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2 THEORETICAL FRAMEWORK 

 
2.1 Introduction  
 
Industrial location theory, formulated by economists in the early part of the twenti-
eth century, was focused upon the individual firm as the object of study and, more 
specifically, upon the variables influencing the choice of new sites. In all these spa-
tial-economic theories, which are labelled ‘neoclassical’, the entrepreneur as a per-
son is hardly visible; he is the homo economicus who possesses the perfect knowl-
edge and abilities in a rational choice process leading to an optimal result in terms 
of cost, revenue and profit for the firm. The concept of the entrepreneur as a ra-
tional decision maker is very much in contrast with the new approaches to firm lo-
cation (behavioural, institutional and evolutionary) that have characterised the late 
twentieth and the early twenty-first centuries. These approaches assign a very im-
portant role to personal characteristics of the entrepreneur, to the network of both 
personal and business relationships around the firm, and to cultural influences on 
the spatial economic system (Brons and Pellenbarg, 2003). 
While location theories are well known, re-location approaches are rare and, in 
general, they are treated as a special case of one of the location theories. Firm relo-
cation differs from firm location because it explicitly takes into account the fact 
that one location is substituted for another. The relocation process consists of two 
sequential steps: first the decision to move, and second the decision to relocate to 
another site. It follows that location theory focuses on the optimal location choice 
that is determined by the attractivity of a site for firm location (pull factors), while 
relocation theory also takes into account the first step, the push out of the present 
location (see Pellenbarg et al., 2002).  
The next sections present a review of location theories (neoclassical, behavioural, 
institutional and evolutionary) which offers more insights into firm relocation de-
terminants and the underlying decision process. A comparison of the various ap-
proaches as well as of the factors inducing relocation is presented in section 2.6, 
which concludes the chapter. On the basis of this review, the next Chapter 3 pro-
vides evidence about the relationships between location and relocation theories and 
the approaches to regional policy.  

