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1. Location, trade, and knowledge

Geographers and economists view globalization through the Amirror images@of location
and trade. The anadlysis of trade asks to what extent the trade flows of goods or money are
becoming more internationa than they are nationd or regiond, and it assumesthat such changes are
due to changing location patterns of production or investment. We often try to derive changesin the
patterns of location of economic activities from the analyss of trade and investment flows, and then
to ask what this might means about the degree of specidization of nationd or regiona economies. In
concert with information about ownership or foreign direct investment patterns, otherstry to
determine whether the locus of control over competition or investment is changing.

Thisfocus on Adirect@exchanges (in the sense of hard flows of goods and money) may
miss the most important aspects of the process, however. The geographicd origins, detinations,

and magtery of economically-useful knowledge have more profound impacts on the changing shape



of development than do standard issues of location and specidization. Moreover, with an anaysis
of such knowledge flows, some of the predictions of location and trade theories about physica
location, specidization and the economic performance of regions and nations, can be called into

question.

2. Standard approachesto the question of globalization and territory

Andyses of trade and their impacts on location can be viewed through a number of different
location theories, and each tends to lead to different interpretations of smilar sets of trade data, by
asking rather different questions of the data.

The firgt is sandard comparative advantage theory, which holds that patterns of location,
Specidization and trade will be driven by the geographica digtribution of factors of production.
Since Ricardo, this theory has been recognized, at one and the sametime, for its utility and itslimits.

It helps us to understand the rough match between labor-intensive low-wage activities and labor-
rich developing aress, epecidly in activities with low-barriers to entry and few necessary relations
of proximity with other activities. As an account of the geography of economic developmernt,
however, it fdls quite short, especialy when it comes to the most complex and most advanced
economic aress. It ignores spatia interdependence or proximity relaions between activities (i.e.
forcesfor locdization and clustering) or even straightforward economies of scale; and, it has no way
to account for the build -up of humanly- created factorsin particular places (e.g. knowledge, skill,
inditutions), treating al such factors as exogenous.

A second theory of location is the modified neoclassica theory of the Anew geographica



economics,@or --asit isaso known -- the New Trade Theory, whose main exponents are Paull
Krugman and Elhanan Helpman (1987). In place of the assumptions of congtant returnsto scale,
divisibility and hence perfect competition process o the standard theory, they introduce scale
economies and imperfect competition over space.  In the context of the current globdization
process, where traditiond locationa congraints are declining (trangportation and communications
improvements; ingitutional barriersto trade faling; diffusion of capitaist economic practices and
norms), the theory predicts aworld of greater territorid economic specidization, as market
territories for particular goods and services are defined increasingly by the optima scde of
production. These activities, in effect, create territorial Ashadows@or oligopoly effects around
them; thus, aworld of highly imperfect competition, but one which is dso efficient, and where
market contestability, though territorialy uneven, is il strongly present.

Thethird line of attack on globdization might be defined better as aframework than a
theory: it consds of alarge body of work concentrating on the development of firms and production
systems. It explores the generd theme that the srategic, financid, and technologica capacities of
large firms have devel oped to the point that what goes on insde these firms or, dternatively, in
networks of key firms and their principa partners and dependent contractors, has becone at least
as important as the classica relations between firms and territories (Harrison, 1997; Dicken, 1998).

Because thisis amore empirical and hence more complex body of work, we need to spend
abit more time examining it here. We may begin with its opposite, which can be cdled
Alocdization@or, better, Ateritoridization. @ Territoridized economic development is something
quite different from mere location or locdization of economic activity. It consists, for our purposes,

in economic activity that is dependent on territoridly- specific resources. These resources can range



from asset pecificities available only from a certain locae or, more importantly, assststhat are
avalable only in the context of certain interorganizationa or firm-to-market relationships that
necessarily require geographical proximity, or where relations of proximity are markedly more
efficient than other ways of generating these assat specificities. An activity isfully territoridized when
its economic viahility is rooted in assets (incdluding human practices and relaions) that are not
availablein many other places and cannot easily or rapidly be created or imitated in places that lack
them. Locationd subgtitutability is not possible, and feasible locations are smdl in number, making
locationd Amarkets@highly imperfect.

In contrast to this we might imagine a pure A flow- substitution economy. @ Resources would
flow between parts of afirm, between places, without having any particular dependence on any
particular place. Such assets-- whether goods or information -- would be producible in so many
different places as to congtitute a true (almost) perfect Amarket@in locations for their production. It
matters little whether they are actualy produced a many locations, one could imagine the extreme
case of globd supply from a single place (due to scae economies, for example) but where that place
has no specificities that render it immune to subtitution by another place.

This sort of economy could be the result of two possible developmenta processes. On one
hand, activities that are well developed in awide variety of places make certain kinds of resources
which are necessary to production available in near ubiquity, but have hitoricaly been separated by
trangport barriers or differentiated tastes. |mprovements in transportation, standardization of tastes,
or increases in the optima scale of production open up these locations to globa business
organizations, who then enjoy huge potentia locationa choice and ubiquitous markets, but are not

bound by locationd specificities or local interdependencies.  On the other hand, such organizations



may develop production processes that €liminate the need for locationdly scarce specific assets,
technologica change via product standardization and routinization of production processes doesthe

job. In both cases, apure flow form of direct globdization becomes possible.

