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Chapter2





Aframeworktoanalyzenodesofinternationaltrade
Localproductionsystems,
valuechains,andterritorialization





‘Thefortunesofregionsareshapednotonlybywhatisgoingonwithin
them,butalsothroughwidersetsofrelationsofcontrolanddependency,of
competitionandmarkets.’(Coeetal.,2004)






AswehaveseeninChapter1,therearethreemaintypesoftradenodes.Inthischapter
the processes will be described that geographically embed these nodes. The processes
that are of importance for the geographical embedding of trade as a matter of fact not
onlydifferwithtypeofnodebutalsowithtypeofproductandvaluechainorganization.
Thiswillbeexplainedinthischapter.
Different types of products and trade nodes involve different types of trade
activitiesandthereforerequiredifferentassets.Inamarketplacenode,assetsrelatedto
themarketplaceitselfareimportant,forexampletheassortmentofgoodsavailable.Ina
distribution node, assets related to distribution, such as physical infrastructure and
logistic knowledge and regulation seem to be more important. In the case of a trade
network node, assets related to the traders in the node, such as their knowledge of
markets,seemtobemoreimportanttoembedtradegeographicallytoaspecificplace.At
thesametimedifferenttypesofproductswillprobablydependondifferentaspectsofa
specifictradenode.Forsomeproductsitisimportantthatatradenodeenablesmarkets
tofindeachother,whereforotherproductsthemainroleofatradenodeseemstobethe
abilitytohandlefluctuationsinsupplyanddemand.Thisalsoinfluencestheassetsthat
are needed. Understanding the assets needed for trade is important since the
geographical embedding of trade activities to a specific place depends on how unique
these assets are. When assets are very unique to a specific place as the result of place
specific mechanisms, relations, and developments they become territorialized (Storper,
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1997)andthereforehardtoimitateelsewhere.Competitiononterritorializedassetscan
be seen as a strong competitive strategy since it involves competition on highly
immobile production factors. At the level of the local production system itself, the
development of scale economies, processes of knowledge development, or direct
investment in infrastructure may create such territorialized assets. At the level of the
nationalstate,infrastructuralinvestmentaswellaslegislationanditseffectscancreate
place specific, but often less territorialized assets as far as they are easily imitated
elsewhere. In addition, supranational bodies such as the EU can influence assets of
specificplacesthroughactionslikethecreationofacommonmarket.Onlycertainassets
are very countryspecific and therefore difficult to emulate elsewhere; in this sense we
woulddeemthemterritorialized.
Alsotheorganizationofthevaluechaininfluencesthegeographicalembedding
of trade activities. When trust and common understanding (conventions, institutions,
tacitknowledge)playanimportantroleinthetradetransactioninavaluechain,trade
may be much stronger related to specific traders, and through them to specific places,
than in cases where pure market relations exist. Also investments made in equipment
andpersonnelwhenahierarchicorganizationisatstake,mightincreasethegeographic
embeddingoftrade.
Theorganizationofthischapterisasfollows.FirstIwillturntothenatureof
tradeactivitiesandthekindofactivitiesandservicesthatareinvolvedintrade(section
2.2). I then turn to the role of trade: what different roles can trade play depending on
product and market characteristics? Does this also mean that different activities and
services are performed in different situations? And when are coordination and control
functions part of trade (Section 2.3)? After that, I will delve into the aforementioned
mechanismsthatgeographicallyembedtradeactivities:characteristicsandassetsoflocal
production systems and the relation they have with other levels such as national and
supranational institutions that create and enhance the terrritorialization of asset, or on
thecontrarycanmakethemobsolete(Sections2.4and2.5).ThereafterIwilladdressthe
issueofthegovernancecharacteristicsofwholesaletradeinglobalvaluechains(Section
2.6).InthelastSection(2.7)Iwillcomebacktotheresearchquestionsandformulatethe
main hypotheses this research start with based on theoretical grounds. But before that,
section2.1startswithadiscussionoftheglobalvaluechainconceptthatismuchusedin
thischapter.


2.1GlobalValueChains

In this research the concept of the value chain helps us understand international trade
activities and their attachment to specific places. This is done not only from a local or
22
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nationalperspective,butalsointernationallytoshowrelationshipswitheconomicactors
atdifferentscales.InthewordsofHendersonetal.(Hendersonetal.,2002,p.438)

“In order to understand the dynamics of development in a given place,
[…], we must comprehend how places are being transformed by flows of
capital, labour, knowledge, power etc. and how, at the same time, places
(or more specifically their institutional and social fabrics) are
transformingtheseflowsastheylocateinplacespecificdomains.”