 
2.2 The neoclassical approach 

 
The neoclassical location theory focuses on presenting a general normative model 
of finding an optimal location for one or more firm(s) based on economic consid-
erations. It is grounded on the concept of the entrepreneur as homo economicus 
who is fully informed, able to exploit that information optimally, and able to 
maximise his/her own profit. Human and even personal characteristics of economic 
decision makers have no place in this approach which is based on explanatory 
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models where cost-reduction factors (i.e. transportation cost, labour cost and mar-
ket size) are the main forces driving firm relocation.  
Von Thunen (1826), Launhardt (1882), Weber (1909, 1929) and Palander (1935) 
may be considered as the founding fathers of this field. The central features of Al-
fred Weber’s theory are too well known to require extensive repetition here, but 
essentially he is concerned with showing how the optimum location can be found 
in a simple situation with two different sources of material: M1 and M2, and a sin-
gle market C, represented by the three corners of a locational triangle (Smith 
1981). Weber states that the firm, in attempting to minimise its costs, will ration-
ally locate at what he terms the least-cost location. Since its publication, however, 
Weber’s theory has been subjected to penetrating review (Smith, 1981). In particu-
lar, the majority of subsequent writers have gained something from the Weberian 
framework when formulating their own theories. 
In 1958, Leon Moses increased theoretical understanding of optimal location by 
allowing for the possibility of substitution towards input sources. Until that time it 
had been assumed that the combinations of inputs into the manufacturing process 
was fixed, and that one could not be substituted for another. Yet clearly in some 
cases this is patently untrue. According to McCann (1993), Moses’s work is a quite 
brilliant piece of analysis, and the first successful fusion of production theory with 
location theory. 
Smith (1981) believes that a major criticism of early location theory was its ab-
straction from demand. In 1954, August Losch tried to remedy this perceived 
weakness, by rejecting a least cost perspective, and instead of the alternative of 
seeking the location at which revenue is greatest, and he strove to find the place of 
maximum profits. Unfortunately, in including spatial variations in demand as well 
as in costs, he found the problem of optimum location for the individual firm in-
soluble (Smith, 1981). The problem became just too complex for mathematical 
formulation. 
Finally, Walter Isard published in 1956 the work Location and Space Economy 
whose aim was to develop principles for a general theory of location, drawing upon 
the work of others such as von Thunen, Losch and Weber (Smith, 1981). Isard’s 
theory merits inclusion in the location theories overview because it was the embryo 
from which the discipline of regional science was later to evolve. 
In the neoclassical approach, mathematical models are adopted to explain the loca-
tion of firms.  
With reference to firm relocation, the neoclassical approach argues that in an equi-
librium situation, the optimal location for the firm is fixed, and relocation is not 
necessary. However, both the firms and the environment may change over time. In 
the first case, firm internal factors may lead to the need for expansion or the change 
in the production process; in the second case, external factors (i.e. changing factor 
prices, or external effects) may lead to the changing shape of economic and reve-
nue surfaces and, hence, the spatial margins of profitability of the firm (Pellenbarg 
et al., 2002; Van Dijk and Pellenbarg, 2000). Thus, a firm moves from the current 
location to a new one when the first is no longer inside the spatial margins of prof-
itability (push factors) and the second might be a profitable one (pull factor). It fol-
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lows that the neoclassical location factors are mainly cost-related (i.e. labour cost 
and financial incentives); they are determined by the spatial margins of profitability 
associated to a location. On the other hand, firm internal factors such as growth 
which is the most common factor inducing relocation is not taken into account.  
Besides, in this theory relocation costs, that are the costs incurred every time a firm 
relocates – comprising the costs of the real-estates site search and acquisition, the 
dismantling, moving, and reconstruction of existing facilities, the construction of 
new facilities and the hiring and training of new labour employed – are generally 
disregarded in the simple neoclassical framework because the emphasis is on full 
information and rational behaviour. Thus, relocation appears to be a costless exer-
cise (McCann, 2001, p.38).  
The points of criticism of the neoclassical approach include objections couched in 
terms of philosophy of science, doubts about the utility of mathematical models in 
geography, and a certain aversion to the notion of economic man (see Meester, 
2004; Meester and Pellebarg, 2004). As Smith (1971, p. 276) stated: “classical 
theories have been more concerned with the construction of elegant theories of lo-
cation equilibrium, or with the fusion of location and production theory, than with 
providing a guide for empirical enquiry”. 
Recently, mainstream economists have shown a renewed interest in the neoclassi-
cal location theory and labelled it ‘New economic geography’ (Krugman, 1995; 
Fujita et al., 1999). It is based on explanatory models where ‘location’ factors (i.e. 
transportation cost, labour cost and market size) are the main forces driving firm 
relocation. In these models, mobility of economic activities is a crucial adjustment 
but hardly any attention is paid to the crucial spatial behaviour of firms. “Micro-
economic models based on neoclassical ideas, but extended with search behaviour 
and taking into account uncertainty, may have more to offer” (Pellenbarg et al., 
2002, p. 114).  

