Lecture 3. Product and Evolutionary (Long Wave) Cycles & Innovation, cumulative causation and rich and poor nations
Reading for this lecture: Chapter 3
Over the past couple of centuries in the history of capitalism
· It is important to recognize that the fundamental aspects of capitalism have gone unchanged

· There is a separation of classes

· This separation is more and more difficult to see, however

· The owning class, owning in the sense of owning capital

· Purchases labour from the working class

· This labour is then used in production in an effort to create profits

· Within this process is exploitation

· Because the full value of labour is not paid to the labourer

· We won’t get into the details of this here, but could discuss it in tutorial if there are those interested

Despite the essence of capitalism being unchanged for centuries

· It is also important to recognize that the appearance of capitalism has changed radically over this time period

· The days of Blake’s dark Satanic mills are long gone, in the West anyway

· When there would be a foreman holding a cat-o-nine-tails

· Making sure everyone is working to their “full potential”

The appearance of capitalism changes at different rates as well

· Many of the changes that occur are small, or incremental innovations

· These impact changes to products or their production process or where something is produced
· But over time, these changes comprise major changes in the ways in which the economy works

· Think of the incremental changes (additions) of technology into ours lives in the past 10-15 years

· And then consider the total effect from 1990 to today

There are also major shifts in the ways in which our economy operates

· These are referred to in a number of ways, but your textbook uses the term paradigm, so we will use that term here

· These paradigms represent changes that involve the restructuring of an entire economy

· The ways production is organized, the way we communicate with one another, labour relations

PUT UP TABLE 3.1
The characteristics of paradigms are shown in Table 3.1 from your textbook

· There is, of course, its name
· The major industries involved in driving the entire economy

· Other industries that are growing

· And the primary source of productive improvement

· It is important to recognize that the other industries that are growing rapidly are the drivers of the economy in the following paradigm

· In other words, we bring with us our past

· Economic evolution is path dependent in a sense that the previous “decisions” in a paradigm point new paradigms in particular directions

· Most often, new paradigms are born out of a fatal crisis in old paradigms

Most important to us today, are the most recent two paradigms

· Fordist mass production and Information and communication

· Fordist mass production contains the time period often referred to as the Golden Age of capitalism, that began in 1950

· This paradigm hit major crisis in the late 1960s and early 1970s

· So the Golden Age only lasted about 20 years, not that golden if you ask me

Most of you have never seen much of this paradigm

· Because you have only lived in the Information and communication age

· But Fordism is still around

· A paradigm refers to the dominant way of organizing the economy

· It is also important to note that all of the industries of previous paradigms are still present

· We still need iron to do what we do today, for example

· And though some of these old aspects of production have disappeared, steam power

· But much of these activities in earlier paradigms get shifted to other places

· Much of our production today takes place in the developing world

· We specialize in research and development and service provision in the West

· There is still production taking places here, but it tend to be production at the frontier

So what characterized Fordism?

· It is named after Henry Ford, from the Ford Motor Company

· Because of his development of the assembly line production method and the interchangeability of parts

· Do not take it for granted that you can take a part out of your car that is broken, buy a new part, and it actually fits

· PROVIDE EXAMPLE OF MORGAN CAR MANUFACTURING

· In this Golden Age, industry and government worked well together

· There was the capital-labour accord (briefly discuss)

· Companies were huge and there tended to be stable growth

· Life was good, for most

· A house, two cars, and a cabin on the lake

But a few things happened in and around 1970

· Energy crisis (OPEC)

· Inflation

· Unemployment (mass production hit its limits)

· And productivity declines

· This all spelled disaster for Fordism

· The core areas of Fordism in the West (southern Ontario in Canada)

· Were decimated

· And change became necessary for the economy to survive

This change was something called flexible production

· Rather than having dedicated machinery for making one product

· Machinery was made flexible

· Far more variety of products became available

· Computers and robotics became a major aspect of production

· Through computer assisted design and manufacturing

· Computer technology also revolutionized the service industry

· No more wasted space or empty seats to maximize the usage of raw materials

· Because of the technological advances in manufacturing (computer technology)

