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I. TheAHoaly Trinity@of Regional Economics

Confronted with such dazzlingly complex and important phenomena as the globdization of
production systems, deindustridization and reindustridization, new economic spaces, globd-
multinationa regions, and enormous planetary flows of goods, capitd and labor, regiona economics
and economic geography, like much of economics as awhole, has in recent years seen a heterodox
paradigm emerge in itsmidst. Where the orthodox paradigm remains fundamentally concerned with
prices and quantitiesin arather abstracted way, the heterodox paradigm breaks the problem of
economic development in regions, nations, and a aglobd levd, into a series of subgtantive empirica
and theoreticd domains, and attempts to build up a multilayered explanation for it. The heterodox
approach involves what we might cal anew Ahaly trinity@by which it analyzes heterogeneous labor
and capitd: technologies- organization-territories.

Technology and technological change are now recognized as among the principal motors of
changing territoriad patterns of economic development; the rise and fall of new products and production
processes takes place in territories, and depends to a great extent on their capacities for specific types

of innovation. The deployment of technology in turn aters the cost-price dimensions of production,

including its locationd patterns. Organizations, most importantly firms and groups or networks of
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firms tied together into production systems, are not only inscribed into and in some cases, dependent on
territorid contexts of physica and intangible inputs, but they have grester or lesser relationships of
proximity to each other. Territories, whether peripherd regions or agglomerations, may be
characterized by either strong or weak locdl interactions and spillovers between factors, organizations,
or technologies.

The heterodox paradigm integrates the significant theoretica advances that have been madein
each part of the haly trinity in recent years. Technologica changeis no longer the black box it was
once left to be. It isnow common practice to distinguish between standardized, scale-dependent
technologies and unstandardized, variety- or flexihility-enabling technologies in production, those which
are dedicated to particular products and those which may be redeployed among different outputs.*

The study of organizations has been revolutionized by the work of Coase and Williamson, showing that
firmsare-- at least in part -- transactiona structures with fluid boundaries? Others have dedlt with
firmsin terms of property rights and appropriability of assets; or as strategic growth-maximizing agents
Territorid economics hasin turn been revolutionized by integrating the ingghts of technology and
organization sudies. The problem of the territoridity of technological change and of the effects of
technologica change on territory is now well posed, if not resolved. The effects of organizations on
territorial economic patterns, presciently imagined by Perroux and the modern school of input-output
andyss,* has been given new micro-foundations by the application of transaction cost economics to the
geography of input-output relations.® As aresult, the organizationa foundations of agglomeration
economies are now understood. We are well beyond the notion of externa economies as Smply scae-

related; they are complex outcomes of interactions between scae, specidization, and flexibility inthe



context of proximity. Agglomerations aso may enable dynamic processes, such aslocaized
technological change®  (Figure | about here)

The emergence of this heterodox paradigm began in earnest in the 1970s, as regiondists and
international economists attempted to understand the deindustridization of old industria regions;” it
meatured in the mid-1980s and early 1990s, as they attempted to understand the resurgence of regiona
economies, the emergence of high technology industries and regions, the ascendance of new Asian
indudtrid tigers, and globdization. But new lacunae in the theoretica gpparatus of regiond or territorid
development have aso made their appearance. The argument | intend to make hereis that the
heterodox paradigm has indeed defined the right holy trinity, but that it has not yet fully seized theright
content for the analysis of technologies, organizations, and territories. 1ts emphasis on heterogeneous
labor and capitd in dl of them is fundamentally correct. Heterodox regiona economics, like economics
in genera, however, continues to be controlled by the metaphor of economic systems as machines, with
hard inputs and outputs, where the physics and geometry of those inputs and outputs can be understood
in acomplete and determinate way. This focus on the mechanics of economic development must now
be complemented by another focus, where the guiding metaphor is the economy asrelations, the
€conomic process as conver sation and coor dination, the subjects of the process not as factors but
as reflexive human actors, both individua and collective, and the nature of economic accumulation as
not only materid assats, but asrelational assets Regiond economiesin particular, and integrated
territorial economies in generd, will be redefined here as stocks of relational assets

This shift in guiding metaphors reflects new content for each of the dements of regond

economics= holy trinity, content which goes beyond what is found even in the heterodox paradigm.
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Technology involves not just the tenson between scale and variety, but that between the codifiability or
non-codifiability of knowledge; its substantive domain is learning, not just diffuson. Organizations are
knit together, their boundaries defined and changed, and their relations to each other accomplished not
smply asinput-output relations or linkages, but as untraded interdependencies subject to a high degree
of reflexivity. Territorid economies are not only creeted, in aglobaizing world economy, by proximity
in input-output relations, but more so by proximity in the untraded or relationa dimengons of
organizations and technologies. Their principal assets -- because scarce and dow to create and imitate -

- areno longer materid, but relationd.

Il. Reflexivity asthe Central Characteristic of Contemporary Capitalism

In recent years, socid scientists have been at pains to characterize the overal nature of the
capitalism that began to take shape around the beginning of the 1970s, with the breakdown of the post-
war American and European growth machine. The economic cgpabilities of contemporary capitalism
have undergone great expansion and deep qualitative change. Among the new Ametacapacities@of
modern capitalism, severa are most important. Firdt, the technological revolution in production,
information and communication technologies permits vast expanson of the nature and spheres of
control of firms, markets, and inditutions, involving deeper and more immediate feedbacks from one
part of these complex structures to others than ever before, dramatic chegpening of many forms of
materid production, and greet increases in the variety of materid and intangible inputs and outputs.
Second, there has been avast spatial extension and social deepening of the logic of market rdations,

in part facilitated by the technologica legp (especiadly through the chegpening of tdecommunications



and media as vehicles of market relaions, and through the extension of physicd infrastructure); greeter
percentages of the population, and greater percentages of their relations than ever before, are inscribed
in aprocess of markets and commaodities, and these are more and more tied into far-away placesthan
ever before. Thisis, in one sense, a continuation of long-term processes of Amodernization; @in another
sensg, it involvesthe crossing of a quditative threshhold in terms of extent and depth. Third, and
combining the effects of the first two processes, there has been ageneralization of the Agrid@of
modern organizational methods, bureaucratic rule, and communicationa processes to more dimensions
of economic and non-economic life than ever before. This does not mean the extension of asingle,
hierarchicaly administered regime to dl peoples, but the sharing of certain genera ways of life which are
common to contemporary industrial-market society. ®

The qualitative consequences of these metacapacities are more novel  than the mere quantitative
expangon of the capitalist market system. In the most genera terms, they may be summed up asan
enormous legp in economic reflexivity. Thisterm refersto the possibility for groups of actorsin the
various inditutiona spheres of modern capitdism -- firms, markets, governments, households, and other
collectivities -- to shape the course of economic evolution through reflexive human action. Thisin no
way implies that such reflexivity is free from condraint. --Instead, the old debate in the socid sciences
between determinism and free will, structure and agency, has become largdly irrdlevant, becauseit has
been empirically left behind by the course of redl socio-economic evolution, in which the two sides of
these traditiona oppositions have become inextricably produced by each other.  The metacapacities of
contemporary capitalism, encompassing both of what Marx labelled the@orces@and the socid

Ardations@of production, have developed and matured to a point where the variety of concrete



empirica posshbilities for the organization of markets, firms, and other inditutiona spheres of economic
and socid life have been vadtly increased.  Such possibilities become redities through the selection
effects of competition, and through the mohilizing effects of rules, indtitutiond routines, and collective
action frameworks.

Rules, inditutions, and action frameworks have dways been important, of course, as
inditutiondist socid scientists have shown. But they were regarded principdly asimperfectionsin
modern capitalism, asin the notion of Astates versus markets.@ Fundamentally, they were viewed as
non-economic or pre-modern forces which did not permit full expresson of modern capitalism, or by
some as humane and socialy necessary fetters on the rapacious tendencies of the market.® The
ideologica content of these theoretical disputes should no longer blind us to the new historicd redlity: in
many ways, marketswere once opposed to sates, rules, and other indtitutions, but thisis no longer
largely the case. Ironically, however, the triumph of market capitalism in the West has not ended with a
generdization of anonymous, sandard, Aperfect@capitalist markets, but instead coincides with amgjor
new legp in the possihilities for reflexivity in that economy itself, generating enormous new variety within
the market economy. In many ways, capitalist markets are more intertwined with Anonmarket@forces
than ever before, with impulses from Adivil sodiety. @ Thisis becauseits triumph coincides with the
development of the mgjor new variety- and diversity-enabling metacapacities described above.