 
2.3 The behavioural approach 
 
Behavioural location theory interprets firms as agents that have limited informa-
tion, bounded rationality, and settle for sub-optimal outcomes rather than maxi-
mum profits (see, among others, Simon, 1955; Cyert and March, 1963; Pred, 1967; 
Townroe; 1972). It stresses the importance of internal factors (i.e. abilities and per-
ception) and personal considerations over the neoclassical cost-reduction factors.  
The precursor of this theory is Simon (1959). He states that a decision maker is an 
individual (entrepreneur) who is as unable to collect all the information relevant to 
a decision, as he is incapable of digesting such information. For Simon, the idea of 
‘optimal’ decisions and of minimising and maximising is a theoretical abstraction. 
He proposes a satisficer (administrative) person as an alternative to homo 
economicus, as a characterisation of the ‘real world’ decision maker. In general, 
according to behavioural theory, firms consider a limited number of choices; search 
and evaluate alternatives in a highly sequential way; and choose the first solution 
that is ‘satisfactory’ (Hayter, 1997).  
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The key to behavioural explanations of industrial location is how firms perceive, 
code and evaluate information and factors, which influence cognitive and choice 
processes. In this view, firms are information processors. Pred (1967) starts from 
this assumption to develop the ‘behavioural matrix’ that comprises four key ele-
ments: (i) the role of limited information; (ii) the ability to use information; (iii) 
perception and mental maps (see Meester, 2004); and (iv) uncertainty. In the be-
havioural matrix firms are classified along two dimensions: (i) the availability of 
information and (ii) the ability to use information. It is shown that well-informed 
firms and with a high ability to use information approximate ‘homo economicus’, 
and are expected to locate near the optimal point. On the other hand, firms with 
limited information and low ability to use it may be expected to locate at less prof-
itable or unprofitable locations. 
As stated above, while location theory mainly concerns pull factors, the relocation 
approach investigated both pull and push factors. This simplified description of the 
decision process of the firm is rejected by the behavioural approach which pro-
poses more than two phases: (i) the decision whether to move or not; (ii) the search 
for alternative locations; (iii) the evaluation of alternative locations; and (iv) the 
choice of the new location. A fifth stage might be added which concerns the as-
sessment and evaluation of the decision. The decision to relocate is therefore con-
sidered to be one step, it is the outcome of a complicated decision process that may 
involve more than one stage and feedbacks in various stages (Krumme, 1969).  
Thus, as Pellenbarg et al. (2002) stated, the behavioural approach is especially 
geared towards firm relocation. In the behavioural approach, relocation costs are 
taken into account and they may be very significant, comprising the cost of the 
real-estate site search and acquisition, the dismantling, moving, and reconstruction 
of existing facilities and the hiring and training of new labour employed (McCann, 
2001). Before relocating a firm might consider the involved sunk costs. These can 
take three forms: setup sunk costs (initial capital investment, like investments in 
advertising to become known to potential customers, investment in a plant), accu-
mulated sunk costs (‘normal’ costs of doing business) and exit sunk costs (due to 
relocation) (Clark and Wrigley, 1997 in Stam, 2003, p.31).  
The relocation costs, along with imperfect information, will mean that firms are 
unlikely to move. However, if they have to move, they are more likely to choose 
places which are nearer because they are more familiar or easier to imagine than 
distant places. In the behavioural approach, it is the perception of reality, not only 
reality in itself that matters. Mental maps1 and the perception of the geographical 
configuration is what people use in their spatial decision-making (Pellenbarg, 
1985; Meester, 1999; 2004)2. Thus, the neoclassical cost-related factors loose their 
importance in the behavioural approach. The automobile manufacturer Morris, for 
instance, that was situated in Oxford, by virtue of the fact that its founder was born 
there, is an example of the importance of personal considerations.  
The behavioural approach relies on questionnaires and detailed empirical work 
rather than on explanatory models. Most well-known relocation studies such as 
Townroe (1971), Keeble (1976, 1978), Pellenbarg (1985) and also Louw (1996) 
and Ebels (1997) are primarily based on behavioural principles. These studies pro-
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vide detailed descriptions of motives and reasons for moving, both on the push and 
pull sides of the process, economic and otherwise.  
One of the weakness of this approach is that it is largely descriptive and explorative 
and to a much lesser extent based on an explanatory model. As for the neoclassical 
approach, too much attention is given to location factors and the link with the in-
ternal firm processes of production, investment and growth is weak (see Sayer, 
1982, Pellenbarg et al., 2002). Another aspect that has been highlighted is the ex-
cessive focus on sociological, psychological and other social and cultural ‘soft’ fac-
tors (Scott, 2000), often ignoring the (neoclassical) ‘hard’ factors. 