· The factory worker of yesteryear is no more

· More and more common is the presence of technicians

· That are necessary to be able to make the machinery run

· No more on/off switch and knowing where to hit the machine to get it running again

Lastly, if the possibility of a green paradigm

· The environmental impacts of previous paradigms

· Has generally increased from local to global over time

· But as you are all well-aware, there is an environmental movement going on

· Or perhaps the movement is over and this is our reality?

· British Petroleum probably differs on that statement

In order for economic growth, and the corresponding population growth around the globe

· Production must become (environmentally) sustainable

· This is increasingly difficult with population growth and what appears to be limitless consumption

· But with finite resources and ecological limits to what we can do to our planet we have to think of something

· We have to find a way to maintain our economic system (or not!)

· Reduce materialism/consumerism/production

· And incorporate environmental consequences into all aspects of the production-distribution-consumption process

These technological paradigms are sometimes referred to as long waves

· Of course, because someone coined the term long wave

· There must be short waves, or even medium waves, etc.
Incredibly important, is the recognition that innovation (industrial change) is a social process
· Innovation does not occur in a vacuum
· But rather under particular conditions at particular times and places

· If an innovation makes it to the commercial level

· It may be adopted or adapted prior to adoption before it takes

INSERT FIGURE 3.1a
Similar to an economic paradigm

· The products that we use everyday, or will use everyday

· Have a cycle of their own

· Before a good is brought to market, there must first be research and development, of some kind

· This does not have to be the high-tech stuff you see on TV and in the movies

· But simply working in the basement or garage to develop something new

· At this stage there is nothing but costs involved

· Hence the negative revenues on the graph

· Once the product is introduced, revenues are possible, but tend to be slow at first

· Technological adoption tends to be rather slow

· However, once the product obtains recognition there is rapid growth

· Production increases and economies of scale come into play

· This make the product less expensive and sales increase even more

· Eventually things level off, or even decline

· Things level off when there is market saturation and you are only dealing with new consumers and replacements

· If the product falls out of favour, revenues drop to zero

· And sometimes, if the product is popular

· Product differentiation occurs

· And then hopefully (for the capitalist) everyone wants at least one of each product variation

· The days of having all colors desired as long as it is black (Ford) are long over

· This typically fallows an S-shape

As I just mention, these changes do not occur in a vacuum

· We cannot ignore the importance of individuals and the institutions that they operate within when considering economic development

· Consider the telephone

· Independently developed by Alexander Graham Bell and Elisha Gray

· Bell made it to the patent office first

· Gray sued Bell and Bell won

This may be interpreted as meaning that any single individual does not matter

· When the time is right the necessary product will be invested

· But it isn’t quite that simple

· The development of steel, at the scale necessary for capitalism to flourish

· Occurred in Sheffield

· And because of that, Sheffield was a leader in steel production from the mid-19th century until the 1980s

· It has been devastated since…see The Full Monty

· Because it was “invented” here and not there, a number of economic geographical relationships get established

· Other aspects of industrialism centre around Sheffield because it was/is expensive to transport steel…it is heavy

Consider computers and Bill Gates

· Operating systems had been around before Bill Gates

· In fact, he didn’t invent DOS, he just adapted an existing program to make it work

· Depending on who you want to listen to

· Microsoft has at least an 85 percent market share

· I personally think that is going to drop with the number of Macs I see in front of me on a regular basis

· But just think of the implication for computers because of what Bill Gates did

· Someone else may have marketed it differently

· Or even made it freeware right off the bat

· How different would that have been?

· Would we still have the open source software “market” at expansive as it is

· Think of how widespread Firefox or OpenOffice is

· If DOS, and its child Windows were developed and marketed in a different way

· How different would Redmond, WA be today if Microsoft wasn’t there?

