global standard for not only 
automobile production, but also for other products, such as personal 
computers. 

Beyond Post-Fordism

The debates over new forms of industrial organization, represented by 
the Regulation School and flexible specialization, are important not 
only for their historical significance, but also for their impact on the 
direction of economic geography. As noted in articles published by 
Economic Geography at the time, the focus of the sub-discipline increas-
ingly shifted away from traditional urban economic topics (e.g. prob-
lems of transport accessibility and the structure of metropolitan areas) 
to industrial and corporate geography. The geography of enterprises 
(the study of firms, mostly in manufacturing and particularly in high-
tech) and industrial organization dominated the sub-discipline for 
much of the 1980s and the first half of the 1990s. Although the Fordist/
Post-Fordist framework still retains strong currency, it has been criti-
cized as too rigid and dualistic, too skewed in its focus on intra-firm or 
intra-cluster organizational dynamics, and limited by its almost exclusive 
focus on advanced industrialized economies. 
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If there is no consensus on the demise of Fordism as the most 
competitive industrial organization, few scholars agree on the current 
nature and state of post-Fordism. Today, our understanding of post-
Fordism incorporates aspects of industrial organization discussed by 
the French Regulation School, as well as by proponents of Flexible 
Specialization and Lean Production. 

key points

•• The French Regulation School developed a sophisticated conceptual 
framework that integrated micro-level practices on the shop-floor 
with macroeconomic trends.

•• Piore and Sabel extended the discussion and suggested that Post-
Fordism would be dominated by a production system known as 
‘flexible specialization’. 

•• No consensus currently exists, however, on the specificity of 
Post-Fordism regarding its production regime and its geographic 
consequences.

further reading

For a comprehensive overview of the Regulation School, see Boyer 
(1990). Also, both Dunford (1990) and Jessop (1990) offer a view of the 
Regulation School. 

notes

1	 Historians have disputed whether this system has led to the overall diskilling 
of labour. See Best (1990) for details.

2	 Stagflation refers to the simultaneous increase of unemployment and inflation 
rates. Until the 1970s the Phillips Curve, which was developed based on 
evidence from the UK in 1861–1957, had us believe that unemployment and 
inflation were always inversely related, and many European economies justi-
fied their high unemployment as a way to control inflation. 

3	 The original NIEs (or sometimes called NICs, Newly Industrializing Countries) 
were: South Korea, Taiwan, Hong Kong and Singapore. They were also known 
as the ‘Four Asian Tigers’. 
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Section 4
Global 

Economic 
Geographies

How do economic geographers conceptualize economic processes at the 
global scale? In Section 4 the focus shifts from the local and regional 
to key concepts that are essential to analyzing Global Economic 
Geographies. 

How do economic geographers engage in globalization debates? As 
economic geographers are concerned with generalizable theory as 
well as specific contexts, the approach is necessarily multi-faceted. The 
chapter on Core–Periphery draws heavily on Marxist ideas, especially 
dependency theory and world-system theories, to explain how uneven 
economic development at the global scale is sustained in part by political-
economic relationships between wealthy (i.e. core), emerging (i.e. semi-
peripheral) and poor (i.e. peripheral) countries. Core economies, 
through colonization and imperialism and, more recently, neo-liberal 
and information-driven capitalism, have created uneven structural 
relationships with those in peripheral and semi-peripheral countries. 
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These relationships enable the core to extract surplus value and 
maintain global economic dominance, while making it difficult for those 
in the periphery and semi-periphery to improve their economic and 
geopolitical position in the world system. 

The chapter on Globalization focuses on three aspects of economic 
globalization. The first is the role of MNCs in driving various forms 
(e.g. offshoring, outsourcing), which in turn result in a new International 
Division of Labour. We then discuss how globalization’s interconnecting 
and homogenizing tendencies are limited by factors such as localized, 
place-specific knowledge, state actors, and cultural preferences and 
traditions. Finally, we explore the concept of scale under globalization, 
noting that traditional perspectives on scale (i.e. local, regional, national 
and global) are losing their usefulness for analyzing both local develop-
ment and global economic change.

The chapter on Circuits of Capital revisits a Marxian interpretation 
of uneven development, but with a focus on how flows of resources (e.g. 
commodities, money) shape interactions among cities, regions and the 
global economy. The chapter begins with a description of Marx’s three 
primary circuits of capital flows – money capital, productive capital and 
commodity capital – and explains how the circuits help to ensure that 
capitalists can continually extract surplus value from labour. This 
foundation is then extended through a discussion of David Harvey’s 
seminal work The Limits to Capital which links capital circuits to 
urban and regional development processes. Harvey’s work provides a 
framework for understanding how local development outcomes are sig-
nificantly influenced by global flows of capital that serve as sources for 
inward investments and as outlets for the distribution of locally gener-
ated profits.

Finally, the Global Value Chains (GVC) chapter examines global 
economic geographies through the transnational supply chains linking 
commodity and component suppliers, manufacturers/processors, retail-
ers and consumers. Starting with the global commodity chain (GCC) 
concept, first developed by economic sociologists and world-system 
theorists, the chapter traces the evolution of GVC research. Particular 
emphasis is placed on two key concepts in value chain relationships – 
governance and upgrading. Governance provides an essential means 
through which buyers and producers organize supply-chain relation-
ships and control lower-tier suppliers with the goal of reducing costs 
and maximizing profits. Upgrading refers to the prospects for lower-tier 
suppliers to improve their position in the GVC through innovations 
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that increase the value of their products, improve the efficiency of their 
operations and/or enable them to perform new functions (e.g. design, 
marketing). The chapter concludes with a discussion of the increasingly 
significant role of international standards (e.g. ISO 9000, product certi-
fication) in GVC governance and with insights from economic geogra-
phers on how localized phenomena (e.g. clusters, institutions) shape the 
prospects for, and significance of, value chain integration.
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4.1 Core–Periphery
Why do some regions and countries remain chronically poor while others 
continually get richer and more powerful? Why has inequality increased 
in the past century and why is it so difficult for developing nations to 
consistently grow their economies and become more industrialized? The 
core–periphery concept addresses these questions by providing a frame-
work for understanding how national and regional economies develop 
in part through their relationships to other places and regions. In doing 
so the concept helps to explain why there are ‘have’ places (cores) and 
‘have-not’ places (peripheries) in the world economy. Economic geogra-
phers have extended the concept by applying ideas from radical political 
economy to explain how structural inequalities between core (advanced 
industrial) and peripheral (developing) countries have evolved and been 
sustained over time. 

Dependency theory, world-system theory  
and the core–periphery concept

The idea that there are cores and peripheries initially came from the 
work of radical political economists (i.e. those inspired by classical 
Marxian theories on class relations and uneven development) inter-
ested in understanding how historical and political forces create une-
venness in the world economy. Scholarship in this tradition originated 
in the 1950s and 1960s through critiques of mainstream theories about 
economic growth and modernization, particularly the work of Walter 
Rostow. Rostow (1960) argued that all countries that adhere to liberal-
democratic principles and foster a free-market system can develop inde-
pendently through five stages of economic growth.1 Radical scholars 
disputed Rostow’s model because it ignored the impact of colonialism, 
imperialism and contemporary geopolitical relationships on developing 
countries. From these concerns and critiques came dependency theory 
and world-system theory. 

Dependency theorists’ critiques of mainstream development theory 
centred on explaining how surplus value transfer and unequal exchange 
structure the relationships between countries once colonized (i.e. the 
periphery) and those responsible for colonization (i.e. the core). Baran 
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(1957) argued that the colonial experience in Latin America and other 
peripheral regions (e.g. Africa, South Asia) had created extreme levels 
of inequality that structurally separated the rich (bourgeoisie) from the 
poor (peasants) within those former colonies. Because of this inequality, 
the rich would have no incentive or interest to improve social and work-
ing conditions for the peasantry. This lack of social investment kept 
wages low, made commodity goods cheap in core export markets, and 
ensured that surplus profits were continually transferred to the local 
rich and/or the foreign investors who owned factories, plantations, for-
ests and mines throughout the periphery.2 Given these realities, the 
capitalist system linking metropolitan states (core) and satellite econo-
mies (periphery) would perpetually disadvantage the periphery vis-à-
vis the core (Frank, 1966). 

Emmanuel (1972) extended these ideas and argued that the unequal 
exchange between core and periphery is driven principally by wage 
disparities. Factory workers in the core, better organized and in rela-
tively short supply, could demand and receive higher wages than those 
in peripheral economies where a surplus of unskilled labour and repres-
sive political systems kept the working classes disempowered. Conditions 
for workers in the periphery were made even worse by colonial and 
post-colonial policies that promoted plantation-style agriculture, large-
scale natural resource extraction industries, and the creation of devel-
opment ‘islands’ where the workers were mostly male and employed in 
formal sector activities (Taylor and Flint, 2000). Because their families 
lived separately, the costs of social reproduction (i.e. child-bearing and 
child-rearing activities) were externalized to isolated rural areas where 
women and children lived on wage remittances from husbands and 
subsistence agriculture. As Figure 4.1.1 demonstrates, the low wages 
given to male workers in the periphery, coupled with the externalization 
of the social-reproduction process, created ‘semi-proletarian’ house-
holds that allowed workers and capitalists in core economies to benefit 
from surplus transfer in the form of cheaper consumer goods and high 
profits.3

World-system theory (WST) was inspired by dependency theory and 
it offers a ‘geographically holistic’ perspective on the global economy. 
Wallerstein (1974) first developed WST as a means for explaining how 
uneven distributions of economic and political power evolved over time 
and space. His central thesis was that the contemporary world system, 
what he labelled the world economy, became global not through imperial 
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or military power but through the forces of capitalism manifest in 
surplus-value transfer and unequal exchange between core and periphery 
(Hall, 2000). 

Wallerstein’s analysis of these unequal relationships led to the devel-
opment of a hierarchy of countries with respect to their power in the 
world-economy system: core countries, peripheral countries and semi-
peripheral countries (Hall, 2000). These terms have taken on different 
meanings since their introduction but today there is consensus about 
the general characteristics of each type of economy. Core economies 
(e.g. in Europe, Japan and the USA) are driven by advanced industrial 
activities and producer services that are supported by powerful state 
governments, a strong middle class (bourgeoisie) and a large working 
class (proletariat). Peripheral economies (e.g. in Africa, South Asia, 
Latin America) are typically driven by natural resource extraction or 
agricultural commodity production, have weak states, a small middle 

Low wages for formal-sector jobs in the periphery are
sustained by externalizing the costs of social reproduction to

rural communities that have little or no access to
state-sponsored social-welfare services 
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 worker’s benefits.
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remittances

Economic centres
– formal-sector
development

‘islands’

Men migrate
to get formal-
sector jobs in

economic centers

Female-headed
households where
social-reproduction
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without state
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Figure 4.1.1    Unequal exchange and households in the core and periphery 
Source: developed from Taylor and Flint, 2000
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class and a large pool of low-skill and/or peasant labour. Semi-peripheral 
economies (e.g. ‘emerging’ economies such as South Africa, China, India 
and Brazil) lie somewhere in between core and periphery, having both 
modern industries and cities while sustaining peripheral attributes 
such as a large peasantry and extensive informal economies.

The power of WST lies not in this tri-partite categorization but in its 
explanation for how uneven resources flows between rich and poor 
countries are sustained and why it is so difficult for peripheral coun-
tries to increase their power vis-à-vis core economies. A country’s 
position within the hierarchy of nation-states can improve but only 
if its politicians and capitalists work together to implement industrial-
development strategies that increase productivity, attract capital 
investments from the outside and create competitive advantages vis-à-
vis other states. Achieving success is no easy task as core and peripheral 
economies are perpetually challenged to balance short-term economic 
needs with longer-term investments in human capital (i.e. education, 
training), social welfare, technologies and physical infrastructure 
(Straussfogel, 1997). Moreover, economic cycles (e.g. Kondradieff 
waves) play an important role in shaping the core–periphery hierarchy 
through periodic downturns that challenge existing power structures 
and which can create opportunities for new ‘cores’ to emerge. For exam-
ple, the economic downturn of 2008–2010 has raised interesting ques-
tions about whether China will emerge from the semi-periphery to 
become the next global superpower (e.g. see Arrighi, 2007). Although 
China’s economy has industrialized dramatically in recent years, its 
ability to do so has been influenced in large part by consumers in core 
economies (especially the USA), thus demonstrating how a country’s 
ability to improve its position in the global hierarchy greatly depends on 
the actions in, and the circumstances facing, other countries.

Recent applications of core–periphery

More recently, core–periphery research has emphasized four general 
lines of inquiry: studies of semi-peripheral economies; critiques of 
neo-liberal forms of globalization; analyses of the international digital 
divide; and research on natural-resource peripheries. In the first case, 
focus is on the unique opportunities and development challenges facing 
the semi-periphery in the world system. Gwynne et al. (2003) analyze 
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how semi-peripheral countries, what they call emerging economies, are 
developing within three broad regions: Central, Eastern Europe and 
Russia; Latin America and the Caribbean; and Asia-Pacific. In doing so, 
they detail the historical and geographical development of these econo-
mies and regions and demonstrate how they represent alternative and 
unique varieties of capitalism (see 1.3 State). 

A second area of core–periphery studies highlights the role of neo-
liberal ideology and policy in maintaining and reproducing structural 
inequality in the world economy. Proponents of neo-liberal policies 
argue that freer markets, effective private-property rights, reduced 
industrial regulation and export-led industrialization are the most effec-
tive strategies for economic development (World Bank, 1993; Williamson, 
2004). Critiques of neo-liberalism are numerous but most critics agree 
that neo-liberal policies favour advanced industrial regions and sustain 
the spatial inequality manifest in the global core–periphery divide 
(Klak, 1998; Harvey, 2006). For example, Arrighi (2002) analyzes Sub-
Saharan Africa’s post-colonial development history and shows how the 
1970s economic crisis led core economies to reshape global economic 
policies and institutions such that capital flows were redirected to them 
while African economies were effectively starved of the capital needed 
to fund development programmes.

A third area of interest relates to the role of information technologies 
(IT) in shaping core–periphery relationships. Building on Castells’ (1996, 
1998) work on globalization, economic geographers have examined why 
some regions and communities (e.g. Sub-Saharan Africa, poor inner 
cities in the USA) are unable to benefit from the new age of information-
driven capitalism (see 6.1 Knowledge Economy). Research has shown 
how digital divides or the uneven distribution of IT and IT-enabled 
activities creates centres and peripheries with respect to digital infor-
mation access. For example, Kellerman (2002) describes how particular 
countries rose to prominence with respect to IT production and use and 
Gilbert et al. (2008) examine the social digital divide that exists within 
communities where needy people have limited access to IT (see 2.3 
Accessibility).

A fourth area of research strives to understand why resource-abundant 
regions often remain less developed than resource-scarce ones. A key 
finding from this work is the notion that a resource curse or addiction 
can stymie development and chronically marginalize resource-rich 
regions through structural factors that discourage economic diversifi-
cation, innovation and social mobilization (e.g. for land rights, labour 
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rights) (Freudenburg, 1992; Auty, 1993). When regions are ‘held back’ 
through these factors and forces, they can become resource peripheries 
that are overly dependent upon core economies’ consumption of energy, 
agricultural products and other raw materials. As Rosser’s (2007) 
study of Indonesia’s economic development demonstrates, peripheral 
status is not inevitable for all resource-rich countries and can be 
avoided through sound economic policy making and the right external 
political and economic conditions. In Indonesia’s case, its strategic 
location during the Cold War and its proximity to Japan helped to 
drive high rates of economic growth during the 1970s and 1980s. All 
told, resource peripheries play a key role in the world economy and a 
greater understanding of them can help geographers more fully under-
stand the dynamics and consequences of economic globalization 
(Hayter et al., 2003). 

key points

•• Cores are advanced industrial regions able to sustain comparative 
advantages over peripheral regions where economies are generally 
dependent on agriculture, natural resource extraction, and/or 
labour-intensive and low value-added manufacturing. Semi-peripheral 
countries (e.g. Brazil, China, India, South Africa) have some charac-
teristics of both core and peripheral economies. 

•• Dependency theory and world-system theory scholars view core–
periphery relationships as the historical products of unequal 
exchange relationships linking once colonizing economies in the core 
to their former colonies in the periphery. 

•• Economic geographers apply the core–periphery concept to studies 
of emerging economies such as China, India and Brazil, the dynam-
ics and consequences of neo-liberal economic policies, the role of IT 
in economic development and the challenges facing natural-resource-
dependent economies.

further reading

Makki (2004) analyzes the history of development interventions in the 
Global South and argues that the current age of ‘global neo-liberalism’ 
will continue to reproduce and exacerbate core–periphery inequalities. 
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See Barton et al. (2007) for an analysis of the unique experiences of 
the semi-peripheral economies of Chile and New Zealand. Pain (2008) 
examines the core–periphery relationships linking the city of London 
and the Southeast England region. Terlouw (2009) details the historical 
development of the Netherlands and Northwest Germany through a 
world-systems perspective.

notes

1	 Rostow’s development model posited that all countries – regardless of their 
history and current material circumstances – could modernize effectively 
through liberal economic and political policies. He created a development 
‘ladder’ for countries constituted by five stages of growth: 1) traditional 
society; 2) the pre-conditions for take-off; 3) the take-off; 4) the drive to matu-
rity; and 5) the age of high mass consumption. The model provides a ‘one-
size-fits-all’ non-socialist framework for economic and industrial evolution 
and in application its promoters argue that developing countries should 
focus first on exporting agricultural or natural resource commodities and to 
then direct the profits from these sales toward the establishment of urban 
based centres of manufacturing.

2	 A good example of this is the Firestone (Bridgestone) rubber plantation in 
Liberia whose 100 million acres of land was acquired from the Liberian gov-
ernment in 1927 for an extremely low price as a result of intense diplomatic 
pressure from the US government (Fage et al., 1986).

3	 Importantly, however, the benefits of this unequal exchange were primarily 
accessible only to white male workers in core economies. Women and minor-
ities traditionally remained exploited and marginal to the system. These 
structural inequalities persist today (see 5.2 Gender; 5.3 Institutions).
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4.2 Globalization
Economic globalization is being driven by the geographical dispersal of 
markets, the functional integration of production activities, and the 
increasing interconnections and interdependencies between people and 
places in the world economy. Since the 1980s, popular books about the 
concept have become commonplace and have generally taken views for 
(e.g. Friedman, 2005) or against (e.g. Stiglitz, 2002) its contemporary 
dynamics, meanings and consequences. In academia, analyses of glo-
balization have come from a variety of disciplines including: economics 
(e.g. Bhagwati, 2004), political science (e.g. Held and McGrew, 2007), 
sociology (e.g. Sklar, 2002) and cultural studies (e.g. Appadurai, 1996). 
Economic geographers have demonstrated how circumstances at the 
local scale, and the spatial connections linking economies, play key 
roles in determining how places and regions influence and are influ-
enced by globalization (e.g. Kelly, 1999; Bridge, 2002; Dicken, 2004). 
Because the breadth of the concept is so extensive, some of these 
contributions are addressed in other chapters of this book (e.g. 1.1 Labour; 
6.3 Consumption; 6.1 Knowledge Economy; 6.2 Financialization). Emphasis 
in this chapter is placed on three themes central to the economic geog-
raphies of globalization: the role of multinational corporations (MNCs) 
in globalization and the New International Division of Labour (NIDL); 
why there are limits to economic globalization; and how globalization 
has forced geographers to rethink their conceptualizations of spatial 
scale. 

Multinational corporations and the new  
international division of labour

As the global economic crisis of the mid-1970s persisted, scholars began 
observing significant changes in the location of industries and the strat-
egies and structure of large corporations. Hymer (1976) and Fröbel 
et al. (1978) argued that MNCs were reorganizing the world economy 
in new ways that differed from the classical (i.e. Ricardian) division of 
labour; that is, a situation where a country’s comparative advantage in 
trade was based simply upon whether it was a raw material supplier or 
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a producer of manufacturing goods. In this new age of global capitalism, 
a New International Division of Labour (NIDL) was emerging as manu-
facturing activities shifted from advanced industrial economies into the 
developing world. Central to this transformation was MNCs’ use of 
multi-country input sourcing strategies that distributed production 
across many places and significantly increased the cost-efficiency of 
manufacturing systems. This spatial reorganization of production was 
made possible in part by logistics innovations (e.g. containerization) 
and information technologies (IT) and by changes in the structure of the 
world financial system (Taylor and Thrift, 1982; Castells, 1996).

The global coordination of production activities has been broadly 
characterized by three processes: offshoring, outsourcing and original 
equipment manufacturer (OEM). Offshoring occurs when firms move 
production facilities to foreign countries in order to reduce production 
costs while maintaining direct control. Vernon’s (1966) product life- 
cycle theory explained why manufacturing locations for particular 
products shift from industrial economies to developing countries. This 
shift occurs when the product leaves the research and development 
(R&D) intensive stage (which requires high-skilled labour) and when 
competition for the product shifts from one based in large part on prod-
uct differentiation (few competitors) to another based on price (many 
competitors). The need for lower production costs drives MNCs to 
develop mass-production systems and seek out new factory locations in 
developing countries where wage rates are lower.

Outsourcing is often used interchangeably with subcontracting. 
Outsourcing refers to firms externalizing production or services that 
used to be conducted in-house (e.g. using third-party logistics services 
instead of owning and operating trucks), whereas subcontracting takes 
place in a hierarchical organization in which certain tasks are con-
ducted by outside firms (e.g. a small firm supplying nuts and bolts for 
Toyota). While outsourcing is typically conducted so a firm can focus on 
its ‘core competence’, subcontracting can be complex and are driven by 
the need for speciality parts or services, a desire to achieve cost savings 
through economies of scope in the subcontracted firm, and/or an inter-
mittent or seasonal need to boost the principal firm’s production capac-
ity. Although outsourcing/subcontracting can take place within a 
country, these terms are increasingly used to refer to MNCs giving 
contracts to foreign firms to produce goods and services (Dicken, 2007). 
In contrast to offshoring, which requires more direct capital and 
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managerial investments, international outsourcing/subcontracting can 
increase the flexibility of an MNC by externalizing some of the costs 
and risks associated with factory management. 

OEM refers to manufacturers with agreements to produce goods to be 
marketed by other branded distributors or retailers. OEM provides 
relatively unknown manufacturers access to new markets (e.g. Sears 
brand white goods – such as washing machines – were manufactured 
by Japanese firms in the past and more recently by Chinese firms) and 
may even offer opportunities for technological upgrading, the process of 
improving product quality, production efficiency and/or the firm’s func-
tional capacity through ties to buyers in international markets (see 
4.4 Global Value Chains). As Gereffi (1999) demonstrated, OEM has 
been important for East Asian apparel manufacturers to develop their 
own brands and clothing design capabilities.

In sum, the offshoring, outsourcing/subcontracting, and OEM have 
created globally distributed production systems whose effective coordi-
nation has been facilitated by innovations in transportation logistics, 
financial services and IT. This dispersal of production not only makes 
established MNCs more efficient, it also provides opportunities for 
newly emerging MNCs (from emerging economies) to internationalize 
their activities and gain access to new forms of knowledge (e.g. see Tokatli, 
2008). However, MNC driven globalization can have negative conse-
quences in both industrialized and emerging economies. In the USA 
and Europe, globalization of production has increased the wage gaps 
between blue- and white-collar workers (Bardhan and Howe, 2001). In 
developing countries, child labour, gender discrimination and sweat-
shop working conditions have been linked to outsourcing activities in 
the apparel, textile and other manufacturing industries of the MNCs 
(e.g. see Rosen, 2002). 

The limits to economic globalization

Although MNCs and the NIDL have played an important role in inter-
connecting and integrating places in the world economy, many business 
activities remain difficult or impossible to outsource or offshore. 
Storper’s (1992) work on Product Based Technological Learning (PBTL) 
systems – territorially bounded sets of knowledge and production  
conventions – showed how regional trade specializations limit the  
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geographical spread of high-value, quality driven production systems 
(e.g. in software and electronic manufacturing). Because the knowledge 
needed to be competitive is impossible to internalize completely in a 
single firm, certain segments of industries high in skill and knowledge 
intensity (e.g. R&D for IT and biotechnology) can rarely be easily trans-
ferred around the global economy. Spatial proximity and industrial 
clustering are thus rational outcomes of these information and technol-
ogy needs, and when the right kinds of capabilities evolve in a place or 
region, convergence or catch-up on the part of other places can be 
extremely difficult to achieve (Maskell and Malmberg, 1999; Scott, 2006) 
(see 5.3 Institutions; 3.2 Industrial Clusters; 3.3 Regional Disparity; 2.1 
Innovation; 5.5 Networks).