 
2.4 The institutional approach 

 
Neoclassical and behavioural theories form the basis of a new pedagogy in eco-
nomic geography but the conventional approaches themselves have been subject to 
considerable criticism, because they consider the firm as an active decision-making 
agent in a static environment. In both approaches the environment is a surface of 
location factors, or ‘a bed of information’ that is processed by the firm (Hayter, 
1997). In the 1980s, a common view that economic processes in space are mainly 
shaped by society’s cultural institutions and value systems dominated the debate. 
Economic activity is socially and institutionally situated: it is shaped by society’s 
cultural institutions and value systems rather than by firm behaviour (Thrift and 
Olds, 1996; Krumme, 1969). Economic activities are ‘embedded’ in ongoing social 
institutions or networks (Granovetter, 1985; 1993). As Martin (1999) stressed, in-
stitutional approaches have dominated the field since then. While mainstream 
economists in the ‘new economic geography’ have discovered space as a key factor 
in economic theory (Krugman, 1995; Fujita et al., 1999), many ‘traditional’ eco-
nomic geographers have turned away from this field, and are now labelled as ‘insti-
tutional’ geographers (Pellenbarg et al., 2002). Among them are neo-Marxist theo-
rists, feminist geographers, cultural geographers, and many others.  
In institutional theory, ‘external’ or ‘institutional’ factors (i.e. spatial adjustments 
such as expansion, merger, acquisition and take-over, but also trust, reciprocity, co-
operation and convention) play a key role at all levels in the economy, from the 
structure and functions of the firm, through the operation of markets, to the form of 
state intervention (see, among others, Hayter, 1997 and Martin, 2000). Because in-
novation is strongly related to the production, dissemination and application of 
knowledge, the learning process is a key component of the institutional approach. 
Network relationships, trust (Fukuyama 1995, Cooke and Morgan 1998) and loy-
alty among knowledgeable and experienced leaders in particular sectors are key 
components in learning and innovation. Massey (1984, p. 296) underscores that 
economic change and development are embedded in social-cultural processes and 
institutions.3 Shifts in spatial divisions of labour are, for her, part of a social proc-
ess with uncertain outcomes that includes disruption and conflict. Amin and Thrift 
(1995, p.14) use the phrase ‘institutional thickness’ for such social and cultural fac-
tors in economic development. Martin, Sunley and Wills’s (1996) research on la-
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bour unions is an example of an institutional approach in the study of economic 
development.  
In the institutional approaches the focus is on the interaction between firms instead 
of the behaviour of individual firms. Firm location behaviour is the result of a 
firm’s investment strategies and it is the outcome of its negotiation with suppliers, 
government, labour unions and other institutions about prices, wages, taxes, subsi-
dies, infrastructure, and other key factors in the production process of the firm. 
Economic success had far less to do with the entrepreneurial virtues of rational 
economic man, than with collective foundations such as interdependence among 
economic agents, and the presence of local business support systems, conventions 
of dialogue, trust and reciprocity, and, in some localised cases,  a culture of social 
and civic solidarity (see, for example, Trigilia, 1986 and Putnam, 1993 on Italy; 
Saxenian, 1994 on Silicon Valley). In particular, the industrial district school (Pyke 
et al., 1990; Brusco and Paba, 1997; Becattini, 1990; 2002; Amin, 2000) focuses 
on the relationships between firms and the local community (formal and informal 
social, economic and political relations) as a determinate factor of long-term eco-
nomic development. In the industrial districts regional institutions – the richness of 
institutional support in a region – have a crucial role in facilitating co-operation be-
tween SMEs (Amin, 2000). In the ‘learning region’ writings (Morgan, 1997; Cooke 
and Morgan, 1998), Cooke and Morgan (1998) emphasise the role of public institu-
tions. These can act as ‘animateurs’ of local innovation systems, not only identify-
ing the points in the regional economy where self-sustained innovation can be acti-
vated, but also becoming major actors in promoting the creation of networks 
(Cooke and Morgan, 1998). The innovative milieu approach4 (Aydalot, 1986; 
GREMI, 1991; Camagni, 1991, 1995) emphasises the role of ‘collective learning’ 
through formal and informal relationships between firms and other economic ac-
tors. 
 