Anyway, how innovation comes about is critical to understanding the geography of our economy today
· This research and development necessary for innovation

· Whether it be in a formal company or someone’s garage

· Can be done as firm- or person-specific R&D
· Solely (hopefully) for the benefit of the company spending the money

· Or it can be done as public R&D, paid for by public funds

· Such that the innovation can be as widespread as possible

· You can think of this as the R&R equivalent of open source

· Because of the nature of capitalism and its drive for profits

· Much of today’s R&D expenditures are going to be private

· So if something “important” is developed in a particular place privately

· The effects, hopefully positive, of that innovation will be related to that place

· Either locally or far away, but pre-existing connections will matter

This is why the geography of innovation has favoured North America and Europe for the past couple hundred years
· We had the institutions in place to make it happen

· It isn’t because the people in Western nations are smarter than those in other areas of the world

· They just didn’t have the “appropriate” institutions in place for it to explode

· And because factors like this are self-reinforcing

· The West is still “THE” place to do R&D

· Of course, since the end of the Second World War

· Economies such as Japan, Australia, and New Zealand have been added to the list of R&D countries

PUT UP FIGURE 3.4 POPULATION AND R&D EXPENDITURES
These statements are very clear in these graphs

· Rich developed countries accounted for just under 20% of the population, 2002

· But they accounted for almost 60% of the world’s GDP

· And almost 80% of gross expenditures on R&D

· Moreover, the United States and Japan accounted for 43% of gross expenditures on R&D that year

· This is also evident in the establishment of patents

· The primary direct output of research and development

PUT UP TABLE 3.3, NUMBER OF PATENTS, BY COUNTRY
Up until at least 2003
· The United States and Japan have dominated patents granted

· Either at or close to 75% of all patents

· Even Germany and the United Kingdom trail behind significantly

· Especially of late

· These are all capitalist countries

· With the same general capitalist institutions

· But the local, in this case national, institutions for capitalism matter

This leads us to the concept of national innovation systems

· Let’s take a bit of an extreme example

· The West versus the former USSR

· In the USSR, R&D was a public affair because it was a command economy

· The USSR was able to be very competitive in one or two key areas

· Space and weapons development

· But generally speaking a lack of a capitalist competitive environment prevented the “mass production” of innovations, pardon the pun

· Only in the aspects of life that the USSR had competitive relationships (Cold War) did they excel

Being an economic geography course
· We are not just interested in the variation of this economic activity across nations

· But also within nations

· Because innovations systems are neither randomly nor uniformly distributed across a national landscape

Since the early- to mid-1980s 
· There has been a lot of interest in the role of sub-national (local) innovation systems

· Primarily because it is becoming increasingly apparent that local innovation systems drive economic growth

· Some has gone as far to say that (sub-national) regions are the appropriate unit of analysis for understanding the economy

As Kenichi Ohmae writes:

“The nation represents no genuine shared community of economic interests: it defines no meaningful flow of economic activities.  In fact, it overlooks the true linkages and synergies that exist often among disparate populations by combining important measures of human activity at the wrong level of analysis.”


For Ohmae, 

· The right level of analysis is the region.  

· We are living in a world of “region states.”  

· In this reading, the process of globalization 

· Is fuelled not by the interactions among nation states, 

· But among sub-national regions

· Italy’s Third Italy (Veneto, Emilia Romagna, Tuscany) region; 

· California’s Orange County; 

· Or the Golden Triangle: Singapore, S. tip of Malaysia and the Western-most island of Indonesia around Battam.

There are two questions around this trend: 

· First, why?  

· Is it possible to explain theoretically what is happening?  

· And second, can the growth found in such regions by replicated?  

· Can the Third Italy be re-created, 

· Say, in the outports of Newfoundland, Central Wales or S. Appalachia

· All historically the darkest of economic black spots? 

