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Abstract: Within the evolutionary economic geography framework dlee r

of institutions deserves more explicit attention. We argue tévatorial
institutions are to be viewed as orthogonal to organisational esuimthat
each territory is characterised by a variety of routinasg, ia that a single
firm can apply its routines in different territorial contexis.is therefore
meaningful to distinguish between institutional economic geography and
evolutionary economic geography as their explanans is different.théet,
two approaches can be combined in a dynamic framework in which
institutions co-evolve with organisational routines, particularlgmerging
industries. Furthermore, integrating the evolutionary and institdtiona
approach allows one to analyse the spatial diffusion of orgaomsdti
routines that mediate conflicts between social groups, in patjciiose
between capitalists and labourers. An evolutionary economic gdungrap
advocates an empirical research program, both qualitative and giisatita

in which the relative importance of organisational routines tengtorial
institutions for regional development can be addressed.

1. Introduction

Over the past decade, evolutionary economics has found its wayhmtfield of
economic geography (see for example Journal of Economic Geogréphysfecial
issue, 2007). Evolutionary economic geography attempts to explain thi@l spa
distribution of economic activities from the underlying industdghamics of firms.
Competition between firms takes place on the basis of their gpecifanisational
routines, which they have built up in the past. As we argueceeg§Bbschma and
Frenken 2006), such an approach can be distinguished from an institutonalvec
approach to economic geography in which the spatial differences onomic
activities are attributed to institutional differences amargtories. Although being
sympathetic to an evolutionary approach in economic geographyotitribution of
MacKinnon et al. (2008) in this issue questions the usefulness of ouncuiost
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between institutional and evolutionary approaches in economic geography.
authors plea for a synthesis between evolutionary and institutippabaches, in
particular, as to be able to address the role of power canflict institutions in
regional development.

Below, we will clarify how we fit institutions in our evoleiary economic
geography framework. Our basic argument holds that territoriatutishs are to be
viewed as orthogonal to organisational routines in that eaclotgri# characterised
by a variety of routines, and in that a single firm can appglyattines in different
territorial contexts. We further explain how power conflicts lestw employees and
employers are part and parcel of organisational routines, and@iwas integral part
of evolutionary economic geography. We conclude that it is usefulistinguish
between institutional and evolutionary approaches, as &ipianans is different.
Yet, we believe the role of institutions is to be included vol@ionary studies in
economic geography, and we explain how that might be achieved.

2. Routines and institutions

One of the constitutive concepts in evolutionary economics isofhatganisational
routines. Firms compete for market shares on the basis ofsiegific routines that
they built up, and improved upon, in the past. Routines have two basioefe
(Nelson and Winter 1982, p. 99 and p. 107): (1) cognitively, routinesasaca
mechanism to coordinate the collective skills of employe&sutines as
organizational memory”); (2) politically, routines act as achmnism of internal
control (“routines as truce”). The evolutionary approach to economigrgphy
reasoning from organizational routines differs from those institatiapproaches to
economic geography that reason from territorial institutions {iMai2000;
MacKinnon et al. 2008). The latter approaches often tend to viewuirmtg as
durable structures that are specific to territories (at ewsat spatial level). Rather
than viewing firm behaviour as determined by their routines irdeeifiom the past,
such institutional approaches emphasise that territoriaituishs have a strong
impact on firm behaviour, particularly, regarding inter-firmwaerking and industrial
relations. From an evolutionary perspective, the primacy oitutishs in economic
geography is problematic for two reasons.

First, even though evolutionists recognise the existence and amperof territorial
institutions, such structures are deemed too loose to deterrmmebdhaviour and
industrial dynamics. For example, the degree of local netwoltkirsgbeen shown to
be very uneven among local firms in clusters despite thetHatthey are subject to
the same territorial institutions (Giuliani 2007; Boschma and Talr2007; Morrison
2008). Some cluster firms are highly connected to the local kdgelaetwork, while
other are weakly or not connected at all. This variety can berstodd from the fact
that by far most institutions are non-binding, so general such piatfis effects at
the firm level can still vary greatly. Also note thasiagle firm may apply the same
set of routines across different regions, without denying adapsatio local
circumstances (Kogut and Zander 1993; Winter and Szulanski 2001;,eWeglal.
2005). The ability of firms to replicate their routines acrosewdtint territorial



contexts constitutes one of the main constituents of competitiventdje. In short,
organisational routines and territorial institutions are orthoganahe another.

Second, evolutionary scholars have emphasised the importareeafs institutions

coordinating economic and innovation activities within complex supply sheail

crossing territorial boundaries. In many sectors, specifititiisns have been
developed over time concerning product quality, price-setting, \sagmg, entry

requirements, technology standards and subsidies. In the commueiiglotionary

economists, the primacy of sectoral institutional analysisxemplified in the turn
from national systems of innovation research (Lundvall 1992; dNels993) to

sectoral systems of innovation research (Edquist 1997; Malerba 20@H¢ imid-

nineties. What is more, there is some systematic statistvidence showing that
most of the variance in innovative patterns of firms is explhiby sectoral rather
than regional specificities (Breschi 2000).