2.5 The evolutionary approach  

 
Until recently, evolutionary economics has hardly drawn attention in economic ge-
ography. Evolutionary economists have been more active in linking evolutionary 
economics with geographical issues (i.e. Antonelli, 2000).  As Martin (2003) 
stressed, perhaps one of the main reasons of the relatively minor impact of evolu-
tionary economics in economic geography so far, is that economic geographers 
tend to refer to evolutionary economics and institutional economics as one and the 
same. Nowadays, there are few systematic attempts to utilise some of the insights 
of evolutionary economic theory in the realm of economic geography (Camagni, 
1991; Amin and Thrift, 1995; Maskell and Malmberg, 1997; Storper, 1992, 1995; 
Boschma and Lambooy, 1999; Boschma and Frenken, 2004).  
This section briefly reviews the main findings of the application of evolutionary 
thinking in economic geography and tries to link them to location and relocation 
theory (see Boschma and Frenken, 2004). However, like evolutionary economic 
geography, the evolutionary approach to location choices is still in an early stage of 
development. 
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The recent evolutionary approach to location and relocation applies concepts from 
Darwinian biology such as variation, selection and path dependence, on spatial 
economic  development (Nelson and Winter, 1982). These key evolutionary con-
cepts are translated in economic geography as innovation, competition and rou-
tines. Path dependence and routines refer to the unwillingness of entrepreneurs to 
enter new fields of activities (new products, new techniques, new markets) in 
which they lack experience (Brons and Pellenbarg, 2003) or to change location. 
The entrepreneur tends to follow the path on which he/she is, using knowledge and 
experience acquired in specific markets, ignoring other routes which might be 
promising but can also contain unknown risks. This may well lead to lock-ins, un-
exploited opportunities and suboptimal behaviour (Boschma, Frenken and Lam-
booy 2002; Brons and Pellenbarg 2003, p. 15). Because the knowledge that indus-
trial districts rely on is informally constituted learning (i.e. learning by doing) and 
it is adaptable due to flexible specialisation (i.e. ability to mix products or humans 
and tools in varying ways), the conceptual stress lies on evolution and path de-
pendence (Amin, 2000, p.151). Firms are less willing to move out of their local 
context because they compete on the basis of their knowledge, routines and compe-
tencies that are built up in the past (and within a particular local environment) and 
that are hard to imitate by competitors (Boschma and Frenken, 2004). As a conse-
quence, the emergence of spatial agglomeration is not analysed as stemming from 
rational location decision of firms and consumers, but from historically bound con-
centration and localised knowledge which have grown. This knowledge is primar-
ily embodied within the routine of firms, but also in a firm’s relationship with other 
firms and other actors. While the neoclassical approach is based on rational choice, 
the evolutionary approach is founded on routine behaviour.  
Quantitative analysis and specifically, demographic techniques, are used in the 
evolutionary approach in order to describe the entry and exit of firms, and how 
survival depends on age, location and parent company. 
Since the evolutionary approach to location and relocation theory is in an early 
stage of development, it has not delivered statements on relocation yet. Still, it pre-
sents a good background about the relocation determinants. What is advocated is 
that firms are less willing to relocate because of path dependence and inertia.   
 
2.6 Comparison and conclusions  
 
Analytical work before the 1960s was concerned with interpreting the location of 
individual plants or industries by reference to the conceptual framework provided 
by neoclassical theory. The goal of this theory was the search for the optimal loca-
tion at a particular time and it was most appropriate to an analysis of the location of 
basic, heavy industries as iron and steel “which were in the vanguard of the con-
temporary industrial progress” (Chapman and Walker, 1987). The neoclassical ap-
proach became less adequate to explain the subsequent growth of large enterprises, 
controlling many establishments, often in different industrial sectors, that have 
flourished in the 1960s. The rapid economic growth of this period, which resulted 
in an exceptional and probably unique volume of investment in new manufacturing 
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establishments in Western Europe, North America and Japan, provoked an increas-
ing academic and policy interest in the practice of location decision-making. This 
period saw the birth of the behavioural location theory which focuses on the geog-
raphy, growth and behaviour of the firm, not as an optimising rationally-economic 
decision making unit, but as one characterised by conflicting goals, limited levels 
of knowledge and control of its environment, irrationality of perception and behav-
iour, and so on (Keeble, 1976). Most firm migration studies have used a behav-
ioural approach because in the 1960s (neo-) classical location theories became in-
creasingly criticised as being unrealistic and not reflecting real-world circum-
stances.  
In the 1970-1980s, there was an increasing interest in society’s cultural institutions, 
value systems and innovation. These new patterns have been embraced in the insti-
tutional approaches, which state that location behaviour is the result of a firm’s ne-
gotiations with a variety of local and national players.  
The most recent approach, which has been developing since the beginning of the 
1990s, is a decision-making theory, underlying evolutionary economics. This ‘evo-
lutionary’ approach is based on routine behaviour rather than on rational choice. 
Instead of describing the behaviour of individuals or firms, as if they optimise an 
objective function given constraints, evolutionary economists start from the prem-
ise that the larger part of human behaviour is routinised (Boschma and Frenken, 
2004).  
In short, it can be stated that in the neoclassical approach a firm is seen as a black 
box which responds to its environment in a completely rationale way. In the behav-
ioural approach a firm is a site of decision-making involving conflict, uncertainty, 
problem stimulating search, learning and adaptation over time. In both the institu-
tional and evolutionary approaches the firm is the defined by its interactions with 
the environment.  
 