As global value chains, consisting of flows of goods, capital, knowledge and power,
transecttheDutchtradehub,anunderstandingoftheseflowsandtheirinteractionwith
thetradehubwillhelptounderstandthedevelopmentofthishub.
The global value chain concept used in this research is based on Gary Gereffi
andothers(Gereffi,1994,Gereffietal.,2005,Sturgeon,2003)andtheworkofHenderson
etal.(2002)onglobalproductionnetworks.Thevaluechainconceptwasdevelopedin
responsetodissatisfactionwiththecommoditychainconcept,yetisstillcloselyrelated
to it. Both concepts describe global industrial structure and focus on how regions and
businesses are internationally connected to each other. The global commodity chain
approach analyzes all portions of the chain, from basic resources to end products; it
consists of ‘sets of interorganizational networks clustered around one commodity or product,
linkinghouseholds,enterprises,andstatestooneanotherwithintheworldseconomy’(Gereffiet
al., 1994, p. 2). Originally the framework, as developed by Gereffi (Gereffi, 1994),
distinguishes three dimensions of a commodity chain. First, chains have a specific
territoriality.Someareconcentratedwhileothersaredispersed.Second,eachchainhasa
distinctiveinputoutputstructureofproductsandservicesthatarelinkedtogether‘ina
sequence of valueadding economic activities’ (Gereffi, 1994, p. 97). Third, Gereffi
distinguishes between different governance structures, that is the power relations and
authoritystructuresthat‘determinehowfinancial,material,andhumanresourcesareallocated
and flow within a chain’ (idem p. 97). Both global value chain and commodity chain
literatureexplicitlyacknowledgetheflowsofgoods,financialandhumancapitalwithin
the chain, and explain how the governance structures between actors determine these
flows.Theyshowhoweconomicactivitiesinoneareaconnecttootherareascarryingout
otherpartsoftheproductionanddistributionprocess.However,theglobalvaluechain
concept differs from the global commodity chain concept at the point of governance.
Whereas the global commodity chain concept distinguishes only two of these
governance structures, (a chain driven by the powers of a leading buyer or a chain
governed by the powers and whishes of a leading producer), the global value chain
concept distinguishes at least five such governance structures: market, modular,
relational,captive,andhierarchicgovernance(Gereffietal.,2005).
23
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Globalvaluechainshavebecomeagrowingfieldofresearchinrecentdecades.
TheGlobalValueChainInitiative,startedin2000byGaryGereffi,JohnHumphreyand
Timothy Sturgeon, shows an everexpanding list of publications on value chains by
researchers all over the world 5 . All these studies show that the value and commodity
chain concepts are wellsuited for explaining not only how economic activities in one
placearegloballyconnected,butalsohowthenetworksthattheyarepartofinfluence
whatishappeningatoneplace.However,therearealsolimitationstothesestudies.A
study by Phyne and Mansilla (2003) on the salmon industry of Chile shows that the
globalvaluechainperspectivedoesnottakelocalpoliticalcircumstancesintoaccountin
ordertounderstandthedevelopmentofaplacewithinthechain.Thisisacritiquethat
Henderson et al. (2002) also have. In turn, Henderson et al. have formulated a global
production network perspective that explains the development of a place as part of a
larger global production network resulting from firms’ ownership structure and
architecture, supporting institutions (governmental, quasigovernmental, and non
governmental), supporting networks (its architecture, power configuration, and
governance), and the sectors (technologies, products, and markets) that act upon this
place.
In addition, some scholars (Henderson et al., 2002, Coe et al., 2008) have
objections about the use of the word ‘chain’ in the global value chain and global
commodity chain approaches since this word suggests that the production and
distribution processes are essentially vertical and linear. That is, a linear sequence of
input/output from basic material to final product, instead of a more networklike
structure of valueadding, in which feedback loops are possible and vertical relations
existbetweendifferentchains.Thisobjectionagainsttheuseoftheword‘chain’hasalso
beenmadewithrespecttothesupplychainconcept.Thisconceptalsoseemstoassume
linearity between the steps needed to come from raw materials to end consumers of a
product. But, just as is said for the value or commodity chain, in real this linearity is
often not present. Relations are much more crisscross and steps do not neatly follow
eachotherintime(HagdornvanderMeijden,2007).Thisisanimportantpointtotake
intoaccountforthisstudysinceI’mparticularlyinterestedinthewaysinwhichspecific
value adding activities interact with other activities in local as well as nonlocal
production systems. To be more specific, this study is not concerned with the value
chainassuch,butactivitieswithinthisvaluechainandtherelationstheseactivitieshave
 