States also limit globalization through their influence on home-based 
MNCs’ investment and trade activities. Dicken (1994) argues that 
MNCs are first and foremost embedded in the contexts from which they 
originated and that this embeddedness creates state–firm tensions that 
limit the geographical reach of corporations (see 5.4 Embeddedness; 1.3 
State). In 2002 the 100 leading MNCs still had almost half of all their 
sales, assets and workers in their home countries (Dicken, 2007). Even 
when firms are internationalized, the geographical destinations of their 
foreign investments may be concentrated in particular places or regions. 
For example, a US firm may appear to be highly globalized when in fact 
the overwhelming proportion of its international investments are in 
Canada. Because many states rely on the tax revenues and employ-
ment generated by MNCs, governments use incentives (e.g. subsidies, 
reduced taxes, favourable labour and environmental regulations) to 
keep firms and jobs local (Yeung, 1998). These conflicts and strategies, 
when coupled with international differences in state–firm relationships 
and institutions, make it highly unlikely that the world economy will 
ever be fully integrated (Jessop, 1999). 

Globalization’s limits also become clear when one takes a cultural 
view of place creation and economic development. Amin and Thrift 
(1993) argue that globalization is in fact creating greater heterogeneity 
among places which in turn plays a significant role in shaping the 
world economy. Following Appadurai (1990), they believe that the glo-
bal economy can be understood in terms of the different knowledge, 
cultural, people and financial flows that create complex interactions or 
disjunctures at the local scale. Given the pace and scale of these global–
local interactions, cities and regions need to develop effective institutions 
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that enable local actors to access global flows such that they contribute 
positively to economic development (Amin and Thrift, 1993; Amin and 
Graham, 1997) (see 5.3 Institutions).

Finally, geographers have also demonstrated that there are signifi-
cant limits on globalization as a force driving the homogenization of 
cultures everywhere. While some cultural traits (e.g. Thai food, hip-hop 
music) have become increasingly globalized in recent decades, ethnic 
identities, social values and cultural traditions can remain rooted or 
embedded in places (see 5.1 Culture). Even as international migration 
connects people and places in new and direct ways, the traditions and 
identities of migrants are often sustained and reproduced through their 
diasporic communities (Mohan and Zack-Williams, 2002). Studies have 
focused on how transnational identities are constructed through inter-
national migration (Wong, 2006) and how an immigrant’s ties to others 
within her/his ethnic diaspora create opportunities for transnational 
investment and trading (Mitchell, 1995). Economic geographers have 
also examined how diasporic ties contribute to industrial innovation 
(Saxenian and Hsu, 2001) and how the flow of remittances from immi-
grants to their home communities constitutes a significant source of 
financial capital for developing regions (Jones, 1998; Reinert, 2007).

Globalization, states and the rethinking  
of scale in economic geography

Geographers interested in the political-economic implications of globali-
zation have raised important questions about how it is reshaping the 
role of the state in regional development. A key debate in this literature 
centres on whether conceptualizations of geographic scale adequately 
account for new forms of economic coordination and governance such as 
those manifest in multilateral and bilateral trade treaties and regional 
economic agreements. Broadly stated, these debates have sought to 
move beyond traditional ‘containerized’ conceptualizations of scale (i.e. 
local, national, global) by emphasizing one of two general approaches: 
a relativized view of scale and an anti-scale or topological view. 

For proponents of relativised perspectives, traditional conceptualiza-
tions of scale fail to account for how economic globalization – driven by 
neo-liberal capitalism – has forced states to reorganize or rescale their 
activities in order to carve out competitive niches in the global economy 
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(Swyngedouw, 1997; Brenner, 2000). Specifically, states have become 
less concerned with the relationships between their industrial base and 
the local economy and are instead focused on improving the relation-
ships between local firms and the international marketplace. These 
rescaling processes are manifest in the creation of new regulatory 
frameworks that reshape regional growth processes through the devel-
opment of ‘glocalized’ (global–local) or ‘glurbinized’ (global–urban) 
economic relationships (Swyngedouw, 1992; Jessop, 1999). For example, 
Grant and Nijman (2004) show how the Indian and Ghanaian govern-
ments effectively enabled and promoted uneven development within 
their regions and cities in order to attract foreign investment. Beyond 
forcing a reconsideration of how regional development occurs in the 
context of contemporary globalization, analyses of state rescaling efforts 
raise important questions about their social justice implications. 
Specifically, the policies associated with glocalization strategies may 
exacerbate local inequalities based on class, ethnic identity and/or gender 
by favouring or prioritizing the needs of external markets and MNCs 
(e.g. see Nagar et al., 2002).

In contrast, some scholars view scale as an outdated concept and 
globalization as an outcome of the ‘non-scalar’ or topological relation-
ships that link places together in the world system (Castells, 1996; 
Amin, 2002; Marston et al., 2005). In this perspective, firms, industry 
and regional development are driven by the degree of access to glo-
balized knowledge and capital flows (Hess, 2004). As such, economic, 
financial and industrial networks, not territorial states, cities or regions, 
structure the global economy by distributing resources and creating 
interconnections and interdependencies between places. Although net-
work perspectives have had a significant influence in recent years, most 
economic geographers recognize that conventional ideas about scale 
and relativized views of scale (e.g. global–local) remain important for 
analyses of globalization’s causes and consequences (e.g. see Sheppard, 
2002; Dicken, 2004) (see 5.5 Networks). 

key points

•• Economic globalization is being driven by the geographical dispersal 
of markets, the functional integration of production activities, and 
the increasing interconnections and interdependencies between 
people and places in the world economy.
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•• Offshoring, outsourcing and OEM strategies of MNCs play a key role 
in economic globalization. 

•• Economic geographers have demonstrated how localized knowledge 
and capabilities, state power and place-based culture limit the reach 
of the homogenizing or dispersing forces behind globalization. 

•• Globalization has sparked important debates about geographical 
scale’s conceptualizations, meanings and manifestations.

further reading

Wade (2004) provides an empirically rich analysis of whether economic 
globalization is reducing inequality. Cox (2008) critiques Thomas 
Friedman’s book The World is Flat and argues that uneven geograph-
ical development is an unavoidable consequence of globalized 
capitalism. The World Bank’s (2009) recent World Development 
Report: Reshaping Economic Geography focuses on the role economic 
geography plays in shaping countries’ abilities to benefit from liberal-
ized trade and investment strategies. See Rigg et al. (2009) for a 
thorough analysis and critique of the World Bank’s arguments. 
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4.3 Circuits of 
capital

The circuits-of-capital concept was originally articulated by Marx and 
remains a core idea in radical political economy. In simple terms, the 
concept helps to explain how economies are constituted by capital-
circulation systems that enable capitalists to continually accumulate 
wealth and power through unequal exchange relationships with 
workers. For geographers, the idea gained prominence through David 
Harvey who extended the concept into a critical theory of capitalism 
and the space economy. In application, it helps to explain how struc-
tural factors (i.e. the capital-circulation system) drive uneven devel-
opment in cities, regions and the global economy. The concept also 
shows how states and capitalists strive to overcome the crisis ten-
dencies plaguing the capitalist system by altering capital flows 
through ‘spatial fixes’. Geographers have extended the idea into 
studies of global finance, transnational flows of culture and knowl-
edge and labour migration. 

Marx and the circulation of capital

The circuits-of-capital concept, initially developed by Marx in Capital 
(1967), provides a powerful explanation for how capitalism functions. 
At its core is the notion that capital is circulated within or among places 
through three primary circuits: the circuit of money capital, the circuit 
of productive capital and the circuit of commodity capital. These circuits 
are the primary foundations of the capitalist system and provide the 
means through which surplus value (i.e. excessive profits derived from 
unpaid labour) is continually extracted from labour and appropriated 
by capitalists. Most importantly, the circulation system is a necessary 
condition for the reproduction of capitalism.

Marx’s historical-materialist analysis described the evolution of the 
capitalist system and showed how the development of credit markets, 
new production technologies and universally recognized forms of money 
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enabled the expansion of capitalist power. Money, a measure of use 
value, is social power in Marx’s theory and the development of money 
forms that are spatially mobile and widely legitimated is a key innova-
tion in human history. Specifically, in the days of commodity-only trade 
(i.e. barter) there was a greater balance in the timing and value of 
exchange that limited, to some degree, the hoarding of wealth and 
social power. With the development of universal money forms (e.g. coins, 
dollar bills), exchange relations were transformed from commodity only 
(C-C) trade to commodity-for-money (C-M) and/or money-for-commodity 
relationships (M-C). This change creates the conditions necessary for 
unequal exchange relationships, and one of Marx’s key insights was to 
recognize that while the commodity-money circuit (C-M-C) might 
achieve a balance between use values of different commodities, with 
money serving as a place holder of value, the money circuit (M-C-M) 
could not be sustained if money holders simply gained an equivalent 
amount of capital after taking on the risk of buying or investing in a 
commodity and then reconverting that commodity back into an equiva-
lent amount of money. In other words, there needed to be an incentive 
for taking such risks and this is where capital accumulation through 
the extraction of surplus value comes into the circulation system. For 
the system to work, capitalists (the principal holders or ‘hoarders’ of 
M) must be able to realize excess profits in the money circuit, repre-
sented by Marx as M-C-M’ (M’ = M + the surplus value extracted from 
labour). The result was two circuits or systems of circulation, the com-
modity circuit C-M-C’ and the money circuit M-C-M’. Marx then 
extended these relationships to a third circuit or stage wherein the 
production of commodities took place (P), although he recognized that 
this necessary step would temporarily interrupt the flow of capital in 
the system. 

The extraction, exchange and production activities constituted by the 
money circuit, productive circuit and commodity circuit enable the con-
tinual reproduction and expansion of capitalist society (see Figure 4.3.1). 
Money capital (i.e. capitalist power) is the key driver of the system in 
that it enables the purchase of the commodities, fixed capital (i.e. the 
means of production embodied in technologies, machines, a factory, 
land, etc.) and labour power necessary for circulation. Money is first 
used for the ‘productive consumption’ of commodities, the means of 
production (MP) and labour power (LP) which transforms raw material 
commodities (C) into manufactured or value-added commodities (C’). 
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Labour power receives a wage for its effort, which is then used towards 
the purchase of wage goods (e.g. basic needs such as food and clothing) 
that are also produced in commodity circuits. Capitalists, too, consume 
these goods, but the excess profits (m) they obtain through the exploitation 
of labour enables them to also purchase higher value or luxury goods 
(c). Over time, these three stages or circuits continually reproduce 
themselves in order to expand capitalist accumulation at the expense 
of labour power and a more equal distribution of material well being 
in society.

Sale of labour power and purchase
of wage goods by labourers

Sale of commodity output by one
capitalist to another

Purchase of
commodities
for production
by the capitalist Purchase of goods

for consumption
by the capitalist

Purchase of
commodities
for production
by the
capitalist

Production
function

Production
function

C

W

M C P C ′

C ′

C+c
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M+m

C ′M ′

M ′

C′

M ′

LP

MP

C

MP

C

W

P ......

LP

=

Circuit of money capital Circuit of productive capital

Circuit of commodity capital

=

Figure 4.3.1    Marx’s capital-circulation system
From M. Desai (1979) Marxian Economics. Oxford: Blackwell. 
Reprinted with permission.
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Circuits of capital, uneven development  
and the spatial fix

Geographers’ first significant engagement with Marx’s ideas came in 
the 1970s when David Harvey extended the circuits-of-capital concept 
to explain economic development processes. Harvey’s (1982) landmark 
book The Limits to Capital applied Marx’s ideas about accumulation, 
surplus value extraction and the circulation of capital in the develop-
ment of a theory to explain how capitalism works and why it needs 
capital mobility, spatial economic integration and uneven development 
to sustain itself.

To explain how capital mobility and geography shape the contempo-
rary evolution of an urban, regional or national economy, Harvey (1982, 
1989) integrated two additional circuits into Marx’s primary ones 
(i.e. the money, commodity and productive circuits). These parallel circuits 
are necessitated by capitalism’s tendencies towards over-accumulation 
and devaluation crises (i.e. economic recessions and inflationary crises), 
and they provide a means for diverting or ‘switching’ excess profits out 
of the primary circuits in order to prevent such crises. Moreover, these 
secondary and tertiary circuits enable states and private-sector actors 
to continually invest in future means of production and in the social 
reproduction of labour (see Figure 4.3.2).

Secondary circuits – regulated by the state but controlled by private 
sector actors – provide a key mechanism through which primary capital 
is diverted into financial markets, fixed capital and the built environ-
ment (e.g. roads, stadiums and office buildings). Moreover, this circuit 
contains a consumption fund to ensure there are sufficient investments 
in the infrastructure and durable consumer products necessary for com-
modity consumption (e.g. stoves, shopping malls, refrigerators). 
Financial and investment markets are central to the secondary circuit 
and they provide a system through which capital can invest in future 
expectations for production and profits, what Marx and Harvey call a 
fictitious form of capital (see 6.2 Financialization). 

Tertiary circuits – transfers of excess profits and taxes into science 
and technology research and social expenditures (e.g. health care, edu-
cation, security, welfare programmes) – also play a key role in the 
urban and regional development process in that they provide for public 
goods (e.g. defence), pay for the costs of governing, fund technological 
invention and innovation, and facilitate the skilling, training and social 
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reproduction of labour. States are responsible for determining how 
much surplus capital and taxes will be channelled away from the pri-
mary circuit for these activities. As such, the economic and social wel-
fare policies of a given state (e.g. neo-liberal, developmental, Keynesian 
welfare state – see 1.3 State) are a central influence on the nature, scale 
and scope of capital flows in tertiary circuits. 

Although Harvey’s three-circuits model succinctly describes capital 
flows within a region, the real-world dynamics of these interrelation-
ships are complicated by the space–time characteristics of capital flows 
(i.e. from where and when capital is transferred into or from a particu-
lar part of the circuitry), shaped significantly by ties to outside markets 
and places, and determined in part by each region’s unique historical 
and geographical conditions. Moreover, the constant threat of crisis 
inherent in capitalism means that the circuits need to be continually 
restructured both internally, through inward transformations that 
alter the flows within and between the three circuits, and externally, 
through outward transformations that reshape the city, region or coun-
try’s ties to other places and circuits. These strategies entail the widen-
ing (dispersing trans-locally) and/or deepening (concentrating locally) 
of capital such that accumulation is expanded and uneven development 
persists in spite of capitalism’s internal contradictions (e.g. production 
is a social process, but the means of production are privately held; 
capital strives to be universal while simultaneously benefiting from 
geographic differences) (Smith, 1990) (see 4.1 Core–Periphery). In other 
words, capital must continually disrupt the equilibrating tendencies 
(i.e. the over-accumulation and devaluation process) of the system 
through ‘spatial fixes’ that redirect capital flows inward (i.e. locally) or 
outward (i.e. to other regions and places) (Harvey, 1982; Jessop, 2000; 
Schoenberger, 2004). For example, Arrighi (2002) believes that the US 
government resolved the economic crisis of the 1970s through policies 
that liberalized global financial flows of capital and attracted foreign 
investors to the United States. 

Geographers have examined the spatial fixes used by cities, regions 
and countries in great detail and demonstrated how they can take 
many forms and be organized at or between various spatial scales. 
Within cities, urban-development strategies such as gentrification and 
the ‘new urbanism’ offer means for local capitalists to tap into global 
capital flows (Harvey, 1989; Smith, 2002). At the national scale, states 
and MNCs have commonly used outward transformations such as 
the offshoring of manufacturing activities or of shift to export-oriented 
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4.3 Circuits of Capital

industrialization policies as a strategy to redirect global capital flows 
into urban and regional economies (Glassman 2001; Harvey, 2001). 
Finally, globalization – manifest in the increasing functional integra-
tion and supranational regulation of the world economy – has compli-
cated the design, implementation and outcomes of spatial fixes as 
cities, regions and national economies rescale their regulatory systems 
in order to make their economies more competitive and receptive to 
capital flows (Swyngedouw, 1997; Jessop, 2000; Brenner, 2001) (see 4.2 
Globalization; 3.4 Post-Fordism). These ‘solutions’ come at a price, how-
ever, in that they may simultaneously facilitate over-accumulation in 
the global economy (Hung, 2008), create vulnerabilities in the national 
economy (Glassman, 2007) or reproduce structural inequalities at the 
urban scale (Bartelt, 1997; Wyly et al., 2004). 

Applications and extensions

Beyond contributing to theories on capitalist crises and their spatial 
‘fixes’, analyses of capital circuits have been applied to understand how, 
where and why particular industries evolve and how the stages of com-
modity production and consumption are shaped by international capital 
flows (Foot and Webber, 1990; Christophers, 2006). Capital circuits 
have also been used to analyze the historical development of slavery 
and the furthering of racial-segregation practices in the ante-bellum 
and post-bellum South (McMichael, 1991; Wilson, 2005). Flows of 
money in the world economy have been informed by the circuits con-
cept, particularly with respect to studies of off-shore banking centres 
(e.g. the Cayman Islands, Panama) that have attracted large flows of 
capital through relaxed regulatory frameworks that give them a global 
competitive advantage (Roberts, 1995; Leyshon and Thrift, 1996; Warf, 
2002) (see 6.2 Financialization). Finally, labour migration has been 
analyzed through a circuits framework with respect to both its contri-
bution to labour supplies in cities and regions and in terms of its sup-
port for flows of financial remittances back to home countries (Peterson, 
2003; King et al., 2006) (see 1.1 Labour).

Recent work has linked social and cultural concerns to the political-
economic foundation of the circuits-of-capital concept (see 5.1 Culture). 
Hudson (2004) argues that materialist approaches need to be aug-
mented by deeper consideration of how agents, social relations and 
institutionalized practices create spaces where knowledge, commodities 
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and culture flow and where capital’s primary, secondary and tertiary 
circuits are realized. For Lee (2002, 2006), the circuits-of-capital con-
cept is too limiting in that it focuses solely on economic or capitalist use 
values at the expense of understanding how value often transcends 
capitalist ideals and how its diverse meanings are socially contested 
and geographically and historically embedded (see 5.4 Embeddedness). 
He suggests that the concept be more inclusive and place-sensitive such 
that it is better able to account for alternative and/or diverse forms of 
economic organization (e.g. localized forms of currency, bartering, 
cooperatives – see Gibson-Graham, 2008).

key points

•• Marx first conceptualized the circuits of capital as a system that 
functioned in three stages: the money circuit, the productive circuit 
and the commodity circuit. David Harvey extended Marx’s ideas by 
considering the spatial aspects of capital circuits and by recognizing 
the need for alternative circuits (i.e. secondary and tertiary circuits) 
into which capitalists can divert accumulated capital for invest-
ments in infrastructure, industrial development and the social pro-
grammes needed to sustain an adequate supply of labour.

•• Spatial fixes are strategies employed by capital and states, which 
strive to prevent or mitigate crises by altering capital circuits 
through redirecting capital flows inwardly or outwardly. 

•• Recent extensions of the circuits-of-capital concept can be found 
in industry studies, financial market analyses, labour/migration 
research, and in debates on how circuits, flows and values in the 
world economy are socially constructed and distinctively shaped by 
places and their histories.

further reading

Jones and Ward (2004) revisit Harvey’s Limits to Capital with the goal of 
extending his theories on the causes of capitalist crises. Bello (2006) 
examines how global circuits of capital were reorganized in the 1980s 
and 1990s through the US government’s neo-liberal strategies and 
how they caused the economic and financial crises that doomed the 
prospects for the full integration of the world economy. 
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4.4 GLOBAL VALUE 
CHAINS

The global value chain (GVC) concept explains how the supply chains 
linking manufacturers and consumers in advanced industrial econo-
mies to producers based in developing economies are governed through 
transnational networks. Beyond mapping global commodity and value 
flows, GVC also explains why multinational corporations (MNCs) based 
in advanced industrial economies retain power whereas supplier firms 
in developing countries experience great difficulties in improving their 
position in the value-chain hierarchy. Recent studies have focused on 
how globalized product standards and production certification schemes 
are shaping value chain structures. Some economic geographers have 
sought to develop more place- and region-sensitive analyses using the 
GVC framework. 

From global commodity chains to  
global value chains

The term commodity chain originated within world-system theory (see 
4.1 Core–Periphery) to describe how global trade is organized and 
evolved historically and spatially through periods of expansion and con-
traction in the world economy (e.g. Schumpeterian cycles, Kondradieff 
waves) (Hopkins and Wallerstein, 1986). Few commodity chain studies 
today refer to world-system theory, however, and the concept was trans-
formed into a more industry- and enterprise-centred framework by 
Gereffi and Korzeniewicz (1994). For Gereffi et al. (1994: 2), global com-
modity chains (GCCs) are ‘networks of labour and production processes 
whose end result is a finished commodity’, and they are constituted as a 
linear series of nodes linking raw material supply locations to the final 
markets.1 Although related, the GCC concept differs from the New 
International Division of Labour (NIDL, see 4.2 Globalization) in that the 
NIDL focuses on intra-firm relationships (i.e. within MNCs) while the 
GCC concept emphasizes the inter-firm networks linking suppliers, 
producers and buyers in international markets (see 5.5 Networks). 
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GCCs are constituted by four characteristics: input–output structures, 
geographical distribution, governance structures and institutional 
frameworks that create the conditions necessary for their development 
(Gereffi, 1994; Gereffi, 1995). Input–output structures are the exchange 
relationships that link raw-material suppliers to producers and con-
sumers. These exchanges result in geographical distributions that are 
periodically transformed as new lead firms and consumer markets 
emerge. Governance structures are the rules, regulations and power 
relations that determine how firms interact in the GCC. These are 
especially important in influencing if and how lower-tier suppliers can 
improve their positions in the chain. Institutional frameworks are 
similar to governance structures in influence but remain distinct in 
their reference to the wider structural environment, such as institu-
tionalized rules, norms and regulations (e.g. trade policies, product-
safety standards, intellectual property right regulations) that enable 
lead firms to subordinate other firms through their control over access 
to markets and information (Raikes et al., 2000).

Empirically, GCC research has focused primarily on the governance 
of commodity chain relationships with an emphasis on the role that 
lead firms (often MNCs) play in structuring global industries. The main 
contribution of Gereffi’s (1994) early GCC work was his characteriza-
tion of the apparel industry as a buyer-driven commodity chain, as 
contrasted against commonly assumed producer-driven commodity 
chain. Figure 4.4.1 summarizes the management strategies of each type 
of chain. Producer-driven chains are associated with industries that 
have high entry barriers due to their need for extensive capital invest-
ment and advanced manufacturing technologies (e.g. the automobile 
industry, advanced electronic equipment). Leading manufacturers (e.g. 
Toyota) have complete and direct control over the production process 
and they tightly manage component and parts suppliers. In buyer-
driven relationships, which Gereffi argued to be more common, 
manufacturers play a subordinate role to retailers and distributors, 
who play the role of the lead firms. Buyer-driven governance is typical 
for industries characterized by low entry barriers, mature production 
technologies and lower fixed capital needs (e.g. apparel, toys, agri-food). 
As a result, production activities in buyer-driven chains are relatively 
easy to outsource to independent firms or farmers, and power resides 
not with producers but with retailers and distributors who control 
branding, design and marketing. 
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The distinction between producer- and buyer-driven industries is 
often blurry as lead firms may use a blend of strategies that are asso-
ciated with both types of governance (Raikes et al., 2000). Recognition 

Producer-driven Commodity Chains

Manufacturers Distributors
Retailers

and Dealers

Domestic and Foreign Subsidiaries
and Subcontractors

Buyer-driven Commodity Chains

OVERSEAS U.S. MARKET

Branded
Marketers

Retailers

Overseas
Buyers

Traders

Factories

Branded
Manufacturers

Figure 4.4.1    Gereffi’s (1994) conceptualization of producer and buyer-driven 
GCCs
NOTE: Solid arrows are primary relationships; dashed arrows are secondary 
relationships. Retailers, branded marketers, and traders require full-package 
supply from overseas factories. Branded manufacturers generally ship parts 
for overseas assembley and re-export to the manufacturer’s home market.
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of this complexity led to the development of the global value chains 
(GVC) framework as a means for providing a more subtle distinction 
between different types of buyer- and producer-driven chains (Humphrey 
and Schmitz, 2000; 2002). Gereffi et al. (2005) argue that the mode 
of governance in a GVC is not determined by the commodity per se but 
instead by the nature of supplier–buyer relationships as manifest in 
the geography of transactions (e.g. are face-to-face meetings essential 
for contract negotiations?), by the need for high levels of mutual trust 
and by the technological capabilities of suppliers.