Moreover, capacities and agency aso involve the generaion of new congraints, or
Astructures.@ Contemporary reflexive cagpitaliam is a sysem which manufactures new kinds of risks
12 (economic, persond, ecological, psychologica, socid, etc).  In the economic sphere, these risks are

expressed through the redefinition of competition, what it takes to win and how it is possible to lose.



Winning has become a much more complex target, because the conditions which afirm, region, or
production system must now satisfy in order to win are manufactured and re-manufactured more
thoroughly and more rapidly than ever before, cresting amoving target for success and a shifting
minefidd of risks of fallure. Thisisdirectly a consequence of the increase in the reflexivity of economic
activity in the context of a generalized market system.

Theories of competitiveness have struggled to capture these phenomena over the last twenty
years, developing many descriptive monikers for the new economy: post-indudriaism, the information
economy, the knowledge-based economy, flexible specidization, and post-Fordism.*® Though each of
these labels helps in understanding some dimensions of the contemporary economic process, the
deepest and most generd way to describe the logic of the most advanced forms of economic
comptition is thet of Alearning.@" Learning is the competitive outcome of heightened reflexivity.
Those firms, sectors, regions, and nations which can learn faster or better (higher quality or chesper for
agiven qudity) become competitive because their knowledge is scarce and therefore cannot be
immediately imitated by new entrants or transferred, via codified and forma channels, to competitor
firms, regions, or nations. The price-cost margin of products generated in thisway can rise, while
market shares increase; the resulting knowledge or technology rents aleviate downward wage or profit
pressure. Learning-based activities are not immune to relocation or subgtitution by competitors. Once
they areimitated or their outputs standardized, then there are downward wage and employment
pressures. Firmsor territorial economies must therefore be equipped to keep outrunning the powerful
forcesof imitation in the world economy. They must become moving targets by continuing to learn.

The learning economy is therefore an ensemble of competitive possibilities, reflexive in nature,
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engendered by capitalism=s new metacapacities, as well as the risks or constraints manufactured
by the reflexive learning of others.™

The dimensions of the new economic reflexivity are therefore principa concerns of any kind of
economic andysis interested in developmental processes.  These dimensions may be seized, at least in
apreiminary way, by such keywords as Aaction, @Acreated rules,@Aaction frameworks@ and
Aroutines.@Subgtantively, their study requires that we focus on how individua and collective reflexivity
operate in the contemporary economy, through cognitive,'® diaogic, and interpretative processes, with
the subgtantive god of understanding how relations of coordination between reflexive agents and

organizations are established.

IIl. TheReational Turn in Economic Analysis. Technologies, Organizations, Territories

In thefield of regiona economics and territoria development, the devel opments describe above
mean that the content of the theoretica holy trinity -- technologies, organizations, territories -- must be

redefined, from a series of machines, to a set of relations'” and their constituent reflexive processes.

Technology

In orthodox economics, technology is considered to be a Ablack box, @ and theory assumes
that rationd agents, possessing full information, make optima choices under strong congtraint condiitions.
In contragt to this, the field of technologica change economics has aways centered its attention on the

generation of technologica knowledge and its relationship to economic practice.  The dominant post-



war account of technological change™ consisted of a linear input-output moddl, with scientific R&D
upstream, innovation midstream, and commercidization and diffuson downstream. Diffusion was both
economic (inter-firm and inter-industry) and geographica (from centersto peripheries). Though largely
implicit in the early years, the notion of technologies emerging as rare and unstandardized innovations
and then developing into increasingly standardized Amature@technologies, capable of exploiting
economies of scale, became increasingly explicit through such models as the product cycle in indudtrid
and development economics, and spatia divisions of labor in regiona and international economics® In
many ways, this theoretical focusfit wel with the inter-war and post-war development experience of
technology as the derived product of science, with the Aproblem@ defined as its unequa spatio-
economic distribution,?* a position shared not only by many developing country economists, but also by

many Europeans concerned with post-war recongtruction and modernization.

Experience since the 1970s, however, hasradicaly cdled into question the hierarchica linear
flow of the traditional mode. 1ts essentid assumption about the link between technology and
development isthat of a progression from inventiorn/innovation to scae and sandardization, where
increasing factor productivity inside each firm or technology leads to greater wedlth creation. Yet it now
appears that development, at least in wedlthy countries and regions, comes about through
destandardization and the generation of variety. A new style and rhythm of technologica learning
has radicaly expanded the variety of technologies, in two ways. & any given time, the specidization and
numbers of technologies for given kinds of uses; and, more importantly, over time, the pace of their

modification and replacement. This forces a complete reconceptualization of the technologica
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innovation process in economic development: it now involves not only the gigantic forma organizations
of research in laboratories, universities, and multinationa firms, which correspond to our image of the
process as hierarchical and linear, but the proliferation and dramatic complexification of relations among
those indtitutions and between them and other eements of the economic environment. Paradoxically,
the rise of bigger and bigger science and R&D has been accompanied not by itsincreasing isolation
upstream, but by itsincreasing integration into a host of other economic and socid processes. Within
Abig@R&D, for example, there are now more complex feedbacks between science and savoir-farein
the high- and medium-technology industries than ever before,? whilein many medium- or low-
technology sectors, savoir-faire is now subject to deliberate reflection, attempts at systematization, and
appropriation of the results of science and engineering.”®  Research on technological change hes
documented the importance of user-producer relations (inter-firm, inter-industry and consumer-
producer); science-production relations; inter-firm relaionsin technologically cognate areas; and firm:
government-university relaionsin technologica innovation. It has dso shown, importantly, that these
relations are increasingly organized as non-hierarchical, networked, complex, and substance-filled
communication and action processes® Research on the proliferation of Aflexibly specidized@ndustria
digtricts has shown, in addition, that the capitdisms of anumber of very wedlthy regions and countries
are built around practica forms of technologica innovation, involving relatively smal or indirect rolesfor
formal science or R&D, where complex relationa feedbacks in the production systems are responsible
for successful innovative performance

The technologicd enterprise which is o centra to contemporary capitalism seemsto involve a

set of circular processestoday. The increasing density and complexity of relationsis the means to new
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forms of collective reflexivity, leading to a quantum legp in the possibility for generating technologica
vaiety, i.e. to learning. This variety has two principa consegquences, on one hand, it sets off traditiona
cycdesof codification, sandardization, imitation and diffuson of knowledge. On the other, a any given
time, there are innumerable Aidands@of non-cosmopolitar?® knowledge in this variety-centered
economy, where only those actors who are inscribed in the relations required to get access to the
knowledge and, perhaps even more importantly, the relations required to under stand, interpret, and
effectively use the knowledge, will be able to deploy it in economicaly useful ways. In turn, these
nodes of relationaly-linked actors may Aspin-off @new standardization, decodification processes, but
they may dso re-generate variety within their fidd of endeavor, sustaining the viability of non
cosmopolitan nodes of interaction. Thisis but one of the many new dynamics of an economy of
reflexivity and its manufactured opportunities and risks.

In sum, the essence of the process of technologica change is now the tissue of relations by
which asymmetric, non-cosmopolitan knowledge is generated, applied, and further evolved. The
increase in variety isthe result of the operation of these reations, in an economic environment which is
radicaly different from that defined by orthodox theory: empirically, because of the quditative link in the
communicationa capacities of actorsin modern capitalism, an higtorica phenomenon resulting from
technological advances and the generdization of the organizationd and communicationd meta-models
of modernity; and theoreticaly because (as evolutionary economics has shown) firms and other actors
operatein Aloose@rather than Atight@i.e. Pareto-optimizing)) selection environments for the
consequences of their reflection and communication with others.

For regiond and territoria economics, this means a reorientation of the centra issues posed by
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technological change: from standardization to destandardization and variety asthe centra
competitive process, from diffusion to the creation of asymmetric knowledge as the central motor
force; and from codification and cosmpolitanization of knowledge to the organizationd and geographica

dimensions of noncodified and non-cosmopolitan knowledge. (Figure 11 about here).