Taking an evolutionary perspective on the spatial dynamics ofsjoacific routines,
we expect the effect of (territory-specific) institutions rontines to be rather small,
as firms develop routines in a path-dependent and idiosyncratic manimese
routines determine to a large extent the locational behavidiimntd as well as their
interactions with local and non-local firms (Stam 2007). Instingimay still explain
some part of the inter-regional variety of routines, though. kamgle, it has been
found that production techniques of plants (which can be assumed ridatmor
strongly with organisational routines) in some US manufacturidgstries were less
dissimilar within than across regions and that these differem@epersistent along
technological trajectories (Rigby and Essletzbichler 1997; &btsthler and Rigby
2005). This may be attributable to region-specific institutionsptay as well be the
outcome of processes of routine replication among firms through spanadféabour
mobility. It is up to empirical research to demonstrate teinstitutions impact
firms or not, and if so, at what levels of spatial aggregafi herefore, we have to be
cautious to take their effect for granted, and measurergiative importance (among
other factors) case by case.

3. Power

The two sides of organisational routines (as memory and a=) tacgknowledge that
routines act both as cognitive coordination devices and as contaiiamisms. In
their critique on evolutionary economic geography, MacKinnon et al. (20@8&jght
that most evolutionary scholars have emphasised the cognitive ddmefsoutines.
Yet, the second political dimension has always been part ancklpaf the
evolutionary programme both in its formative stage (e.g., mg 1969; Nelson
and Winter 1977) and its subsequent elaboration in specific modelsMeugngo
and Dosi 2005; Reinstaller 2007). Therefore, we believe it is qtragghtforward to
incorporate the political dimension of routines in an evolutionary appréach
economic geography.

A specific tradition in evolutionary economics that tends to berlowked by
institutional economic geographers interested in industrial oas@&mong employers



and employees concerns the studies on innovation trajectorieanNatsl Winter
(1977: 56—7) speak oftural trajectories, which they describe as:

“heuristics that apply when a technology is advanced in a ceti@ction,
and payoffs from advancing in that direction that exist under a raidge
of demand conditions. We call these directions ‘natural trajestorvhere
heuristics refer to ‘beliefs about what is feasible or atstleaorth

attempting’ ”.

Nelson and Winter (1977) argued that many trajectories arerdiwy the logic of
mechanisation of the production process to reduce wages by codifying the tacit
knowledge of employers, which lowers their bargaining power withm labour
market. Along such trajectories of process innovations, scaleetes are increased
by an increasing division-of-labour in production on the basis of standardise
production routines. The standardisation of product designs fagslithé introduction

of standardised production routines.

The notion of natural trajectories introduced by Nelson and Winter (19¢HBarly in

line with the product lifecycle theory as a core model in eiahary economics. In
this model, industrial dynamics are driven by cost competition thrqugcess
innovation among heterogeneous firms (Klepper 1996). As larger fiame more
incentives to invest in process R&D than smaller firms since larger firms can
spread process R&D investments over more production units tharttdrefitans, the

industrial dynamics has a built-in tendency towards oligopolistickebastructures
with increasing entry barriers and decreasing real wageass@urcing of production,
then, can be viewed as the geographical extension of the cootépatural

trajectories’ involving the replication of routines across tenafoininstitutional

boundaries.

An evolutionary economic geography approach, then, can start frostutie of the
conflict of interests between capital and labour within firmstheeyy resolve such
conflicts differently using different routines. One questiorigxplain the diffusion
of such routines among firms within and across territories. Argkquestion is under
what conditions such a diffusion process leads to an institutiotiafizaf routines at
particular territorial or sectoral levels. Note that such approach can be easily
broadened to include any stakeholder in the firm. By doing s@dli&cal dimension
of routines (as truce) can be incorporated in the evolutionary ecorggography
framework as described in Boschma and Frenken (2006).

4. Ingtitutional change

Another way to demarcate the role of institutions in an evolutyoreonomic
geography framework is to explain the dynamic interplay betwewlustrial
dynamics and institutional change (Freeman and Perez 1988; Boaodnhambooy
1999; Boschma and Frenken 2006). There is increasing awarenessstifational
change is required to enable the emergence of new industriesh@amevival of
mature industries. We agree with MacKinnon et al. (2008) thatapacity of actors
to change institutions through collective action is crucial foromgi development, in
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particular regarding emergent and declining sectors. In thmgegt, Nelson (1995)
proposed to think of institutions as co-evolving with technology and nsarket
Murmann (2003), for instance, showed that some crucial institutiareformations
were required before the new dyestuff industry could takemdf made Germany a
world leader in carbo-chemicals in the nineteenth centargther words, institutions
co-evolve with the development of industries. When new institutioesf@med
alongside new industries, they fulfill a specific need, bote they are firmly
established, they may obstruct new developments, due toairzert institutional
hysteresis (Setterfield 1997). For instance, powerful sped&rest organizations
may take over an economy and slow down the capacity to reallesdurces to new
activities (Grabher 1993). This requires institutional changerder to avoid this
situation of negative lock-in (Hassink, 2005).