2.1 TheLimited Extent of Direct Globalization; the shape of emerging specializations

The three theories referred to above, notwithstanding their differences, have ashared vison
of the essence of globaization. It congsts of the direct, physica de nationdization, of input- output
relaions, through progressively more internationd location of production relative to markets. Each
theory has asomewhat different prediction about the ultimate spatia shape of the economy and its
trade and specidization patterns, but al predict grester overdl territorial specidization.  All three
see this process of increasing direct globalization as driven by the loosening of technologica and
inditutional congraints referred to earlier.  Thelogica extension of dl three theoriesis to hold that
the current globdization process has no natura ending point. They extend the notion (hyperbalic, it
must be said)! that in the past, regiona economies ceded to nationd territories asloci of input-
output relations, to claim that now this processis shifting from the nationd to the globa scde.
Nationa economies as physicd units will become progressively less and less rlevant to economic
life. The process of globdization which was evident & the beginning of this century will now
continue its inevitable upward sweep.

These claims of the three dominant theories can be questioned, lowever. There are reasons

to doubt that certain input-output relations will inevitably come to be carried out at globd scae;



hence, there are dso reasons to doubt the degree to which national economies will disappear as
important physica components of the world economy. But, aswe shal see, this story about direct
(input- output) globalization may not be the most important one to tell nowadays. Insteed, the
globdization of knowledge and of certain forms of accompanying competition are likely to figure as
the most important ways globdization is transforming the economy. We can get afirst
goproximation of these clams by reviewing some common empirical categories found in discussons
of globdization.

Developing areas and global commodity chains. The aosolute magnitudes of increasesin
foreign economic presence in certain zones of the developing world in recent years, and in the
peripheral and cheaper regions of developed countries, are very impressive. Overadl growth ratesin
many of these places have generdly been greater than in densely developed core areas of wedthy
countries. There are now global commodity chains, especidly in consumer nondurables and
eectronics, sometimes taking the form of direct globa relocation of certain phases of the production
process (Gereffi and Korzeniewicz, 1994). But thisisonly asmal part of the story of development
in these places.

The vast mgority of increases in output in the magor developing aress of the world,
especidly the Asan Atigers, @have to do with local ownership of production. That is, even though a
good proportion of their exports are caught up in globa commodity chains (orders coming from
major multinationa firms abroad), local entrepreneurship plays an important role in the spatia
digtribution of such activity and in its organization and loca economic conseguences (Wade, 1992;
Amsden, 1992 Evans, 1995). It thus becomes difficult to cdlaim that globd network systems (in the

sense of deterritoridized commodity chains) are the principa animus of the developmentd



experiences of these places. Thisis equaly true whether we consider small-firm economies such as
Tawan or Hong Kong, or big firm economies such as Korea. 1t iswidely admitted thet, underlying
the Asian successes in export-oriented production are specific forms of loca economic
coordination, relationships between loca economic agents which permit them to meet globa market
needs and ultimately to profit from these interactions:2

The global firm. Ancther image we are given isthat of the Aglobd firm,@an organization
that supposedly works on a planetary scale with ease. But most of the world=s biggest firms are not
very globdized. Of the 500 biggest firms, only ahandful -- virtudly dl originating in amdl, highly-
export oriented countries with small internd markets, such as the Netherlands or Sweden -- have
more than a quarter of their sdes, workers, or production volumes outside their country of origin
(van Tulder and Junne, 1988).2 For Japanese firms, these rates are generally under ten percent.

Multinational enterprises (MNES) are, however, the key agentsin globa trade, wherethe
largest of these firms account for over athird of thetotal. They are aso key agents of globa
finance. Mogt criticaly, aswe shdl see, they are the key agentsin globaization of soft and intangible
knowledge resources in many of the large- scale mass production industries.

Commodity trade. Trade in goods as a percentage of total world output has risen rapidly
sncethe mid-1960s, and is now just about at the same peak it previoudy reached in 1914, about a
quarter of thetotd. Thisincludes dl inputs and outputs, manufacturing and services, capital goods
and consumer goods. It is lower for certain countries such as the United States (about 13%) and
highest for smal countries with dense neighbor-to- neighbor rdaionships, such as Begium, The
Netherlands, Austria or Switzerland. The big countriesin the European union, such as France and

Germany, trade about 35% of their total inputs and outputs. In generd, outside of the neighbor



countries in the EU and North America (intra-continental, neighbor trade), most industriesimport
and export only asmall percentage of their inputs and outputs from elsewherein theworld, i.e.
regions that are not neighbors.  The highest percentages of such intercontinenta trade relationships
are found in consumer non-durable industries such as clothing and footwear, where Third World -
First World trading relationships around a division of labor are common (Gereffi and Korzeniewicz,
1994). Even relationships between neighbor countries with many reasons to trade, however, remain
afraction of those between regions of the same country: thisis the case even for the US and Canada
(McCdlum, 1995).

From this, we need to consider the meaning of thistrade. Overdl trade patterns show that
the advanced countries are becoming dightly more specidized in what they trade (Amendola,
Guerrieri and Padoan, 1991; Baassa, 1992). They are coming more and more to concentrate in
particular capita goods or find products. This may be due to the existence of scale economies.
However, many andydts believe that the explanation liesin the knowledge specidizations of these
countries, embedded in complex ingtitutiona and inter-firm relationships (Nelson, 1993; Lundvall,
1996; Romer, 1986). For certain kinds of goods, particular places develop superior innovation or
know- how capacities, and are able to keep learning and updating their knowledge faster than
comptitors, enabling them to take important shares of world marketsin those goods.  Frequently,
this superior knowledge and know-how are externdities are atached to acluster of firmswithin a
particular region of the country. Such clusters may have afew big leader firms or they may be
comprised of firms of equa sizes. Usudly, they have very complex loca labor market processes
which aso serve to transfer knowledge between firms and enhance the knowledge devel opment

capacities of thewhole cluster.  Such clustered, krowledge- based industries are highly localized as



production systems, but globalized on the output side; that is why they show up as export
specidizations. Some draw a high proportion of their inputs from the nationd economy or even the
region, as in themechanica engineering indusiries of Germany or the craft indudtries of Itay; some
draw a moderate percentage from aoroad, asin the aircraft or eectronics industries of the United
States. But their degree of import-openness on the input Sde isusudly alot lower than their degree
of export penetration on the output Sde. They are cases of loca economies which are motors of
world trade.®

Thisisaform of globdization simulated in part by the increasing openness of world markets
which heightens the value of local resources. It is completey digtinct from globdization viathe
congtruction of deterritoridized network production systems, even though both may involve the
production networks of multinationa enterprises.