Organizations

The second eement of the haly trinity is organizations, by which we mean, principaly, firmsand
production systems.®  In the post-war period, organizations have figured prominently in economics
generdly, and regiond and industria economicsin particular. The theory of the firm -- gemming from
Coase and developed by transactions cost economics -- has defined, as its core subject, the functiona
boundaries of the firm, the division of |abor between firm and market, and the relations or transactions
between firms?  The theory of production systems got amgjor push in the late 1940s and early 1950s,
with the Perrouxian notion of economic spaces and industria complexes, and was given grester
generdity and empirica-andytica power in Leontief=s development of input-output models of the
entire economy.* Regiona economists made mgjor efforts to use input-output theory and techniquesin
the modedlling of regiona economies®

Transaction cost economics, as developed by Williamson provided amore precise
understanding of the cost drivers for input-output structures, thus bringing the theory of the firm and that
of the production system closer together.® Inturn, the theory of industria complexes and
agglomeration was given new dimensions by consderation of the geographica dimensions of

transacting. On one hand, it was shown that geography figuresin transactions costs in generd, and
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hence influences the boundaries of the firm and production system (i.e. geography influenes the degree
of internalization or externdization in the production system).** On the other, it was shown that the
geography of transactions costs helps explain agglomeration and spatia divisons of labor. Much of this
work on spatid divisons of labor shared smilar concerns with research on multilocationa or
multinationa enterprise, with the first gpproaching the problem from the side of geography, and the
second from the side of the firm, meeting around the subject of locationa dynamics of complex
production systems. ** In addition, transaction cost theory was extended to output markets and to labor
markets on the input side, and both were integrated into geographical transaction cost theory and
modelling. Findly, innovation theory , in many guises, has attempted to understand the transactiond
context for technologica change and geographers and regionalists have claimed that this context has
strong territoria dimensions; though till a an early stage™, it is an active area of work today, and its
god isnothing lessthan an integrated theory of economic space, consisting of the interrdations
between organizationd, technologica, and geographica space.

It can be seen that gresat theoretica progress has been made in the last haf century toward
understanding economic organization, and its extension to location, and the geography of production
systems. The fundamenta concerns of theory and modelling, however, are focused dmost entirely on
the traded relations between firms and places (factor markets, ingtitutions), on traded rel ations between
firms (inter-firm trade), or on exchanges between production units of big firms (intra-firm trade). The
mechanism which accounts for organizational and geographica outcomesiis the prices, quantities and
quadlities of these traded interdependencies. This explanatory mechanism is common across the entire

range of different underlying motor forces (technology, divisions of labor, neoclassica factor
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subdtitution, etc) and across al theoretical metanarratives (neoclassicd rationdity, Marxist drives for
contral, various brands of inditutionalism).

The notion that such relations among economic actors ultimately are expressed in terms of direct
and traded interdependencies, however, can no longer be sustained. There are many reasons why this
is thecase. Firg, thereisan historical dimenson.  Therise of an economy where the most lucrative
forms of competition occur around technologicd learning has pushed for the emergence of new forms
of economic organization. Learning implies that organizations or production systems must be
well-equipped to move resources around in order to implement what is learned: thisis what has come
to be known as the "flexibility” condition. Some kinds of learning necessarily involve highly focused
attention of the learners, through divisons of labor: thisiswhat has come to be known asthe
"gpecidization” condition. Both of these organizationa attributes of learning contribute to the
wedl-documented transformation of production organizations, awvay from the traditiond manageria
hierarchy typica of post-war mass production, inthe direction of what we may (indegantly) cdl the
"guas-externdization” or "deverticdization” of the divison of labor. By thisis meant the tendency for
learning-based production systems to assume the form of networks based around an inter-firm divison
of labor, or for large firmsto mimic attributes of externdization, sometimes viainter-firm aliances,
sometimes via the introduction of price mechanismsingdethe large firm, sometimes viaincreased
reliance on externd suppliers, sometimes viaamore decentrdized interna system of organizetion of the
firm.**  These conditions, while general, do not necessarily correspond to the notion of flexible
ecidization asit was advanced in the early 1980s® The precise form that such networks takein

learning-based production systems varies greetly according to industry, product market, and
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nationa-regiond indtitutiond setting. It iswidely agreed, however, that dl of them are quditatively
different from the neo-Weberian organizations which were common in the post-war period because,
whatever the particular form they take, their purposeis to potentiate organizational reflexivity® and
not merely bureaucratic control.

The second dimension istheoretical.  All productive activity dependson actions by others
which, if not forthcoming, will render our own actions inefficient or unproductive; economic activity is
founded on the pragmatic necessity to coordinate one=s actions with others.  Yet virtudly dl such
dtuations of action are beset by uncertainty -- each of usfaces uncertainty in deciding what we should
do with respect to agiven set of circumstances.  Part of this uncertainty is"secondary,” i.e. it comes
from thefact that others upon whom we depend aso face uncertainty on their side, so they do not
know, with assurance, what they will do; part of it comes from our imperfect knowledge or
communication of their intentions. All this is another way of saying that productive activity is, of
necessity, a form of collective action founded on the paradox of individua actions.  Coordination
among persons thus presents itsdf as the centrd problem of economic life.

The question is how actors manage to get themsdvesinto successfully coordinated, forms of
collective action. We now know that the solutions of most economic thought to this problem of
coordination under uncertainty, are partiad. Much uncertainty in economic life cannot be resolved in
price and contract terms, as transactions costs economics has shown us. According to them, thisiswhy
there are firms (interndization = control + certainty).. But it isaso now clear that firms cannot
successfully coordinate merdly because they interndize transactions, because bureaucratic authority is

frequently ineffective in the presence of high levels of uncertainty: either it fails to get things under
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control, or it does so at the price of the purpose of uncertainty, which today isan intrinsic correlate of
the organizationd reflexivity required to learn and hence to compete.

Unlike transactions of standardized and subgtitutable goods, factor inputs, and information,
transactions associated with many kinds of organizationd reflexivity involve mutualy consstent
interpretation of information which is not fully codified, hence not fully cgpable of being tranamitted,
understood, and utilized independently of the actua agents who are developing and usng it. Some
kinds of information, for example, do not stand on their own: they require communication outside the
forma structure of the information -- as linguists have shown us™ -- for people to come to acommon
agreement on what isbeing said. Thisisno lesstrue for non-standardized technical or economic
information. It isaso necessary for the palitica information in the economy, such as work rules,
governmentd rules, forms of inter-firm relaions, to function smoothly. Moreover, for this
communicationbased interpretative convergence to occur, we have to have some level of confidencein
what others are saying, or a least some confidencein how we interpret them. In the first case, some
degree of trust isa hand; in the second, dense and multiple understandings of what isbeing transacted
arerequired, i.e. ways of reading between the lines, of verifying in multiple ways the possible meanings
of what isan inherently uncertain forma contentt.

Indl of these Stuations, the problem for actorsis how other actorswill dea with the
uncertainties a hand, and how in turn, they should do s0. Anglo-American socid scientiss are
enamored of prisoners dilemmas and uncooperative games which have, asa priori commitments and
inevitable modeling outcomes, the difficulty or breakdown of nortmarket (i.e. indtitutiond)

coordination.®®  Thisisthe microfoundation of Astates versus markets.@ But even game theory has
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shown dearly, through the work of Axelrod,® thet tit-for-tat cooperative games are both rationa and
feasble under most circumstances; and if the questionable assumptions of game theory which limit
individual action to strict defense of interests are abandoned,'  the circumstances under which nor
market forms of coordination can be generated by actors increase dramatically.

