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Nearly half a century ago, Walter Isard, the founder of regional science,
suggested in his seminal book Location and Space Economy two promising
approaches to further development of economic geography: the monopolistic
competition approach and the evolutionary approach. As is well known, since
the late 1980s, the monopolistic competition approach has been vigorously
explored in the New Economic Geography. Then, the exploration of evolu-
tionary approach started in the late 1990s, following the development of
evolutionary economics and complexity theory. Although it is still in its
infancy, evolutionary approach has been contributing significantly to the
enrichment of economic geography, adding new perspectives to the long-
term process of structural change in space and in time, In Evolutionary
Economic Geography, Miroslav N. Jovanovi¢ presents in lucid manner the
state of arts in economic geography with a special focus on evolutionary
approach. The book covers not only theory but also regional policy and
location of production in the context of global economy. I enjoyed reading
this wonderfully informative book and learned a lot, and so will you.

Masahisa Fujita
President of the Research Institute of Economy, Trade and Industry, Tokyo



Evolutionary Economic Geography

The purpose of this book is to provide a guided tour through the theoretical
foundations of spatial locations of firms and industries in an evolutionary
economic framework. It addresses the issues of how a location of business in
geographical space is selected and where economic activity may (re)locate in
the future. The analysis is in the context of technological progress, innova-
tion, disequilibrium and endemic uncertainty. Jovanovié¢ raises pertinent
questions such as how willing, motivated and able firms (and governments)
are to adapt to constantly evolving new opportunities and challenges over
time and to experiment and translate these perceptions into profitable
actions. How is their ‘competitive position’ evolving relative to others and
changing over time when faced with a stream of constantly arriving new
opportunities, innovation, threats and obstacles? Considerations are always
supported with a plethora of examples and cases from real life.

Jovanovi¢ argues that the economy is a complex and constantly adaptive
system which is almost always outside equilibrium. Building on this, he
suggests that there is an important lacuna in our understanding of evolu-
tionary spatial economics and that there is much space for further multi-
disciplinary research in this academic and practical area. This book offers an
evolutionary and disequilibrium analysis of the subject and makes parallels,
where appropriate and possible, among economics, geography, physics, biol-
ogy and art. It considers key areas in theory, market and production struc-
ture, spatial location of domestic and foreign firms, as well as regional policy.
In addition, there are references to policy intervention; importance of
investment in local social stability, education and training; as well as to
uncontrollable variables that are beyond the influence of firms, industries,
regions or public authorities. The author offers various evolutionary insights
and alternatives to the pure neoclassical equilibrium economic model.

This book will be of great interest to students and researchers engaged with
disequilibrium economics, evolutionary and complexity economics, economic
geography and location of firms and industries in geographical space.

Miroslav N. Jovanovi¢ is Economic Affairs Officer at the United Nations
Economic Commission for Europe, Geneva and Lecturer at the European
Institute of the University of Geneva.
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Foreword

To an increasing extent, economists become interested in geography. Since
economists are aware that economic activities tend to concentrate in space,
they feel an urge to integrate that fact in their theories and empirical work.
Miroslav Jovanovi¢ has understood that key message more than anybody
else, and contributes a lot to its dissemination. Last year, he already edited
three volumes entitled Economic Integration and Spatial Location of Firms
and Industries, each of which contained a multitude of key contributions
bringing together the disciplines of economics and geography. This new book
can be viewed as a continuation along that path.

What makes this book interesting is that it brings together various
approaches that have criticized the mainstream neo-classical framework in
the last decades. It is something that cannot be repeated enough, and there-
fore, should be embraced accordingly. What these approaches dislike is the
way traditional neoclassical equilibrium theory has neglected the role of
history, path dependence and increasing returns, among other things. I fully
agree that these alternative approaches come indeed much closer to reality.
This is especially true for the evolutionary perspective on economic geo-
graphy, which brings back life into regional economics and economic geo-
graphy, as Geoff Hodgson would put it. In addition, these approaches tend
to take an interdisciplinary perspective, not closing itself off and refusing to
dialogue with other disciplines, which has damaged mainstream economics
so much in the last decades. It is therefore a great joy to see that many
researchers (many of which are heterodox economists) currently embark on
this exciting new voyage, and Miroslav Jovanovi¢ gives full witness of these
new developments and ideas.