Though your textbook uses the term local innovation systems

· I’m going to use another term, industrial districts

· Neither is better than the other

· And they mean the same thing, as you will see

· So feel free to use them interchangeably

The notion of industrial districts has a long history.  

· As entities they are defined 

· By the spatial congregation of similar kinds of firms 

· In close interaction with one another.  

· For example, the high tech sector in Silicon Valley, 

· Or clothes manufacturers in the Veneto region in Italy around Vicenzia, 

· Or a local example 

· The manufacturing of wood product firms 

· Which are agglomerated in Lower reaches of the Fraser valley

It was the nineteenth-century economist, Alfred Marshall, 

· The inventor of supply and demand diagrams, 

· And the codifier of neoclassical economics 

· Who first put industrial districts on the intellectual map

· Marshall had a torn personality in all kinds of ways.  

· Intellectually this came out in his ambivalent relationship with theory.  

· As an undergraduate he had studied mathematics, 

· And he was incredibly good at it, loving its pure abstractness.  

· But he also felt that abstractness could lead one astray, 

· And so he always tried to keep a foot in the real world; in this case literally.  

· One of his favourite pastimes was to walk the streets, especially of London, 

· And see life as it was lived on the ground.  

· It was precisely out of such an experience 

· That he conceived the idea of industrial districts.  

· For what he observed in London, 

· In particular in East London where industrial activity was carried out, 

· Were specialized districts or quarters 

· Where you found an intense concentration of similar kinds of firms

· Furniture makers, clothes makers, gunsmiths, and jewellery makers.  

· The firms involved tend to be small, highly specialized

· For example in the clothes making sector 

· One might specialize in making buttons, another sleeves, another cuffs and collars

· With the result that necessarily there was a high degree of interaction among such firms.  

· These congregations of specialized activities Marshall called industrial districts.

He gave a series of reasons why they should emerge, 

· And collectively they are called agglomeration economies, 

· Or localization economies 

· Or more loosely external economies.  

· However they are named, the fundamental point 

· Is that such economies provide cost and competitive advantages 

· For those firms in close proximity to one another, 

· Such that collectively they are able to grow and develop.

They did this through

· Minimize transportation costs, accessibility to labour inputs and specialized services such as banking 

· Economies from division of labour itself.  

· This was first recognised by Adam Smith

· Namely, industrial capitalism does so well 

· Because people found the division of labour, the specialization of tasks.  

· But this works not only at the level of individual workers, but for firms as well.

· And spill-over effects, as Marshall called them 

· Which include schools for training labour, 

· The creation of a market for the products, 

· And the possibility of interaction with others leading to new products, innovation

· And processes that create new entrepreneurial forms of activity.

So these are formal, economic, reasons for industrial districts

· But Marshall also realized 

· That they didn’t capture everything 

· And spoke about the importance of such intangibles as “industrial atmosphere.”  

· Or at another point he said that 

· “the secrets of industry are in the air.”  

· As we will see, these cryptic comments have been picked up 

· By more recent commentators 

· Who interpret them as an inclination by Marshall, in pointing the significance 

· Of the cultural within the economic.  

· However, I will come to that point later.

Marshall recognises the existence of industrial districts in the late 19th century - early 20th century.  

· It is then picked up in casual way by a few economic geographers 

· Such as Michael Wise in Britain in the 1930s, 

· And geographically minded economists such as the American Edgar Hoover in the 1940s.  

· But it wasn’t until the mid-1980s, 

· That industrial districts made the academic big time.  

The American economist Anne Markusen makes a distinction that helps understand the importance of industrial districts
· What she calls sticky places and slippery spaces.  

· On the one hand, there is a lot of credence given to the mobility of capital

· How it is now hypermobile, and can be made to circle the globe several times within a single day, 

· And how even industrial plants that have been in the same place for decades 

· Can within a period of a few weeks stop production, 

· And re-open half a globe away at another site.  

· This is slippery space.  