The specific form and content of coordination will vary according to the product at hand,
technologies, markets, etc., aswel asother historical and structural factors impossible to inventory
here, whose varidion is as great as human lifeitsdf. There aretwo leves of thisrdationa quality of
transactions. Inthefirgt, persona contacts, knowledge of the other, and reputation are the basis of the
rdation.” In many other cases, however, transactions are not so completely idiosyncratic; they do
have dimensonswhich can be reproduced or imitated by other agents. But transaction is by definition,
mutua; so only those agents who are equipped to enter into the kind of relation which has cometo be
accepted as the norm for the particular learning process at hand (by the parties with whom they will
transact) can do so. They are equipped when they possess faculties permitting them to take in,
interpret, and use information in away which is consstent with the other transacting party.  Such
faculties are, essentidly, conventions which coordinate these productive agents. Conventions may be
defined to include taken-for-granted mutually coherent expectations, routines, and practices, which

are sometimes manifested as formd indtitutions and rules, often not.*** Most conventions are akind of

! See section 1V, below, for further discussion of these microfoundations.
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haf-way house between fully persondized and idiosyncratic relaions and fully depersondized, easy-
to-imitate relations (dthough even the latter do have conventiona foundations, not natura or
behaviordly-universa foundations).

Conventiona or relationd transactions (henceforth C-R) affect many dimensions of production
systems, but the nature and functions of such conventions differs from industry to industry, acccording
to the nature of the product, the economic fluctuations associated with its markets and production
processes, and the type of learning which is possble®® C-R transactions may be found in at least five
principd domains. (@) inter-firm "hard" transactions, asin buyer-sdler reaionsthat involve market
imperfections; (b) inter-firm "soft" transactions, asin the diffuson of non-traded information about the
environment or about learning, e.g. through circulation of personnd  through the same externa labor
market or through contact between producers; (c) in hard and soft intra-firm relations, as the bases for
the functioning of large-firms which are "interndly externdized" in the way we noted above; (d) in
factor markets, epecialy labor markets, which involve skillsthat are not entirdy subgtitutable on an
inter- industry or inter-regiona basis, i.e. where there are industry- or region-specific dimensonsto
workers skills; and (€) in economy-forma  inditution relationships, where universities, governments,
industry associations and firms are only able to communicate and coordinate their interactions by using
channels with a strong relaiona-conventiona  content.

The conventiond-relationa foundations of economic coordination do not refer to a stark
contrast between internal ownership and externdization of production systems, or on hierarchies
versus markets or external-embedded networks, but rather on the notion that manufactured

opportunities and risks (repectively, learning or the comptitive chalenge of others= learning), carried
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out through organizationd reflexivity, are becoming pervasve in contemporary capitaism. Every kind of
production system has to cope with some form of fluctuations in markets, product design, available
technology, and prices, which make difficult the full cognitive routinization of relations between firms,
thelr environments, and employees.

Red systems of production reflect awide range of conventional phenomena, from rules
governing the labor market and work practices, to capitd markets and investment practices, to forms
of firm organization, to technologica habits and propendties, and even to widely-held ideas about the
gppropriate qualities of products. Theoreticaly, as noted earlier, evolutionary economics has shown
that capitalist competition is a Aloose@environment, where multiple pathways are possible at many
different junctures, and therefore where the behaviora routines and patterns of agents become positively
important. Conventions and relaions Afill in@the space of thisloose sdection environment, give it form
and substance. In the particular contemporary historical context, moreover, the advent of alearning
economy means that the junctures at which conventions and relations can make a difference have
become more general and appear more and more frequently. All of theseissues are, of course, the
subjects of investigations by ingtitutionalistsin many socia science disciplines;* the economics of
conventions, however, goes beyond them in positing that they are eements of the coordination of
actors, and that the reason they work is that they amount to a coherent coordination of the frameworks
of action of the people involved.

Hence, amgor additiond focusin the analysis of organizations -- firms and production systems
-- isnow required. It hasthree principal components.  attention to untraded interdependencies and not

samply traded transactions as the cornerstones of the organizationa question; the conventiona and
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relationd qualities of such untraded interdependencies; and the ways that conventions and relations

organize and make possible many of the traded transactions of the contemporary economy.

Territories

Most socid science has traditionally considered regiona economies, or -- more generaly --
territorial economies at any sub-nationa geographica scae to be derivative reflections of the more
Abasc@forces of technologies and organizations. Today, even national economies are being demoted,
by many andydts, to the same secondary status traditionaly assigned regions, due to the increasing
reech of globa technologies and globd organizations. Thus, in the standard view, two eements of the
holy trinity generate a set of outcomes, in the form of the third, territory.

In contrast to this view, the apparent resurgence of regiona economies and the growth of
economic differentiation between mgor world trading economies has simulated the notion that
territories are levels of economic action on their own right, with defining contributions to, and feedback
effects on, technologies and organizations. Moreover, some branches of contemporary innovation
theory, as noted above, propose a set of dynamic interrelations between technological, organizationd,
and geographica spaces. Intheseviews, territory isabasic and not secondary eement of the holy
trinity.

The common way that economic analysis dedls with geographicad proximity and distanceis by
andyzing the geography of economic transactions -- exchanges of goods, information and human
resources over geographica distance. Economic geography considers the price dimensions of

transacting activity, to identify circumstances where geographica concentration is necessary to efficient
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transacting, and those where geographica dispersion of firms, consumers, workers, and indtitutions is
condggtent with it. In some analyses, agglomeration is the meansto realization of superior pecuniary
efficiencies of each transactor (i.e. firm).*

Thereis nothing inherent in transactions that makes geographica  proximity necessary. Think,
for example, of the counterfactual Situation where everyone were equipped with magic carpets® and
proximity could be had over any distance costlessy and instantaneoudy. Then any kind of community
of interaction would be possible without propinquity, including those information transactions and
interactions between persons which are the most subject to uncertainty, uncodified practices, informa
understandings, as well as those transactions of goods most subject to the costs of covering distance.
Our magic carpetsin Cdifornia could take fresh orange juice and mid-winter flowers from the garden
while on their way to pick up the morning's croissants from the boulangerie in Paris. A professor's
students could come from al over the world and class could be held anywhere.

In the absence of such atechnology of transacting, however, there are many circumstancesin
which diganceisabarrier. The principad such circumstance isahigh leve of uncertainty, which
impedesthe planning which could facilitate long-distance repeated transacting (by reducing price and
increasing certainty). Proximity in transacting is likely to be adopted in these circumstances.
Uncertainty, proximity in transacting and the formation of relations and conventions, | shdl argue, tend
to go together.

In what are such circumstances likely to conast? Thoughitis impossible to condruct a
complete list, many of them will probably concern technologica change or learning, in both products

and processes. Indudtries with ongoing product differentiation, for example, rely on informa and
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traditional knowledge and sensihilities which are then recombined on short notice into new product
desgns. In advanced technology industries, where the technological frontier has not been reached (the
example hereis not product redesign asin today's persona computer industry, but rather that of
sgnificant advancesin micro-  chip technology), it is difficult to reduce interaction fully to projects and
teams who can relate to each other with fully forma procedures and at great distances.

But even in the absence of technologica change asasource of uncertainty, there are many
circumstances where neither vertica  integration (and its complement, the certainty of adminigrative
procedures) nor vertica or horizonta disintegration coupled to full forma contracting (which should be
indifferent to distance) are possible. The costs of covering distance rise greatly under these
circumstances because interaction has to be frequent and sustained, and it often cannot be planned out
in advance. These are Stuations involving high levels of substantive complexity in transacting between
persons, in generd they are circumstances which depend on interpretetive interaction and require
persons to achieve and reproduce  corfidence® in their relations, where externd authority for the latter

and codified rules for the former will not do.

What does this mean for the central problem of spatia economics, the tenson between spatia
concentration of production and its dispersion? The dominant account of the existence of
geographicaly concentrated production systems, such as Silicon Vdley (semiconductors), Hollywood
(motion pictures and televison), Manhattan (financid services), the Connecticut River Valey (precison

metaworking), isthat they exist because many of ther linkages, given exigting technology of
communication and trangportation, are heavily reiant on geographica proximity. In thisaccount, when

linkages involve smal scale or high levels of uncertainty, proximity reducesthe actud cost of covering
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distance and dlows uncertainty in turn to be attenuated by permitting producers to spread risks via
increased access to other producers in the agglomeration. The law of large numbersisat work for
them. An example is the subcontractor who gains access to more clients so asto offset the risks
associated with relying on too few commands, in the absence of the possibility of having stable, large-
scale commands from just afew clients. In practice, however, even transactiond relations which are
attributed to thiskind of optima economizing are resolved through the establishment of some rules of
the game between the involved parties: even "market” linkages depend on specific conventions of
merket action among actors, without which thereisno coordination among them.