Technology. The production of technologies (i.e. knowledge)and know-how are not
becoming placdess. Countries are very specidized in terms of what kinds of technologies their firms
patent (Patel and Pavitt, 1991). The big firms of the world, moreover, generate a high percentage of
their worldwide patents in their home countries, and these are quite consistent with the overall
profiles of export specidization of the home country=s economy. Thisis because even large firms
partake of wider indtitutional contexts and systems of externdities which enable them to generate
new, commercidizable knowledge (systems of innovation), and these are highly specific to particular
countries and regions.

In contragt, for their routine activities, large firms have technology use profileswhich are
much broader than the profiles of the technologiesthey invent and export (Patel and Pavitt, 1991).

A given firm istherefore mostly using technologies which it does not invent or export. We will argue
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that it does so through increasingly internationd technology and technique borrowing?®; it will only
produce, patent and export a subset of its technologies, those which underlie its specidizations
(Ben-david and Loewy, 1997).

Non-tradeables. At least two-thirds of employment and output of developed ecoromies
today arein services. Most of these services have to be Afabricated @through delivery at the point
of consumption. While some of their component e ements can be produced at long distances and
imported (their manufactured components, for example, or logitica services which the fina service
worker draws on to help the find consumer), substantia parts of the service indugtries are essentidly
non-tradegble at the present time and will remain so. They are another case where input- output
globdization is not very important. By the same token, many services seam to involve high levels of
internationdized intangibles, especidly knowledge, symbols (trademarks), and notions about
product quaity on the part of consumers (recognition, expectations, conventions). Inamore
restricted, but nonetheless important set of cases, they involve presence of MNEs and considerable
foreign direct investmert.

This rapid tour of acomplex subject suggests that neither firms, nor national economies, are
close to the image of a placeless network economy, where al factors of production are highly
mobile and al locations can subgtitute for one another, and it is unlikely thet they will be so anytime
in the near future. This gives usthe ability to rgect the smplest and wrongest version of
globalization as a simple transformation of the geography of material or knowledge linkages,
on the input or on the output side, leading to economies consisting of deterritorialized
international networks. We have aso suggested that in every category of analysis used here,

globdization of knowledge and its role in competition is important, but would tend to dip between



the cracks of the standard location and trade categories.

3. Thefour levelsof globalization

Since the standard categories reviewed above do not give us a coherent per spective on the
globdization (and territoridization) of economic activity, in their place the economy can be
decomposed into different degrees and types of globdization; thisisatarting point for constructing
amore sensble picture of what is going on. There seem to be four essentid tiersin the mgjor
developed economies today: these categories consst of activities (sectors), or parts of sectors,
each of which has a digtinctive economic dynamic and different overal degree and type of
globdization or its opposite forms of territoridization.

Thefirg tier can be labeled world-serving local industrial specialisations, and specific-
skill based activities. It describes some of the most advanced activities in our economies, and all
are highly territoridized. Thistier takestwo mgor forms.

Winner-take-all products and services. In industries such asfinancid services, media,
sports, higher level corporate management, business consulting, science and medicine, there are
functions which are assured by individuas who either take part in an internationd Iabor market (in
the sense that thereisinternational competition for them, especidly as consultants), or where the
products or services they render are identifiable, scarce, and consumed over an increasngly wide
market area. Thelega services assured by the high- powered corporate attorney, the cinemawhich
has internationdly -known garsinit, doctorswith agloba reputation, are examples of this

internationalization of labor services. Internationdization enablesthem to earn very high returnswith
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very low margind codts of expansion to internationad markets.  Thisis an example of specific skills
Ataking the market@over awide territory, through increasesin information (e.g. aou doctors or
lawyers) or through generdization of consumption patterns (e.g. cinema, television). Itisdriven, on
the one hand, by suppliesthat are produced in highly locaized networks, and on the other, by
increasingly internationalized consumer action and appropriation of information.” Thus, it represents
an interesting case of globdization driven by two very different geographies of knowledge.

Export-oriented specialized industrial clusters. The second part of thefirst tier of the
economy in the mgjor developed countries has to do with their export specidization products. These
specidizations, as noted, have increased over the last twenty-five years (the coefficient of difference
has risen, when it is measured at the 4-digit or more levels) (Amendola, Guerrieri and Padoan,
1991). These are the sectors or parts of sectors that each economy is particularly good at. Such
advantages have many potentia causes, among which are scae, resourcebased comparative
advantage, or <Kkill and inditutionally-embedded know- how.

Thereis much reason to believe that the importance of the latter has generally increased, and
that knowledge-based, export-oriented industries are major components of the emerging,
knowledge-driven system of world capitdism. This is because such clusters are capable of
continuous technologica learning, and the resulting ongoing product differentiation continuoudy
renews their competitive advantages, outrunning their imitetors. They are capable of technologica
learning for many reasons, ranging from benefits conferred by the formal indtitutions of the national
system of innovation to various kinds of informa advantages -- including conventions, rulesand
practices -- which coordinate the production system=s agents such that they learn.? It has frequently

been observed, aswell, that such export specidization industries function as networks of firms
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(ranging from smadl to big in Size), often tightly dustered in afew subnationd regions, varioudy
known as Aindustrid districts@or Atechnology districts.@ We recognize here such famous cases
as Slicon Vdley, Hollywood, Emilia- Romagna, Baden Wiirttemburg, or the City of London. This
local, path-dependent, and highly embedded technological changeis a strong and postive
driver of globdization on the output side, precisely because it supplies scarce resources to the globa
economy in the form of temporarily unique knowledge embedded in products or services.
Technologica learning makes immediate imitation and diffusion rather difficult, generating processes
of imperfect competition, involving significant technologica or knowledge rents in the prices of these
outputs.