· On the other hand, there are clearly sticky places 

· Which “connote both an ability to attract as well as to keep industry, like fly tape.”  

· And clearly as a region you want to be sticky rather than slippery.

So why are certain places sticky?
· Michael Porter, Professor at Harvard Business School, has an answer that resonates with Marshall

· It is a “geographical concentration of interconnected industries and associated institutions in particular fields that compete but also co-operate.”
· As a geographical entity regions/clusters have an energy, dynamism and vigour 

· Such that if any firm locates within its boundaries, 

· Those features affect it, raising its competitive profile.  

· It is in this sense that competitive advantage doesn’t come from within a firm, 

· But from outside it.  

· As Porter puts it, the logic of clusters suggests 

· That much of competitive advantage lies outside a given company 

· Or even outside its industry, 

· Residing instead in the locations of its business units
Critical here is the relation between the cluster’s parts

· That is the individual firms that constitute the cluster.  

· What counts is not what any one firm does, 

· But what all firms do as a collective.  

· As Porter puts it, 

· “a cluster may be seen as a system of interconnected firms and institutions whose value as a whole is greater than the sum of its parts.”  

· I should add that I think this is what Marshall was getting at 

· With his notion of industrial atmosphere

· There is some inexplicable power that emerges from the whole, 

· Which gives a region its competitive edge over others.

In many ways, this is a different conception of competition than the usual one.  

· We usually think of firms competing with one another in terms or prices, 

· Or through advertising, 

· Or through trying to lessen costs compared to others.  

· Porter wouldn’t deny these forms of competition, 

· But he argues that the most pivotal one comes from where a firm locates.  

· It can be transformative to the firm, 

· Placing it on a different kind of competitive trajectory from those of its rivals.  

· The resulting competition is not on a level playing field; 

· In fact, it is not even the same field.
One consequence of this geographic phenomenon
· Is that some places are better off than others

· Not only between countries, but within countries

· This leads us to the geography of inequality

Because of the nature of local institutions
· Capitalism developed in a particular way and flourished in particular places

· This is why the West is rich and most other countries are poor

· We were far from the first area of the world to become “civilized”

· So obviously there is something to be said about (local) institutions

Part of the problem with poverty

· Is that it is a vicious cycle, and related to underinvestment
· If a country/region does not have the “right” skills, ideas, resources, and networks

· You are marginalized, and this is not that much different from individuals who are poor

· Because you don’t have the currently fashionable skills, no one invests in you

· So you re-emerge without having the right skills

· This is why it is called a poverty trap

PUT UP POVERTY TRAP, FIGURE 3.5
As you can see from this figure

· These places tend to have 4 strikes against them

· Social issues: poor health, low education

· Political issues: lack of security, corruption, violence

· Geographical issues: isolated from the mainstream economy

· And economic issues: low income, unemployment

· Not attractive places to invest capital

· Especially if there is corruption and political instability

· You won’t want to invest millions of dollars into a place where the government may just take it and tell you to leave…if you’re lucky

So what can be done?
· When it comes right down to it, the system needs to be changed

· Capitalism needs inequality, you can’t have wealth without it

· So even if firms do invest in places that need it to reduce poverty, they are not likely to invest in a manner that allows them to stand on their feet

· Then the firm loses its advantage there

· They need to create dependence

· So the high-paid jobs are often imported from other areas of the world, and profits are exported back to headquarters in the West

· Firms are not in the business of making poor countries rich

· Or making their home countries rich, for tat matter

· But in making themselves rich

One of the most powerful methods of making technology transfer

· In efforts to reduce national poverty

· Will be “deals” with firms

· Tax breaks, cheap or free land, and other perks that will make it worthwhile to invest in a poor nation that may otherwise be unattractive for investment because of the issues listed above

· Of course, this make the country less attractive in the long run because it will increase the standard of living there, and the labourer’s wages

· But government development policies can mitigate this to make things attractive enough at least for the medium term
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