But this account is surely gtill inadequate in that it proposes just one mode of motivation behind
economizing through linkage -- that of opportunism and mora hazard: the subcontractor is dways
araid of getting cut off and the client is dways afraid to be engaged.*® Not only can uncertainty be
resolved through means other than risk spreading through the law of large numbersin an agglomerated
linkage system, it may be that risk spreading isitself inefficient, second best, or not possible -- some
linkages may do better when resolved through conventions other than those of markets and contracts.
And regardless of efficiency concerns, we know that many linkages are in practice resolved through
other principles of coordination. The uncertainty which underlies geographica proximity isthus the
same asthat which, in the presence of proximity, is resolved through convention among actors, but the
form of resolution is not determined by the uncertainty itself.

The region is not merely a derived outcome of the informationa or cognitive structure of
transactions associated with technol ogies and organizations, however. For one, the conventions and

relations which develop in association with particular production systemsin a given region may affect the
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long-term evolution of technologies and organizations in those sectors, and the Aloose@sd ection
environment of contemporary capitalism suggests that there are many cases where such territoridly-
gpecific forms of economic life are not washed out by a single best practice; territoridization and
multiple equilibria go together.®  In addition, the ensemble of conventions and relations which come
into existence in a territorialy- defined economy may cut across the array of production systems and
activities found there, affecting the evolutionary pathways of avariety of sectorsin aregiondly- or
nationaly-common way.

It isfor these reasons that the effects of ~ proximity-inducing effects conventions may "drag on”
for long after the input-output (transactiond) reasons which brought geographica concentration of the
production system into being have disgppeared or could be diminated . They may aso encourage
ongoing geographica concentration even when the input-output system could permit deagglomeration.
Andthey may differentiate the performances of superficidly smilar input-output systems, in terms of
transactiond coordination, product qudities, and evolutionary tendencies. Consder for example the
aerogpace industry in Southern Cdifornia. While the large producers are surrounded by smaller job
shops and input- providers, thereislittle way to explain, in grict input-output (transactiond) terms, the
geographica clugtering of the large defense contractors. They could bring into being, amost
anywhere, those loca networks of input-suppliersthey require. The large skilled labor market may be
then invoked as an explanation, except that skilled labor is notorioudy mobile. But, one might claim,
the skilled labor isindustry- and even agglomeration specific.  In what sense? Certainly not in terms of
formd training. Its specificity derives precisdy from the fact that the personsinvolved have learned

much about the industry- specific production culture in the aerospace agglomeration of the region, as
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have managers and other company officias. These are conventiona forms of asset specificity, inwhich
human resources (assets) with generic characters become specific and maintain their specificity, and yet
cannot befully internaized within companies and moved around from region to region easily. The
frameworks of action (ensembles of conventions) learned by actors congtitute key forms of asset
specificity in the economy, which are externd to individud firms, and in turn, those persons caught up
in such webs of conventions alow firmsin stuations of mutud interdependence (e.g. input-output or
buyer-sdler relations) to coordinate effectively with each other.

This explanation of geographica concentration and territorid differentiation is now quite far
from that which rdies on linkages, input-output systems, and even economies of scale and scopein
factor markets. While not excluding any of the latter, it suggests that the content of linkages is shaped
through convention and becomesthe key untraded interdependencies which underlie the coordination
of economic actorsin production systems and givesrise to the level of economic efficiency they
achieve and the specific qualities of products they are able to madter.

In sum, the territoria eement of the holy trinity needs refocusing, from the geography of input-
output relations -- industrial complexes and spatid divisons of labor -- and the economics of proximity
in traded linkages, to the geography of untraded interdependencies and the technology and economics
of proximity and distance in them. This, in turn, is necessarily bound up with the geography of
conventions and relations, which have cognitive, informationd, and psychologica and cultura
foundations. Throughout al of this, there must be smultaneous consideration of territory and region as
derived outcomes of technology and organizations, and as the locaes of differentiated conventions and

relations -- action frameworks -- which often cut across specific technologies and organizations and



26

affect their evolution.

From Externd Economiesto Relationa Assets

Regionad economies are usualy characterized theoreticaly as systems of externa economies,
the strong points of national economies are also usualy understood via this concept.  This notion has
long figured in both economic and regiondist thought, but there remains great confusion about what it
means. For some regionaigts, externa economies reduce smply to the effects of urbanization
economies, Smple scae economies which flow from indivisble infrastructures. In this conception, of
course, the region does not enjoy the status of afundamentd level of economic life; it isaderived effect
of technologicd indivighilities. For other regionaists who congder the economics of proximity,
localization economies have been analyzed as the source of the region=s economic specidizations. Until
recently, localization economies were consdered to be the spatia expressions of distance congraints
on linkages. Theintegration of transaction cost economics, and dynamic theories of the socid divison
of labor, and the geography of transacting -- or what we referred to above as the relations between
technological, organizationd and geographica space -- has re-opened the linkage between externdity
theory and the theory of localization or agglomeration. A smple extension of transaction costs theory
to the geography of transaction costs, though andyticaly powerful, does not generate a different
theoretical status for the region in economic thought, because agglomeration remains amere result of
individual maximization. But more complex extensions do change the status of the region: once

proximity becomes an input into the socid divison of labor -- by dlowing firms to make choices
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between what they do interndly and what they buy externdly -- it in turn dlows firms to experiment with
different degrees of specidization than would otherwise be possible, and thisin turn sets up dynamics of
technologica development that would not otherwise be possible. So the region is now a contributor to
the dynamic of modern capitaism, not just an outcome. And the Aeconomies@associated with
proximity can no longer be brought back to individua maximization under stable conditions; they
inherently involve spillover effects, blurred lines of efficiency, caculus with respect to amoving
organizationa target whose trgjectory is linked to its geography. They very likely represent true positive
externdities -- in the sense identified by Y oung (1928)°* and Kaldor (1972)% -- and not merely
Stiglerian-Smithiar™ division of labor effects. There are many empirica forms this might take, ranging
from high-technology specidizations, to metropolitanization as a Aflexibility pool. @

Even 50, there are many ways in which the physical and managerid congraints on distance, for
even very specidized input-output relations, are being progressively reduced over time. The digtinct
possihility exigts, with the development of increasingly effective communications technologies and the
diffuson of organizationd meta:routines, that even very sophidticated transactiond systems will enjoy
greater and greater potentia for avoiding agglomerations.

But the story does not end with these traded interdependencies. In many circumstances,
condraints of proximity seem to remain extremely important to the communicative, interpretative,
reflexive, and coordinative dimensions of transacting, where even e-mail does not subdtitute for
proximity. The necessarily conventional and relationa aspects of the economic process are not merely
Aresidues of history@or Anon-economic@espects of the market process; as we have tried to illustrate,

they are in many ways the new heart of the reflexive economic process.
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The exigence of the conventions and relations which permit reflexivity are something like assets
to the organizations or regions which have them, or even to theindividua agents caught up in them.
Regions and organizations who have them have advantages because these relations and conventions --
much more so than stocks of physica capital, codified knowledge, or infrastructure -- are difficult, dow,
and costly to reproduce, and sometimes they are impossible to imitate. The status of the region is now
not merely as alocus of true externdities, but -- for the lucky regions -- as a site of important stocks of

relational assats.