In both these cases, internationdization is reflected principdly through exports of the output.

Thereis agrong role for international demand, presupposing the internationd diffusion of
information to consumers. But such demand meets up with a supply structure defined by strong
barriersto imitation or diffusion of skills and knowledge from place to place. Hence, it leadsto
specidization and trade. It showsup as Ahard @globdization (trade), but it is largely driven by the
soft factors of embedded knowledge and skills.

Globalization through deterritorialization (global commodity chains). The second tier
consgts largdly of routine manufacturing and services whichare amenable to offshoring to low-wage
countries because of low-leves of place-specific assets in the production process. In terms of our
theoretica categories, they have alow leve of territoridization and ahigh leve of internationd flows.

By place-specific assets, we mean physica or intangible assets that are rooted in the environments
of particular places, blocking transfer of production esawhere. Certain firm specific assets,

however, could be transferred through FDI or licensing. In generd, this Stuation dlows low-wage
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product competition to develop. These are the spectacular cases of offshoring which are so
prominent in the media. Direct globdization -- in the sense of production which is carried out
through deterritoridized netwarks -- is present here.

What is the overdl importance of such deterritoridization? When measured in terms of its
impact on labor markets in the developed countries, virtualy al sudies conclude that it crestes low-
wage competition for about 5% of the workforce in the developed countries and accounts for about
12% of the increase in wage inequdity in the developed countries in recent years, through its effects
on their labor markets (Quarterly Journal of Economics, 1992; Mishel, Bernstein and Schmiitt,
1998; Levy, 1999).

This process d o involves complex internationd flows of knowledge. For example, it is not
uncommon for loca partners of multinationd firmsin developing countries to spesk the language of
international product standards (SO 9000), confirming that they are part of an internationa
knowledge community. It may wel be, in the long-run, that such knowledge flows (and
accompanying experience effects have important impactson which activities can be deterritoridized.

Locally-serving partially- or non-tradeables. Large parts of the economy congst of
patidly- or nontradesble products and services.  These industries must do point-of-purchase
ddivery, limiting ther direct input-output globdization. Some such activities are purdy and Smply
locdl, conssting of production for specidized locd tastes, as aresult, it is difficult for foreign firmsto
gainentry. Many, however, arecaried out by firmswith globa brand names (whether through
FDI or franchising); thus along-distance commodity chain can supply point- of- consumption service
delivery. The upstream producers deploy their firm specific assetsin many locd markets. This

globdization is a complex mix of the globa and the local, motivated by changesin consumer



behavior, in the sense that consumers in different countries are imitating each other more and more,
in the presence of more trangparent and more abundant consumer information. Thisleadsto a
replication in many places of very smilar locationdly -immobile services. It generates acertain
datigticd smilarity in the economic bases of different places. The physicd (input- output) system
involves sgnificant interpenetration of the globa and thelocd.

More important is the knowledge and comptitive forces which animate these locationa
processes. Insofar as services are standardized by amultinational corporation - its product lines,
brand names, personndl practices and so on -- thereis globalization through deployment of
intangible assets, essentialy the globd circulation of information and ideas beonging to the MNE
(Dunning, 1988).

To place thisin wider perspective, recal that in the case of tier 1, we suggested that in the
presence of strongly asymmetric and place-bound producer skillsknowledge, but with incressingly
internationalized consumer information, globalization takes the form of enhancing export
specidization; thisisasort of Acomparative advantage @effect (but recast in terms of the notion of a
knowledge economy). In the present case, where thereislocationa immobility of production
(point-of- service delivery), such consumer convergence leads to locationd diffusion of the activity
asit locates near its markets. Internationd flows of information about consumption are criticd to
both. We know very little about why and how consumerism develops over formerly - separated
territories, but certainly it needs to be analyzed as acomplex historical and geographical process,
involving the creation of inditutiondized networks which bring not just neutra bits of information to
widdly separated people, but aso bring about the complex socia practice of consumer demand and

choice
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Contestable markets in manufacturing and services. The fourth tier isroutine
manufacturing and services, generdly of the capital-intensive type, whether in consumer durables or
in capital goods and other intermediates® At the level of these activities, theory suggests that
globdization should be very high. Routinized activities generdly use codified information, so there
are not problems of information impactedness or pecificity which impede geographicd trandfer of
thisinformation, whether ingde firms, or viainte-firm imitation. Asaresult, their markeis are
inherently highly contestable (Baumol, Panzar and Willig, 1988).

Such contestability should aso transform the geography of production. Routinization
dramatically lowers transactions costs of dl kinds (Scott, 1988). In the presence of these conditions,
theory then goes on to predict that -- even when classicd comparative advantage differentials do not
exig (because information and inputs can be easily produced in many different places) -- scde
effects should lead to a pronounced pattern of locational concentration and hence specidization of
regiona economies and dramatic increases in internationd trade (Helpman and Krugman, 1987).
Thistrade could take many specific forms, whether intra-sectoral or intra:firm trade around a

division of |abor (capita-goods, components, find assembly) , or exchange of fina outputs.