Gereffi et al. (2005) identified five modes of GVC governance (see 
Figure 4.4.2). Three of these structures are commonly associated with 
buyer-driven industries (market, modular and relational) and two are 
more specific to producer-driven industries (captive, hierarchy). At the 
most basic level are market forms of governance where price is para-
mount, transactions are arms-length (i.e. low levels of trust), and where 
the technology needed for participation is relatively standardized and 
widely accessible. When buyer-driven industries require more intense 
interactions between lead firms and suppliers, governance takes on a 
relational or modular form as lead firms and suppliers develop close 
and mutually dependent relations with a high degree of trust. At the 
other end of the spectrum are captive and hierarchical GVCs, both of 
which are producer-driven forms of governance that enable firms to 
maintain tighter control over production and sourcing. Captive value 
chains exist where parts and components suppliers are highly depend-
ent on lead firms, whereas hierarchical GVCs refer to those where sup-
pliers are vertically integrated into the production structure of the lead 
firm. However, as Sturgeon et al. (2008) have observed, these categories 
of governance are not mutually exclusive to particular firms or indus-
tries. Instead, contemporary GVCs are organized through diverse strat-
egies aimed at improving the competitiveness and organizational 
flexibility. 

Recent research of GVC has sought to understand how value chain 
integration influences local and regional development processes, 
particularly in the Global South. These studies cover a wide range of 
industries – automobiles in Brazil and India (Humphrey, 2003), coffee 
in Indonesia (Neilson, 2008), and food and apparel in Africa (Gibbon; 
2003; Ouma, 2010) – and analyze how multinational systems of regula-
tion (e.g. neo-liberal economic reforms, product standards) are influenc-
ing the prospects for developing country economies to benefit through 
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ties to GVCs. The findings show how GVC integration is an uncertain, 
complex and contested process whose outcome is contingent upon the 
commodity in question, the governance strategies of lead firms, and on the 
ability of states and workers in developing countries to gain concessions 
with respect to working conditions, wages, and the value-added they 
contribute to the GVC (Gibbon and Ponte, 2005).

Upgrading in GVCs

GVC research also focuses on how value chain relationships can enable 
suppliers to improve their technological capabilities. Changes in tech-
nological capabilities of suppliers are conceptualized as industrial 
upgrading and take a variety of forms: 1) improvements in the design 
or quality of products; 2) increases in production efficiency and produc-
tivity; 3) changes in their role in the value chain (e.g. a parts manufac-
turer becomes a parts designer); or 4) diversification to new sectors or 
industries (Gereffi, 1999; Humphrey and Schmitz, 2002). Studies of 
industrial upgrading analyze how suppliers succeed or fail to improve 
technological capabilities and positionality in GVCs through industrial 
upgrading in order to capture more of the value-added. Beyond the 
need to develop appropriate skills, efficiencies and infrastructures, the 
prospects for upgrading also hinge upon forms of governance (Gereffi 
et al., 2005). In some cases, lead firms may prevent upgrading through 
technological advances that deskill or devalue the supplier’s labour (e.g. 
technologies that reduce the importance of raw-material quality in the 
cocoa or cotton-processing industries). In other cases, safety, sanitary, 
environmental and/or labour regulations create barriers for upgrading 
(e.g. in horticultural-processing industries). Moreover, pricing expecta-
tions reward only those suppliers able to compete in high-volume and 
low value-added markets (e.g. in apparel manufacturing) and therefore 
may discourage upgrading (Fold, 2002; Barrientos et al., 2003; Gibbon 
and Ponte, 2005).

Studies of industrial upgrading have also shown how links between 
GVCs and clusters can improve the production capabilities, competi-
tiveness and resilience of local industries and technical communities 
(Humphrey and Schmitz, 2000) (see 3.2 Industrial clusters). For exam-
ple, Giuliani et al. (2005) show how global buyers who source from 
clustered industries (e.g. shoemaking, food processing) often encourage 
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suppliers to upgrade their process and product capabilities such that 
they meet cost and quality standards. Importantly, however, clusters 
alone will not enable upgrading (e.g. see Izushi, 1997; Schmitz, 1999). 
States, industrial-promotion agencies and businesspeople must help to 
create the appropriate institutional conditions for the successful 
upgrading of clustered firms (Okada, 2004) (see 5.3 Institutions).

Recent debates and extensions 

Economic geographers have extended the GVC concept in two direc-
tions. The first strives to understand how new regulatory and product 
certification systems (e.g. ISO 9000 and 14001) are influencing GVC 
relationships. Particularly significant are studies that assess the role of 
regulatory structures in creating GVC entry barriers for firms in devel-
oping and emerging economies (e.g. Neumayer and Perkins, 2005) and 
those that analyze the effectiveness of product certification programs 
(e.g. FSC certification for forest products) in contributing to fair 
trade and sustainable development (see 6.3 Consumption; 6.4 Sustainable 
Development). Although suppliers and workers who commit to these 
regulatory frameworks expect better prices and working conditions, 
these are in practice difficult to achieve, as monitoring is often costly 
and implementation is highly problematic (e.g. see Morris and Dunne, 
2004; Hilson, 2008).

A second area is the development of the global production networks 
(GPN) framework. The GPN concept was developed by economic geogra-
phers dissatisfied with the GVC emphasis on linear, unidirectional and 
vertical relationships linking lead firms to suppliers and, ultimately, the 
consumers (Dicken et al., 2001; Henderson et al., 2002). Unlike GVC 
approaches that emphasize sectoral development, GPN studies take a 
territorial view in understanding regional development processes, and 
stress the role of region-specific characteristics in embedding production 
activities (Coe et al., 2004)(see Embeddedness). The distinguishing fea-
ture of GPN is in its emphasis, which not only incorporates inter-firm 
alliances, but also public–private partnerships, such as relationships 
between firms and civil-society organizations such as environmental 
protection groups and labour unions. These extra-firm relations are both 
local and trans-local, and often introduce additional complexities that 
blur ‘traditional organizational boundaries’ (Henderson et al., 2002: 445). 
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Empirical applications of the GPN framework are relatively new, with 
debates continuing as to whether the concept can offer significant improve-
ments over GVC approaches (Coe et al., 2008; Sturgeon et al., 2008).

key points

•• The GVC concept is used to examine how suppliers based in emerging 
and developing regions are linked to leading MNCs that manufac-
ture products (e.g. automobiles) for or sell retail goods to consumers 
in advanced industrial economies. 

•• Research on GVCs largely focuses on their governance – i.e. the 
rules, institutions and conventions that regulate value chain rela-
tionships. Studies also exist on the prospects for suppliers, typically 
based in developing economies to upgrade their technological capa-
bilities and capture more value-added in the GVC. 

•• Recent studies analyzed how changing regulatory systems (e.g. product 
certification) are reshaping GVC. Also, the global production 
network (GPN) concept was developed as an extension of GVC 
analyses and it emphasizes place and region-specific factors as 
influences on global market integration processes.

further reading

The Global Value Chains Initiative website (http://www.globalvaluechains.
org) provides a useful and highly accessible set of resources about 
GVCs. Riisgaard (2009) examines the East African cut-flower industry 
and details how the use of private social standards for working condi-
tions might improve the quality of the relationships between labour 
and business owners. Hudson (2008) explores the global production 
networks literature and assesses how it might better engage with studies 
of cultural political economy. 

note

1	 The GCC concept is related to the French filière method for studying 
commodity flows but is different in that it offers a more coherent and unified 
theoretical approach for studying production and consumption networks (see 
Raikes et al. (2000) for details).
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Section 5
Socio-Cultural 

Contexts of 
Economic 

Change

How do economic geographers conceptualize the ‘economy’ in contemporary 
settings? Although the economy has been at the core of analysis for 
economic geographers, they also increasingly acknowledge that territorial 
dynamics are multi-dimensional and that economic processes are 
deeply intertwined with social processes, cultural transformation, and 
institutional change. Section 5 includes key concepts that not only 
serve as key geographic determinants, but also represent analytical 
tools to understand socio-cultural contexts of the economy. 

In the chapter on Culture, we examine how economic geographers 
engage with cultural aspects of economic change. If the chapter on Regional 
Disparity (Section 3) represented the central ideological debate of 
the past, culture represents the contemporary realm in which major 
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ideological differences are emerging. We review the renewed importance 
of culture prompted by the inter-disciplinary ‘cultural turn’, as well as the 
characteristics and critiques of post-modernism and post-structuralism; 
we also describe recent culturally oriented research, including studies 
on global convergence, conventions and norms, and the cultural econ-
omy. You will note not only the irreconcilable paradigms co-existing in 
the discipline today, but also the diversity in the themes engaged by 
economic geographers in the name of culture.

Under Gender, we explore the contributions of feminist economic 
geography in better understanding variations in access to economic 
opportunity and in the economic processes that create regional diver-
sity. In this chapter our focus is on how attention to gender, particu-
larly as it relates to labour-market processes, has improved explanation 
in economic geography. Throughout this chapter, we show how gender 
is strongly implicated in economic-geographic processes, such as eco-
nomic restructuring and globalization, and how such processes, in turn, 
shape gender. 

Institutions play a central role in shaping economic geographies by 
providing structural forms (e.g. organizations, rules, behaviour pat-
terns and norms) that guide economic actors and coordinate their 
activities. While the historical development of global capitalism has 
been driven in large part by the evolution of common institutional 
forms such as markets, firms and property rights, it is also important 
to recognize that the social, cultural and political characteristics of 
these structures vary geographically. Institutional differences can 
make it difficult for firms in different places to become integrated 
through trade and investment relationships, while, at the same time, 
such differences play a central role in creating competitive advantages 
(or disadvantages) for regions. Beyond examining the role of institutions 
in regional development and globalization, economic geographers have 
also demonstrated how institutions can create and/or reproduce regional 
and social inequalities such as those associated with gender or racial 
discrimination.

In the Embeddedness chapter, we show the important role of per-
sonal and social networks in territorialization of economic activities. 
Drawing initially on the work of Karl Polanyi and Mark Granovetter, 
economic geographers have studied embeddedness and its significance 
from three primary perspectives. First, national and regional econo-
mies are viewed as being embedded in distinct cultures and political 
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economies, which create varieties-of-capitalism in the contemporary 
world economy. Second, the embeddedness or rootedness of economic 
activities in industrial and social networks has greatly improved our 
understanding of clusters, learning and knowledge-transfer processes, 
and livelihood strategies. Third, regional stagnation can be explained in 
part by an economy’s embeddedness in place-specific institutions that 
may prevent innovation or progressive industrial change by ‘locking-in’ 
particular industrial sectors or ways of thinking about economic devel-
opment. In addition to these constructive applications of the concept, 
economic geographers have also debated the utility, scalability and 
applicability of the embeddedness concept.

Section 5 concludes with a chapter on Networks, which represent 
something of a new approach to understanding the economy. Networks 
are socio-economic structures that connect economic actors and facili-
tate flows of capital, information and commodities. Since the 1990s, 
networks – as forms of economic and social organization – have been 
central objects of analysis in economic geography and economic sociol-
ogy. Economically, networks help to sustain agglomeration economies 
and clusters, facilitate information-driven capitalism, and organize the 
world economy through a hierarchy of cities wherein financial markets, 
producer services, transportation systems and corporate functions are 
controlled. Socially, inter-personal relationships, mutual trust and 
social capital based on racial, class or gender (e.g. ‘old-boy’ networks, ethnic 
networks) have been acknowledged to play a role in shaping economic 
activities. More recently, economic geographers have drawn on actor-
network theory to analyze the micro-social processes, and in particular, 
those that involve non-human agents (such as the environment).
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5.1 CULTURE
Culture in essence is a system of knowledge that includes both codified 
and tacit dimensions. Culture may be associated with a place (‘regional 
culture’) or with an economic agent (‘corporate culture’). To contemporary 
economic geographers, culture plays a multi-dimensional role in econo-
mies; it is a resource, an endowment, a factor input, an intervening 
variable, as well as a product and an outcome. Culture is a source of what 
makes a place unique and what connects a place to other places (i.e. net-
works). Culture is an organizing principle and a reference for decision 
making. 

The ‘cultural turn’, according to Thrift (2000a), occurred within various 
disciplines that were ‘wrestling with the problem of how to study the 
economic as a cultural formation’ (p. 689). In economic geography, the 
‘cultural turn’ refers to a paradigmatic shift that took place in the late 
1980s as a result of a growing interest in culture and cultural studies. 
This shift had two major components, epistemological and thematic. 
The epistemological shift followed the already on-going reorientation of 
economic geography at the time, from quantitative methods and quasi-
scientific approaches to qualitative methods and humanistic approaches; 
it actively incorporated influences from cultural studies and critical/
social theory (post-modernism and post-structuralism) as well as 
debates on subjectivities and identity from feminism and cultural geogra-
phy. In contrast, the thematic shift highlighted the persistent significance 
of cultural variations as foundations of industrial competitiveness, institu-
tional effectiveness and regional growth, and placed renewed empha-
size on the role of cultural factors in economic-locational decisions. 
Contemporary research on culture is linked to various other traditions 
and is represented by three major trends: the cultural dimensions of eco-
nomic globalization, cultures as institutions and their role in economic 
development, and cultural industries and the production of culture. 

The ‘cultural turn’: epistemological debates

Critical theorists such as Foucault’s systems of knowledge or ‘discourse’ 
analysis (1981) and Derrida’s (1967) deconstructionism influenced 
geographers’ work during the cultural turn (see, for example, Yapa, 1998; 
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Barnes, 2001). In particular, epistemological debates in economic 
geography with respect to culture invited influences from post-modernism 
and post-structuralism which became influential in cultural studies and 
critical/social theory in the 1970s, and from feminism and cultural 
geography. 

Post-modernists attacked theories that were considered part of the 
‘modern’, i.e. scientific, rational and mechanistic (see Dear, 1988). Post-
modernism was also in part a critique of structuralism, including that 
of Marx and Freud. Harvey (1989) portrays post-modernism as ‘a rejec-
tion of “meta-narratives (large-scale theoretical interpretations 
purportedly of universal applications)”’ (p. 9). Soja (1989) embraced 
post-modernism and developed a geographic paradigm by adapting and 
spatializing critical social theory, which he called ‘spatial hermeneutic’, 
in order to establish a more ‘interpretive human geography’. 

Post-structuralism emerged as a segment of post-modernism and 
stressed ‘a theoretical approach to knowledge and society that embraces 
the ultimate undecidability of meaning, the constitutive power of dis-
course, and the political effectivity of theory and research’ (Graham-Gibson, 
2000: 95). Post-structuralism rejects the assumption of an evolutionary 
succession of knowledge, and instead seeks to restructure epistemo-
logical categories established under modernism. Such attempts are 
made with the goal of revealing implicit biases in epistemological cat-
egories and boundaries of knowledge, both of which are viewed as 
manifestations of social power relations that function largely to rein-
force the status-quo (Dixon and Jones, 1996). Post-structuralism, how-
ever, did not receive widespread recognition by the segment of economic 
geography that continued to cater to ‘scientific geography’ (Dixon and 
Jones, 1996) and its positivistic assumptions. What was observed instead 
was the traditions of phenomenology and social psychology that influ-
enced a segment of geographers through actor network theory (see 5.5 
Networks).

Feminism has also been influential by revealing the role of identity 
and subjectivity in the formation of multiple realities (see, for example, 
Butler, 1990; McDowell and Court, 1994; Pratt, 1999) and pointing 
to the danger of class reductionism1 (Ray and Sayer, 1999) (see 5.2 
Gender). At the same time, cultural geographers began questioning the 
notion of culture in the 1990s, with some arguing against viewing culture 
as ontologically given and advocating instead the study of the ideology of 
culture (Mitchell, 1995; Castree, 2004). These theoretical developments 
contributed the view that the reality is both multi-faceted and multiple, 
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effectively calling into question the long tradition of positivism which 
had been a dominant and implicitly accepted paradigm in economic 
geography (see Dear, 1988; Dixon and Jones, 1996). 

The very characteristics of post-modernism and post-structuralism, 
which are ‘profoundly destabilising and potentially anarchic’ (Dear, 
1988: 266) turned out to be its major weakness. As Harvey (1989) noted, 
post-modernism ‘swims, even wallows, in the fragmentary and the cha-
otic currents of change as if that is all there is.’ (44) Martin (2001) was 
concerned with the tendency of the ‘cultural turn’ that emphasized, in 
his words, ‘“sexy” philosophical, linguistic, and theoretical approaches’ 
(189). Markusen (1999) warned geographers not to encourage students to 
pursue ‘fuzzy concepts’ or concepts that lack substantive clarity, and 
Martin and Sunley (2001) cautioned against ‘vague theories and thin 
empirics’. Ray and Sayer’s (1999) damning characterization of the cul-
tural turn as being ‘largely endogenous to academia’ (p. 2) suggested 
that, at least to some, the cultural turn only distracted scholars from 
many other important disciplinary objectives. Martin (2001), for exam-
ple, was particularly concerned with the declining relevance of research 
in economic geography to policy makers. Ray and Sayer (1999) also 
lamented the retreat of feminism from economic aspects of gender, and 
found the tendency particularly perplexing as women suffer more from 
economic problems than men. 

Looking back from the vantage point of 2010, in spite of its stated 
objective, the ‘cultural turn’ was perhaps as hegemonic a fad as the 
French Regulation School (see 3.4 Post-Fordism) of the previous era in 
its influence and language. Although the ‘cultural turn’ has led many 
economic geographers to take post-positivism2 seriously, the group of 
scholars who catered to this view largely disbanded to pursue their own 
individual topics, encouraging further fragmentation of the discipline. 

The ‘cultural turn’: thematic debates

Within economic geography, culture has long been present, if only implic-
itly. Economic geographers’ engagement with culture goes back to 
Marshall’s (1920[1890]) observation of ‘industrial atmosphere’ (see 3.2 
Industrial Clusters). Culture has long been recognized as important to 
processes that lead to spatial variations. Debates on industrial organiza-
tion that dominated economic geography starting the late 1970s, for 
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example, recognized various alternative models to the American scientific 
management. The Regulation School and debates on flexible specializa-
tion acknowledged cultural underpinnings of the industrial districts in 
the Third Italy, or of lean production practised by Toyota Motors in Japan, 
had an important role in sustaining the competitiveness of regions and 
industries (see 3.4 Post-Fordism). More recently, Schoenberger (1997) and 
Thrift (2000b) studied how corporate culture and the culture of managers 
inside the firm. Ettlinger (2003) explored practices in workplaces that 
involve multiple rationalities and different types of trusts to illustrate the 
relational and microscopic nature of social interactions. 

The ‘cultural turn’ bestowed legitimacy on research that deals explic-
itly with culture and economy. In particular, influenced by inter-
disciplinary developments, economic geographers began questioning 
the positivistic assumptions of the ‘economic’ (Thrift and Olds, 1996; 
Thrift, 2000a; O’Neill and Gibson-Graham, 1999). According to Thrift 
(2000a), the economy became increasingly viewed as a discursive phe-
nomenon, or a form of rhetoric, in the 1990s (Thrift, 2000a: 690–1). 
Thus, the ‘cultural turn’ in economic geography rested on the view that 
cultural and economic processes were mutually constitutive, a view 
that, as we shall show in the subsequent section, has generated several 
research trajectories (Thrift, 2000a). 

In subsequent sections, we discuss three emerging research fields in 
economic geography that intersect with culture: 1) cultural dimensions 
of economic globalization, including cultural convergence, divergence, 
or persistent heterogeneity; 2) cultures and the role of informal institu-
tions, such as norms and practices, expressed as corporate or regional 
cultures; and 3) cultural economies, the production of culture, and cultural/
creative industries. 

Culture under globalization 

Globalization has been equated with the global convergence of culture, 
including the standardization of business norms, practices and mind-
sets (see 4.2 Globalization). Economic geographers dispute such views, 
pointing instead to the persistence of place-to-place differences across 
the globe. Rutherford (2004) took the case of lean production in Canada, 
the United Kingdom and Germany and analyzed how this production 
method, which originated in Japan and was adopted globally, does not 
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necessarily lead to convergence in workplace regimes but instead 
may entail the possibilities of increased divergence across nations. 
Christopherson (2002) explored persistent differences in national eco-
nomic practices, especially with respect to labour market practices. 

International migration is a key driver of cultural diffusion and 
transfer. As acknowledged as one important aspect of Appadurai’s (1996) 
kaleidoscopic interpretation of globalization,3 contemporary interna-
tional migration not only introduces new ethnic cuisines but also 
shapes distinctive urban landscapes and sustains entrepreneurial cul-
ture. K. Mitchell (1995), for example, discussed the role of Hong Kong 
immigrants in altering landscapes in the city of Vancouver, Canada. 
Saxenian (2006) illustrated how the global diffusion of start-up culture 
was in part facilitated by the development of risk capital in various 
parts of the world, combined with the global mobility of entrepreneurs. 
In the past, the mobility of highly educated people from the developing 
to the developed world (the ‘brain drain’) was considered detrimental to 
the future of developing countries. Saxenian suggested that ‘brain cir-
culation’ represents the new trend in global mobility. Taking the case 
of Silicon Valley, she argued that entrepreneurs who originally came 
from Taiwan, China and India to attend graduate schools in the United 
States to earn advanced degrees in science and engineering played 
a major role in linking Silicon Valley to these emerging economies 
by injecting dynamism in the Valley as well as transferring scientific 
knowledge and business know-how to the emerging economies. 

Another emerging area of study under culture and globalization is 
tourism, an example of how production and consumption are intricately 
connected through global–local links. Considerable diversity is observed 
in tourism today, from conventional sun-and-beach tourism, to cultural 
tourism (which includes heritage tourism) and eco-tourism. Cultural 
tourism, a form of contemporary pilgrimage, is motivated by the belief 
that only certain places offer authenticity in culture, arts and music. 
For example, Elvis Presley’s mansion Graceland in Memphis, Beatles-
related locations in Liverpool and the Bob Marley Museum in Jamaica 
are all results of successful place-marketing aimed at taking advantage 
of the search for authenticity (Connell and Gibson, 2003). 

Tourists’ influences on culture are often described as cultural imperi-
alism, but demand generated by tourism can enable a regional art 
complex to prosper. For example, in Bali, Indonesia, music and dance 
developed not in isolation but in conjunction with and as a result of 
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international tourism. In Southern Spain, flamenco music and dance 
evolved along with the rise of tourism, with the state serving as a 
co-producer of tourism (Aoyama, 2007, 2009). Tourism inherently 
involves the state which governs regulatory frameworks, infrastructure 
development and local-development planning. In Singapore, the state 
played a major role in re-valorizing local cultural assets to cater to 
demand from tourism (Chang and Yeoh, 1999). Finally, the growth of 
tourism has implications for the conditions of work and protection of 
worker rights. Terry (2009), for example, examined the changing legal 
status of Filipino seafarers in the cruise ship industry, showing how the 
cruise industry has created an international legal space that increas-
ingly jeopardizes the human rights of cruise-ship workers. 

Culture as institutions

Culture is notoriously difficult to operationalize and measure quantita-
tively. While economists typically have used indicators such as trust as 
measures of culture and have explained human behaviour through 
game-theory, economic geographers generally claim that the analytical 
usefulness of culture is severely limited when the concept is quantified. 
Yet systematic analysis of culture remains challenging. To operational-
ize culture, some economic geographers opt to analyse institutions in 
order to understand the role of socio-cultural contexts in economic 
change, because the cultural and social underpinnings of economic 
activities function as informal institutions that affect the behaviours of 
economic actors (see 5.3 Institutions). Storper (2000), for example, 
arguing that culture lacks specificity as an analytical tool, prefers to 
focus on conventions that signify ‘the simultaneous presence of three 
dimensions: the rules of spontaneous individual action; constructing 
agreements between persons; and institutions in situations of collective 
action’ (p. 87). 