Implicitly, the book gives a very broad definition of what Evolutionary
Economic Geography is. It ranges from New Economic Geography and
Endogenous Growth Theory, which are still deeply embedded in the stan-
dard neoclassical equilibrium framework, to Complexity Theory and
Evolutionary Economics, which are based on a disequilibrium framework,
and which employ a range of methodologies going from mathematical
modeling to descriptive case studies. The two latter approaches have been
extensively discussed in a recent special issue on Evolutionary Economic
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Geography published in the Journal of Economic Geography in 2007. So, I
am not sure I entirely agree that all these approaches can be labeled evolu-
tionary, since not all of them are firmly grounded in evolutionary theory.
Having said that, Jovanovi¢ makes interesting connections between these
different approaches which are thought-provoking, and applies these insights
to a range of topics such as the location of multinational enterprises, the
formation of agglomerations and clusters, trade patterns between countries
and convergence/divergence of regions, among others.

What makes the book especially attractive is that many examples are pre-
sented to clarify key concepts. The book is full of empirical illustrations,
providing explanations for the rise of big companies like Microsoft, IBM,
Honda and Lloyd’s, the evolution of cities like New Orleans, Antwerp and
Venice, the evolution of the ideological representation of political parties in
the US house, how wars affect the location of industries and how chance
events triggered the growth of cities like Cannes, Geneva and Basle, among
many others. Now and then, Jovanovi¢ makes interesting and quite unex-
pected connections when he refers to Buridan’s ass, Morton’s fork, the Bar
Problem of Arthur, and the Medieval School of Andrea Mantegna. Doing
so, his conceptual statements come to life so to speak, and this makes the
book very readable.

Of course, as always, many questions and unresolved issues remain, and
Jovanovi¢ is one among the first to admit that. He is right when he states
that one of the main scientific challenges is without doubt to cope with
complexity issues caused by unpredictability, non-determinacy, contingency,
non-linearity and chance events.

What also deserves more attention is to demarcate better what
Evolutionary Economic Geography really encompasses. To start with, there
is a need to separate the New Economic Geography of Krugman from
Evolutionary Economic Geography, because they rely on very different the-
oretical frameworks and assumptions, and they have developed and applied
very different concepts of time and space. It is true that they share some
general properties, such as path dependence, increasing returns and imper-
fect competition. Nevertheless as, among others, Ron Martin (Cambridge
Journal of Economics, 1999), Ron Boschma and Koen Frenken (Journal of
Economic Geography, 2006) have explained at length, the New Economic
Geography is still firmly grounded in the maximizing-equilibrium analysis,
while the Evolutionary Economic Geography rests on the foundations of
bounded rationality-disequilibrium principles. To make matters even more
complicated, there is no consensus whatsoever with respect to what evolu-
tionary economics really stands for. In fact, various evolutionary perspec-
tives co-exist, and it is crucial to be very specific about that before applying
evolutionary insights to regional economics and economic geography.

While I fully share the view that Evolutionary Economic Geography has a
huge potential to provide a more realistic alternative, most of its promises
have yet to be fulfilled. Among many other unresolved issues, we still have to
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specify what path dependency really means, how it can be measured
empirically, and how to test it. Many researchers are also currently embark-
ing on network analysis. An evolutionary perspective provides a promising
point of departure to analyze the spatial evolution of networks, but we have
yet little understanding of how different types of networks evolve spatially,
and why. The same is true with respect to the topic of the evolution of clusters.
While there is an extensive literature on clusters, we still know very little of
how new clusters come about, and what benefits and costs clusters do pro-
vide to local firms along their life cycle. And there is, of course, the issue of
policy making. While Evolutionary Economic Geography heavily criticizes
neoclassical equilibrium theory’s focus on market failures as a key under-
pinning of public policy, evolutionary approaches are completely silent on
how to pursue welfare policy, monetary policy, et cetera.

In other words, much work still needs to be done. In that context,
Jovanovi¢ has delivered a very thought-provoking book that provides a
major input for further discussion and rethinking in what Evolutionary
Economic Geography really means, and what it might offer to academics in
disciplines like economics and economic geography, as well to provide decision
makers and policy makers more in general.

Ron Boschma

Professor Regional Economics
Utrecht University

Utrecht, June 2, 2008



Preface

This book provides a new framework for the discussion of an old economic
problem: where to locate a firm in space. The new spatial programme is an
evolutionary approach to economics and economic geography. Traditional
neoclassical equilibrium theory is an elegant and quite convincing academic
exercise. Its conclusions are straightforward and offer simple and clear
insights regarding the location of firms in space. Its general economic policy
recommendation is: always remove all market imperfections. In spite of its
complex formulation, the evolutionary approach to spatial economics is
much closer to reality.