4. Internationalization of productivity and price normsin routine contestable production

These routine, mass- oriented sectors are highly contestable, but less directly globalized than
theory predictsthey Ashould@be. For the OECD, even though trade levels have risen rgpidly in
comparison to output, most of these sectors have not had significant changes in the degree of

unevenness of their spatid disperson!?  In response to this, we would expect New Trade Theory
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to dam that intermediate (mostly intra-industry) trade would increase; as aresult, a powerful
specidization effect might go satisticaly undetected, to the extent that intermediate goods
representing different parts of the commodity chain are classified asbeing in agiven indudry. Thisis
an extremely important issue, and one which is dso unfortunately very tricky to measure. We do
know, however, that at the level of particular products in most of the big consumer-oriented sectors,
both intermediate and fina goods are subject to competition from quite Smilar products through
internationd trade. For example, thereis enormous internationd trade in automobiles of agiven
size and horsepower. Thistrade in Ssmilar products, measured at avery fine level, averages about
30% of the trade of the Triad and goes beyond 50% the trade of certain sectors (Fontagné et d,
1996). Thereisthus an increase in the number of very smilar products in many markets of the Triad
countries (more so in the USA and Western Europe than Japan, of course). In other words, it
appears that agood amount of the increase in intra-industry trade does not represent the locetional
concentration and upstream specidization effect to which it is assigned by the New Trade Theory;
ingtead, it represents inter-territoria market contestetion by firms doing smilar things -- precisely the
opposite of specidization. So the risein trade in these sectors has to be driven by something quite
different.

A further consequence of this reasoning isthat - insofar as multiple competitorsfrom
different countries remain in the same product markets -- thereis considerablewithin-sector
international quality, price and hence productivity convergence (Baumol, Nelson and Wolff,
1995). This brings us back to standard theories, which would tend to argue that such price
convergence isthe result of converging productivity and techniquesin the countries under

condderation, in turn stimulated by their nearly-identical factor prices. But there areSgnificant
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problems with this explanation. Tota factor productivity and techniques have probably converged
more significantly than red factor prices. Factor pricesin the Triad certainly converged from the
mid- 1950s to the mid-1970s, as did aggregate productivity. But labor and capitd prices have
remained far gpart, whether in nomind unit terms or because of the inditutions thet regulate their
usage. Labor market regulation, and banking, credit, and investment ingtitutions, aswell as custom
are said to affect labor and capitd prices and quantities. If then, in fact, thereis price, quaity and
productivity-technique convergence, it needs a different explanation from the standard one. So this
leaves us with a process of internationa convergence in prices and qudities, and, it is hypothesized,
productivity and techniques, without the factor price convergence predicted by standard theory and
without the degree of locational concentration predicted by the new trade theory.

Thus, there appear to be two basic kinds of technologica change occurring in advanced
capitalism today, which correspond to the different parts of the 4-tiered economy. On the one hand
are the local, embedded, technologica pathways of the (tier 1 and 3) globa- motor activities, ther
regions and the occupants of winner-take-al positions within them; on the other hand isthe
appearance, in many countries at roughly the same time, of techniques of flexibilized massor
divergfied quaity production in manufacturing or mass servicesinthetier 2 and 4 indudtries. A
plausible hypothesis concerning the latter, drawn from the management, organizetion and
technologica change literatures, is that in spite of Sgnificant factor price differences and investment
conditions in the developed countries, an indirect internationalization process exigts, conssting of
more and more thorough and rapid large- scae technology and technique diffusion in these tier 4
sectors. In other words, amgjor element of the knowledge economy is this large- scae diffuson of

technique in certain sectors.



It isto this problem that we now turn in greater detail in order to build an aternative possible

explanation. 1?

4.1 Technological diffuson and market contestation thr ough exchange of ideas

Le usimagine the scenario for diffusion of aset of normsfor product qudity, productivity,
and prices of goods of the type we are considering here (routine manufacturing, with codifigble
knowledge and reproducible assats), using the common example of the world car industry, and
gtarting with the case of Japan and the United States. In the latter, car companies experienced a
productivity dowdown and profitability crunch in the early 1970s, just like many mass production
firmsin anumber of indudtries, in both North Americaand Western Europe. They experimented
with their own Aindigenous@solutions to these problems. Following this, they wereaso strongly
shaken by Japanese imports, where the new  production techniques were implemented earlier and
more powerfully than esewhere. So, in a sense, the American story is one of import competition,
not from a chesp or unregulated labor country, but from one where new productivity techniques and
resulting prices and product qudities outcompeted the domestic producers and forced them,
unwillingly, to take on restructuring toward what were to become globa norms. The ditesin the
United States initidly did not understand the import threet in manufacturing and Smply let their
markets be flooded with better products, especidly from Japan, in the late 1970s and early 1980s.
Later on, they did try to stem the tide with voluntary import restrictions and various tillborn attempts
to restructure the firm, but did so when the damage was dready done. These managerid elites were

themsalves quite divided over the appropriateness of any intervention in markets. Consumersin the
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United States voted massively for imports from Jgpan. The American producers findly responded to
the new techniquesin the late 1980s and early 1990s. There was no longer any possibility for
staying with the old strategies for the AAmerican@two-thirds of the market, because consumer
loydties were being tendentidly tested. The norms of price and qudlity for cars, for about athird of
the American car market, were completely revised in aten-year period. In essence, this amounted
to anew set of conventions of product quality, responsiveness to market trends, and
relationship to price and long-term performance.

Thisresemblesa standard account, at first glance. Japanese firmsinvent a better method,
invade markets, are copied, anew configuration of market shares and productivity, price and quality
norms restabilizes the situation. The extent to which domestic goods are exposed to foreign trade
affects the extent of knowledge spillovers across countries, insofar as this knowledge is codifiable.

Behind this sequence of events, however, there is a very interesting geographical process
that the standard account assumes to exist, but does not take any painsto explan: thelarge-scale,
long- distance diffusion and mastery of aset of post- Fordist production techniques -- knowledge,
essentidly -- which aign American qudity, productivity and price norms with those of their Jepanese
competitors. Thismay not be the most typical case, however, Snceit is not often that a mgor
indugtrid nation has a mgor and sudden spurt of integration into world markets, is strongly export-
oriented, and encounters amajor consumer market which is exceptiordly open.