The varieties-of-capitalism (VOC) thesis developed by Hall and 
Soskice (2001) acknowledged that institutional similarities and differ-
ences across national economies arise from sanctions and incentives 
that affect economic behaviour (see 1.3 State). Strategic interactions 
among firms, types of market economies, forms of institutions and orga-
nizations, culture, rules and history all contribute to the formation of 
different forms of capitalism. Hall and Soskice are particularly interested 
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in what they called the ‘institutional comparative advantage’ of a 
country, which has implications for policy making. Gertler (2004) examined 
the cultural underpinnings of industrial practices and firm behaviours 
among advanced machinery users in Germany and North America, 
showing the complexity of tacit knowledge production and transfer. 

At the regional scale, research on institutions typically examines the 
effectiveness of formal institutions, such as local and regional govern-
mental agencies, regional consortiums, voluntary associations, laws and 
regulations (see Lawton-Smith, 2003). However, the core of regional 
culture, such as social norms, collective mindset and responses to incen-
tives, remains tacit and intangible (see 5.4 Embeddedness). These 
informal dimensions of regional institutions, according to North (1990), 
tend to persist long after formal institutions have been altered. 
Saxenian (1994) compared Silicon Valley and Boston’s Route 128 and 
showed how differences in the two regions’ cultures have influenced 
entrepreneurs’ risk-taking behaviour, allowing Silicon Valley to grow, 
in spite of comparable formal institutions such as universities and lead 
firms in the two regions (see 2.2 Entrepreneurship). 

Cultural industries and production of culture 

While art and culture have been subjects of economic inquiry since the 
1960s, economic geographers began acknowledging the importance of 
cultural industries as a source of employment in major metropolitan 
areas only in the late 1990s (Pratt, 1997; Scott, 1997; Power, 2002). 
Cultural industries – comprising the learning, display and sale of liter-
ary and visual arts, crafts and music – are grounded in uniquely place-
specific cultural heritages. Skills in cultural industries are often based 
in tacit and uncodified knowledge, and as a result, proximity and 
agglomeration still matter for cultural industries. Research on cultural 
industries includes a variety of themes, such as the significance of cul-
tural workers (Christopherson, 2004) and the role of amenities in urban 
growth (Florida 2002; Markusen and Schrock, 2006). Some take an 
industrial-district approach, emphasizing the urban dimensions of cul-
tural industries such as the film industry in Hollywood (Scott, 2005) 
and Vancouver (Coe, 2001), the jewellery quarter in Birmingham 
(Pollard, 2004), and design occupations in Toronto and Montreal (Leslie 
and Rantisi, 2006; Vinodrai, 2006). Others have taken a commodity-chain 
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approach to understand the furniture industry (Leslie and Reimer, 
2003) or an evolutionary approach in studying fashion and video-game 
industries (Rantisi, 2004; Izushi and Aoyama, 2006). 

These studies have expanded the scope of research, on what is now 
known as the ‘cultural economy’. Amin and Thrift’s (2004) Cultural 
Economy Reader provides an inter-disciplinary overview of this work by 
economic and cultural geographers as well as sociologists; the book 
includes themes ranging from production and consumption to the 
‘economy of passions’. Indeed, research on cultural industries and the 
role of creativity in economic change intersects most closely with cul-
tural geography and sociology (see 6.3 Consumption). Cultural geogra-
phers’ work, such as Crang’s (1994) on ‘performativity’ taking the case 
of restaurants in London, and Gregson and Crewe’s (2003) study on 
second-hand shops in the United Kingdom, prompted economic geogra-
phers to analyse new industries that closely follow contemporary cul-
tural trends. Molotch (2002) offered a unique angle on the relationship 
between products and place, with a focus on industrial design. 

Furthermore, taking cues from such sociologists as Bourdieu (1984), 
Latour (1987) and Urry (1995), attention to culture has paved the way 
for the emergence of consumption studies in economic geography, with 
some focusing on the convergence of the economic with the cultural 
(Jackson, 2002) while others have considered the commodification of 
culture (Sayer, 2003). The rise of cosmopolitan consumerism, i.e. the 
demand for distinctive cultural experiences particularly in advanced 
industrialized societies, contributes to the expanding market for cul-
tural commodities. In Cities of Civilization, Hall (1998) refers to the 
importance of the affluent, new generation of consumers which facili-
tated the diffusion of Chicago blues in the 1950s. Music is perhaps the 
most immediate cultural product to result from the geographic mobility 
of people. Consumers seeking leisure and entertainment in the devel-
oped world are increasingly oriented toward discovering a unique, dis-
tinctive and sometimes personalized ‘experience’ in return for their 
time and money (see 6.3 Consumption). 

The diffusion and popularity of music today is also facilitated by tech-
nology, from the radio to the Internet. The popularity of indie rock 
(independent rock’n’roll bands) among British and American youth, 
world music which repackaged various non-western music into new products, 
or the popularity of Korean actors formerly completely unknown among 
the Japanese audience are examples illustrating the popularity of art 
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forms considered ‘foreign’, ‘exotic’, ‘indigenous’, ‘unspoiled’ or ‘distinctive’. 
It is clear that contemporary cultural change is not a unilateral process of 
global cultures invading local cultures, with local cultures resorting to resis-
tance and preservation as the only means of survival. 

key points

•• The ‘cultural turn’ was an inter-disciplinary phenomenon, and involved 
the strong influence of post-modernism, post-structuralism, femi-
nism and cultural studies in various social-science disciplines. 

•• Although the ‘cultural turn’ contributed to legitimizing the study of 
culture in economic geography, it was also heavily criticized for 
fuzzy concepts, vague theories and thin empirics. 

•• Economic geographers today engage with culture in a multi-dimensional 
manner: some emphasize cultural dimensions of globalization, while 
others prefer to engage with conventions and norms that are created 
and transferred at various geographic scales. In addition, the role of 
institutions in economic growth represents one research trajectory, 
and research on cultural industries, known as the cultural-economy 
approach, is another.

further reading

For a recent overview of the cultural-economy perspective, see Amin 
and Thrift (2007). For a critique of the cultural-economy research, see 
Gibson and Kong (2005). 

notes

1	 The tendency in some Marxist literatures to treat class as overly deterministic, 
with every explanation reduced to class differences.

2	 Post-positivism refers to a belief that positivist views essentially hold validity 
while acknowledging their inherent subjectivity. Unlike positivists, post-
positivists are open to alternative interpretations of what constitutes scientific 
process.

3	 Appadurai (1996) conceptualized globalization as five distinctive ‘scapes’: 
ethnoscapes, technoscapes, finanscapes, mediascapes and ideoscapes.
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5.2 GENDER 
Gender refers to perceived differences between women and men and to 
the unequal power relations that are based in those perceived differ-
ences (Scott, 1986). Ideas about, and practices of, gender are created 
through everyday life and also help to structure everyday activities as 
well as broader social and economic processes. As a result, specific 
meanings and practices of gender vary from place to place and play an 
important role in creating economic geographies (McDowell, 1999). 
This chapter explores how gender is implicated in economic-geographic 
processes, such as economic restructuring and globalization, and how 
such processes, in turn, shape gender. After examining how concepts of 
gender have changed in economic geography, we examine specific 
examples of how attention to gender, particularly as it relates to labour-
market processes, has improved explanation in economic geography. 

Changing concepts of gender in  
economic geography

Until relatively recently, economic geography ignored gender as well as 
other dimensions of identity, such as ethnicity, race, class or sexuality, 
that influence economic-geographic processes. During the quantitative 
revolution of the 1950s and 1960s, the key actor animating models in 
economic geography was economic man, that improbable figure who 
possesses complete information and always behaves in a rational, utility- 
maximizing manner (see 1.2 Firm). An important trademark of  
economic man is, therefore, that neither life experiences nor identity 
affect decision making. 

With the advent of behavioural geography in the 1970s came the 
acknowledgement that not all decision makers are identical: they have 
varying amounts of information and diverse backgrounds, goals and 
constraints, all of which affect their decision making. This recognition 
of diversity was the beginning of economic geographers’ admitting the 
salience of difference. It is not insignificant that most geographers who 
have been asking questions about the role of gender have been women, 
and, in fact, gender has gained attention in economic geography as the 
number of women in the field has increased. In other words, the life 
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experiences of scholars do influence what they see as important and 
their explanatory frameworks.1 In addition to seeking to enrich economic-
geography theory by incorporating gender, feminist economic geogra-
phers, through their work, seek to improve human well-being, 
especially that of women and children. Some scholars incorporate gen-
der in their research frameworks without pursuing the social-justice 
goals that feminists explicitly embrace.2

Just as economic geographers did not ‘see’ gender until fairly recently, 
the ways in which scholars have looked at gender have shifted over 
time. In general, the shift has entailed a move away from seeing gender 
as being rooted in a biological, universal, and unchanging male/female 
binary to seeing gender as being socially constructed and therefore 
highly contextualized and mutable; in this latter view, specific mean-
ings and practices of gender depend on time, place and other axes of 
difference such as class, race, ethnicity, age and sexuality (see, for 
example, McDowell, 1993). Despite their theoretical incompatibility (in 
that one view considers gender as naturalized and fixed, whereas the 
other sees it as unfixed and dependent on context), each of these two 
ways of seeing gender still retains potency, and therefore both still need to 
be recognized and held in tension with each other in studies of gender.

Early studies introduced the then radical notion that gender matters, 
for example in spatial behaviour, by exploring gender differences, 
showing that the daily activity patterns of women and men were quite 
different owing to distinct gender roles (e.g. Hanson and Hanson, 1980; 
Tivers, 1985). Although early work on gender did recognize some differ-
ences among women (e.g. married with no children; married with chil-
dren; single), the emphasis was on gender difference, and authors did 
not problematize the category woman or explore the relationship between 
diversity among women and gender politics.

The male–female binary view of gender has long been associated with 
the division between public and private spheres and places, in which 
the private (home and residential neighbourhood) sphere is considered 
the woman’s realm, whereas the public (workplace and city centre, for 
example) sphere is a male domain. As economic activity was associated 
solely with the public sphere, women’s domestic work, which was not 
considered part of the economy, was invisible in economic geography. 
One contribution of feminist economic geographers has been to open up 
the categories of public and private and reveal the heterogeneity within 
each one as well as the myriad connections and interdependencies 
between the two (Hanson and Pratt, 1988). 
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As views of gender have changed, recent studies treat gender as just 
one of many sources of difference among people, that is, as one of the 
many dimensions (and not always the most salient one) of a person’s 
ever-changing identity and subjectivity. Pratt’s (2004) study of Filipina 
nannies in Vancouver, Canada, for example, demonstrates the impor-
tance of the nannies’ tenuous immigration status to the economic geog-
raphies they live and create. The recognition that gender intersects 
with other dimensions of identity problematizes the very categories 
woman and man, in that differences within each of these categories can 
be as important as – or more important than – a shared gender identity. 
Although the nannies and their female employers in Pratt’s study were 
all women, their political interests were substantially different. 

Pratt’s study illustrates another important shift in geographers’ 
conceptualization of gender, namely the increasing recognition that 
discourses3 at varying geographic scales affect the meanings and prac-
tices of gender. Pratt (1999) shows how discourses about the Filipina 
nannies in Vancouver effectively work to position them as marginalized 
workers and to ensure that their occupational mobility is extremely 
limited. Similarly, Wright’s (1997) study of Mexican women working in 
maquiladoras demonstrates the power of discourse to create and rein-
force distinctive categories of workers based on their gender, national-
ity and ethnicity; Wright also shows that to advance in the workplace 
Mexican women must – and can – consciously subvert the discourses 
that have defined them as docile, unskilled labour. In addition to dem-
onstrating the significance of discourse, these studies illustrate the 
shift in economic geography studies of gender from a focus on power 
relations at individual and household levels to seeing the importance of 
gendered structures of power at other spatial scales.

Changing conceptions of gender have prompted reflections on episte-
mology and methodology. Feminist researchers have increasingly moved 
towards thoughtful engagement with research subjects, viewing knowl-
edge creation as a joint project with research participants rather than 
the result of unproblematically tapping or mining the experiences of 
others (Gibson-Graham, 1994) (see 5.1 Culture). In addition, feminist 
economic geographers have shifted towards more self-conscious engage-
ment with the subjects of their research to effect positive change. For 
example, Nagar (2000) describes the complex and often contradictory 
process of working with a women’s group in India to enhance their lives 
and livelihoods. 
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The fact that everyone has multi-faceted identities that change over 
time and place points to the importance of geography in the construction 
of gender, as well as to the importance of gender to economic geographic 
processes. The next section provides some examples of how gender has 
changed understandings of economic geographic processes.

Gender and work 

Economic geography’s longstanding neglect of gender had the serious 
consequence that many key processes shaping the contemporary world 
were simply not recognized. Because gender so thoroughly infuses the 
world of work – paid and unpaid – most of these poorly understood key 
processes have had to do with the gendering of work, which has shaped 
economic geographies around the world. In fact, women’s work became 
more visible to economic geographers when women joined the paid 
work force in large numbers and thereby entered the officially sanc-
tioned realm of the economic (see 1.1 Labour). 

Women did not enter the work force as men’s equals, however, as one 
of the most enduring aspects of the labour market has been the separa-
tion of women and men into different jobs. Although not all women bear 
and raise children, and although – for those who do – child-bearing and 
child-rearing are limited to a relatively small proportion of women’s 
adult lives, and although some men carry heavy child-rearing responsi-
bilities, the strong association of reproductive activity (including care of 
household, family and community members other than children) with 
being female has endured, with major repercussions for women’s pro-
ductive activity. The primary vehicle for these repercussions has been 
the segregation of women and men in distinctly different lines of 
work, whether that work is agricultural, industrial or commercial and 
whether it takes place in industrialized or developing countries. In 
1997, 54 per cent of the women in the US labour force would have had 
to change occupations to be distributed across occupational categories 
in the same proportions as men (Jacobs, 1999: 130). The particular 
forms of labour-market segmentation and their implications for house-
hold livelihoods and regional economies vary from place to place, but 
women’s lower status in the hierarchy of occupations, their lower levels 
of remuneration and their reduced opportunities for advancement com-
pared to men are a common theme. A substantial gender wage gap 
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remains, due in large part to job segregation; in 2007, for example, 
women working full time, year round in the US earned 80 per cent of 
men’s earnings (English and Hegewisch, 2008).

Economic geographers have probed this theme along two main 
intersecting lines, namely from the perspective of employers and from 
the vantage point of individuals embedded in households and communi-
ties. Because of their association with domestic responsibilities, women 
have been viewed by potential employers, by their male partners and 
often by themselves as secondary wage earners, that is earners whose 
wages are supplementary to those of the male primary breadwinner. 
This secondary status, along with other cultural norms traditionally 
linked to femininity, such as manual dexterity, lack of physical 
strength, passivity and submissiveness, have marked women as cheap, 
docile labour, particularly suited for certain kinds of repetitive tasks 
and attractive to capital in certain situations. 

Economic geographers have shown that this view of female labour, 
which treats women as an undifferentiated, homogeneous mass, masks the 
great variability of processes occurring in different geographic contexts. 
Within the industrialized world, Nelson (1986) demonstrated that 
employers located routine, back-office work in the middle-class suburbs 
of the San Francisco Bay area in order to attract the part-time labour 
of the well-educated, white women living there who did not want to 
travel far to work outside the home; England (1993) documents a simi-
lar process in Columbus, Ohio. Similarly, Hanson and Pratt (1992) 
found that in Worcester, Massachusetts, manufacturing and producer 
services employers were locating their facilities close to the residential 
areas housing particular kinds of female workers (e.g. immigrant 
Latinas for work in an industrial laundry in the central city; wives of 
blue-collar men for work in textile mills in towns outside of the city). 
Attention to gender in studies like these has highlighted the impor-
tance of much more finely scaled gender/ethnic/spatial division of 
labour than had previously been seen and has shown that local labour 
market areas are far smaller in geographic extent for some groups of 
people, especially some women, than had previously been realized. 
Gender and racial differences in the commute to work, a measure of 
spatial access to employment, are discussed in 2.3 Accessibility.

Similar processes operating at an international scale, but again play-
ing out differently in different places, shed light on the globalization of 
capital flows (see 4.2 Globalization) and the development strategies of 
states in the global south (see 3.1 Industrial Location). The maquiladoras 
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clustered along the US–Mexico border are a familiar example of 
international capital locating manufacturing facilities with the explicit 
intention of employing large numbers of women for low wages. Meier 
(1999) describes how the government of Colombia pursued cut-flower 
production as a development strategy, premised on the availability of 
cheap, largely female labour, drawn into the paid workforce to under-
take the difficult and often dangerous work of tending vast fields of 
roses. Mullings (2004) cautions, however, that, absent effective institu-
tional structures, economic activity based in large part on international 
capital and poorly paid women workers, as in tourism and travel in the 
Caribbean, is not an effective development strategy. 

Feminist geographers have documented how gender relations within 
the workplace and within the household help to create and sustain 
these gender-based labour-market inequalities. McDowell (1997) and 
Jones (1998) have shown how the male-dominated and male-oriented 
daily social practices within workplaces in the financial-services sector 
in the City of London create a culture that is inimical to, and devalues, 
women. Gray and James (2007) examined practices within information-
technology firms in Cambridge, UK, to learn how they differentially 
affect women’s and men’s ability to contribute to their firms’ learning 
and innovation process and therefore to their firms’ competitiveness. 
These studies, undertaken in fields with highly educated, professional 
workers, reveal myriad workplace practices – ranging from work hours 
and manner of dress to patterns of speech – that, however uninten-
tional, limit women’s opportunities at work. 

Gender relations within households and communities also work to 
construct many women as secondary workers. To the extent that women 
retain primary responsibility for caring work in homes and communi-
ties, they are disproportionately likely to work in part-time jobs, which, 
as Gray and James (2007) point out, make full engagement in workplace 
interactions difficult. In an African agricultural context, Carney (1993) 
and Schroeder (1999) have documented how gendered social relations 
within household and community in Gambia have shaped agricultural 
practices there; in Carney’s case, the norm that women should tend to 
subsistence crops and men to cash crops meant that men took control of 
rice production, which had been led by women, when the introduction of 
irrigation led to its becoming a commodity crop. 

Most of these studies have demonstrated how the boundaries between 
productive and reproductive activity are indeed blurred, with each 
realm of work affecting the other in countless ways.4 This exposure of 
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the interdependencies between production and reproduction (or between 
home and work) in people’s everyday working lives – an exposure that 
is the result of attention to gender – suggests that much of economic 
geography concerns livelihoods (see Sheppard, 2006). Research in many 
geographic settings by feminist economic geographers has detailed the 
variety of ways that people’s livelihood strategies constantly engage the 
interface between production and reproduction. Among such studies 
are Pavlovskaya’s (2004) investigation of the Moscow economy during 
the transition from socialism to capitalism, Hapke and Ayyankeril’s 
(2004) examination of fishers and fish traders in South India, Wong’s 
(2006) detailed look at the remittances that Ghanaian immigrants in 
Toronto, Canada, send to family members in Ghana, and Mattingly’s (2001) 
study of Latina domestic workers in San Diego, California. These stud-
ies provide strong evidence that understandings of productive activity 
are impoverished and misleading unless they are rooted in and accom-
panied by understandings of linkages between productive and repro-
ductive realms.

The centrality of these linkages to economic geographic processes has 
led many feminist economic geographers to focus on the networks of social 
relations that knit together diverse dimensions of everyday life (home, 
workplace, community, state) (see 5.5 Networks). Because social relations 
are deeply gendered, networks function differently for women and men 
(as well as, of course, for different groups of women and different groups 
of men). In their study of urban women workers in Indonesia, for example, 
Silvey and Elmhirst (2003) showed the impact of gendered expectations 
on these young women’s lives; through the networks joining these women, 
as daughters, to their families in rural areas, family members placed 
demands on their wages that benefitted the rural households to the 
detriment of the urban women wage earners. Similarly, Wong (2006) 
describes the power of transnational networks to transmit gendered 
expectations from Ghana to Canada. Another way in which networks are 
gendered is that women find themselves excluded from the more powerful 
networks and from the most powerful people within a network (McDowell, 
1997; Silvey and Elmhirst, 2003; Gray and James, 2007)

Each of these investigations considers how gendered power works 
through context-specific discourses and practices. By documenting how 
gender is lived differently in different times and places, these studies 
together also highlight that gender structures are fully capable of being 
transformed. One transformation that is currently receiving attention 
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is that of masculinity and masculine identities. McDowell (2005), for 
example, explores how the restructuring from manufacturing to service 
economies in the UK is affecting traditional views of masculinity by 
requiring men in service jobs to adopt characteristics that have tradi-
tionally been associated with femininity (e.g. deference, attention to 
appearance). 

key points

•• Gender refers to perceived differences between women and men and 
to the unequal power relations that flow from these perceived differ-
ences. Because the meanings and practices of gender emerge through 
everyday interactions, they vary from place to place; geographic 
context is therefore central to understandings of gender, just as gen-
der is central to understanding economic geographic processes.

•• The ways in which scholars have thought about gender have shifted 
over the past three decades from seeing gender in terms of a univer-
sal male–female binary to seeing gender as a social construction; the 
latter view highlights the importance of geography.

•• Gender has entered economic geography primarily through stud-
ies of work. These studies, many of which have documented the 
importance of investigating the linkages between productive and 
reproductive activities in different geographic contexts, have altered 
explanations of economic restructuring and geographic change. 

further reading 

Lawson (2007) provides an overview of caring work. Schroeder (1999) 
analyzes how gendered household and community relations in Gambia 
affected, and were affected by, changing agricultural practices

notes

1	 Not all women in the field, however, explicitly focus on gender in their work.
2	 Feminist economic geographers share with feminist economists (e.g. Nelson, 

1993) an interest in households’ and communities’ everyday activities that 
influence livelihoods. 
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3	 As Fairclough (1992: 64) notes, ‘discourse is a practice not just of representing 
the world, but of signifying the world, constituting and constructing the 
world in meaning’. In other words, the language, texts, material objects and 
representations used to communicate information and guide social action 
also help to construct social identities, social relationships and widely recog-
nized beliefs and forms of knowledge. In the case of gender, these social 
constructions – manifest in such things as occupational norms, product 
advertisements and expectations about workplace behaviour – can play a 
central role in perpetuating inequalities and stereotypes. 

4	 Although close linkages between productive and reproductive realms have 
perhaps been accepted as the norm in subsistence agricultural communities 
(see Seppala (1998) and Bryceson (2002) for discussions of subsistence liveli-
hood strategies in Arica), they were not acknowledged by scholars of indus-
trialized societies, whose whole premise was based on the spatial separation 
of home and work.
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5.3 Institutions
Institutions are patterns of behaviour that structure societies and 
make everyday life more consistent and predictable. They are manifest 
as organizations (e.g. the World Bank), laws and regulations, socio-
cultural traditions (e.g. marriage), and in the formal and informal 
rules, norms and conventions governing socio-economic activities. 
Institutions coordinate economic activities by encouraging or discour-
aging particular patterns of behaviour in individuals, firms, and state 
actors and research on institutions provides an important perspective 
on the development of regional and national economies over time. For 
economic geographers, institutional analyses focus on how institutions 
help or prevent regions from growing and innovating, how institutions 
create and sustain uneven geographies of socio-economic opportunity, 
and about the institutional challenges concomitant with global economic 
integration.

Institutions and the historic  
development of capitalism 

Institutional theory emerged in the early twentieth century when 
scholars such as Max Weber and Thorstein Veblen began to critically 
examine the evolution and power of modern capitalism’s organizational 
structures (e.g. firms, markets, property rights). Weber (1905, 1958) 
documented the historic rise of western forms of capitalism arguing 
that transformations to economic, political and religious institutions 
drove the process of economic modernization. Economic innovations in 
accountancy, currency, production technologies, incorporation and 
property rights enabled the transition from rent-oriented to profit-
oriented economies. Political changes, namely the shift from the liturgi-
cal state (i.e. a feudal system with servile citizens or subjects) to the tax 
state (a system with free subjects who serve as sources of tax revenue) 
governed by rational law and an industrial bourgeoisie, helped to sepa-
rate economic power from political power. These political changes were 
aided by transformations in religious institutions (e.g. the Protestant 
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work ethic, the concept of vocation) that supported the social-class structure 
and which encouraged communities to be more open to trade with 
outsiders (Weber, 1905). Taken together, these changes created institu-
tional landscapes that rewarded individuals by following their rational-
economic self-interests. 