V. Conventions, Coordination, Rationality: The Micro-Foundations of the Reflexive Turn

Economic behavior is not smply "embedded” in norn-economic forces, whether they be culturd,
cognitive, palitica, or structurd; the digtinction between "economic” and "non-economic” forces should
be replaced with an andyss of the waysthat diverse kinds of "information” underlie the coordination of
economic actors.  Inthisvein, the socid science of conventions rgects the distinction, common to
modern economics, between decisonmaking rationdlity -- asthe waystha individuds react to
information -- and action rooted in the pragmatic and cognitive acts of comprehension, understanding,
or interpretation. Itisnot smply that different versons of comprehension, understanding or
interpretation generate different "parameters' for decisonmaking in the form of different preference
schedules or different thingsto be maximized, but that action leading to coordination is often necessarily

aprocess of mutua comprehension, understanding and commonality of interpretation between actors

under conditions of uncertainty.
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The quedtion naturaly arises as to where the notion of reflexivity and the mechanism of
convention are Stuated with respect to the decisonmaking rationdity which is so centrd to dll
economic thought. Two brief aspects of this problem may be treasted here: microfoundetions, and
pragmatics.™

Conventions are much more than mere cognitive, cultura or psychologica skills which permit
actorsto survive in markets.  When actors undertake an activity, they do so with the expectation that
they have aframework of action in common with other actors engaged in that activity.? It follows for us
that the expectations which underlie coordination with other actors are not, asis clamed by many other
writers, principally psychologica or cognitive, dthough they certainly have these dimensions. Nor are
they mere anticipations, even though they contain anticipations. They are not so much Araiond, @as
they are forms of Apractica reason. @ These expectations are fundamentaly related to the pragmatic
dimensions of action, which Herbert Smort® cdled their Aeffedtivity.@ In dl action, there is an ongoing
tenson due to the search for pragmatic coherence between ends and means.  The intentions of actions
are defined and clarified in the course of taking them, and are adjusted to changing circumstances.
Action depends on and draws from the things and people involved in the pragmatic Situation at hand.

Such pursuit of pragmatic effectiveness has a practica coherence which may not resemblelogicd

2But NB! Thisin no way impliesthat al actors are equaly satisfied, that they are equally
enthusiadtic, or that they arein rlaions of politica or didtributive equality. It isadescription of the fact
that they do according to the same rules of the game, not necessarily that they like to do this.
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coherence; viewed from the standpoint of logical coherence, practica action may combine diverse
logics

It isfor these reasons that conventions are best understood the ways they render ble or
deny access to different possible worlds of action. A possible world isan environment of action
comprised of two mgor elements: firg of dl, it congsts of other personswho act in away whichis
coherent with our own actions, so that we both respond to uncertainty in mutually compatible ways
thisisaframework of action; second, it isapractica materia and inditutiona enviornment, where the
actors= actions are well-adapted to the practica problem at hand, i.e. the tools, existing knowledge,
materids, and externa (e.g. inditutional or competitive) conditions under which they are required to act.

Thisway of looking at the problem opens up three questions rel ative to dynamic collective processes
in the economy.

Thefirst question is about the diversity of frameworks of action. Though in principle there are
unlimited ways to coordinate economic action, thereisin practice alimited number of practicaly
coherent combinations of actions for each kind of material good or service produced in the economy.
Thisdiversty -- leading to what we have cdled the Aplurdity of possble worlds@-- isin one sense
much greater than that envisaged by orthodox theory, with its notion of asingle production possibility
frontier for each set of technologies and markets. We hold that in any given Stuation there is more than
one effective economic solution. In another sensg, it is more redtrictive than orthodox theory, whose
free and easy factor subdtitutions give us aworld of unlimited, seamless, combinations -- a circumstance
which does not exigt in redl practica stuations. [n comparison to empirical business economics, it again

leads to greater diversty, in the sense that it rgects the notion of convergence toward global best
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practices in given markets, in favor of a congderable diversty of effective practica solutionsto the
problems of production.

The second question has to do with the role of rationdity. Economic action is motivated
neither by drict utilitarianism nor only by the satisfaction of individuad desires, but in the will to make
effective the action which one undertakes. This motivation gives two fundamenta characteristicsto
action. On the one hand, isits particularity: a given Stuation of action is peopled with objects,
circumstances, and persons, whose varied and heterogeneous nature makes for complex and particular
synergies. It isimpossible to reduce the Stuation to a series of pre-established, fixed routines. On the
other hand, is its collective character: because of this fundamenta heterogeneity, mutudly interdependent
actions can succeed only if thereisatruly collective character to them, in the sense of action within a
common framework of action. Only if action were reducible to pre-fixed, fully anticipated Stuations,
could its collective character be replaced by externd rules involving no fundamenta coordination by the
persons involved. Fully-fledged Taylorism is the exception, not the rule, and even Taylorism never
entirely succeeded in replacing reations with rules. Heterogeneity aso means aplurdity of collective
processes, a certain Afragmentation@of action; when put in the context of a Aloose@competitive
selection environment, we arrive a the notion that there are many kinds of economicaly effective action,
not asingle hierarchy of action from best to worgt.

The third question has to do with the nature of action itself. The socid sciences were for aong
time dominated by a utilitarian conception of action as the strategic manipulation of a datum, in the
pursuit of satisfying a pre-defined interest within an externd redity itsdf predefined before the action is

undertaken . This conception led to areductionist notion of intentiondity: with ends given, the search for
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the optima means to attain them. The economics and sociology of organizations have developed this
notion of action. Even though they have stressed their differences with orthodox economic andysisin
emphasizing the perverse and inefficient effects of rationdity in organizationd contexts, they have
nonetheless remained well within the utilitarian-ingrumentaist paradigm. To bresk with this paradigm,
aswe do, requires that we return to the sense of action as Ato do,@n which the fundamenta
uncertainty inwhich dl actorsfind themsdvesis not exclusvely something they atempt strategicdly to
insulate or protect themsdves from via prediction or strategic maneuvering.®>  The uncertainty of
gtuations of action isaso asource of possihilitiesfor redizing the intentions of action. In many
gtuations, especidly those of innovation and other dynamic processesin the economy, the actor may
very well see the concrete Situation as Aincomplete, @ as one in which his or her action is designed to
fill in coordination gaps and hence contribute toward the making of anew action framework. When this
works, the actor=s action framework has been pragmaticaly effective; when it does=t work,
coordination hasfailed (e.g. in the economy, the product or firm fails some externd test) and the actors
have to try again, using a different action framework to resolve uncertainty.

The only way to understand the tempora dynamic of economic processesisto conceive of

3 Although it may certainly in part consist of these dimensions, under particular circumstances,
thisis not an accurate genera description of the nature of action.
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action asfundamentally aform of Adoing.@ It leadsto a vision of those processes as both structured
and open, consgting at any given moment of aplurdity of possibilities, but not of an infinity. Conceived
in thisway, action navigates incessantly between possible worlds and the present, and redlity is defined
in the course of the pragmeatic unfolding of actions, both successful and failed. Therefore, theory cannot
define, in any apriori way, the conventions which actors will develop. But theory can do something
which is Asecond best:@it can define genera and probable groups of conventions which appear
frequently in the resolution of certain kinds of practica economic dilemmeas, and it can define how these
seem often to go together. These are the Apossible worlds@to which we refer above. Their
relationship to the redl resolutions of economic uncertainty and coordination of economic action through
convention isnot a al determinigtic, predictive, or congraining. They are like cluesto explorers, rather
than generative grammar’ or structures. Thus, not only does asocia science rooted in the reflexive turn
have different microfoundations from much exigting socid science, dso requires us to complement
traditiona methods of research and moddling with methods which are likely to be unfamiliar to, and

uncomfortable to those trained within the dominant methodologica paradigm.

V. TheWorldsthat Make Regions, and Regionsas Worlds

It remains now to begin recongtructing concrete areas of inquiry and explanation in the fidd of
territoria economic development, economic geography, and regiona economics. Our field can be
recongtructed as a series of intentiond, collective human projects, fields where pragmatic actions search

for somekind of effectivity. The holy trinity -- as reconceptuaized -- supplies some basic building
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activity. But they are not equa in power and importance. Territories and regions, areno longer the
principa pragmatic action spaces of capitalism. People do act to save regions and they act conscioudy
to develop and promote them, in some countries more than others. Regional societies in some places
have strong regionalist sentiments, weak in others® |t remains nonetheless the case that regionalist
pragmatics are subservient to other pragmatic action networks today: this is because capitdismis
increasingly based on geographicaly-extensive product markets, firms, and factor markets. Asaresult,
mar kets' have become the principa arbiters of what is|egitimate collective action in contemporary
capitalism: other groupings, such as regions, nations, families, and firms, must submit themsdvesto the
test of the market, and they are more and more subject to political regimes which require proof that
such groupings are not erected in opposition to markets. * Markets -- in conjunction with
contemporary technologica capacities -- make certain kinds of action spaces very important. To begin
with, there is the product, the essentia focus of markets. Product markets involve two principa
elements of the haly trinity: technologies (of products and processes) and organizations (especiadly firms,
but aso the organizations that support firms, such as schools and states). Factor markets involve mostly
organizations (firms, but aso those of collective socia reproduction, such as the state, schools, and the
public R&D organizaions). These two ements of the haly trinity are the principad vehicles of the

primary intentiona projects of economic action today. The deployment of these actions principaly

*This does not mean, necessarily, Aperfect@markets, but rather markets as a generd principle
of the organization of legitimete interactions in contemporary capitaism. Within this generd principle,
there are innumerable variations.
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Amakes@regiona economies today,” when they are Situated or subdivided into locations.