The more typica case may be that of Western Europe and here we must construct a richer
account of how trade, technology and nationd ingtitutions interact in the contemporary knowledge
economy. In most of the Western European car markets, Jgpanese competition has not had a

strong direct influence. Today in France for example, Japanese car imports are less than 3% of the



total; and virtualy the entire market is comprised of cars from other Western European countries
with amilar labor laws and wage levels often higher than those of France. In Europe, the response
of producersto the severe dowdown of the late 1970s and early 1980s wasto resist the new
techniques.  In the high-quality car market, thiswas not initidly an issue, as there were no subgtitute
products. In the mass market, producers were aso quite sheltered from non-European (non
Alaboris@ imports. Some, such as Peugeot in France, turned to protectionism as away of owing
down the process.

Even 0o, virtudly dl of the producers began to inch forward to the new world standard
techniques. One presumes that this was either because they saw the inevitability of competition
arriving one day (an expectations effect), or because they wanted to redize dl the labor savings ad
quality advantages of the new techniques,even though this would involve along and difficult process
of political and socia dialogue and conflict. We could say that, up to this point, relatively modest
tradeis ameans of internationa exchange of productivity, price, and quality information, practices,
and routines in the sense that moderate trade combined with intense mutua scrutiny of productsis
the spur to adapting one=s techniques to those of one=scompetitors.

An extension of this reasoning takes us far away from the predictions of new trade theory.

It appears that in the kinds of contestable markets under consideration here, once internationa
diffusion of these ideas reaches a certain point, domestic producers effectively use those ideas to
restructure and rebuff further import penetration. In thisway, internationdization of knowledge
switches from being a complement to direct internationdization to a substitute for it. If this
hypothesisis correct, it follows that the current phase of globdization in these kinds of industries

ultimately will reach a certain maximum point and levd off, and that therefore the national economy



will not become irrdlevant asterritorid scale a which input-output systems operate. The current
datidtica evidence for the European car industry supports this view of things. Existing companies are
surviving through restructuring to achieve qudity and variety within rather narrow product ranges,
rather than coming to specialize or to disappear (Fontagné et a, 1996). As noted, this appears to be
generdly consstent with the Satistical evidence on location in the OECD.

In this view, moreover, the nature of current globalization process can be thought of as being
quite different from that which occurred earlier in the 20th century: instead of primarily concerning
direct (physica input-output) internationdization, it has astronger component of indirect
globdization by ideas and knowledge. A mgor issuefor the future of nationa economies, and in
particular the mgjor firms of any nation, is the gppropriation and application of globd ideas, and the

degree to which this can subgtitute for input- output globdization.

4.2 The politics of globalization by ideas

Of course, in most industries and countries, the techniques referred to are associated with a
powerful labor-saving bias®*Since they are heavily Iabor- saving, workers have resisted them, and
some nationd governments resisted because of the unemployment costs to both. But in the end, they
did not succeed. In Europe, why haven=t the firms and workers been able to shelter themselves

from these techniques, and thereby preserve labor demand, maintain wage shares and keep them
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growing with productivity? In other words, why do nationa ingtitutions for nationa production not
keep staffing, wage and kill levelsin adifferent configuration from thet associated with the new
technologicd, productivity and price normsin this part of the economy?%

| would argue that in the late 1980s, the benefits of this processto consumers began to be
gpparent to the latter. In France, for example, both Peugeot and Renault dramatically increased the
quality of ther cars, their design, their reliability, the range of modds; they adapted moddls more
quickly to market changes by the late 1980s; and red prices declined when adjusted for quality.
The evidenceis quite clear that the red prices for many goods and services -- sometimes in absolute
terms, sometimes in quaity- adjusted terms-- have dropped over the past 15 yearsin the United
States and Western Europe (Gordon, 1990; Maddison, 1990). This, asin the United States, was
thered point of no return, when conventions of product quality between producers and
consumers were irretrievably altered.

In other words, in certain industries the knowledge exchanges from trade are not only
between producers, but are embedded in consumer behavior, while in sectors with little trade, the
diffusion of consumer knowledge and practices probably comes about through media, travel and
other such means. Consumer expectations with respect to prices and qudities, anew set of
conventions that links consumers and producers, have made it much more difficult, if not impossible,
for agiven country to useitslocd inditutiona structure (especidly its labor market structure) to
enforcelocd technical norms, especidly those that would involve greater labor-intengty, less
product differentiation, lower quality or higher prices®

This provides a starting point for understanding the diffusion of such techniques, in that

producersin countries with strong labor laws and indtitutions may not have initialy intended to go
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head-to-head with those strong socid forces. There are at least three mgjor eements of the way the
gory unfolded in different places: the commitment of producersto the new techniquesin relationship
to the [abor market rules and ingtitutions we have referred to; the degree to which they supported
open markets; and the role of consumer society, in the form of consumption norms and conventions.
Thefirg two are the dmost-exclusve terrain of the literature; the latter, | want to argue, isahugdy
important missing dement of the story and has enormous implications for contemporary economic
change.