For Veblen (1925), the institutions of capitalism vary culturally and 
geographically making it impossible to achieve a universal set of rules 
and norms to govern the world economy. He argued that institutions 
were mental habits that evolve or ‘drift’ in a society over time through 
the influence of a complex set of intervening contextual factors such as 
history, cultural traditions and societal values. In his analysis of Japan, 
for example, Veblen (1915) argued that the conflicts between tradition-
alism and the logic of the business enterprise system (modernity) had 
created a uniquely ‘quasi-feudalistic’ set of economic institutions well 
positioned to borrow and integrate modern industrial technology. 
Veblen further argued that this unique institutional blend made Japan 
a very powerful nation state.

Institutions and regional development

Institutional thinking in economic geography emerged in the 1990s in 
response to the work of a new generation of institutional economists 
(e.g. Williamson, 1985; North, 1990), evolutionary economists (e.g. Nelson 
and Winter, 1982), and economic sociologists (Powell and Dimaggio, 
1991). Moving beyond Veblen’s view of institutions as mental habits, 
these scholars conceptualize institutions as structures that organize 
economies by providing rules and guidelines that govern how actors 
behave in business relationships. These patterns are constituted and 
‘carried’ by agents (e.g. individuals, firms, workers and state actors) 
whose day-to-day identities, perceptions, decisions, and power struggles 
are embedded in them (Jessop, 2001; Scott, 1995) (see 5.4 Embeddedness). 
When effective, some institutions can work to prevent market failures 
(e.g. pollution), facilitate innovation, reward risk-taking and foster 
entrepreneurship whereas others can obstruct development, prompting 
societies to continuously modify their institutions. Institutional research 
in economic geography originally emphasized formal institutions (e.g. 
industrial promotion systems, state agencies) and generally recognized 
that institutions such as growth coalitions, and organized labour play a 
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key role in fostering innovation and directing industrial restructuring 
processes (Amin, 1999). More recently scholars have focused on infor-
mal institutions, such as those associated with particular cultures, and 
their role in industrial and regional development (see 5.1 Culture). 

Institutions are critical for regional development, and economic geog-
raphers have studied institutional change, and in particular, how coun-
tries adjust their institutions to meet the demands and consequences of 
economic globalization (see 4.2 Globalization). Florida and Kenney’s 
(1994) study of Japan’s post-war industrial restructuring took the case 
of automobile-production systems and showed how institutions com-
bined with organizational innovation enabled Japanese firms to out-
compete European and American enterprises. In this case, institutions 
evolved through struggles among managers, workers and the state 
that led to new forms of industrial organization based on flexibility, 
just-in-time production and technological innovation. 

For Amin and Thrift (1993), regions need to create institutional 
thickness in order to maximize their innovativeness and growth poten-
tial. Thickness is achieved when a region’s institutions: a) effectively 
serve diverse roles (e.g. worker-training organizations, investment- 
promotion agencies); b) are collectively legitimized and recognized by 
politicians, businesspeople and workers; c) discourage behaviours (e.g. 
corruption, cheating) that might impede growth; and d) help create 
dense networks of social relations among economic actors. It is through 
this diversity, efficacy and these relationships that institutionally 
‘thick’ regions embed specialized knowledge locally, knowledge that 
provides long-run competitive advantages vis-à-vis industries located 
in other places. In applying this concept to the study of the UK’s Motor 
Sports Valley, Henry and Pinch (2001) found that informal institutions, 
such as those that encourage labour turnover and information sharing 
among small enterprises in the cluster, which in turn help create spe-
cialized technical expertise and play a key role in ensuring the region 
sustains its position as a global centre for innovation in the motor sports 
industry (see 2.1 Innovation).

Studies such as these demonstrate why it is important for regions 
to develop relational assets that can support the evolution of institu-
tions that effectively and flexibly manage innovation. Relational 
assets are embodied in the networks that link economic actors, are 
enabled by trust, cooperation and reciprocity, and can lead to the cre-
ation of untraded interdependencies in a place (Storper, 1995, 1997). This 
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‘human infrastructure’, when coupled with appropriate communications, 
logistics and manufacturing infrastructure, effective capital alloca-
tion and innovation-driven forms of industrial governance, can trans-
form a regional economy into a learning region with ‘knowledge-intensive’ 
forms of industrial organization (Florida, 1995: 534). However, the 
learning region concept remains contested and is difficult to operation-
alize in research. For example, the institutions are considered ‘right’ 
when these regions are able to access, absorb, create and diffuse new 
knowledge and build learning capacity among their firms and workers 
(Morgan, 1997). 

Institutions and spatial inequality

Institutions create unequal distributions of economic opportunity within 
and between regions. Regional institutions discourage investments and 
innovation by increasing the costs and perceived risks of entrepreneur-
ial behaviour (Yeung, 2000). For example, Putnam’s (1993) study of 
Italy’s regional development demonstrates how inflexible, corrupt and 
excessively hierarchical institutions in the Calabria region prevented 
development while the northern region of Emiglia-Romagna succes-
sively industrialized through significant support from regional institu-
tions that promoted trust, reciprocity and innovative risk taking. In 
other words, northern Italian institutions promoted and rewarded 
innovation and industrial development through their contributions to 
the region’s social capital (see 5.5 Networks). 

Within regions, institutions can also create and sustain socio-economic 
inequality. As Hudson (2004) observes, economies are socially con-
structed and ‘instituted’ by rules and understandings about ‘proper’ 
behaviour and conduct. When individuals challenge or fail to comply 
with existing rules, they may cease to be ‘legitimate citizens’ and insti-
tutions often discriminate against members of society based on gender, 
class, race and/or ethnicity. This discrimination, in turn, may lead to 
highly uneven landscapes of economic opportunity. For example, Gray 
and James’s (2007) study of Cambridgeshire’s high-tech cluster demon-
strates how institutions in a ‘successful’ regional economy can produce 
and reproduce gender inequality while Blake and Hanson (2005) 
show how financial institutions in the USA discriminate against female 
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entrepreneurs and thus limit their abilities to develop their enterprises 
(see 5.2 Gender). 

Institutional diversity and the challenge  
of global economic integration

The diversity of institutions in the world economy creates barriers for 
interregional trade, investment and knowledge flows. International 
financial institutions (IFIs) such as the World Bank and International 
Monetary Fund view such diversity as a threat to economic globaliza-
tion and encourage countries to commit to a common set of market 
institutions aimed at reducing the complexities and costs of transna-
tional business. These policies focus on creating market-friendly or 
neo-liberal institutional landscapes that protect private property rights 
(e.g. for land, investments and intellectual property), enforce formal 
business contracts, encourage market-oriented solutions to social and 
environmental problems, improve information flows, reduce corruption, 
and reward free enterprise and entrepreneurship (World Bank, 2001) 
(see 1.3 State). Despite their proliferation, however, these global insti-
tutional measures have only partially integrated the world economy, 
and many scholars believe that they disproportionately favour core 
regions and centres of power (e.g. Washington, DC) at the expense of 
peripheral places, non-western peoples and poor communities (Peet, 
2007) (see 4.1 Core–Periphery). 

Institutional differences between places can also play a significant 
role in knowledge exchange and transfer. For Munir (2002), the success 
of international technology transfer programmes hinges on the degree 
to which institutional frameworks in receiving countries are compatible 
with technology oriented institutions in transferring countries. In other 
words, institutional proximity or convergence plays a key role in deter-
mining the extent and quality of transnational knowledge flows 
(Gertler, 2001). Gertler et al.’s (2000) study of Canada’s high-technology 
industries demonstrates how the institutional barriers discourage for-
eign firms in Canada from building learning and knowledge transfer 
relationships to local Canadian firms. This relative isolation is signifi-
cant in that it reduces the knowledge diffusion or spill-over effects that 
stem from inward FDI in Canadian provinces. 
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New developments and the wider  
relevance of institutional thinking

Two recent theoretical perspectives in economic geography engage with 
institutions and their role in regional and industrial development proc-
esses. The relational approach focuses on the role of agency and power 
in driving institutional change and determining the influence institu-
tions have on economic action. In this framework, institutions not 
only condition economic activities, but also play a key role in shaping 
the identities of individuals such as workers, entrepreneurs and busi-
ness executives (Jessop, 2001). Moreover, institutions are recognized 
as dynamic structures that evolve over time and in space through 
interactions between economic actors, their material practices, geo-
graphical contexts and power structures (Bathelt, 2003, 2006). Contextual 
factors such as a region’s culture, history and dominant political ideol-
ogy play an especially important role determining the direction and 
characteristics of institutional change. By understanding how these 
actors, practices and factors legitimize and stabilize context-specific 
institutions, relational economic geographers hope to develop more 
dynamic theories of regional development and economic globalization 
(Yeung, 2005).

A second, and related, new direction takes an evolutionary perspec-
tive on the development of regional economic institutions and economic 
development trajectories (Boschma and Frenken, 2006). Evolutionary 
approaches focus on the role of institutions in guiding economic action, 
driving technological change and structuring interactions among 
labour, entrepreneurs, industry leaders and the state (Nelson and Winter, 
1982; Essletzbichler and Rigby, 2007; Truffer, 2008). Institutions shape 
these routines, know-hows and regimes, and play a key role in guiding 
industrial and technological evolution. 

Importantly, institutions are widely recognized to play an important 
role in shaping other aspects of a region, place, or industry’s economic 
geography. Institutions structure gender, intra-firm and labour rela-
tions, organize global value chains and networks, serve as social con-
texts wherein economic activities are embedded and act as a central 
mechanism through which states govern economic activities. As such, 
the relevance and importance of the concept is evident in other chapters 
of this book. 
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key points

•• Institutions are stabilized patterns of behaviour that structure 
societies and make everyday life more consistent and predictable. 
They are manifest as organizations (e.g. the World Bank), laws and 
regulations, socio-cultural traditions (e.g. marriage), and in the formal 
and informal rules, norms and conventions governing socio-economic 
activities. 

•• Institutions play a key role in regional development processes by 
organizing production activities and facilitating or obstructing 
learning and innovation. 

•• Institutions create spatial inequality by enabling or empowering 
particular regions, communities, social groups and/or forms of 
knowledge. 

•• Inter-regional differences in institutions act as barriers to global 
flows of knowledge, capital and labour within and between firms and 
markets.

further reading

Rodríguez-Pose and Storper (2006) discuss the institutional complemen-
tarities between communities and the societies that contribute to 
regional development processes. Sunley (2008) critiques relational 
economic geography and argues for more historical and evolutionary 
forms of institutional analysis. A recent special issue of Economic 
Geography (Volume 85, Issue 2, 2009), focusing on evolutionary 
economic geography debates, analyzes the role of institutions in the 
evolution of industries and economies.
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5.4 Embeddedness
Embeddedness refers to the notion that economic activities are inseparable 
from social, cultural and political systems. Although the concept was 
first developed by sociologists, economic geographers have actively used 
it to study how spatially and historically situated non-economic factors 
influence the development of firms, industries and regions. Primary 
focus has been placed on understanding how embeddedness influences 
innovation possibilities, shapes market relationships, reproduces ine-
qualities and creates path dependencies in regional development. Recent 
debates have raised concerns as to whether the concept excessively 
privileges the local, and whether it can be adequately operationalized 
in empirical research. 

The foundations of embeddedness 

Embeddedness is generally credited to the work of two scholars – Karl 
Polanyi and Mark Granovetter – who viewed the concept from different 
perspectives. Polanyi’s (1944) landmark study The Great Transformation 
was the first to articulate and popularize the concept of embeddedness. 
Polanyi argued that mid-nineteenth century Great Britain underwent a 
radical reorganization when economic liberals sought to transform the 
country from a protectionist state-centred economy into a free-market 
society based on the principles of laissez-faire. The goal was to disembed 
the market from cultural, social and political systems and then to restruc-
ture these systems into a self-regulating market and a market society 
(Krippner and Alvarez, 2007). Polanyi believed that this transformation 
would inevitably lead to social problems (e.g. labour exploitation, poverty, 
inequality) which would, in turn, force the state to interfere with the free 
market system. Polanyi’s influence is visible in contemporary studies that 
examine how states adjust social policies in response to economic crises 
(e.g. Kus, 2006), that analyze how states strive to remain autonomous 
from, yet able to guide, economic activities (e.g. Evans, 1995), and in  
the varieties-of-capitalism literature which, in part, demonstrates how 
political-economic systems can be differentiated with respect to the degree 
of market freedom (e.g. Crouch and Streeck, 1997) (see 1.3 State).
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More influential for most economic geographers is the work of Mark 
Granovetter, who focused on the networks of personal relationships 
linking people, firms and places, and argued that all economic action is 
embedded in networks. Although these networks are shaped by larger-
order institutions, their purpose, structure and value is determined 
primarily by individual social interactions. Because all economic activi-
ties are embedded in networks of some kind, the evolution of firms, 
industries and economies is best understood through network analyses 
(see 5.5 Networks). In arguing for a focus on networks, Granovetter 
(1985) sought a middle ground between what he considered ‘oversocia-
lised’ accounts of economic action put forth by sociologists (e.g. Parsons 
and Smelser, 1956) and ‘undersocialised’ rational-choice accounts 
preferred in institutional economics (e.g. Williamson, 1985). 

Granovetter’s critique was extended through sociological studies that 
analyze the influence of intra- and inter-firm networks on performance 
and innovation in organizations and industries. Embedded or bonding 
network ties are essential for creating reliable and stable business rela-
tionships, but entrepreneurs and firms also need weak ties that facili-
tate access to new sources of information and/or individuals (Granovetter, 
1973; Burt, 1992; Uzzi, 1996).1 Embeddedness also influences consumer 
choices (Dimaggio and Louch, 1998), the livelihood strategies of immi-
grants (Portes and Sensenbrenner, 1993), and the inter-state relation-
ships governing global trade flows (Ingram et al., 2005).

Embeddedness and economic geography

Economic geographers’ approach to the concept, although similar to 
that of sociologists, is distinguishable by its emphasis on place or 
region-specific forms of embeddedness. Embeddedness in a place can be 
measured in a number of ways – length of residence, the density of 
interpersonal or inter-firm networks, the level of trust in relationships, 
and/or based on the role of local cultural, social or political institutions 
in structuring or guiding business activities. An individual, firm or 
industry’s ‘rootedness’ influences: a) the development of industrial dis-
tricts and clusters; b) the evolution of regional economies; c) the socio-
spatial dynamics of innovation; d) patterns of transnational trade and 
investment; and e) the spatial structure of labour markets.
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Building on Granovetter’s (1985) argument that industries constituted 
by small firms embedded in dense networks would be better able to 
compete against large firms, Harrison (1992) examined the role of 
embeddedness in the development of flexible production systems and 
industrial districts. He argued that embeddedness played a central role 
in the success of industrial districts (e.g. Silicon Valley, northern Italy) 
and that this embeddedness was achieved through shared experiences, 
trust and cooperative competition (‘coopetition’) through inter-firm net-
works. These networks and trusting relationships can reduce the trans-
action costs and create Marshallian externalities such as knowledge 
spill-overs and specialized labour pools (see 3.2 Industrial Clusters). 
Despite their innovative potential, Harrison cautioned against roman-
ticizing the power in networks and industrial districts. This is because 
industrial district relationships may be sustained through racial, class 
and/or cultural homogeneity, and the ‘systematic superexploitation’ of 
women and immigrant labour. In addition, large corporations can ben-
efit significantly from the intensive, cost-reducing competition among 
the small-scale suppliers located in industrial districts (Harrison, 1992, 
1994). 

Regional development is also shaped by the embeddedness of eco-
nomic actors in localized social, cultural and political institutions. 
Grabher (1993) demonstrated how embeddedness caused different 
types of industrial ‘lock-in’ in Germany’s Ruhr region. Functional 
lock-in occurs when firms are embedded in highly structured and inter-
dependent sets of supply-chain and market relations that are difficult 
to change. Cognitive lock-in occurs when the thinking of industrial and 
regional leaders becomes overly embedded in perspectives that prevent 
new ideas from gaining legitimacy or power. Political lock-in occurs if 
the coalitions and institutions governing and supporting industries 
excessively favour traditional or ‘sunset’ industries at the expense of 
new sectors or ‘sunrise’ industries (see 1.3 State). Lock-in situations 
have been identified in other places (e.g. Eich-Born and Hassink, 2005; 
Hassink, 2007) and these create particularly significant challenges for 
policy makers striving to develop new industrial sectors.

Embeddedness also influences how firms produce, use and diffuse 
tacit forms of knowledge. Tacit knowledge is embedded in geographic 
contexts, cultures and/or industrial communities; is articulated or real-
ized through actions and experiences; is best transferred through spa-
tially proximate relationships; and is an important means through 
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which clusters and regions develop localization economies and global 
competitive advantages (Polanyi, 1967; Gertler, 2003; Morgan, 2005) 
(see 2.1 Innovation; 3.2 Industrial Clusters). A particularly significant 
strand of this research focuses on the tacit knowledge that is embedded 
in communities of practice (CoP), ‘constellations of diverse learning 
communities’ within or between firms such as those associated with 
particular industrial sectors (e.g. biotechnology) or administrative 
activities (e.g. insurance-claim handling) (Wenger, 1998; Amin and 
Cohendet, 2004; Amin and Roberts, 2008). Participants in these com-
munities create and distribute knowledge through both the formal (e.g. 
contract driven) and informal (e.g. casual or social) relationships that 
structure their day-to-day activities. 

A fourth direction in embeddedness research examines its influence 
on international trade and foreign direct investment (FDI). Bellandi 
(2001) observed that when firms interact with foreign places they can 
either remain unembedded in the local economy, and thus transfer lit-
tle knowledge and resources from their home economies into the local 
economy, or they can develop an ‘embedded unit’ able to sustain inten-
sive socioeconomic interactions locally that may lead to increased 
knowledge and resource flows into the locale. Achieving embeddedness 
at a distance poses challenges both for investing firms and investment-
receiving regions as each must balance its internal or local priorities 
with a recognition of, and support for, the others’ needs. Moreover, 
power matters in that it can determine who controls the embedding 
process. For example, the Vancouver film industry has historically been 
dependent on FDI from the USA and is thus partially embedded in US 
production standards and practices (Coe, 2000). In contrast, the 
Chinese government has ‘obligated’ foreign investors in the automobile 
industry to embed their activities in local supply chain networks if they 
want access to the lucrative Chinese market (Liu and Dicken, 2006). 

Finally, economic geographers use embeddedness to assess the role 
that an individual’s socio-spatial rootedness plays in her/his employ-
ment opportunities, entrepreneurial strategies and/or livelihood activi-
ties. Individuals become embedded in places through their residence 
over time, the extent and quality (e.g. trustworthiness) of their personal 
contacts, and by the manner in which social relations based on family, 
culture, class and/or gender structure the kinds of occupational or busi-
ness networks available to them (Hanson and Pratt, 1991; Hanson and 
Blake, 2009). Such forms of embeddedness play an important role in 
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determining how a particular social group’s (e.g. women, immigrants) 
access to opportunities is constrained by structural inequalities (see 2.3 
Accessibility).

Critiques of embeddedness

Although embeddedness is widely accepted as an important concept in 
economic geography, there have been a number of important methodo-
logical and theoretical critiques in recent years. These concerns and 
debates have focused on how to better operationalize the concept in 
empirical research, about the scale at which studies of embeddedness 
are typically carried out and, most broadly, about whether the concept 
remains useful for theories in economic geography. Methodologically, 
Mackinnon et al. (2002) criticize an absence of clear empirical connec-
tion between embeddedness and economic outcomes (e.g. learning, 
innovation, agglomeration). Because individuals are embedded in multiple 
and overlapping sets of social relations, collecting data on embeddedness 
through interviews is difficult to accomplish (Oinas, 1999; Ettlinger, 
2003). As such, a significant challenge for researchers is to develop 
measures and indicators that precisely determine the role of embedded-
ness in economic activities.

A second critique relates to the scale of embeddedness research. Hess 
(2004) contends that studies of embeddedness are typically too focused 
on local activities and thus provide only a partial understanding of its 
role and constitution. While these territorial forms of embeddedness – 
an actor’s (e.g. firm, entrepreneur) connection to a particular place or 
region – are one significant dimension, it is also critical for geographers 
to understand how societal and network forms of embeddedness influ-
ence economic activities. Societal embeddedness relates to the larger-
scale cultural, political and social institutions and attributes that shape 
actors’ identities and understandings of the world. Network embedded-
ness describes the social relationships that actors are shaped by and 
embedded in (see 5.5 Networks). Hess argues that all economic actors 
(i.e. firms, workers, consumers) are uniquely embedded in institutions 
or structures at multiple scales, and that this heterogeneity plays a 
significant role in regional development processes and global trade 
and investment relations. For example, transnational retail firms’ con-
cerns about their image at home (i.e. their societal embeddedness) 
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may discourage them from investing in territories or places where child 
labour is the norm (Hughes et al., 2008). Alternatively, as Izushi (1997) 
demonstrates in the case of Japan’s ceramics industry, if the activities 
of a local firm are principally embedded in relationships to key external 
buyers, this may prevent the firm from creating knowledge spill-overs 
or externalities for the local economy. 

Finally, there are those who broadly question whether the concept 
has outlived its utility. Peck (2005) argues that studies of embedded-
ness over-emphasize the immediate social context at the expense of 
structural factors like class relations. For Jones (2008), embeddedness 
provides at best a limited understanding of the spatial processes driving 
development and it conflates economic processes (e.g. networking) with 
economic outcomes (e.g. growth). He further argues that economic geog-
raphers would be better served by analyzing socio-spatial practices that 
drive economic outcomes, not just the contextual realities. Despite 
these critiques, embeddedness remains an important conceptual lens 
through which geographers examine economic actions situated in place, 
region and space.

key points

•• Embeddedness refers to the notion that economic activities are 
inseparable from social, cultural and political systems. Although the 
concept was first developed by sociologists, economic geographers 
have used it extensively to study how spatially and historically situ-
ated non-economic factors influence the development of firms, indus-
tries and regions. 

•• Individuals, firms and industries become embedded in places and 
networks through residency or spatial fixity, inter-personal or inter-
firm relationships, mutual trust, shared experiences, cultural homo-
geneity, unequal power relations, structural interdependencies and 
inequalities, and/or through institutional forces that constrain eco-
nomic opportunities and possibilities.

•• Studies of embeddedness have focused on its role in shaping indus-
trial districts and clusters; its positive and negative contributions to 
regional economic development, learning and innovation; its influ-
ence on transnational trade and investment relationships; and on 
how it structures the economic opportunities available to particular 
social groups (e.g. women, immigrants).
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further reading

Gertler et al. (2000) examine the challenges of successfully embedding 
FDI in a regional economy. Glückler (2005) evaluates how embedded 
social practices shape international consulting markets. James (2007) 
details the cultural embeddedness of a high-tech industry in the USA. 
For a recent analysis of regional lock-in through embeddedness, see 
Lowe (2009) on Mexico’s apparel industry. For a recent discussion on 
the limitations on the embeddedness concept, see Hervas-Oliver and 
Albors-Garrigos (2009) analysis of how innovation occurs in an industrial 
cluster.

note

1	 Embedded ties are strong relationships between individuals built through 
trust, socio-economic interdependencies, cultural affinity, power relation-
ships and/or shared experiences. Weak ties generally have few of these char-
acteristics but can provide new and novel connections (i.e. bridges) to 
different kinds of people, organizations and places.
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Networks are socio-economic structures that connect people, firms and 
places to one another and that enable knowledge, capital and com-
modities to flow within and between regions. The concept helps explain 
how economic activities are organized across space and how economic 
relationships (e.g. between firms, businesspeople) influence growth and 
development in places. Economic geographers have principally studied 
networks from two perspectives. The first emphasizes how networks 
organize industrial clusters and global trade and investment relation-
ships. The second approach focuses on how individuals and firms con-
struct and use social networks in the economic sphere, and on how 
access to networks is shaped by social inequalities related to gender, 
class and/or ethnicity. 

Networks as economic organization

Networks differ from markets and hierarchies in that they help to 
organize economies through socio-economic relationships, not price-
setting mechanisms (markets) or the imposition of power (hierarchy) 
(Powell, 1990; Powell and Smith-Doerr, 1994). While price and power 
may play a role in determining who participates, and how, in a net-
work, the emphasis of network research is on how inter-firm and inter-
regional relationships develop and how the structural characteristics of 
network ties (i.e. their strength or inequality) shape regional develop-
ment and innovation processes. Geographers have primarily studied 
the form, function and influence of networks at two scales – the regional 
and the global. 