This book gives a theoretical and analytical framework on evolutionary
economic geography and may provoke research curiosity. It attempts to
contribute to a multidisciplinary exchange of views among economists, geo-
graphers and businesspeople within a new evolutionary approach. It also
ambitiously includes various contributions to spatial topics that are widely
scattered: microeconomics, planning, development, economic geography,
regional science, urban economics, location theory, industrial organisation,
international trade and integration, foreign direct investment, transport eco-
nomics, business economics, innovation studies, public finance, price theory,
imperfect competition, economics of scale, labour economics, environment
and resource economics. The common research denominator in all these
fields is the spatial dimension, which is seen as an opportunity, a medium for
interactions, as well as a limitation.

In the 1980s, the inclusion of imperfect competition and economies of
scale rejuvenated spatial economics. It also helped to explain why firms
agglomerate and form clusters. Even though the ever-increasing demand for
sophisticated quantitative analysis makes results harder to explain and com-
prehend, while policy advice is more difficult to derive, the introduction of
new analytical tools assists spatial economics in finding its proper place in
mainstream economics and becoming a hot research topic.

The main insight of this book concerns the way one new economic or
business system replaces another, and where. Economists need to step out of
their ‘old analytical box’ of clean and lean abstract theoretical, mathematical
and aspatial models that bring the analysed system into equilibrium. They
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need to go to real life and the actual operation of the economic system.
Neoclassical equilibrium models were based on assumptions that rendered
analysis totally unrealistic and useless to some professions. For example, a
geographer would argue that societies and real geographical space are so
complex that they cannot be expressed simply as mathematical formulae.
‘Pure’ economic models refer to geography only to the extent that it supports
the economic analysis of the ‘market clearing logic’ and equilibrium based
on very specific and many (unrealistic) assumptions that ease mathematic
modelling. This dangerously damages the practical relevance of their con-
clusions. Economists need to expand their research agenda out of the usual
issues that refer to entry, exit and total factor productivity. Certain economists
have already broadened the analysis to include issues such as institutions,
history, firm heterogeneity in the use of factors, multiple equilibria, evolution,
technological and time-space trajectories, spatial location theory, endemic
disequilibrium and various market imperfections. Geographers need to leave
their ‘old analytical box’, in which they were interested in economics only to
the extent that it assisted them to understand and explain the spatial organ-
isation of societies. Instead of ignoring or bypassing one another, economists
and geographers need to try to talk about topics of mutual interest, potential
agreement and obvious difference. They may also explore the relevance of
complexity theory for the solution of common problems.

Regarding problems in real life, underdeveloped countries and regions
worry that high value-added economic activity will be located and con-
centrated in the core developed regions. Currently, prosperous countries and
regions worry that at least a certain part of economic activity will move to
other regions where wages are lower. All countries and regions worry that a
large part of manufacturing production will take place in China. The
Chinese worry about their lack of primary resources, and so they locate their
investment in places where they find the missing economic links. Thus, all
regions are anxious because of the ‘assault’ on what used to be their estab-
lished geography of production. This attack on the existing local spatial
order comes not only from other locations, but also from evolution in tech-
nology and innovation, variation in competition, fickle tastes and, in certain
areas, an ageing population (changes in demography).

The book is organised as follows. Chapter 1 introduces the subject.
Chapter 2, the core part of the book, covers the theory behind evolutionary
economic geography. It presents the basic concepts, as well as relations
between economics and geography, biology, evolution and physics. It surveys
theories of locations of firms without consideration of their ownership.
Special attention is devoted to complex systems. Spatial units such as clusters,
cities and regions are also presented in turn. The chapter also covers the
impact of history, expectations and war on the location of firms. Chapter 3
covers regional policy and includes considerations about its objectives, justi-
fication and instruments. It also shows the impact of international economic
integration on the location of firms and industries. Chapter 4 is devoted to
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the effect of market structure (competition) on the spatial location of pro-
duction. It tackles issues such as basic concepts, innovation, specialisation,
returns to scale, standards, rules of origin and non-tariff barriers. Ownership,
i.e. foreign possession and control of firms, is treated in Chapter 5. This
chapter examines international firms, i.e. transnational corporations, and
explores the theoretical and practical reasons for foreign direct investment
and location of trans-border business activities: what motivates firms to
locate abroad? Special attention is also devoted to the evaluation of the
effects of globalisation as a great economic and political story of our times.
Chapter 6 concludes the book. The presentation in this book has a slight
European slant as this is the geographical area most familiar to the author.
I believe and hope that Evolutionary Economic Geography will prove
useful to scholars, students, researchers, civil servants, business executives
and others in widening their knowledge and awareness of the process and
interrelation between evolutionary theory and the spatial location of firms
and industries in the economy of today and tomorrow. However, if it also
attracts the curiosity and attention of those studying economic development,
international business and policy-makers, then this is to be welcomed. The
bibliography at the end of the book may serve as a departure point for a
curious student or researcher into the demanding, expanding, surprising and
academically rewarding world of evolutionary economic geography.
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