5

A database analysis of related publications since 1990, available on the website of the Global Value Chain
Initiative (http://www.globalvaluechains.org/) shows that until now, the value chain approach has been used
mostly for studies on industrial and agricultural production, as well as design and marketing functions related
to each other in value chains. Apparel, textiles and footwear industries have received a particular amount of
attention from researchers. A spring 2008 database query for ‘apparel’ returned at least 89 hits while ‘textiles’
returned 31 hits. Agriculture has also been well-studied (44 hits, e.g. Bair and Gereffi, 2001, Dolan and
Humphrey, 2000, Sturgeon, 2003).
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withotheractivities,actors,andplaces.Inthatsense,myapproachcomesmuchcloserto
theglobalproductionnetworksapproachofCoeetal.(2004)andHendersonetal.(2002).
Thatbeingsaid,itcouldbeconfusingtospeakofnetworksinsteadofvaluechains,since
theinternationaltradehubinthisresearchisclearlyseenasthelinkinachainbetween
production and wholesale trade and retail. This does not imply I will only study
unidirectional trade flows and ignore the many other relations trade has with other
economic activities and institutions and structures that cut though the value chain. In
this sense I agree with Sturgeon et al. (2008), who argue that the chain metaphor does
not have to “assume a unidirectional flow of materials, finance or intellectual exchange” and
can “usefully be conceptualized as a subset of more complex and amorphous structures in the
spatialeconomy,suchasnetworks,websandgrids”, and can “provideasnapshotofeconomic
activity that cut through these larger structures, while at the same time clearly identifying
smaller scale entities and actors, such as workers, clusters, firms, and narrowly defined
industries” (Sturgeon et al., 2008). What counts then, is how the concept of the value
chainisusedintheresearchpractice.


WithregardtotheresearchpracticeIagreewiththeworkofHendersonetal.

(Henderson et al., 2002) that research into global production networks or value chains
shouldpayattentiontonotonlyleadfirms,butshouldalsotakeintoaccountotherfirms
that may influence the chain including specific places and actors within the chain. The
problem with only taking lead firms into account is that it might obscure the fact that,
althoughaleadfirmmayleadanetworkinthesensethatitsetstheultimateconditions
that an end product should satisfy, there might be other firms that coordinate and
control parts of the chain and where the lead firm does not take a direct lead.
Furthermore, these networks are embedded territorially in nations, other jurisdictions
andlocalproductionsystemsthroughactorswithinthenetworkandtheiroftenrelative
geographical immobility. This geographical attachment and the many institutions that
are at work at different scales influence the trade network architecture, in turn
influencingthedevelopmentofplacesittouches.


2.2Tradeactivities:whatarewetalkingabout?

A theory of trade should start with a description of trade activities as a separate
economiccategory.Tradehastobedistinguishedfromothereconomicactivitiesandasa
separate unit within business organizations. This is no straightforward task. Literature
oninternationaltradedoesnotoftenmakeadistinctionbetweentradeandproduction.
Implicitly this literature presupposes a direct relationship between trade and
production,althoughinpracticethisisoftennotthecase.Inmanyinstanceswholesale
traderscreateinternationaltradefromthirdcountrieswhereproductiondoesnotoccur.
25

Levelt-Manuscript 100329_v2 final.pdf 25

31-3-2010 14:18:17

Global trade and the Dutch hub


Inthesecasestradeisanindependentvalueaddingactivity.Withthisinmindwecan
seehowacountrycouldbeastrongtradingnationforproductsitdoesnotproduceand
that international trade data reflects more than differences in the production of goods
between countries. However, trade theory is almost exclusively centred on the idea of
differencesinproductionpossibilitiesandlevelsofproductivitybetweencountries.

2.2.1NeoclassicalTradeTheoryandNewTradeTheory

(Neo) classical trade theory represented by the work of Ricardo, and the Heckscher
Ohlinfactorpriceequalizationtheoremisbasedontheideaofcomparativeadvantages.
Whentwocountriesareabletoproducethesamekindsofgoodsatrelativelythesame
level of productivity, there will be no trade. But when the relative productivities for
differentgoodsdifferbetweencountries,tradewilltakeplace.Thismeansthatcountry
A will import goods from country B even if prices in country A are lower overall. For
thisimporttotakeplace,therelativepricesofgoodsmustdifferbetweenthecountries.
This can be understood when one considers a scenario where there is no money, but
onlytheexchangeofgoods.Wecanthenexpressthepriceofagoodasarelativeprice
compared to that of another good. Table 2.1 shows an example of such differences in
absolute and relative prices. In Belgium beer is relatively cheaper than in the
Netherlands.Ontheotherhand,cheeseisrelativelycheaperintheNetherlandsthanin
Belgium, although in the Netherlands cheese is more expensive in absolute prices.
Therefore Belgium will start to export beer to the Netherlands and get more cheese in
returnwhereastheNetherlandswillgetmorebeerforitscheeseinBelgiumthaninthe
Netherlands.Asaresultofthistrade,theNetherlandswillspecializeintheproduction
of cheese and Belgium in that of beer. Prices of beer will rise in Belgium and prices of
cheese will rise in the Netherlands as the result of a larger demand. Due to this
specialization, trade creates a growth of prosperity. The countries will trade until the
pointwhererelativepricesforcheeseandbeerarethesameinbothcountries.Thisisthe
pointwhereproductivityratiosinthecountrieshavebecomeequal.