At the regional scale, network research focuses on how networks 
contribute to agglomeration economies and the formation of clusters 
and industrial districts (see 3.2 Industrial Clusters). Learning is an 
important characteristic of successful clusters, in which inter-firm net-
works play a central role in the creation and diffusion of new knowledge 
(Camagni, 1991). Networks contribute to knowledge creation and infor-
mation diffusion through two mechanisms, one through networks cre-
ating ‘buzz’ or flows of information within the cluster through spatially 
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proximate relationships between employees, firms and state agencies 
(Bathelt et al., 2004). Second, networks establish ‘pipelines’ between 
local and non-local firms to exchange information and knowledge. Amin 
and Thrift’s (1992) analysis of ‘neo-Marshallian nodes’ such as indus-
trial districts in San Croce (Italy) and London (UK) showed how the 
success of these regions depended significantly on their ability to link 
into global corporate networks. In order to build ties to these districts, 
regional policy makers needed to create institutional conditions that 
improve knowledge, resource and capital flows (Amin, 1999; Coe et al., 
2004) (see 5.3 Institutions). For developing countries, global–local link-
ages such as these can significantly affect the prospects for develop-
ment, and network analyses can explain how and why some places and 
people benefit disproportionately from transnational trade and invest-
ment relationships.1 For example, Bek et al. (2007) demonstrate how 
various industry and development actors help shape the network linking 
UK wine consumers to the labour practices of South African wine 
producers. 

For Castells (1996), the global economy is a ‘network of networks’ 
where information creation, access and application play a central role in 
determining which places and regions are most productive and competi-
tive. In the age of information-driven capitalism, a firm or region’s 
competitiveness is based in large part on its ability to connect to global 
networks where capital and information (e.g. about prices, innovations 
and markets) flow. This global ‘space of flows’ is an outcome of new 
information technologies (IT), post Cold War political reforms (e.g. 
multi-lateral trade agreements) and the New International Division of 
Labour (NIDL) that developed through the offshoring, outsourcing and 
OEM practices of MNCs (see 4.2 Globalization; 6.1 Knowledge Economy; 
4.4 Global Value Chains). 

Importantly, the NIDL is constituted through a global network of 
cities within which corporate functions, international finance firms, 
producer services, and communication and transportation systems are 
concentrated and/or controlled. As Friedmann (1986) observed, these 
cities play a key role in driving uneven global development and they are 
organized in a spatial hierarchy based on their functional role and 
power in coordinating global economic activities (see 4.1 Core–Periphery). 
The most powerful cities – primary world cities (e.g. London, New York, 
Tokyo) – serve as centres for capital accumulation as well as for the 
global trade and investment activities of MNCs. Primary world cities 
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are networked with secondary and tertiary world cities (e.g. Sao Paulo, 
Hong Kong, or Houston) that serve as centres for particular industries 
and/or which provide advanced producer (e.g. legal, accounting, insur-
ance, logistics) and financial services to MNCs operating in their 
regions (Knox and Taylor, 1995; Beaverstock et al., 1999; Taylor and 
Aranya, 2008). For example, Hong Kong plays a central role in organiz-
ing capital flows into and out of China, and Houston is a global centre 
for the petroleum industry (e.g. see Rossi and Taylor, 2006). 

Networks as social organization 

The second strand of research on networks focuses on the social char-
acteristics of individuals and firms. Work in this area has closely paral-
leled on-going work in economic sociology and organizational theory 
(e.g. see Granovetter, 1985; Powell, 1990; Powell and Smith-Doerr, 
2005). Economic geographers have extended these ideas to understand 
how social networks influence small enterprise and regional develop-
ment processes, how network structures reflect social inequalities and 
how networks evolve through social interactions between individuals. 

Interpersonal and inter-firm networks play a key role in regional devel-
opment through their ability to mobilize social capital – what Woolcock 
(1998: 153) defines as ‘information, trust, and norms of reciprocity inher-
ing in one’s social networks’. When effective at creating and mobilizing 
social capital, networks can improve information and resource exchange 
within and between firms and foster entrepreneurship (Anderson and 
Jack, 2002; Nijkamp, 2003; Yeung, 2005) (see 2.2 Entrepreneurship). 
Such networks best contribute to wider-scale development if urban or 
regional institutions foster generalized forms of trust such that network 
gatekeepers (e.g. large firms, ‘community entrepreneurs’) are best able to 
interact with and diffuse knowledge to a wide variety of firms and policy 
makers (Malecki and Tootle, 1997). For example, Murphy (2002) and 
Mackinnon et al. (2004) demonstrate how informal networks of small and 
medium-scale enterprises in Tanzania and Scotland shape innovation, 
information diffusion and market access. Ideally, networked regions or 
associational economies emerge over time to facilitate innovation and 
learning (Cooke and Morgan, 1998; Malecki, 2000). 

Social capital also has a dark side as network architectures reflect 
institutional, cultural, racial and social biases that exist in all societies 
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(Hanson, 2000). These biases can lead to the exclusion of qualified, 
competitive and/or innovative individuals and firms from industrial or 
labour networks while privileging those who already possess significant 
social capital as a result of their gender, race, ethnicity or social class. 
For example, Harrison (1992) argues that the inter-firm networks struc-
turing successful industrial districts were based on cultural homogene-
ity, Turner (2007) demonstrates how cultural factors shape livelihood 
networks in Indonesia, and Hanson and Blake (2009) show how entre-
preneurial networks are segmented along gender lines that can limit 
women’s access to information, finance and other forms of support. 

Actor-Network Theory 

Actor-Network Theory (ANT) has had a significant influence on economic 
geographers’ theorizations of networks. ANT emerged out of science 
and technology studies (especially the work of anthropologists and 
sociologists) and its early proponents were interested in better under-
standing the social, technical and material processes driving scientific 
discovery and research. ANT was principally developed by Bruno 
Latour, Michel Callon and John Law but was inspired and influenced 
significantly by Thomas Kuhn’s (1962) study of scientific revolutions, 
Michel Serres’ philosophy of science and a variety of philosophical tradi-
tions including phenomenology, post-structuralism, social psychology and 
ethnomethodology (Callon, 1986; Latour, 1991; Law, 1992, 2008; Knorr 
Cetina and Bruegger, 2002). 

ANT scholars argue that it is impossible to separate economic actors 
from their actions, as the latter are embedded in multiform and multi-
scalar relationships. Under ANT, there is no such thing as an isolated 
actor (i.e. agency) or network (i.e. structure); instead, there are only 
actor-networks constituted by individuals, their diverse past and present 
relationships to others and material artifacts (e.g. technologies, texts, 
money, physical space) that are relevant for a particular economic activ-
ity. When actors engage in interactions (such as exchange, investment, 
research or knowledge communication), they mobilize their cognitive 
understandings by building trust in relationships, and by referencing 
these material artifacts (Murdoch, 1995; Murphy, 2006).2 Power is artic-
ulated through these interactions, with the goal of effectively enrolling 
others into her or his actor-network. Translation is a means through 
which ideas are transmitted in the process of enrolment. Enrolment leads 
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to an alignment of the perspectives of the actors and this, in turn, facilitates 
economic action (e.g. trade, learning) both locally and translocally. These 
micro-social interactions and negotiations construct economic spaces, 
interconnections and interdependencies (Murdoch, 1998). 

As Callon (1986) first demonstrated in his analysis of the relation-
ships between scientists, fishermen and sea scallops in a French fishery, 
the study of enrolment, alignment and translation processes can pro-
vide important insights into the social dynamics and power relations 
driving economic and ecological outcomes. For some economic geogra-
phers, studies such as this were attractive in part because of their 
attention to context-specific details and their sensitivity to the role of 
individual agency in shaping economic, industrial and technological-
development processes. More recently, Callon (1999) and Callon and 
Muniesa (2005) argued that markets are socially and spatially ordered 
through the cognitive frames used by actors in calculating costs, assess-
ing prices and carrying out exchange relationships (Berndt and Boeckler, 
2009). For others, ANT has contributed significantly to debates on how 
network relationships are formed, maintained, and extended in space 
and time (Grabher, 2006). Relational proximity is a common theme in 
these studies, in that the concept of spatial proximity alone is insuffi-
cient to understand the contemporary geography of economic activities 
(Bathelt and Glückler, 2003). By creating social spaces amenable to 
translation and enrolment, actors can build stable ties within and 
across multiple spatial scales and effectively ‘act at a distance’ on one 
another (Dicken et al., 2001; Hess, 2004). For Sheppard (2002), ANT 
offers a useful framework for understanding how global networks are 
constructed and how they position individuals, firms and places in unequal 
power relations. Ideas from ANT have been applied to a variety of studies 
in economic geography including Smith’s (2003) analysis of relationships 
between Slovakian clothing producers and European apparel markets, 
Truffer’s (2008) conceptual discussion on the links between technologies, 
societies and regional development, and Kim’s (2006) study of the net-
works linking foreign MNCs to South Korea’s seed industry.

Critiques of networks

Although the network concept has resonated widely within economic 
geography, important critiques exist. First, some argue that networks 
are portrayed too positively and that network studies fail to address the 
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structural forms of power and inequality they may perpetuate or reproduce 
(Peck, 2005). Second, there are concerns that network studies, particular 
those applying ideas from ANT, are too descriptive, case-study oriented 
and micro-sociological. Because of this narrow focus, some question 
the ability of such approaches to rigorously explain how larger-order 
social and economic phenomena (e.g. institutions) emerge in a regional 
or national economy (Sunley, 2008). Third, some argue that too much 
emphasis has been placed on the trusting bonds and strong ties linking 
actors in the space economy. Instead, there is a need to look beyond 
these to weak ties or what Grabher (2006) characterizes as ephemeral 
‘public moments’ where new and novel social interactions occur. Finally, 
some argue that network studies are too ad hoc methodologically and 
that the measures of performance in firms, clusters or industrial dis-
tricts are inadequately linked to measures of network structure, extent 
and stability (Staber, 2001).

key points

•• Networks are socio-economic structures that interconnect people, 
firms and places to one another and which enable knowledge, capital 
and commodities to flow within and between regions. The concept 
helps explain how industrial activities are organized across space 
and how economic relationships (e.g. between firms, businesspeople) 
influence growth and development in places. 

•• Economic networks organize inter-firm relationships, global value 
chains, and inter-regional linkages and provide a valuable perspective 
on how and why uneven development persists in the global economy.

•• Social networks can contribute to innovation, entrepreneurship and 
regional development or exclude individuals on the basis of race, 
gender, ethnicity or class. Relational proximity based on trust, cul-
tural similarities and/or mutual understandings helps actors in 
different places build long-distance networks.

further reading

Kingsley and Malecki (2004) assess how networks contribute to entrepre-
neurship and success in small business. Glückler (2007) conceptualizes 
network evolution and provides a typology of how networks structures 

06-Aoyama et al-4105-Sec-05.indd   186 13/10/2010   11:22:51 AM



5.5 Networks

187

influence a region’s prospects for innovation and development. Taylor 
et al. (2009) examine the structure of global networks linking North and 
South through a study of air-passenger flows between 1970 and 2005. 
Hadjimichalis and Hudson (2006) critique the network concept arguing 
that it insufficiently deals with power inequalities. 

notes

1	 Development geographers too are increasingly using network analyses to 
study how developing economies are influenced by the transnational 
networks associated with labour migration, foreign-aid relationships and 
social movements (Bebbington, 2003; Henry et al., 2004). 

2	 Although many reject more extreme versions of ANT, where inanimate 
objects and animals are said to have agency equal to that of humans, the 
notion that material artefacts shape social encounters and their outcomes is 
an important insight recognized by most. 
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Section 6
Emerging 

Themes in 
Economic 

Geography

What does the future hold for the economy and the discipline of 
economic geography? The final section focuses on emerging concepts 
that represent economic trends of increasing significance in the twenty-
first century. 

Although the idea of a Knowledge Economy was conceived in the 
1960s, this concept has been steadily gaining in significance as the 
basis for newly emerging sectors of economic activities has shifted from 
natural to knowledge-based resources. Knowledge economy has been 
viewed as the future in advanced industrialized economies that are 
searching for alternative sources of job creation as manufacturing jobs 
are lost. Recognizing the importance of knowledge has also led to the 
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reconceptualization of workers, from labourer to innovators. It should 
be noted, however, that many analysts view the geographical separation 
between knowledge-intensive and labour-intensive activities as prob-
lematic, as in reality the two are highly inter-dependent. Can an economy 
survive by becoming purely knowledge-driven? 

As with the knowledge economy, the Financialization of economies 
did not emerge overnight, but has been in progress since World War II 
and will gain more importance with the financial crisis of 2008. Some 
view global finance capitalism as offering unprecedented opportunity, 
whereas others see it as see it as involving unsustainably high risks. 
This form of capitalism calls for a new form of governance structure, 
one that fully incorporates the speculative and volatile aspects of the 
financial world. 

Consumption is a relatively new focus for economic geographers, who 
have long been preoccupied with production. Cross-disciplinary fertili-
zation and learning from other disciplines are therefore prominent in 
research on consumption today. Yet, as we shall show in this chapter, 
consumption also has deep historical roots in economic geography. 
Consumption is increasingly what drives the global economy, and the 
simultaneous homogenization and diversity in consumer tastes have 
multiple repercussions, not only in production, but in conceptualizations 
of class. Consumers today are also a political force and are increasingly 
mobilized to shape, for example, the working conditions of people on the 
opposite side of the world.

Finally, the concept of Sustainable Development emerged in the 1980s 
in response to increasing concerns about the degradation of environmen-
tal resources. While there is agreement that sustainable development 
requires a balancing of social, environmental and economic priorities, 
significant disagreements remain on how to best achieve this balance. 
‘Weak’ sustainability proponents believe that market forces can best 
guide sustainable forms of development while ‘strong’ proponents believe 
that state intervention is required to balance energy and material flows 
and that there are finite limits to economic growth. Economic geographers 
in particular have focused on the sustainability of industrial systems and 
urban or regional development processes, the efficacy of environmentally 
friendly product certification systems, and the impact of global climate 
change on regional development and livelihood strategies.
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Today, knowledge is considered among the most important resources, 
and an essential driving force that contributes to economic growth 
(see 2.1 Innovation). Traditionally, economic geographers and economists 
considered capital and labour inputs as primary drivers of growth, yet 
the problems of resource-rich poor economies in the periphery (the post-
independence Third World) made it abundantly clear that natural 
resources alone do not translate into growth (see 4.1 Core–Periphery). 
Various alternative views have emerged, with some focusing on techno-
logical innovation and others emphasizing neo-colonialism, industrial 
organization, state institutions and regulations, national and regional 
culture as playing the major role in economic growth. Those who stress 
the notion of knowledge economy cater to a view that knowledge, rep-
resented by skill levels and creativity of the labour force, is the key driver 
of innovation and economic growth. Economists have been attempting 
to model knowledge as endogenous inputs without notable success, 
until Romer’s (1986) seminal work on the new growth theory. Romer 
assumed knowledge as an input in production with increasing returns 
in order to show how endogenous technological change leads to long-run 
economic growth. 

Policy makers in the core economies are concerned with ongoing dein-
dustrialization and the need for new economic sectors as sources of 
employment creation, and they view occupations that are closely asso-
ciated with the knowledge economy as far more resistant to offshoring 
(e.g. educators, physicians). Combined, creating knowledge economy became 
both a focus of research as well as a policy objective for many economies. 

Emergence of the knowledge workers

Research on the role of knowledge in economic growth emerged as part 
of the stage theory of economic development (see 3.3 Regional Disparity). 
Economic progress has been understood as a shift from agriculture to 
manufacturing, with various speculations on the next stage of development. 
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Machlup (1962), an economist, predicted the emergence of the knowl-
edge economy in the US economy, measured by the dramatic increase 
in the share of knowledge production. Machlup observed demand to 
shift from physical- to knowledge-producing labour. Machlup thus 
emphasized the significant role of the state in the production of knowl-
edge through investment in education and research at government 
laboratories and universities. 

Drucker (1969), a well-known thinker in business management, advocated 
the emergence of knowledge society, in which the foundation of our 
economy has shifted from manual to knowledge workers, and the main 
social expenditures have shifted from goods to knowledge. Similarly, 
prominent sociologists (Touraine, 1969; Baudrillard, 1970; Bell, 1973) 
advocated the coming of the post-industrial society, in which societies 
have evolved beyond the manufacturing-dependent economy to the 
service-dependent consumer society. They observed an almost universal 
shift from the dominance of blue-collar manufacturing work to white-
collar service work in North America and Western Europe. Because of 
this intellectual tradition, initial research on the emergence of knowl-
edge workers was strongly associated with the rise of the service sector, 
although it is well recognized today that many manufacturing activities 
(e.g. electronics, bio-pharmaceuticals) are knowledge-intensive, and their 
spatial organizations reflect the availability of highly skilled knowledge 
workers (see Cooke, 2001, 2007).

From services to knowledge-intensive services

Research on the shift of employment from manufacturing to services 
sought to explain why such shift seems almost universally observed. 
According to Fuchs (1968), three reasons for the growth of service-
sector employment include: 1) rising incomes will contribute to the 
growth of final demand in services; 2) the growth in goods-producing 
services will increase intermediate demand in services through the 
division of labour; and 3) because productivity increases in services are 
typically lower than industries, the sector demands more labour. 
Research on the service economy flourished in the 1980s on both sides 
of the Atlantic (see Stanback, 1980; Stanback et al., 1981; Gershuny 
and Miles, 1983; Daniels, 1985). However, this research was also met with 
significant criticisms. One is that the conceptualizations of services 
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have been found to be highly problematic (see Singelmann, 1977; Cohen 
and Zysman, 1987; Sayer and Walker, 1993); another criticism is that, 
because services were viewed as ‘auxiliary’ to manufacturing, they can-
not serve as the engines of economic growth. Kuznets (1971) argued 
that services tend to be more dependent upon the macro-economic 
growth of a region and, in particular, the demand for services generated 
by the manufacturing sector. Hirschman called these relationships 
inter-sectoral complementarities, which are critical for economic growth 
as they generate pecuniary external economies.1 Cohen and Zysman 
(1987) emphasized the geographic dimensions of inter-sectoral link-
ages. According to them, because manufacturing and services are 
closely linked, growth strategies that exclusively focus on services are 
ineffective. Research has also found that a considerable diversity in the 
manner and speed is observed in the most advanced industrialized 
economies in the shift from manufacturing and service employment 
(Castells and Aoyama, 1994; Aoyama and Castells, 2002). In addition, 
the applicability of stage-theory of development to developing country 
context has been questioned (Pandit, 1990a, 1990b). 

Furthermore, many services are labour intensive, non-exportable 
with limited market potential, and have also been associated with lack 
of innovation and low-productivity growth (Miles, 2000). Yet, recent 
literature suggests that certain service segments are exportable2 (Wood, 
2005), and exhibits high productivity as well as employment growth 
(Beyers, 2002). Increasingly, the knowledge and service functions of 
selling a product, such as branding, advertising and financial packages, 
are being viewed as critical competitive advantages for manufactured 
goods (Daniels and Bryson, 2002; Lundquist et al., 2008). 

As a result, economic geographers interested in analyzing the knowl-
edge dimension of the service economy have increasingly limited their 
scope of research to advanced producer services, or knowledge-intensive 
services (KIS) (Gillespie and Green, 1987; Marshall et al., 1987; Warf, 
1989; Daniels and Moulaert, 1991; Beyers, 1993; Clark, 2002). These 
services typically represent specialized services that demand signifi-
cant expertise, primarily serving firms rather than consumers as clien-
teles, and include such services as accounting, advertising, business 
consulting, engineering (architecture, software programming, bio-
engineering), legal and financial services. More recently, research has 
focused on the globalizing aspects of advanced producer services (Leslie, 
1995; Jones 2005). 
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The new economy

The economic growth in the 1990s associated with the spread of IT 
was coined the new (or digital) economy. Broadly, the new economy 
refers to the various structural changes that contributed to economic 
performance of the latter 1990s. According to Beyers (2002), the new 
economy is the result of ‘the revolution in electronic computational 
and communications capabilities that have stemmed from the devel-
opment of transistors, semiconductors, and the myriad of applications 
that pervade every aspect of our lives’ (p. 2). Some view the impacts 
of IT to be equivalent to the second industrial revolution; technology 
was infrastructural in its effects, which were not limited to intra-
sectoral growth, but also cross-sectoral (adopted in the financial sec-
tor, in manufacturing, in retail and distribution sectors, and in 
consumption). Thus, IT played a significant role in boosting overall 
productivity of an economy. 

Castells (1989) claimed the industrial mode of development is 
replaced with the informational mode of development. In this era, 
information-processing activities predominate in production, consump-
tion and state regulation. Active entrepreneurship exploiting new 
opportunities brought about the new technologies resulted in the dot-
com boom of the late 1990s, which drove up stock-market prices par-
ticularly in the United States. Venture capital has been known as an 
important source of funds for business start-ups (Florida and Kenney, 
1988), but they became particularly visible during the dot-com boom by 
profiting considerably from IPOs (initial public offerings) of firms they 
funded. The new economy also created an active entrepreneurial cul-
ture, as exemplified by that in the Silicon Valley in the United States 
(Saxenian, 1994) (see 5.1 Culture). A region’s ability to attract and 
retain IT entrepreneurs is considered an important indicator for the 
future of regions in the knowledge economy (Saxenian, 1994; Malecki, 
1997; McQuaid, 2002).

The combined effect of the promise of productivity increases and 
active entrepreneurship allegedly constituted a new economic logic 
under capitalism. It should be noted, however, that some scholars have 
questioned the validity of the new economy as a defendable concept. 
For example, Gordon (2000) claimed that the Internet did not live up 
to other revolutionary technologies of the past in terms of economic 
impacts. 
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The dominant class in the  
knowledge economy

Thrift’s (1997) interests in knowledge economy emerged in the context 
of the ‘cultural turn’ (see 5.1 Culture). To Thrift, academics and man-
agement consultants combined to produce a particular discourse of 
knowledge, which, in turn, affects global business organizations. Thrift 
called the hegemony of managerialist discourse, ‘soft capitalism’, to 
emphasize the role played by certain discourse in capitalism, and 
warned against ‘harmful abstraction’ that arises out of certain corpo-
rate culture, such as constant auditing and measurement for success 
(Thrift, 1998). This new managerialist discourse is generated through 
the new dominant metaphors of global economic uncertainties as well as 
the permanent discourse of emergency (Thrift, 1997, 2000). As a conse-
quence, the global ‘cultural circuits of capital’ emerge, through training 
in MBA programs and nurtured by the greater mobility of managers 
(Thrift, 1998; Hall, 2009).

Castells (2000) conceptualized the ‘space of flows’, which is a ‘material 
form of support of dominant processes and functions in the information 
society’ (p. 442). He claimed that the space of flows defines the spatial 
form and processes, and is made up of three layers – a circuit of electronic 
exchanges, nodes and hubs, and the spatial organization of the dominant, 
managerial and cosmopolitan elites. As a result, the space of flows is 
‘asymmetrically organized around the dominant interests specific to each 
social structure’ (p. 445). The cosmopolitan elites, however, are no longer 
limited to those from the advanced industrialized economies. According to 
Saxenian (2006), ‘new argonauts’ from India, Taiwan and China, through 
their international business and social networks, are increasingly impor-
tant as agents of knowledge circulation at the global scale. 

Florida (2002) believes that we are entering a new phase of capitalist 
development with creativity being the primary source of economic 
growth. He argued that the prospects of cities today depend much on 
whether they manage to attract and retain what he coined as the ‘crea-
tive class’, which comprises a broad range of professional and technical 
occupations that engage in creative work, including artists, journalists, 
college professors, scientists and engineers. His research found strong 
associations between the locations of growth and the creative class, and 
suggested the role of amenities (climate, recreational and cultural 
opportunities) and tolerance (measured, in this case, by the share of 

07-Aoyama et al-4105-Sec-06.indd   195 13/10/2010   11:23:11 AM



Emerging Themes in Economic Geography

196

coupled gay households in the population). Florida therefore argued 
that search for tolerance and diversity of population shapes the future 
economic prospects of cities in the United States. 