Notice that this story of a globaized process of path- dependent technologica changeis
different from those stories frequently told about A globalized best practice@through competition and
sdlection. It isnot just about import competition, because it is reflected just as much in non-traded
and nonttradesable goods and services asin trade, and it concerns the way that convergence of
techniques through idea diffusion acts as a substitute for locational concentration at world or
continental scales. The account hereis about Strategies and politics which take place againgt a
large-scale collective action problem, the conventiona interaction between producers and
consumers. On the producer side, thereis an endogenization of learning as a way to head-off
potential loss of market share; on the consumer Sde,thereisa diffusion of calculating,
internationally informed and consciously comparative consumer behavior; and the two interact
inamutualy supportiveway. Thisspace and time-sengtive interaction between production norms
and consumption norms has not been well studied, to my knowledge. | believe the geography of
knowledge holds the key to many dimensions of industrid Ahypermodernity@-- the ever more
frantic race for product qudity, variety, rgpidity of adjustment, and chegpness-- at the end of the

20th century.
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5. Analyzing ideas and knowledge

We have chosen ddiberately to eschew the standard economist=s focus on Ainformation@
in referring to the globa exchange of idess, even though there will be some areasin which the
economics of information is useful to the present inquiry. Thisis because though information transfer
is dways necessary to knowledge exchange, the reverse is not dwaystrue. The category
Ainformation@is too generd to get at the transfer of economically-useful practices, routines and
conventions, which are complex and coherent assemblages of different kinds of information.

How are these indtitutions transferred? In this part of the economy, they appear to be
transferred by imitation In socid science, a unit of reproduction-through-imitation, a pattern of
behavior or idea stored in the human mind and then transmitted through culture (prectices, language)
isknown asameme. In theories of cultura evolution, memes have observable phenotypic effects,
in the sense that the behaviors based on them encourage their own reproduction and discourage
those a variance with them. Memes can be thought of as units by which patterns of coordination
between actors are transmitted, such that those actors who do not observe the coordination pattern
will be pendized. That is how the systemic effect comes about.

Memes, and their congtituent practices, routines, and conventions, do not have a
deterministic effect on behavior. They interact with the environment and only insofar asthey are
pragmaticaly effective can they work. They do congtrain and direct behavior which, depending on
other conditionsin the environment and other memes, will makeiit likely that certain types of

behaviors will be adopted over others. Moreover, in the socia evolution we refer to here, there is



nothing that insures that the memes which are sdected are in any way optimd, ided, or even good in

thelong run.*®

6. Conclusion

Location and trade appear to be underpinned by, and heavily influenced by, exchanges of
knowledge. Knowledge, in this context, has to be understood not as A information,@but as
ingtitutionalized, embedded socid practices, conventions, and rules, or memes, which are essential
elements of economic coordination in the sectors of the economy. By understanding the geography
of knowledge in different sectors, it becomes possible to interpret the outward tangible aspects of
globdization -- location and trade -- differently, and in thislight, their significance and probable
evolution are viewed differently from in standard andyses. Knowledge exchanges take many
different geographical forms. In some cases, they are sourced from highly localized knowledge,
whichinitidly generates specidization effectsin location. In other cases, thereis internationaization
of knowledge, and its tendency to make possible catain forms of deterritoridization, on the one
hand, and to subgtitute for relocation and specidization, on the other.  The development of better
categories for andyzing these intangible forces in the globalization process would be better adapted
to contemporary knowledge- based, ingtitutiondly reflexive capitdism, than are the sandard ways of
thinking, with their limited images of an economy as ether physica input-output relations or prices

and quantities. Knowledge flows may be just asimportant.
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1 A substantia proportion of production, even in a highly integrated country like the USA, is
il regiondly sourced. It is difficult to get precise figures on this, because input- output data are not
gathered regiondly inthe USA. But in France, where such data are avallable, the regiona sourcing
proportion is often as high as 50%. Nationa proportions are much higher (e.g. 87% for the USA,
65% for France).

2 On the other hand, it probably istrue that the case of the garment industry in Centrd
Americais adeterritoridized commodity chain, and there are undoubtedly many other such
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examples.

3 See aso the well-known debate between Laura Tyson and Robert Reich on the
Anationdity@of firms

4 Thusit often shows up as intrarindustry or intrafirm trade.

®| have made this argument in abit more detail in AThe Limitsto Globdization, @
Storper,1992.

6 This does not exclude the possibility of subsequent Alocal@adaptation, incdluding significant
modifications. Antondli, C., 1995.

" There are important misalocationeffects that can occur when the best push out the
satisfactory. Frank and Cook, 1996.

8 On therole of conventionsin learning, and different ensembles of conventions and
products, see Storper & Saais, 1997.

® Theliterature on this subject is vast, of course. Since it=snow so familiar to most students
of the subject, we will not citeit herein detall.

10 These are no longer easily digtinguished from tier 2 activities viatheir structura
characterigtics, such as capital intengity, durability, and so on, as used to bedone. The didtinctionis
better related to the nature of the production process. On average they are more durable goods,
often involving a complex multi- phase production process, dense supplier networks and with certain
ill-intensive phases upstream.  For services, there is an adaptation to customer and a skill-intensve
phase or content.

1 This observation comes from my own as yet unpublished research, in which we caculated
Herfindahl equivaent indexes by sector, for the OECD countries, from 1971 to 1995.
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First we need to consider the possihility that such diffusion occurs through Aindirect
globdization, @which isamgor theme of another branch of the existing literature. Themain
arguments center on the roles of financia globdization and of management strategies to thresten
workers.

The volume of foreign direct investment (FDI) is much higher then it used to be, suggesting
an increase in globdization. In the domain of finance, there are enormous flows of capitd in the
world economy, and financid globalization appears to be greater than productive globaization. We
can immediately dismiss the hypothess that the globdization of finance is primarily about clubbing
developed economies into lowering their costs to Third World levels. More than 85% of foreign
direct investment, the supposed vector of locationa hypermobility, is between the rich, developed
countries of Western Europe, North Americaand Japan. This proportion is much higher thenin
the 1970s, when a much greater share of total world FDI went to developing countries. Because it
isamong countries with Smilar costs, the search for lower factor cogtsis largely irrdevant to it.

There are no reliable overdl estimates of the magnitude of financid globdization and even
less is known about how the financid economy relates to the red economy. Many andysts clam
that globdization of finance causes firms to restructure production systems leading to: plant closings,
deindudtridization, reindudtridization with less Iabor and a more unegua income digtribution, and (in
Europe) higher levels of unemployment.