Through complex locationa structures and patterns, however, such activities may come into
close proximity in the restricted geographical spaces of regions, where they are condtituted as
territorial economies. In turn, these activities may develop various forms of regiona coherence,
spillovers, and feedbacks, when this occurs, it is because regiona economic actors have developed
conventions and relations which enable such regiondly-centered co-evolutionary processes between
organizations and technologies to unfold.  Both the physica and the relationa assets of production
become -- to some degree -- regiondly-specific assets.  In other words, regional worlds of
production can emerge out of the technological and organizational worlds that make regions. But
this occurs in only some cases; in many others, the regiona economy remains -- for the most part -- a
mere locationa repository of organizationa and technologica worlds or artifacts, exogenoudy-driven,
exhibiting little regiond co-evolution, or what regiondists have traditiondly labelled Adisarticulated@or
Aperipherd. @

The modern economy can therefore be conceived as a complex organizationa puzzle, conssting

of multiple and partialy overlgpping worlds in which reflexive collective action unfolds. For any given

°Even admitting that there is much Adrag@from the past and feedback from the present of
exiging regiona economies.
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domain of economic andyds, thetask isto understand the functiond nature of the action spaces
involved, and the substantive content of the conventions-relaions -- the world of action -- by which
actors coordinate and give shape to their concrete, functioning activitiesin that domain.*® Figure 3
illustrates what this means.

In operationd terms, these domains which have strong influence on the evolution of regiond
economies when they become coordinated worlds of action are different Acuts@et regiona andyss.
Four such domains, which are complex interactions within the holy trinity, may be defined as priorities
for theory and research:

Technologies and Organizations: Technologies and organizations are the principa generators of

the Aproduction possibilities@of capitdism. Thefirg defines the envelope of physica and intellectud
possihilities, while the second defines the inditutiona possibilities for deploying the firgt in an
economicaly-feasble manner. Aswe have noted, each of these dements of the holy trinity has been
revolutionized in recent years, by the reflexive turn. In combination, they generate complex coordination

possihilities and problems, two sorts of which are of greatest importance. The first is products, which
are the results of coordinated reflexive action, againg a background of technological and organizationd
condraints and possibilities; products are the results of different, conventionally-relationaly founded
action frameworks, or Aworlds of production. @The second is systems of innovation, which are based
on action frameworks through which physica-intellectud capabilities are developed and evolved; these
are Aworlds of innovetion. @

Organizations and Territories.  Organizations, especidly firms, Amake@regions through their

locationa behavior, but it is aso the case that organizations such as firms are the products of the
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inditutiona environments of their locations. Thisis most obvioudy true for sngle-location firms, but a
case can be made that even the biggest multi-locationd firms are, in some ways, strongly influenced by
the locdlities in which they situate certain of their activities®™  For other sorts of organizations, such as
schoals, government indtitutions, and politicaly- or culturaly-defined inditutional Aenvironments@
(forma and informd rules for governance of the economy), the relationship to place is agreat ded more
direct. Aswe noted above, territorial economies may involve transversal effects between their
different activities, through technologies (localized knowledge spillovers); through organizations
(locdized input-output linkages); or through aspects of the local action frameworks by which multiple
sectors of the economy are coordinated and resources mobilized. These localized conventional-
relationa environments are regional worlds of production.

Technologies and Territories.  The development of knowledge and know-how is subject to a

complex didectic of codification/economic diffuson, and innovation/ tacitness. While the firgt tendsto
lead to geographica diffusion, the second may -- in some, but not al cases -- emerge from restricted
geographical contexts and impede, at least for a certain time, easy geographica diffuson. Therole of
locdization in technologica innovation and deployment is made al the more potent because certain
forms of innovation emerge from inter-activity knowledge and know-how spillovers, which themsdves
sometimes occur in restricted geographical spaces, as well as defined organizationd spaces. One of the
magor issues for sudents of economic development in the age of the reflexive learning economy of
contemporary capitalism is, therefore, the geography of knowledge and know-how developmernt, i.e.
the geography of innovation. Accompanying the geography of innovation is the question of how this

exceedingly complex form of collective action emerges and is coordinated in particular contexts.
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Parddling inquiries into worlds of innovation in generd, then, we must examine how localization of
knowledge and learning come about in the form of regional worlds of innovation.

Technologies, Organizations, and Territories. When dl the dements of the holy trinity are

consdered equaly and smultaneoudy, there is no theoretical Abracketing@for the purpose of
amplification. Asaresult, only the most complex and concrete problems of economic development can
be consdered. But we can build up to them using ingghts gained through rigorous theorizing of the

individud dements of the trinity, and the limited combinations identified above.

Conclusion

The approach to territoria economic development outlined here has little to say about standard
problems of Aspatia economics@or "location theory,” staples of the literature on the geography of
economic development, but it has much to say about the territorid differentiation of economic
development, performance, and ingtitutions.  Its principa contributions to the spatid disciplinesisto
andyzetheroleof territorid proximity in the formation of conventions; the role of conventionsin
defining the "action capacities’ of economic agents, and hence the economic identities of territories and
regions,; the economic status of regiona conventions of production as a type of regionaly- specific
collective asset of the economy; the status of conventions as untraded interdependenciesin economic
gysems, and , why it is so difficult for some placesto imitate or borrow conventions and ingtitutions
from other places. As aresearch program, they would vastly enhance the explanatory power of
regiondist socid science, bringing it closer to the principa subjects of many other contemporary socia

sciences while making digtinctive new contributions to those debates.
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Toulouse, August 30-September 1, 1995. Thisisavery preliminary version of thispaper. The
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text isnot definitive and thereferences areincomplete. This paper will be published in english as
chapter 2 of M. Storper, The Regional World, New Y ork and London: Guilford Press, 1996.
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Notes (NB: INCOMPLETE)

1. The literature on technologica change, in both economics and regiond science, isvast. Seethe
survey aticle by Dog, 1988, for the economics literature (although much has been added since then),
and the severd collections on the geography of technological change which have gppeared in recent
years (cites)

2. Coase, R.H. 1937. AThe Nature of the Firm@ Williamson, O. 1985. The Economic Inditutions of
Capitdism...

3.Firgt = lit on assets and gppropriability; second = Penrose and that lineage

4. Perroux, F. 19....@conomic Space: Theory and Applications.@ldem: ANote sur la notion de pble
de croissance.@ Leontief on input-output andys's; Richardson=s book on input output andysis and
regional science; Isard.....

5. Scott, A.J.1988. Metropalis. From the Division of Labor to Urban Form Berkeley and Los Angdles:
University of Cdifornia Press.

6. The term Alocaized@technologica change means not only locdized in the geographica sense, but
aso inthe economic sense. It is used here solely in reference to the geographical sense. For afull
examination, see Antonelli, 1995.

7.Masey; Bluestone and Harrison; spatia product cycle literature, inc Vernon, Norton and Rees; in the
Anglo-American literature.

8. Cite Giddens, A, 1995, Beyond Left and Right, Stanford; but aso Ulrich Beck on The Risk Society,
and perhaps some of the old literature on modernization and how it=s recently been updated (also Lash,
Held, and Giddens)

9. States versus markets literature

10.This goes back to the debate over whether the market was an incentive to le doux commer ce or
amply to exploitation and accumulation for its own sake. Discussion of this can befound in
Hirschman=s The Passions and the Interests

11.Thislatter argument can be found in Arato, Jand A. Cohen, 1992, Civil Society and Political
Theory, Cambridge, MA: MIT Press.