Whereas Florida’s thesis has been highly influential in shaping urban 
policies, it has been criticized as ambiguous, particularly with respect to 
the causal links between creativity and growth (Marcuse, 2003; Glaeser, 
2005). Peck (2005) has pointed out that Florida’s focus on the highly 
mobile urban elites in the prevailing market ideology comes at the 
expense of other pertinent issues, including social polarization between 
the creative haves and have-nots, and a greater impetus to commodify 
arts and cultural resources as a result of Florida’s creativity thesis. 
Storper and Scott (2009) believe Florida’s thesis has led to the privileg-
ing of individual choice in locational decision primarily based on amen-
ity, and cautioned against disregarding a long history of urban growth, 
which is primarily based on people-following-jobs, not vice-versa. 

Geography of the knowledge economy

Geography of the knowledge economy largely follows the geography of 
knowledge workers. Highly educated workers are geographically con-
centrated to form innovative milieux (Aydalot, 1985), or more recently, 
learning regions (Florida, 1995) or regional innovation systems (Cooke, 
2001; Asheim and Coenen, 2005). Some have been developed with 
intensive state interventions (e.g. Hsinchu Science Park in Taiwan or 
Zhanjian Science Park in Shanghai, China), while others emerged 
without explicit state mandates (e.g. Silicon Valley, USA) (Castells and 
Hall, 1994; Saxenian, 2007). Global cities, such as New York, London 
and Tokyo are major concentrations of advanced producer services 
(Sassen, 1991) (see 2.1 Innovation). 

The onset of information technology (IT) has allowed globalization 
and segmentation, with the latter referring to certain service-sector 
activities dividing work between front-office and back-office operations. 
Back-offices typically conduct routine activities such as data processing 
for airlines and credit-card companies, and remote customer-service 
functions (e.g. call centres). In the United States, back-offices first moved 
to the suburbs following highly educated housewives willing to work 
part-time near their homes at low wages (‘pink-collar ghetto’) (Nelson, 
1986). Today, back-offices are increasingly located in countries that  
offer English-language proficiency as well as lower wages (‘international 
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back-offices’), although some are returning to exurbs and rural areas 
because of wage increases in offshored locations (e.g. Ireland) or issues 
with customer service quality (e.g. India) (see 4.2 Globalization). 

The geography of the new economy is further complicated by  
the emergence of cyberspace. Today, virtual spaces duplicate material 
spaces in various functions such as retailing, consumption of goods and 
services (with entertainment being an important component), political 
and community organizing, as well as business and peer-to-peer commu-
nication and social networking. Zook (2001) demonstrated that online 
contents closely follow the geography of contents producers, and Aoyama 
and Sheppard (2003) argued that real and virtual spaces are dialecti-
cally linked, in that geographic space offers defining principles that 
profoundly shape the structures of virtual spaces. Geographic context, 
territorial structures of regulation and physical communications infra-
structure shape, to a large extent, production and consumption in cyber-
space, and geographically induced frictions play a role in the relationship 
between virtual and real places. In sum, as advocated by Leamer and 
Storper (2001), the Internet will work to reinforce urbanization on the 
one hand, and on the other hand, allow dispersion of certain activities. 

key points

•• Knowledge economy is closely associated with economic sector 
theory and the emergence of the service economy, and was based on 
the observation that the knowledge workers were gaining signifi-
cance in advanced industrialized economies. 

•• The Internet, on the one hand, amplified the importance of knowl-
edge work in the new economy, yet on the other hand, created new 
possibilities in organizing economies.

•• The geography of the knowledge economy suggests spatial concen-
trations of innovation, as knowledge workers tend to live and work 
in certain cities and regions.

further reading

For a recent work on the role of knowledge in economic geography, 
see Gertler and Levitte (2005). For research on the creative class in 
Europe, see Lorenzen and Andersen (2009). For a more recent research 
on the geography of cyberspace, see Zook and Graham (2007).
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notes

1	 Pecuniary external economies is one type of externality that affects others 
through the market (i.e. prices).

2	 Exportable services may include, for example, accounting services, financial 
services and any other types of services for which a consumer may be located 
at a significant distance from the location of firms.
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6.2 FINANCIALIZATION
The total daily turnover of international financial markets grew 
exponentially in the latter part of the twentieth century. Also, the 
shares of total employment and GDP in the financial industry have 
been steadily increasing in many economies. Despite the importance of 
financialization, no consensus has emerged on its definition. To some, 
it refers to the growing importance of profits generated by speculative 
investment. Some observers focus on the greater role of finance in indi-
vidual, household, and firm behaviour (Erturk et al., 2007), while others 
consider the role of finance in causing systemic changes in capitalism 
(Strange, 1986; Boyer, 2000). Yet others view financialization as the con-
tinuous evaluation of economic investments by the financial markets.

Origins and fundamentals

The emergence of money as a medium of exchange enabled the develop-
ment of the market economy and of international trade. Money not only 
allows exchange, but also has led to a number of financial innovations. 
One decisive innovation was the inception of account money (i.e. accu-
mulations of commercial credits or household savings, creation of debt, 
and generating liquidity from previously fixed assets), which led to the 
development of banking and other financial institutions. In the seven-
teenth century, various financial markets were established, including 
equity (stock), currency, options and futures markets. The currency 
regime has undergone transformation, from the previously dominant 
silver standard to the gold standard; the latter became officially 
adopted by Britain and the United States in the nineteenth century. 
The two world wars made the gold standard difficult to sustain, how-
ever, and in the post-World War II period the Bretton Woods Accord 
(1944–71) established the US dollar as gold convertible with other cur-
rencies pegged to the dollar, along with the establishment of two key 
international financial institutions, the World Bank and the 
International Monetary Fund. Under the temporal stability of cur-
rency exchange, international financial transactions grew, and an 
increasing ‘deterriotorialisation of credit provision’ (Leyshon and Thrift, 
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1997) took place, most notably characterized by currencies traded 
outside their home territories such as the Euro-dollar (i.e. US dollar traded 
in Europe to profit from higher interest rates). 

Financial markets can be categorized into primary and secondary 
markets. In primary markets, new financial assets are raised for corpo-
rations. Typically, this is done by intermediaries (such as banks) that 
issue, price and sell the securities, i.e. corporations’ equity or debt, to 
investors. These new financial assets are traded before maturity in the 
secondary markets, such as stock exchanges, between investors. Financial 
markets can also be divided into over-the-counter markets (direct 
exchange between two parties) and organized exchanges. Organized 
exchanges standardize terms of transactions, and therefore lower 
entry-barriers and risks for investors, whereas non-standardized prod-
ucts are mostly traded in over-the-counter (OTC) markets. Financial 
markets can be further classified into those where various securitized 
commodities are traded (e.g. equity markets, commodity markets, com-
mercial real estate and residential mortgage markets), and those that 
handle financial transactions without direct links to commodities, such 
as bond, currency, money and derivatives markets. Some of the financial 
markets mentioned above can be highly volatile, in particular equity 
and currency markets.

In economic geography, the study of finance began as one way to address 
the ‘productionist bias’ of the discipline, which was most prevalent in 
the 1970s and 1980s. Today, financial geography is an active component 
of the discipline and ranges from the study of global cities to forms of gov-
ernance in the pension fund industry. One important geographical aspect 
of the financial economy concerns the process of transforming real assets 
into financial liquidity, which in turn makes capital highly mobile. 
Furthermore, demand for returns in finance is uncharacteristically short 
term when compared with real investment. The geographical hyper-
mobility and short-term nature of finance has in turn produced a 
speculative global economy. The mobility of capital has increased the 
disconnection of money from the real contexts of the local economy.

Regulation in finance

Financial markets have direct links to government policies – particularly 
with monetary policy – which is typically governed by central banks.1 

07-Aoyama et al-4105-Sec-06.indd   200 13/10/2010   11:23:11 AM



6.2 Financialization

201

The formation of the European Monetary Union represented an important 
regulatory change that was instrumental in implementing the single 
European market and emerged as a strategy to combine forces to more 
effectively counteract the dominant currencies such as the US dollar 
and the Japanese yen and their respective monetary systems. Financial 
markets are subject to numerous regulations with basically two general 
aims, to prevent systemic crises and to protect retail investors and bank 
clients. 

The history of finance is characterized by progressive and large-scale 
de-regulation of cross-border controls on financial flows, particularly in 
the last few decades (Laulajainen, 2003). In the United States, progres-
sive deregulation since the mid-1970s allowed for more competition by, 
for example, removing deposit interest rate ceilings and restrictions for 
competition; allowing new product introduction and inter-state bank-
ing. Deregulation is claimed to have led to the growing failure of com-
mercial banks that peaked in 1990 (Warf and Cox, 1995). Progressive 
deregulations that minimized government involvement are viewed to 
have accelerated the process of financialization. Governments also serve 
as important guarantors of financial instruments (such as by issuing 
money), but fraud and taking advantage of loopholes in the regulations 
still occur. Strange (1986) termed the contemporary financial system 
‘the global casino of high finance’ (or casino capitalism), and was con-
cerned with the grave consequences that would impact everyone, includ-
ing farmers, shop-keepers and factory workers. Particularly since the 
1970s, volatility in currency markets and interest rates have made 
various economies vulnerable to financial crisis. 

Speculative and fictitious capital

Marx (1894) called financial capital fictitious, since it represents an 
advance claim upon the yet-to-be produced value, and does not generate 
value until it is transformed into real investment. The development of 
secondary markets mentioned above has played a major role in making 
financial capital fictitious. Financial assets are immaterial, abstract 
and fundamentally implicit promises, which therefore inherently 
involve risk (Laulajainen, 2003). Financial risk reflects the variability 
in rate of return, and investors typically respond to risk by diversifying 
their investments. Professional investors, typically called fund managers 
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work on behalf of institutional investors (the largest of which are 
investment banks, insurance firms and pension funds); such investors 
not only acquire, trade, arbitrage2, insure and hedge against (cross-insure) 
various types of risks, but also engage in trading highly speculative 
financial instruments, such as insurances and derivatives, diversify-
ing risk further. Speculation is integral to the functioning of financial 
markets (Clark, 1998).

The financial economy is also contrasted with the ‘real’ economy, one 
that relies on production and delivery of tangible goods and services for 
economic growth. The financial economy centres around managing 
portfolios of assets (Markowitz, 1959). Financial assets are typically 
measured by equity (i.e. ownership of property or productive capacity 
such as firms), debt (i.e. loans), and bank deposits (i.e. corporate as well 
as household savings). Financial markets have facilitated the formation 
of global circuits of capital (see 4.3 Circuits of Capital) which enable 
investment to move across various economies. 

Finance in economic development

Financing start-up firms requires risk capital that can endure high 
risks for the potential of high returns. Venture capitalists and busi-
ness angels3 are key financiers of start-up firms, thereby playing a 
critical role in supporting entrepreneurship and innovation (see 2.2 
Entrepreneurship; 2.1 Innovation). The venture capital market, which 
emerged first in the United States in the late 1940s, has been instru-
mental in promoting active post-war entrepreneurship (see Leinbach 
and Amrhein, 1987; Florida and Kenney, 1988). In the dot-com boom of 
the late 1990s, major venture capital firms around Silicon Valley 
played a significant role in providing initial capital for many start-ups 
(Zook, 2004). Similarly, in the Global South, the Grameen Bank in 
Bangladesh and other micro-finance institutions offer micro-credit to 
low-income people, mostly to women as a way to offer day-to-day survival 
through modest financial independence. 

Interests in finance are also represented by (partly government spon-
sored) the increasing importance of pension funds as investors in the 
economy. Deregulation in the form of pension restructuring (Clark et al., 
2001; Engelen, 2003; Clark and Wójcik, 2005) has meant a greater 
involvement of pension funds as investors, a process motivated by the 
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promise of higher returns, yet it also exposes pension funds to increasing 
risks. Clark (2000) refers to the significance in size and role of pension 
funds as distinguishing features of Anglo-American financial markets 
(Pension Fund Capitalism). He also emphasizes their emerging role as 
investors in public assets such as urban infrastructure and community 
economic development projects. In addition, longer life-expectancies, 
changing demographics and shifting expectations towards life after retire-
ment contribute to the increasingly complex challenge faced by pension 
funds in balancing risks with returns in financial markets. 

Households and individuals

Individuals and households have increased their involvement in financial 
markets in recent decades. Financial innovations such as consumer 
credit (e.g. personal credit cards) were conceived to encourage and fur-
ther promote the act of household consumption (see 6.3 Consumption). 
Although the primary clients of financial markets are institutional 
investors, such as banks, insurance companies, pension funds and cor-
porations, individual investors are increasingly involved both directly 
and indirectly. 

A series of deregulations and widespread access to the Internet have 
allowed individuals to engage in the buying and selling of stocks, cur-
rencies, and futures (i.e. online traders). Until the financial crisis of 
2008, individual middle-class online traders, including Japanese house-
wives, were actively trading various financial products on the market 
(Fackler, 2007; McLaughlin, 2008). Furthermore, household savings 
today are mostly grouped into mutual funds and pension funds. The 
dependence on pension funds means that the economic well-being of 
households is increasingly influenced by price fluctuations in the financial 
markets (see Langley, 2006). 

Financial crises

Financial crises involve failing banks. Although related, financial crises 
can be broadly categorized into two causes, one arising out of a solvency 
crisis (liabilities exceed assets) and the other arising out of a liquidity 
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crisis (on-time payment of bills). When financial crises occur, typically 
the lender of the last resort (usually the government) is called in for a 
rescue. In the United States, commercial bank failures grew dramati-
cally in the 1980s, prompted by a nationwide commercial real-estate 
glut and a petroleum-glut-induced recession in Texas (Warf and Cox, 
1995). This resulted in the US government bailing out many savings-
and-loan institutions, and partially caused the government deficit in 
the 1990s. Each past crisis has resulted in regulatory reforms, yet such 
reforms do not seem able to avert the next financial crisis. The govern-
ment bail-out is controversial not only because it spends tax-payers’ 
money for bad business decisions, but also because it creates an expecta-
tion in the business community that the government will ultimately step 
in, thereby encouraging, rather than discouraging, reckless financial 
decisions.

Countries can also experience financial crises. The Latin American 
Debt Crises included Mexico, Argentina and Brazil which, in the early 
1980s, became unable to service (repay interest of) their external debts. 
These loans were typically made to finance infrastructural projects 
which were designed to support import-substitution industrialization 
policy. Many of these loans, however, were short-term loans, which 
required frequent refinancing. Once the crisis became apparent, refi-
nancing became difficult, which prompted involvement of the IMF 
as well as debt relief and rescheduling programs. Leyshon and Thrift 
(1997) argued that US government policy of sustaining high interest 
rates during those times in order to dampen domestic inflation in 
part contributed to these crises.

The Asian Economic Crisis (1997–98) and the global financial crisis 
of 2008 were initiated by escalating commercial and residential real 
estate prices. In the case of the former, hyper-growth had prompted 
aggressive commercial real-estate speculation in the greater Bangkok 
metropolitan area, and in the case of the latter, the sluggish perform-
ance of the post-dot-com boom US equity market, combined with his-
torically low interest rates had channelled financial capital to the 
housing mortgage market, leading to the proliferation of sub-prime 
mortgage loans, which precipitated the crisis. The fall of investment 
bank Lehman Brothers to bankruptcy protection and the purchase of 
Merrill Lynch by Bank of America made the stock market tumble 
worldwide on 15 September 2008, prompting a system-wide liquidity 
crisis.
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Some argue that the increasing complexity in financial tools (and the 
inability of regulatory agencies to keep up with them) in part contributed to 
the global financial crisis of 2008. Multiple layers of trading compound the 
complexity and opacity of the financial system. The contemporary finan-
cial sector employs a vast number of mathematicians whose intricate 
models and calculations drive much financial innovation and make what 
is already a complex system even more opaque and difficult for regulators 
to comprehend. Future research in this area calls for economic geographers 
to study the geographic sources as well as manifestations of financial crises, 
as well as geographic variations in the performance of banks. 

The geography of finance

In spite of the claim that financial integration has led to the end of 
geography (O’Brien, 1992), there are significant variations in the geog-
raphy of financial markets. For example, whereas currency and bond 
markets are truly global in that they can be traded anywhere, equity 
still tends to be traded close to the headquarters of firms (Laulajainen, 
2003). Both concentration and dispersion characterize the geography of 
finance. On the one hand, financial actors are to a large extent concen-
trated in global cities such as New York (Kindleberger, 1974; Friedman, 
1986; Sassen, 1991), London (Pryke, 1991, 1994; Thrift, 1994) and Tokyo 
(Rimmer, 1986; Sassen 1991), which exert considerable influence on the 
world economy. The financial sector is among the most sensitive to the 
quality of information, thereby making face-to-face contacts particu-
larly important (Agnes, 2000). On the other hand, financial firms were 
among the most aggressive in adopting information technology (IT), 
which not only sustains second-tier financial centres such as Frankfurt 
(Grote et al., 2002), Amsterdam (Engelen, 2007), Dubai, Hong Kong 
and Singapore, but also led to the development of offshore financial 
centres in the periphery to avoid regulations. Some of the offshore 
financial centres emerged in places that were already tax havens, such 
as the Cayman Islands, the Bahamas, Luxembourg, Liechtenstein, and 
Bahrain (see Roberts, 1995).

Financialization is also the process of integrating local economies into 
the global economy (Tickell, 2000). The centralization of finance in major 
cities exacerbates the decline of local banking systems in peripheral 
areas, which might have repercussions for the ability of small local firms 
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to raise necessary capital (Dow and Rodriguez-Fuentes, 1997) (see 5.5 
Networks). Within these financial centres, the separation between front-
offices in prime downtown locations and back-offices in suburban loca-
tions became increasingly prevalent in the United States during the 
1970s (see Nelson, 1986; Dicken, 1998) (see 6.1 Knowledge Economy).

Yet, global convergence has hardly been achieved in the financial 
markets. Traders around the world are highly heterogeneous in their 
backgrounds, culture and reactions (Agnes, 2000; Thrift, 2000). For 
example, Pollard and Samers (2007) have shown how Islamic law and 
associated cultural practices shape risk perceptions and result in dis-
tinctive Islamic financial institutions and products. Traders also make 
assumptions on the stability and credibility of various financial mar-
kets based on their limited knowledge. During the Asian economic cri-
sis that began in 1997 in Thailand, traders not only pulled out of 
Thailand but also from markets in neighbouring economies simply by 
the virtue of proximity and geographical associations. Most recently, 
interests in alternative finance – such as local currency movements 
(Lee, 1996) and ethical investing – have grown as a way to inject a 
moral economy and social choice into the financialized global economy.

key points

•• Although no consensus exists on the definition of financialization, 
there is no doubt that the financial economy has grown in its size 
and significance in the world economy, with some claiming that it 
indicates a systemic change in capitalism. 

•• Regulations play a central role in financialization, and can promote 
economic growth by inducing innovation through risk capital financ-
ing and creating investment opportunities for households, but regu-
lations also can also become the cause of financial crises.

•• The importance of geographical proximity in the financial industry 
gave rise to financial centres, which contribute to industry special-
ization as well as uneven territorial development. 

further reading

For an overview of the financial crisis of 2008, see Dore (2008) and 
Ashton (2009) for the history of the subprime mortgage market in the 
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United States. A section in the Bank for International Settlements 2008 
Annual Report also explains the financial crisis in an accessible man-
ner. In addition, a National Public Radio programme, This American 
Life, featured the mortgage crisis in episode 355: ‘The Giant Pool of 
Money’ (9 May 2008). The transcript is available at: http://www.
thisamericanlife.org/Radio_Episode.aspx?episode=355.

notes

1	 In the United States, the Federal Reserve System (‘The Fed’ for short, estab-
lished in 1913) serves as the central bank, and the Board of Governors of the 
Federal Reserve System, located in Washington, DC, sets monetary policies.

2	 Arbitrage refers to an act of simultaneously buying and selling financial com-
modities such as securities, bonds, currencies or futures contracts in more 
than two markets in order to take advantage of price differentials between 
markets.

3	 Business angels are wealthy individuals, who play the role of investors, 
providing initial capital to those entrepreneurs with promising business 
ideas without formal market-based transactions.
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6.3 CONSUMPTION
Consumption is an act of spending resources to fulfil basic needs (e.g. 
food) as well as a way of expressing social status, tastes and preferences. 
While the latter is of particular interest to sociologists and cultural 
geographers, economic geographers’ interest in consumption began 
with a focus on its role in shaping economic landscapes of human settle-
ment. This interest prompted locational and organizational studies of 
the retail sector, a service sector directly engaged with consumption. 
Although consumption has long been secondary to production as a central 
focus of economic geography (known as ‘productionist-bias’ (Wrigley et al., 
2002)), recently there is a renewed interest in the geographic manifes-
tations of a mass-consumer society, including consumer activism. 

Location theories of consumption

The locational characteristics of the retail sector have been studied 
extensively since the early twentieth century, and many of the basic 
principles developed in these theories remain broadly applicable today. 
Classical location theorists such as Harold Hotelling (1929) and Walter 
Christaller (1966[1933]) theorized the spatial outcomes of competition 
and the optimal allocation of retail services to serve spatially dispersed 
populations. Hotelling’s model considers how retail competition stabi-
lises geographically under ‘duopoly’, a condition where two competing 
merchants are assumed to be located along a two-dimensional line, sell-
ing an identical product. Popularized by the analogy of two ice-cream 
salesmen moving along a beachfront to find optimal locations, Hotelling 
showed that each vendor will end up locating back-to-back at the centre 
of the beach in order to maximize his/her sales area and prevent the 
competitor from capturing a larger area. Hotelling’s analysis explains 
why retail functions agglomerate rather than disperse across space, 
and through this example, offered an explanation for a relatively neglected 
phenomenon in economic theory at the time, a condition called geo-
graphic monopoly. This model, however, did not take into account 
demand elasticity – the consumer’s propensity to purchase a certain 
quantity at a certain price. From the consumer’s perspective, the price 
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of a product includes travel cost (getting to a store from home), which 
complicates the reality of retail location. 

Walter Christaller (1966[1933]) developed a location theory that par-
tially addressed the problem of demand elasticity by incorporating the 
consumer’s travel costs. Christaller’s central place theory was derived 
from the observed hexagonal patterns of the settlements in Southern 
Germany (his theory was later adapted for Southwest Iowa in the US 
by Berry, 1967). His two principles, the range of a good and the thresh-
old of a good, refer respectively to the maximum distance that consum-
ers are willing to travel to purchase a good/service, and the minimum 
market size needed for retailers to stay in business. Integrating these 
two principles, an optimal spatial pattern emerges, characterized by 
hexagonal market areas and a hierarchy of different-sized settlements 
around the central place of each hexagonal territory. Christaller concep-
tualized that these central places would facilitate efficiency through the 
development of a small number of higher-order centres (larger cities) 
and a larger number of lower-order centres (smaller cities and towns). 
Higher-order centres are places where high-order goods (high-priced 
items purchased infrequently, such as cars or jewellery) are traded, 
whereas lower-order centres are more easily accessed through reduced 
travel costs, and serve as places where low-order goods (low-priced items 
purchased frequently, such as milk and eggs) are traded. Christaller’s 
model, however, is built on a set of simplifying assumptions, including a 
uniformly distributed population of equal income living on a flat surface 
without physical barriers (such as mountains that make travel costly), a 
single mode of transport, and travel costs that are proportional to dis-
tance. Consumers are assumed to be economically rational individuals 
who minimize costs and maximise resources. The failure of the real world 
to adhere to these assumptions distorts the hexagonal patterns posited 
by Central Place Theory (Berry 1967). 

From retailing to buyer-driven  
commodity chains

Hotelling and Christaller’s models laid important foundations for 
understanding retail location. The principles of threshold and range 
still retain relevance. From the consumption standpoint, consumers 
minimize travel distance depending on the goods/services in demand. 
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For example, consumers typically minimize travel distance to purchase 
daily necessities such as milk and eggs and are willing to travel longer 
distances to buy jewellery for a mother’s 60th birthday. However, 
except for a few case studies on consumer choice (see Clarke et al., 
2006; Wang and Lo, 2007), contemporary economic geography research 
in consumption has shifted its focus from the locational characteristics 
of consumption to the organizational characteristics of the retail sector, 
the sector that most directly engages with the consumer.