The argument is that firms have to show performance which corresponds to globd financia
performance norms, or they will not be able to attract money. The structure of the now highly



globdized globa capita market is now the club which alows firms to introduce internationd
productivity and best practice norms into even their nationaly-oriented production activities.
Newspapers are full of stories about how stock prices rise when firms announce layoffs of workers
and this rdationship is probably true for some set of cases. However, there is essentidly no
evidence which shows this cogt-cutting logic to be the result of direct, indtitutionaized pressure by
something cdled Ainternationd financid markets, @or even indirectly via competition for capitdl.
Firms borrow on internationa markets for a variety of reasons, some of which are Smply speculative
(recent Adan financid crigs).

In sectors with something approaching perfect competition with interchangesble products, in the
short-run, firms do have to try and aign their production costs with sectora standards. What does
financia globdization have to do with this? Most accounts suggest that both domestic and foreign
stock buyers and indtitutiona investors (and their counsdllors) seem to have subscribed, in some
indudtries, to alogic which holds that cost-cutting will lead to grester profits and stock price
increases. The question iswhy, if this account istrue, such an idea has come to be centrd to
investor behavior. Doesthisidea reflect an efficient market-driven process of diffusng best
practice, or a path-dependent behavior-driven diffuson of an idea?

Frms= stock vaues rise and fdl essentidly on their profitability data, which are, in turn, the
indirect result of their financial and productive performances. Research by Webber and Rigby,1996,
confirms the existence of enduring differencesin profit levels between regions and firms. Inhighly
differentiated markets, usudly characterized by market imperfections, the role of finance capita
becomes more complex. There are numerous cases where investors do hot demand any particular
Srategy on the part of the companies they invest in: they want the profits, and however they can be
found isfine with the investor.  Highly differentiated markets should leave a wide margin of
maneuver from firm to firm and hence from region to region.

Moreover, financid inditutions, risk perception and evauation, the degree of financid
market capitdization, and financia incentives and pressures vary enormoudy from one country to
ancther. That is, there is not one, big centralized world system of capitdizing firms, but a
congderable diversity of practices (but we do lack definitive research measuring the relationship
between loca standards and globa standards).

In addition, even if, as certain literature claims, there were one perfect globa market with
trangparent information for financing companies -- i.e. asingle set of profit, asset value, and returns
criteriafor recaiving investments-- it would not follow that this would trandate directly into precisdly
converging production techniques.  Thisistrue for adisarmingly smple reason: companies --
especidly big, multi- product and multinationa ones -- have financid results which are aggregeates of
many different lines of activity. The marketswould merdly dictate thet they come up with agiven
aggregateresult. But there would be no necessary relationship between these aggregate criteria
and what firms actudly do. Evenin agiven line of business, the result would be aloose one, rather
than atight one.

These remarks suggest thet finance -- asaglobaized market or inditution -- does not have
the independent motor force which some analysts have assgned to it. Thereisindeed a striking gap
in the literature on globaization and internationa economic convergence: reasoning on exactly how,
in terms of investor behavior and the process of finance, the results attributed to financial
globalization are concretely brought about by the agents of finance on one hand and corporate
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decisonmaking on the other. Isthereafinancia Amarket for control of production? @Probably
not; there is amarket for the aggregates (Abottom line@) referred to above. Asis, the literature
which claims existence of such amarket for control uses smple functionaism to get from postulated
cause to result.

Another argument daims thet there is aAthreat effect@at work, where the threet is direct,
not passing through financid markets. With more open markets, firmstell workersthat if they do not
adopt something equivaent to the best obtainable productivity and price norms then their products
would be pushed out by chegper or better imports. Cases of companies obtaining big concessons
from workforces, and acquiescence to layoffs, viathis threat, are frequently aired in the literature
and in the newspapers. Thus, there might be effects of globaization that do not show up as
measurable flows of capita, labor or products. Two problems crop up here. Oneisthat the
proportion of total restructuring which is carried out through such threat-based concession
bargaining is probably fairly low. The other isthat the provenance of production techniques to
which managers aspire till would need to be explained.

13 For the historian of such techniques, the fact that they are labor saving would say nothing
about whether labor-saving isa principa reason for their adoption. Indeed, while some accounts
suggest that labor-saving isthe principa motivation of employers who adopted in the early days,
many other accounts focus on the need to change practices of labor utilization (induding saffing
level, of course) in order to get the other benefits of the new techniques; |abor- saving is something
like asecondary and opportunistic benefit of adoption, not its only or primary purpose asis often
assumed. Some andyses do claim that managers are aware of, and are explicitly promoting, a
declining technology - skill complementarity. See Lazonick and O=Sullivan, 1997.

14 Of course, to some extent they have, asin the differencesin the low-wage service sector
between continental Europe, the USA and Greset Britain. But these differences are quite limited in
manufacturing and they are being reduced in services.

5 The advent of consumer society predates the contemporary technologica revolution. It
has been along-standing sociological phenomenon in the United States. But there were seeds of it
dready in the early 1960s in Europe. With the end of the post-war reconstruction in Europe, the
consumer revolution got into full swing there. The advent of ICT=s and the strong spur of the 1970s
Acriss of mass productiongdid not put an end to it, but seemed to coincide with agreat degpening
and widening of consumer society in countries, such as those of Western Europe, where producer
identities had up to then occupied at least a strong a place as consumerist ideologies.

6 Among some of the many relevant references: Boulding, K. 1981; Boyd, R. &
Richerson, 1985; Cavdli-Sforza & Feldman, 1981; Dawkins, 1976; Mayr, 1982; Mokyr,
1990;Waldrop,1992. On the firm, see Douglas, 1986; Douglas and Isherwood, 1996; Appadural,
1988.