12. Ulrich Beck, The Risk Society, op cit. at note......

13. One citation for each of these schools of thought
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14. Lunadvall, B.A. AThe Learning Economy; @also: Arrow, Rosenberg, and early theories of learning

15. The gppellation Alearning economy@has consderable and important differences -- in both
theoretical terms and policy orientations -- with other concepts gpplied to the new economy of the post-
1970 period (e.g. flexible specidization, post- Fordism, information economy, service economy, €etc).
These differences are discussed in greater length in my paper Alndtitutions of the Learning Economy, @
presented to the OECD Conference on Employment and Growth in the Knowledge- Based Economy,
Caopenhagen, November 1994 (forthcoming in Foray and Lundvall, editors). [i.e. Chapter 10]

16. Citations on the cognitive turn. McFetridge on AThe Economy as a Conversation@....More recent
evolutionist literature.

17. See, for the origina focus on thisissue, B. Asanuma, 1989, AManufacturer- Supplier Relationships
and the Concept of Relation Specific Skill.@ Journd of the Japanese and International Economies 3,1
1-30. Our concept of relaionswill differ somewhat from his, but the initid inspiration should be
acknowledged.

18. Rosenberg, N. 1982. Ingde the Black Box: Technology and Economic Growth....

19. Ref the early lit onthe science-tech paradigm, such as Mandfield, Griliches, etc.
20. Product cycle; diffuson models, Ralet paper on proximity and TC

21. But it should be remembered that certain economists in developing countries did not reduce the
problem to one of diffuson. Celso Furtado, for example, claims throughout his writings, that the
problem for developing areas was to master the creation of technology. (Cite to Furtado)

22. Some of the papersin the Nelson collection show this. Also American patent research
23. Find the article that showed this

24. Lit on networks. Especialy Hakansson and the Swedish school (Johanson and Mattson). Also cite
Cohendet and Llerenaand Cdlon group=s work)

25. Cite [chapter 1'9] review of the resurgence of regiona economies, aswell asindustrid digtrict
literature [which is now S0 vadt as to make it difficult to cite with any judtice]

26. | am grateful to severd authors for sendtizing me to the question of cosmopolitan versus non
cosmopolitan knowledge. Thefirgt isRip:

Aln early design processes within unfamiliar domains, we may expect intuitive, >private= menta
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technical models to predominate. Although there is no doubt alink to exisng cosmopolitan cognitive
representations, thisis seldom explicit; as a consequence, >meta- modeling= does not yet appear as a
didtinct activity. @ (Rip, 1991: 13).

The second is Haas-Lorenz. See, Haas-Lorenz, S, 1994, AApprentissage et proximité géographique
dans une perspective évolutioniste, @Aix-enProvence: doctord thess, Faculty of Economics, chapter
.

See d 0 the excdlent papers on communication and knowledge in geographical context by Lacour.
27. Nelson and Winter; Dos

28. NB: | am choosing to use the term Aorganizations@to refer to firms and production systems, rather
than Aindtitutions @which is the term favored by indtitutiond (transactions cost) economics. Thisis
because | want to reserve the use of the term indtitution for routines, practices, and forma non-private@
organizations, such as governments, trade associations, and so on. It isalso away to link organizations
to the subject of economic organization in generd.

29.Coase; Williamson; Dog and Salvatore paper in Pathways to Indudtridization and Regiond
Devel opment

30. Perroux

Leontief

31.lsard

Richardson
32. Asdid Stiglerian development of the scde-divison of [abor andyss, and some neo- Sraffans.
33. Scott

34. E.G. multilocationd firm research in geography; multinationa research, eg..Dunning, Mucchidli, etc
(refsfrom DEA dassa Lille)

35. Literature on regiona tech innovation. Perrin, Camagni, Maillat, Lacour, Ralet, Torre, Quere,
GREMI

36. Sabel paper; Ouchi; the lit on networks; etc



37. Foray, Hakansson; specia issue of Research Policy edited by DeBresson and Walker, 1991

38. Cooke and Morgan papers on inditutiond reflexivity in Baden-Wurttemburg, as an analogy which
inspired me in this reinterpretation of the networks and corporate organization literature.

39. We discuss this literature at length in Sdlais and Storper, Les Mondes de Production, Paris, 1993.
40.Axerod,, R. 1984. The Logic of Cooperation, ......
41.01d #8

42. Definition of convention from Lewis, and our discussion of it in Sdais and Storper (excerpts from
chapter 2)

43.0ld #9
44. Old #15

45. Thereis much ambiguity about externa economies in both the geographica and economic
literatures.. [See Chapter ....(movies) for more detailed discussion (if we decide to keep that part of the
discusson there]. The basic question is whether agglomeration is smply an additive effect of individud,
optimizing producers, where there are no truly collective goods with spilloversinvolved in the transacting
sysem, inwhich case no redl externditiesexid. If, on the other hand, agglomeration isa ste of such
spillovers and feedbacks to the production system, i.e. where proximity opens up possibilities for
production organization and development which would not otherwise exig, then true externdities exig.
In the literature, two suggestions have been made dong these lines: oneisthat there are intimate
feedback effects between proximity and specidization within the divison of labor (the work of Scott
suggests this, as does chapter 5 of thisbook). The other isthat agglomerations are Sites of transaction
dependent technological innovation. In both cases, agglomeration is not merdly agtatic AStigleriant
Smithian@effect, but adynamic AY oungian@effect.

46. Old #5
47 .0ld#9, onconfidence

48.In Sdais and Storper, Les Mondes de Production, we discuss how market action, rather than being
the universa form of homo economicus, is merely one way to coordinate with other actors in a market
system, appropriate to certain products and ineffective for others.

49. Thisisthe Williamsonian paradigm

50. Evolution istaken up in greater detail in Chapter 3, so we will say little more about it in this chapter.
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51.Young, 1928

52.Kaldor, 1972, AThe Irrdlevance of Equilibrium Economics@

53.Sigler-Smith
54.Vdtz on Paris as arisk-aversdon pooling effect

55. Much of what follows in this section comes out of work carried out in conjunction with Robert
Sdasand explained in part in our book Les Mondes de Production (1993, Paris). The focuson
pragmatics is more developed in the forthcoming englishlanguage version of that book (Harvard
University Press, 1996). | have aso drawn from arecent text, AConventions, mondes possible, et
action économique.@ Any errors of interpretation are gtrictly my own.

56.Smon on effectivity

57.@Benerdive grammar@in linguigtics. an analogy to explanatory theoriesin socid science which are
non-deterministic, but in which nonethdess a given Astock@of tools and a pre-fixed but till empiricaly
fluid Agtructure@(the grammar) exists, which define the range of possible creativity of individuad actions
(speech acts). There has been much debate on whether generative grammear is restrictive or cregtive.
Since we are not professiona linguists, we certainly cannot comment on this. With respect to our
purpose here, our clam is smply that the Agenerative grammar@of the economy should not be likened
to a structure which pre-fixes the possible range of individud actions, and if there is an andogy to
linguigtic thought which claims the same, then we are in agreement with them.

58.0n the subject of regionaism, see Markusen, A, 1985, Regions. the Economics and Politics of
Territory

59.We have sad little about the links between pragmatic action and the Ajudtification@and
Alegitimacy@of action undertaken. But suffice it to say that dl pragmatic action -- especidly insofar as
it targets reciprocity by other actors -- rests on some nation of legitimacy, some form of judtification,
whether implicit or explicit, which must be shared by the actors caught up in the collective action. These
issues have been extensvely explored in Boltanski, L. and Thevenat, L., 1989 De la Justification,
Paris Editions Gdlimard. In the case of economic models of products, we discuss different principles
of judtification for different possible worlds of economic action in Sadais and Storper, LesMondes de
Production, op. cit.

60.1t cannot be overemphasi zed, however, that the functiond domains of action are not pre-defined,
whether by a Parsonian functiondist logic of socid organization or even by any higher capitdist
gructure. The whole point of the theory of pragmatics outlined in Section 1V isthat structure and action
unfold and redefine each other smultaneoudy. We can modd the basic functional domains that appear
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to us now, but these are indicative, not in any way causd.

61.Literature on locdization of multinationas: eg. Tyson=s study of big 500; Patel and Pavitt on

technologica innovation; Dunning on place-pecific assets in the Aeclectic theory@of multinationa
location.