Today, economic geographers are broadly concerned with two major 
aspects of retail restructuring. One is the dominance of large-scale 
retailers at the expense of small retailers, and the other is the domi-
nance of foreign retailers over domestic retailers. These concerns evoke 
particularly strong emotional responses among consumers and shape 
political agendas for consumer activism. Concerns about the dominance of 
large-scale retailers are as old as the emergence of department stores 
in cities such as New York, London, Paris and Berlin in the latter part 
of the nineteenth century (see, for example, Gellately, 1974). Similarly, 
the proliferation of successful chain stores and supermarkets originat-
ing in the United States beginning in the 1930s, such as A&P, Sears 
and J.C. Penney, has raised concerns about the fate of small retailers. 
While earlier theories considered small retailers (e.g. ‘mom-and-pop’ 
stores) archaic, inefficient and in need of modernization (Goldman, 
1991), others view them as an important source of personalized service, 
entrepreneurship, community identity and job opportunities for the 
working classes, and a counterweight to the monopolistic tendencies 
that reduces incentives for innovation. 

Concerns about the dominance of foreign retailers became prominent 
with the emergence of Retail MNCs in the latter 1990s such as Wal-
Mart (USA), Carrefour (France) and Tesco (UK). Retail MNCs emerged 
as a result of push-factors (market saturation among others) from the 
home market as well as pull-factors (deregulations in the host markets 
providing new market opportunities). A number of retailers have glo-
balized their production through buyer-driven commodity chains (see 
4.4 Global Value Chains). Typically, large retailers have dedicated sub-
contractors in low-income economies to cater to consumers in high-income 
economies. Some have successfully developed a highly sophisticated and 
demand-response global logistics system to deliver affordable products 
that cater to fast changing fashion trends (such as the Spanish apparel 
store chain Zara). Yet, many retailers still conduct research on store 
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design and marketing in a few select cities (such as Paris, New 
York, Milan, Toronto and San Francisco) and actively engage in 
brand marketing to promote product differentiation and customer 
loyalty. 

Mass-consumer society and  
consumer behaviour

Over the past two centuries, people in high-income countries have expe-
rienced a gradual decrease of work-time, and the relative expansion of 
non-work time. As noted first by Veblen (1899), this shift has prompted 
lifestyle changes that have shaped consumption behaviour, particularly 
growth in the conspicuous consumption of leisure, entertainment 
and tourism products/services. Max Weber viewed class and status as 
interrelated yet distinctive categories, in which class was related to 
household production (income generation), while status was related to 
consumption (Gerth and Mills, 1946). 

Under high mass consumption, the most advanced stage of economic 
development according to Rostow (1953), leading sectors employ highly 
skilled workers to produce durable consumer goods and services, work-
ers and their families have high levels of disposable income to spend on 
more than just basic food, shelter and clothing, and various technologi-
cal and household gadgets become widely adopted. In many mass- 
consumer societies, consumption has become the primary driver of 
urban development and re-development, prompting processes of gentri-
fication, converting earlier production landscapes such as harbours and 
factories into consumption landscapes such as waterfront commercial 
districts and residential lofts (see Zukin, 1995). 

A notable trend in contemporary mass-consumer societies is the glo-
balization of tastes. On the one hand, homogenization of cultural tastes 
is observed, as represented by the global popularity of Levi’s jeans or 
rap music. On the other hand, some argue that the emphasis is shifting 
from particularity of tastes (in ‘high-art’ such as opera) to diversity of 
tastes (e.g. world music). In high-income countries, ‘spending fatigue’1 
combined with an increasing cultural diversity brought on by interna-
tional immigration are contributing to a greater curiosity and demand 
for products that are ‘foreign’ and ‘exotic’. The popularity of world 
music, for example, represents openness to and respect for the cultural 
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expression of others, yet it is packaged according to the cultural tastes of 
the privileged (Connell and Gibson, 2004). The diversity of tastes has 
emerged as an important aspect of class distinction, and motivates 
consumers to choose leisure and entertainment products, including 
tourism destinations.

Class distinctions have geographic implications, as they motivate 
consumers’ choice of leisure and entertainment products and tourism 
destinations. For example, tourist destinations have diversified to 
increasingly off-the-beaten-track locations. Also, tourism used to be 
practiced exclusively by those from the advanced industrialized socie-
ties, but in the past decade tourists have become more diverse, with a 
growing number of tourists from Eastern Europe, Russia and Asia). 
Policy makers have noticed the growth of tourism and the increasing 
diversity of niches in tourism (i.e. eco-tourism, cultural tourism) (see 
5.1 Culture). As a result, tourism has become an important economic 
development strategy, particularly in the developing world where the 
skills, resources and technologies needed for manufacturing activities 
are in short supply (see Kozul-Wright and Stanbury, 1998). Opinions on 
consumption-driven economic development models remain divided, 
however. Some consider production too important to be ignored, and 
others question the conceptual validity of the consumer-driven economy 
(see 6.1 Knowledge Economy).

Spaces of consumption

Regulation plays an important role in shaping various aspects of con-
sumption, through planning and zoning and store-size laws (to protect 
residential neighbourhoods and manage urban sprawl), competition 
laws (typically in the form of anti-trust regulations to protect small 
retailers from over-competition and regulate fraudulent practices) and 
store opening hours (to protect workers from exploitation). In general, 
stricter retail regulations tend to favour small retailers. For example, 
in Europe the influence of regulation on consumption is especially 
important as the state has assumed a stronger interventionist role than 
elsewhere (Marsden and Wrigley, 1995, 1996). Also, cultural factors, 
reflected in shopping habits (daily versus weekly grocery shopping), cul-
tural preferences and diet (fresh versus processed food), the gender division 
of labour in household chores and available modes of transportation 
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(public transit versus automobiles) all shape the spatial and organizational 
structures of the retail sector. For example, the continued popularity 
of traditional ‘wet-markets’2 in East and Southeast Asia, despite the 
introduction of supermarkets, suggests that cultural factors are impor-
tant elements shaping cross-national differences in the retail sector 
(Goldman, 2001). 

Economic geographers today receive inspirations for research on con-
sumption from social and cultural geographers (see Crang, 1994; Goss, 
2004, 2006) and from sociologists (for example, Zukin, 1995; Bhachu, 
2004). For example, structural social inequalities based on gender, 
class and race are an essential aspect of consumption, and may lead 
to social exclusion of various types (see Domosh, 1996; Gregson and 
Crewe, 1997; Williams, 2002) (see 5.2 Gender).

Contemporary consumer cultures fetishize commodities, refashion 
identities, commodify differences and thereby produce distinctive sym-
bolic geographies (Jackson, 2004). Sayer (2003) takes a ‘moral economy’ 
approach which brings in issues of subjectivity and normative dimen-
sions by invoking such concepts as ‘sign value’ or association of mean-
ings by users in analysing the commodification of culture. Others have 
adopted the global commodity chain framework to examine the role of 
culture and commodity. Leslie and Reimer (2003), for example, ana-
lyzed the intersections between fashion and furniture industries and 
their manifestations in magazine, retail and manufacturing spaces. 

Economic geographers are also joining cultural geographers to study, 
for example, the popularity of second-hand stores and local-currency 
experiments (see Gregson and Crewe, 2003; Leyshon, 2004). A growing 
field of geographic research in recent years has also explored the emer-
gence of alternative spaces of consumption. Work on alternative exchange 
networks emphasizes how socially anchored and locally defined networks 
of consumption, exchange and re-use, are important components of 
regional economies (see Gibson-Graham, 1996). 

Consumers are increasingly recognized as an important source of 
creativity. Today, the consumer’s role is far greater than what is tradi-
tionally considered either as passive or at best ‘consultative’. Rather 
than being situated simply as an end-user who exercises purchasing 
decisions, consumers are increasingly viewed as co-producers, not only 
of software codes but also of various cultural contents, including 
fashion, music, video games and films (distributed via the Internet 
through various websites such as MySpace and YouTube). The boundary 
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between the consumer and producer has been redefined in a new way 
with the onset of the Internet, further blurring the distinction between 
the producer and the consumer (von Hippel, 2001) (see 2.1 Innovation). 
Consumers not only benefit from customisation, but they also increas-
ingly derive satisfaction and gratification, and even achieve social sta-
tus within a certain community, by showcasing their talent.

Power of the consumer

The consumer’s role in the economy has been dramatically transformed 
during the past century (Larner, 1997). With the diminished power of 
labour unions, individuals and groups have turned to purchasing power 
as a primary means of influencing corporate behaviour and advocating 
for consumer well-being. 

Consumer activism is a major way through which individuals and 
groups influence the course of capitalist development. As production 
has globalized and often moved into areas viewed as having no or inad-
equate labour and environmental regulatory mechanisms, conventional 
regulatory mechanisms, which are territorially based and largely intra-
national in scale, are no longer able to control the global commodity 
chain. Through consumer activism, individuals and groups seek to 
improve labour conditions with long work hours, low wages, an unsafe 
work environment, inadequate protection of workers and human rights. 
Two areas where consumer activism has been particularly prominent 
are movements against sweatshops (most frequently in the garment, 
apparel and shoe industry) and movements to protect agricultural 
workers in developing countries who often face increasingly volatile 
price fluctuations of the global market (such as coffee), and/or exposed 
to dangerous levels of pesticides and chemical fertilizers. Some believe 
consumer campaigns and boycotts against corporations and brands are 
instrumental in ensuring corporate social responsibility while others 
believe these activities hurt farmers and factory workers in developing 
countries by pressing down their wages and subjecting them to danger-
ous working conditions. 

Consumers are playing a more active role in the way we use various 
types of resources. The increased distance between production and 
consumption is also observed in resource-based industries, including 
agriculture, agro-food industries, forestry and petroleum industries 
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(see Hughes and Reimer, 2004). Environmental Defense Fund, a 
US-based non-profit advocacy group, for example, produces a ‘pocket 
seafood selector’ which ranks seafood by such criteria as mercury con-
tents and method of catch, so that consumers can make better choices 
about what they eat at home and at restaurants. Although the organic 
farming movement goes back to the environmental movement against 
the use of chemical fertilizers in agriculture, in the 1990s and 2000s it 
became combined with consumer activism primarily concerned with food 
safety (see Hughes et al., 2007). The slow food movement supports local 
farmers to promote locally grown food through co-op movements or to 
provide incentives for safe and environmentally sustainable practices 
such as organic farming. These types of consumer activism seek to 
increase the transparency of food production as supply chains expand 
globally, and to ensure that agricultural workers in developing countries 
are receiving a living wage (fair-trade movements) (see Hughes and 
Reimer, 2004). Today, organic food has become part of the mainstream, 
with new niche retailers such as Whole Foods (USA) and Waitrose (UK), 
as well as large retailers like Wal-Mart or Tesco, recognizing the revenue 
potential from the organics.

Another emerging trend is the rise of cyber-activism. Whereas the 
Internet has undoubtedly facilitated various consumer groups to organ-
ize and initiate campaigns and boycotts, the Internet has also allowed 
individuals to broadcast negative experiences with corporations. This 
ranges from a disgruntled customer unhappy with the responses of the 
customer-service division of a laptop he purchased, to the proliferation 
of various consumer-rating websites for online merchants, hotels, 
restaurants, entertainment products (such as music, books and game 
software) and travel destinations. 

key points

•• Consumption has traditionally been understood through locations 
and organizations of the retail sector.

•• Globalisation and the extensive reliance on global commodity chains 
have fundamentally altered the organisation of the retail sector and 
choices for consumers. 

•• The view on the role of consumption in the economy is changing from 
one of passive to active involvement, through consumer activism, 
co-production, and user-led innovation.
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further reading

For a discussion on the role of the consumer in innovation, see Grabher 
et al. (2008). For a discussion on the contemporary issues on the retail 
MNCs in economic geography, see Coe and Wrigley (2007).

notes

1	 It has been suggested that market saturation and abundance has made 
consumers bored of consumption, making them seek out unique ‘experiences’ 
in consumption (Pine and Gilmore, 1999).

2	 Traditional marketplaces observed in parts of East and Southeast Asia, where 
vegetables, meat and seafood (including live animals such as chicken and 
turtles) are sold by individual vendors.
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6.4 Sustainable 
Development

The concept of sustainable development integrates ecological, social 
and economic concerns into a single developmental model that strives 
to ensure inter-generational equity with respect to material, social and 
environmental well-being. Although the concept has been widely cri-
tiqued, it has inspired economic geographers to more carefully and 
critically examine how economic activities affect environments at the local 
and global scale. Three perspectives on sustainability have marked 
economic geography’s engagement with the concept: how industries can 
be made more sustainable; how communities can more effectively prac-
tice sustainable development; and how global climate change is increas-
ing the socio-economic vulnerability of people and places throughout 
the world economy.

Origins and fundamentals

The origins of sustainable development have been well documented by 
a number of scholars (e.g. Dresner, 2008; Adams, 2009) who trace the 
concept back to early environmental activists and scientists such as 
Aldo Leopold, Rachel Carson, Paul Ehrlich, Donella Meadows and E.F. 
Schumacher. These thinkers observed the pace, scale and consequences 
of industrialization and mass consumerism and argued that humanity’s 
long-term survival was only possible if global society more effectively 
balanced its material relationships with nature by reducing consump-
tion, cleaning up industries and limiting population growth. By the 1980s, 
sustainable development had gained a foothold in mainstream govern-
ments and development institutions and the concept was first formally 
defined in the World Commission on Environment and Development’s 
(WCED) Brundtland Report, Our Common Future (WCED, 1987). 

Sustainable development as defined by the WCED means that 
societies must balance the desire to maximize the benefits of economic 
and industrial growth with a need to maintain the quality of, and 
services from, natural resources and ecosystems. The WCED definition 
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emphasized three ideas about resource use and socio-economic equity. 
First, renewable resources (e.g. solar power, animal and plant materi-
als) should be consumed only at rates lower than their natural rates of 
regeneration and renewal. Second, non-renewable resources (e.g. oil, 
minerals) should be used efficiently toward an optimal short-term 
social good but with the understanding that substitute resources will be 
created through technological change or new discoveries. Third, inter-
generational equity must be a guiding principle for sustainable devel-
opment policies. This means that meeting the material needs of current 
generations must not be achieved at the expense of future generations’ 
abilities to have equal or greater opportunities. To achieve these goals, 
the WCED argued that all nations must contribute to sustainability 
and that this could be achieved through multinational institutions and 
commitments to global treaties on environmental protection (e.g. the 
Global Environment Facility, the Kyoto Protocol).

The WCED definition is regarded by most as a weak form of sustain-
able development. Proponents of weak sustainability argue that eco-
nomic growth can have a benign effect on the environment if renewable 
resources are used as much as possible, environmentally friendly tech-
nologies are developed and if humanity maintains a minimum or sur-
vival level of capital in all its forms (e.g. human capital, natural capital 
and physical capital) (World Bank, 2003). Market forces are best suited 
to drive the transition toward a sustainable society and some propo-
nents of weak sustainability argue that a short-run focus on economic 
growth will lead to a long-run phenomenon known as the Environmental 
Kuznets Curve, a situation where increases in per-capita income are 
paralleled by declining pollution levels (Grossman and Krueger, 1995). 
Weak sustainability has been promoted by development agencies such as 
the World Bank (2003) and it is commonly associated with the field of 
environmental economics where neo-classical economic models are 
applied to environmental issues and problems (e.g. see Tietenberg, 2006). 
Eliminating negative externalities such as pollution, land degradation 
and species extinction are common areas of research and environmental 
economists emphasize the role that markets can play in preventing 
these. One key idea is the polluter-pays principle, i.e. the notion that 
cleaner industries will develop if states force firms to pay for all the social 
and environment costs associated with the pollution they create.

Weak sustainability arguments have been criticized for their failure 
to address the fundamental constraints that natural resources, energy 
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flows and ecosystem services place on neo-classical models for economic 
development. Proponents of strong sustainability adhere to a more 
Malthusian position arguing that unending growth in population and 
resource consumption will lead to dire ecological and socioeconomic 
consequences.1 There are limits to growth that natural resource substi-
tution and technological changes cannot overcome and the planet will 
be better served by moving toward a steady-state economy, one that 
balances human survival and biogeophysical systems within the bound-
aries determined by the Earth’s carrying capacity (Daly, 1977; Daily 
and Ehrlich, 1992). The field of ecological economics was developed to 
model this alternative economic system and its scholars view the 
Earth’s natural and human systems (e.g. the atmosphere, hydrosphere, 
biosphere and the global economy) as interconnected and interdepend-
ent on one another (Daly and Farley, 2003). The interconnectivities and 
interdependencies mean that perpetual growth of the economic system 
can be achieved only through potentially irreversible damage to other 
planetary life-support systems. As such, development policies should be 
guided by environmental science and the precautionary principle must be 
applied to all policy decisions, i.e. the notion that actions to prevent 
irreversible damage to Earth must preclude scientific certainty about 
an issue’s causes or consequences (e.g. carbon emissions must be 
reduced immediately even if there is uncertainty about the long-run 
implications of global warming).

Critiques of sustainable development

Although sustainable development has received support in a wide 
range of academic fields, the concept has also been subject to numerous 
and significant criticisms. For Redclift (1993, 2005), sustainable devel-
opment is oxymoronic, ambiguous and essentially a new form of eco-
nomic modernization that leaves intact the neo-classical paradigm of 
unending growth. Particularly problematic is the issue of what consti-
tutes a basic human right or need since the definition depends on who 
decides, where they live, and on the assumptions they make about the 
desired needs and rights of future generations. Related criticisms cen-
tre on the concern that the true meaning and spirit of the concept has 
been corrupted by institutions (e.g. the World Bank) that prioritize 
economic objectives over social equality and environmental protection 
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(Sneddon et al., 2006). Other critiques are more forceful, arguing that 
sustainable development is simply a discursive tool that will enable the 
continued expansion of destructive and exploitative forms of capitalism 
(Goldman, 2004).

While there are numerous alternative visions for human–environ-
ment relations (e.g. deep ecology, eco-socialism and eco-feminism) (see 
Adams, 2009 for a discussion) – geographers have generally confronted 
the sustainability concept through the field of political ecology (e.g. 
Robbins, 2004). For political ecologists, the implications of, and possi-
bilities for, sustainable development can be fully understood only when 
the concept and its policies are situated in relation to the political-
economic institutions (e.g. states, class relations and development agencies) 
from where it originated. When considered this way, sustainable devel-
opment is no longer a scientific theory but a political project created by 
a group of elite individuals who come from particular places and who 
have a vested interest in retaining and/or strengthening their socioeco-
nomic power (Bryant, 1998). In applying these ideas, political ecologists 
have highlighted some of the contradictions and negative consequences 
of sustainable development initiatives (e.g. McGregor, 2004).

Economic geography and sustainable  
development

Interest in sustainable development has helped to create the subfield of 
environmental economic geography. Scholars in this area strive to 
understand how the spatial and geographical characteristics of eco-
nomic activities influence environmental quality and shape the pros-
pects for more sustainable communities, industries and regions. Most 
research focuses on one of three themes: the sustainability of indus-
tries; the sustainability of urban and rural livelihoods; and the links 
between global climate change, economic globalization and socio-economic 
vulnerability.2

Research on the evolution of industrial systems focuses on how coun-
try or region-specific factors and institutions shape sustainability tra-
jectories. Studies of industrial transformations in Asia have been 
particularly significant and have demonstrated the importance of effec-
tive governance, policy formulation and environmental monitoring for 
sustainable development (Angel and Rock, 2003; Rock and Angel, 2006). 
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Sustainability transitions are best achieved when firms develop the 
capabilities needed to adopt global best practices with respect to envi-
ronmental performance and when local regulatory agencies are 
respected, autonomous and able to closely monitor industrial-pollution 
levels. A related area of research draws on ideas from industrial ecology 
and ecological modernization (see Frosch, 1995; Huber, 2000) and links 
these to theories on industrial clusters and districts. Eco-industrial clus-
ters – agglomerations of companies where one firm’s waste is another’s 
input (e.g. BASF’s verbund chemical complex in Germany) – can reduce 
the environmental impacts of industrial growth provided they over-
come the numerous challenges to their successful development (Gibbs, 
2003; McManus and Gibbs, 2008) (see 3.2 Industrial Clusters).

Beyond the firm and regional scale, the sustainability of industries 
also depends on how global trade flows and post-consumption waste are 
managed and regulated. For example, the amount of electronic waste or 
e-waste derived from discarded electronic devices (e.g. computers, 
mobile phones and audio equipment) has grown exponentially since the 
1970s and a global e-waste recycling industry has emerged, one that 
has had particularly negative impacts on human health and the envi-
ronment in the Global South (Pellow, 2007). To counteract this trend, 
business leaders, policy makers and environmental activists are devel-
oping global standards and regulations for the management and trade 
of e-waste (e.g. see the Basel Action Network webpage, www.ban.org).

Economic geographers have also studied the prospects for more sus-
tainable cities and rural communities. Cities create large amounts of 
waste and pollution through the consumption, production and distribu-
tion activities in them and thus have very large ecological footprints – 
demands for resources (i.e. energy, food, forest products and the built 
environment) that are measured in land area (Wackernagel and Rees, 
1996). Researchers have examined how ideas about sustainability 
are being integrated into planning strategies and urban brownfield (i.e. 
former industrial sites) redevelopment initiatives (McCarthy, 2002; 
Counsell and Haughton, 2006), and about what these initiatives mean 
for social and environmental justice issues (Agyeman and Evans, 2004; 
Pacione, 2007). Housing is also an important theme both in terms of 
how new housing developments can create unsustainable ‘consumption 
landscapes’ (e.g. Leichenko and Solecki, 2005) and how changes in 
household consumption and waste management practices influence the 
sustainability of cities and suburbs (e.g. Barr and Gilg, 2006). With 
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respect to rural communities, geographers have examined the prospects 
for community supported agriculture and ‘alternative’ food networks in 
industrial countries (e.g. Maxey, 2006) and how the sustainability of 
rural livelihoods in the Global South has been challenged by economic 
liberalization programmes (e.g. Bebbington and Perreault, 1999). 

Lastly, climate change has inspired economic geographers to examine 
how communities and economies will adapt to global warming and how 
greenhouse gases might be more effectively regulated. Although cli-
mate change is a global phenomenon, its effects will vary significantly 
from region to region and will require a diverse range of socioeconomic 
adaptation strategies (Yohe and Schlesinger, 2002). Poor communities 
and regions will be particularly vulnerable as they experience what 
Leichenko and O’Brien (2008) term ‘double exposure’, a situation where 
the security of people’s livelihoods are simultaneously threatened by 
the challenges of economic globalization and the environmental impacts 
of climate change. Effective collective action at the local and global 
scales is crucial if there is to be a fair and progressive distribution of 
the costs of, and responsibilities for, greenhouse gas regulation and 
climate change adaptation (Adger, 2003; O’Brien and Leichenko, 2006; 
Bumpus and Liverman, 2008). 

key points

•• The concept of sustainable development integrates ecological, social 
and economic concerns into a single developmental model that strives 
to ensure inter-generational equity with respect to material, social 
and environmental well-being.

•• Weak proponents of sustainable development argue that a growth-
oriented economic system is compatible with sustainability while 
strong proponents call for a radical transformation to a steady-state 
economic system.

•• There are significant critiques of sustainable development, particu-
larly from political ecology studies, that highlight the concept’s 
ambiguity, the power structures that promote it and the negative 
consequences of sustainability policies and programmes. 

•• Environmental economic geographers study the sustainability of 
industries, the sustainability of urban and rural livelihoods, and the 
links between global climate change, economic globalization and 
socio-economic vulnerability. 
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further reading

Soyez and Schultz (2008) introduce a special issue (with five separate 
papers) in the journal Geoforum that focuses on the subfield of 
environmental economic geography. Krueger and Gibbs’s (2007) 
volume provides a critical assessment of the sustainable development 
concept as it relates to urban planning issues in Europe and the USA. 
See Bunce (2008) for a case study examining the sustainability of 
Barbados’s tourism-based economy and for a discussion of the chal-
lenges facing small-island economies.

notes

1	 The Rev. Thomas Malthus (1766–1834) was a British philosopher who 
argued in his book The Principle of Population that population growth would 
inevitably outpace the earth’s ability to provide for greater numbers of people 
unless ‘positive’ factors (e.g. higher death rates caused by food scarcity) and 
‘preventative’ checks (e.g. birth control) maintained more sustainable levels 
of population.

2	 Related studies have examined if and how global value chains are becoming 
‘greener’ through new regulatory and certification systems (e.g. see Ponte, 
2008; 4.4 Global Value Chains) and assessed the sustainability of resource 
peripheries (i.e. rural places rich in natural resources) that provide raw materi-
als for the global economy (e.g. see Hayter et al., 2003; 4.1 Core–Periphery).
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