The analysis of institutional change may be incorporated iWMinelow of Locational
Opportunity concept (Storper and Walker 1989; Boschma and Lambooy 1999) which
provides an evolutionary framework to explain the spatial formationdoistries. As
a first step in the analysis of the spatial formation of new imigssthe WLO-concept
aims to define and determine the probability of regions to developnaindustry.
With respect to institutions, one expects that basic institutikesnarkets, property
rights and a judicial system (among others) are a prereqtositee development of
any economic activity. In other words, countries and regions tittlese basic
institutions have a probability close to zero to develop new indsisBigt apart from
these basic institutions, it is hard to think of territoriest thre well endowed with
very favourable institutions before a new industry starts t@ldpy because existing
institutions generally do not fit with the specific featuresafew industry . In other
words, we do not expect that the spatial distribution of institutiansexplain where
a new industry will grow and develop. What is crucial thouglhag such institutions
have to be created deliberately, in order to support and susgafarther growth of
the new industry (Freeman and Perez 1988). These supportive instibftemgome
into existence where the specific demands for these instituteoresdmerged, that is,
in those places where the new industry started to develop. Tistetions are often
implemented at the national scale by public intervention, butrttight also develop
at the sub-national level, or even at the supra-nationdl leve

This leaves us with some fundamental questions that need taldsessed in
evolutionary economic geography. We have to assess carefullyretlative
importance of institutions for the geography of emerging indest\s stated above,
we do not expect the institutional variance across regions toietpé&emergence of
industries across regions. Rather, if institutions play g roleill be more often in an
endogenous manner as entrepreneurial firms, consumers and govenoifiogas
engage in collective action to establish new institutions. ¥e§ up to empirical
research to determine whether supportive institutions, which éotoebeing as an
outgrowth of the development of a new industry in a region, ye@ade the
difference. Other evolutionary mechanisms like localized kadgeé spillovers or
spinoff dynamics provide alternative explanations for why the new indust
developed in a region, and not in other regions. So, institutions noaylay a
decisive role, or only a very indirect role by stimulating lomasd knowledge
spillovers and spinoff dynamics (Boschma and Frenken 2003).



Equally important, an evolutionary economic geography is in need ofifispec
institutional theories that supplement the core of industrial djcs In particular,
theories of collective action need to be considered to explain systematically
under what conditions regions or countries are more likely to adaptinkgtutions

to seize opportunities provided by new sectors, and under what conditions
institutional adaptation fails to take place (Maskell andriviedrg 2007}. It is here
that agendas of evolutionary and institutional approaches clearly(liaeKinnon et
al. 2008). Of particular interest in the theoretical contéxtvolutionary economics is
the question to what extent institutions can be imitated withirsdah@e sector across
different territorial contexts (Saxenian 2006; Wojcik 2006) or within #ane
territory across different sectoral contexts (Hall and SesR@01).

The empirical research programme we propose necessitates megjiesialat can
handle the analysis of interplay between various mechantswasiaus spatial levels.
Methodologically, it means that case studies are well suitexpply (e.g., Grabher
1993; Gertler 1997; Murmann 2003; Strambach 2009). At the same time, new
statistical approaches have been developed to detect complexapat spatial data

as these have been applied to organisational ecological anBliggfow et al. 1997;
Stuart and Sorenson 2003; Wezel 2005), survival analysis (Boschma arichg/Ve
2007; Klepper 2007; Wenting 2008) and social network analysis (Giuliani 2007;
Gluckler 2009; Hoekman et al. 2008). We believe the further developrand
deployment of such approaches is important to render empingdiestin economic
geography more comparable, transparent and cumulative. This wishbden
expressed repeatedly in our field without denying that quaktatgearch remains
pivotal to any social science discipline (Markusen 1999; Martin 2000;aicQ007).

5. Conclusion

We argued that territorial institutions are to be viewed dsgdnal to organisational
routines in that each territory is characterised by a taoé routines, and in that a
single firm can apply its routines in different territoriebntexts. It is therefore
meaningful to distinguish between institutional and evolutionarycambies as their
explanans is different. An evolutionary economic geography advocates anrieaipi
research program in which the relative importance of orgaoisst routines and
territorial institutions can be addressed, using both qualitathvé @uantitative

approaches. It is here where we foresee a promising synthesistitiitional and

evolutionary approaches in economic geography.
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