Table 2.1. Relocation approaches and determinants  

Theoretical frame-
work 

Key concepts / (factors) Relocation costs 

Neoclassical theory Market situation, cost-reduction 
(Location factors) 

 
-  

Behavioural theory Informationion/ abilities/perception/images 
(Internal factors) 

 
 

Institutional theory Networks, trust, social capital 
(Institutional factors) 

 
 

Evolutionary theory Path dependence, routine 
(External factors) 

 
 

 
The shift from neoclassical to behavioural, institutional and evolutionary ap-
proaches represented a shift from ‘hard’ factors, typical of neoclassical location 
theory, to the ‘soft’ factors of the behavioural, institutional and evolutionary ap-
proaches (Trompenaars 1993; Hampden-Turner and Trompenaars, 1993; Hofstede 
2001; Brons and Pellenbarg 2003) (Table 2.1). This shift is related to what is la-
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belled the ‘cultural turn’ 5 (Amin and Thrift, 2000; Barnes, 2001; Ray and Sayer 
1999) or the ‘institutional turn’ (Martin, 2000) in economic geography, a re-
orientation which can be seen in all the social sciences (Brons and Pellenbarg  
2003, p. 18).  
Policy measures promoting core-periphery relocation belong to the neoclassical 
cost-reduction factors (i.e. transportation cost, labour cost and market) (Table 2.1). 
By contrast, the behavioural approach emphasises the importance of softer factors 
such as firm’s personal consideration. For example, in deciding where to locate, the 
uncompleted information makes the distant areas unknown and nearby places are 
more likely to be chosen. Besides, institutional and evolutionary theories empha-
sise that individual behaviour is guided by routines and institutions that provide the 
basis for decision making in an inherently uncertain environment (Veblen, 1919; 
Simon, 1955; Nelson and Winter, 1982). As such, they reject the atomistic view of 
economic actors that ignores the contextuality of human actions, which is, at best, 
held constant. This is not to say that evolutionary and institutional economics as-
sume that agents do not wish to maximise utility and profits, but that real-world 
agents are not able to do so (Boschma and Frenken, 2004).  
According to the institutional approach, non-material factors such as “trust”6 and 
social capital7 play a key role at all levels of the economy. Firm location and relo-
cation behaviour is the outcome of its interaction with suppliers, government, la-
bour unions and other institutions. As the evolutionary theory advocated, firms are 
unwilling to change location because they compete on the basis of their knowledge, 
routines and competencies that are built up in the past (and within a particular local 
environment) and that are hard to imitate by competitors (Boschma and Frenken, 
2004). 
As presented in Table 2.1, relocation is a costless exercise in the neoclassical the-
ory according to which a firm decides to move to another location when the former 
is no longer inside the spatial margins of profitability and the new might be a prof-
itable one. Thus, in case of core-periphery relocation, regional incentives are nec-
essary to make the firm overcome the typical diseconomies of the new location. By 
contrast, according to the other approaches, a relocating firm may face sunk costs 
(setup, accumulated and exit sunk costs). 
The review on location and relocation theories has shown that the behavioural, in-
stitutional and evolutionary approaches overlap and, to some extent, they tend to 
complement rather than exclude each other (Brons and Pellenbarg, 2003). This lead 
to the tendency to combine different approaches to explain a phenomenon.8 Martin 
(1994) proposed a multidimensional, multi-voiced economic geography in which 
all different approaches take a part. However attractive this approach sounds, it is 
highly questionable at the same time (Brons and Pellenbarg, 2003). With reference 
to the behavioural and institutional approaches, Pen (2003) recently advocated in 
his PhD thesis titled “What makes companies move? Decision-making processes in 
business relocation”, that they should be combined in one comprehensive new the-
ory. As Pen (2003) stated, firm relocation research should aim more at the integra-
tion of the various location theories and allow for a debate between these theories. 
This will lead to new insights and an awareness that ideas formulated in the past 
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may still be valuable. Besides, economic geographers and spatial economists 
should try to integrate the qualitative and quantitative approaches instead of debat-
ing the relative merits of the two.  
In this book we start from what Pen (2003) argued and try to explain firm reloca-
tion behaviour in the three countries under analysis by means of the neoclassical, 
behavioural, institutional and evolutionary theories and we investigate the relation-
ship between these theories and regional policy approaches.  
In the next chapter it will be emphasised that the ‘traditional’ approach to regional 
policy (1950-1970s) focuses on neoclassical cost-reduction instruments (i.e. re-
gional incentives) to foster the development on the peripheral areas by means of 
attracting ‘external’ investments. On the other hand, the theoretical assumptions of 
the behavioural, institutional and evolutionary theories have influenced the ‘con-
temporary’ approach to regional policy since the 1980s. 
 
 
                                                      
1 The term mental map gained widespread currency through the work of Gould (1966) and subse-
quently that of Gould and White (1974). Several authors provided a definition of mental map that can 
be summarised into the following four meanings: (i) the map image as it exists in someone’s mind 
(the mental map in a narrow sense); (ii) the representation of that image on paper, drawn freehand by 
the individual (sketch map); (iii) the cartographic representation drawn to scale of spatial knowledge 
about ‘objective’ conditions such as the existence of spatial units, spatial conditions, etc. (knowledge 
maps); (iv) the cartographic representation drawn to scale of spatial preferences and ratings (prefer-
ence maps) (see Meester, 2004, pp.30-32). The work by Meester (2004) refers to the fourth meaning 
of the mental map: the ‘preference map’.  
2 For an overview of publications that are relevant in the field of locational preferences see Meester 
(2004, pp.35-44).  
3 Institutions are ‘sets of rules’, collective memories of the routines and values which people use 
when they act. The institutions can be ‘tacit’ (as in family or corporate cultures) or ‘explicit’ (as in 
laws and church rules) (Boschma and Lambooy, 2004). Institutions affect the capacity of firms to in-
teract and therefore affect the relative transaction and coordination costs of production and innova-
tion. 
4 The concept of innovative milieu has its origins in the research on “Development prospects of the 
Community’s lagging regions and the socio-economic consequences of the completion of the internal 
market” carried out on behalf of the Directorate General for Regional Policy of the EEC by GREMI – 
Groupe de Recherche Européen sur les Milieux Innovateurs (GREMI, 1991). 
5 During the last decade scholars have stressed the importance of all kinds of cultural factors for eco-
nomic developments. The word ‘cultural’ should be interpreted broadly here, but with an emphasis on 
norms and values regarding justice, ethics and religion. Besides Porter, other useful references are 
Hofstede (1980), Trompenaars (1993), Hampden-Turner and Trompenaars (1993), and Fukuyama 
(1995). 
6 Fukuyama (1995) points to the importance for economic development of trust in social-economic 
relationships. Trust can be significant in relation to the amount of transaction costs. When people trust 
each other, transactions become easier and transaction costs are lower. 
7 The concept of social capital (Putnam, 1993b) refers to the complex of local institutions and rela-
tionships of trust among economic actors that have evolved from unique, historically conditioned lo-
cal clusters. Such institutions and social relationships have became embedded within a localised 
economy and form a network of civic engagements, which facilitates the activities of politics, produc-
tion and exchange.  
8 This tendency refers to the so-called ‘post-modern’, eclectic approach to scientific activity (Brons 
and Pellenbarg, 2003). 