Table2.1:ExampleofabsoluteandrelativepricesforbeerandcheeseinBelgiumandthe
Netherlands



Beer(B)
Cheese(Ch)
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Belgium
€1
1B=2Ch
€0.50
1Ch=½B

TheNetherlands
€1.50
1B=5/2Ch
€0.60
1M=2/5B
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The HeckscherOhlin factor priceequalization theorem states that the differences in
relative prices between countries are the result of relative differences in factor
endowments such as labor and capital. In fact, trade replaces the immobility of these
factor endowments. Of course, this theory is not very realistic since trade between
countries cannot take place at zero costs as a result of transportation costs, barriers to
trade and all kinds of market imperfections. Moreover, in practice we see more trade
between countries that have similar factor endowments than between countries with
very different factor endowments. The most important trading partner of the
Netherlands is Germany and not a country in say Africa that is richly endowed with
productionfactorsnotpresentintheNetherlandslikecheaplabor,oil,diamonds,gold
and other mining products. In general, the composition of Dutch imports and exports
cannotbeexplainedwiththetheoryofHeckscherandOhlin(WRR,2003).


The new trade theory, of which Krugman is one of the most influential

representatives,helpstoovercomethisproblemtoacertainextent.Ittriestofindother
arguments for trade. New trade theory takes into account transportation costs (that
maketradetonearbymarketscheaperandmorelikelytotakeplace)andtheadvantages
created by economies of scale and home market effects (to explain differences in
productivity between countries with liking factor endowments). In short, this theory
showsplausiblythroughmodelingthat‘inthepresenceofincreasingreturns,countrieswill
tendtoexportthegoodsforwhichtheyhavelargedomesticmarkets’ (Krugman, 1980, p. 958).
ThiscomesclosetotheLinderhypothesiswhichstatesthattradetakesplacewhenhigh
levels of production in the home market makes a product’s price competitive on an
exportmarketwiththeexportmarketitselfbeingeconomicallycomparabletothatofthe
homemarket(Krugman,1980,p.958,VanEsch,1995,p.32)
Although new trade theory is much more sophisticated in its modeling and
takes many more variables into account, the theory’s basic premise is that trade is
indirectlyrelatedtocomparativedifferencesinproductivityintheproductionofgoods
betweencountries.Inotherwords,tradeingoodsreflectsthelevelsofproductivityofa
country. The theory, therefore, mainly is based on ideas and models to explain the
locationofproductionofcertaingoodsandthelocationoftheirconsumption.However,
productivity differences in the production of goods cannot always explain trade
patterns,especiallynotwhenwetakewholesaletradeandentrepôtcentersintoaccount.
These ‘entrepôtcentershaveasubstantialeffectonthepricesandthereforeonthemagnitudeof
tradeflows,whichmeritsincreasedattentiontotheirroleininternationaltrade’(Feenstraand
Hanson, 2004, p. 34). So it is also necessary to look at entrepôt and wholesale trade to
explaintradepatterns.
Trade activities do not need to be and often are not located in places of
production or consumption. However, neoclassical and newtrade theories, do not
explain why some places are specialized in international trade and why products and
27
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goodstakespecificroutesfromtheirorigintotheirfinaldestination.Tradetheoriesare
merelytheoriesofproductionandproductivity,butnotoftradeasaneconomicactivity
of its own. Therefore, these theories are often not applicable to countries like the
Netherlands,whichhasbecomeevermorespecializedinanentrepôteconomyoverthe
lastthirtyyears.Itis,however,notnecessarytoabandonthemaltogether.Wecouldtry
to use the trade theories thathave production, factor endowments, economies of scale,
andproductivitydifferencesastheirmainexplanatorytools,toexplainwherewholesale
trade takes place. Differences between nations in the efficiency of ‘production’ of
wholesaletradethenbecomeimportanttoexplaintradeflows.
2.2.2Theoutputoftrade

Thenwhatkindsofactivitiesareincludedintrade?Essentiallyeverykindofexchange
canbeunderstoodastrade,includingtheservicesdeliveredbyaconsultantordentist,
since there is a payment in exchange for a service. In this way the whole economy
consistsoftransactionsthatcanbeseenastrade.Toexplaintrade,thesetransactioncosts
have to be taken into account: the lower transaction costs are the more trade will take
place.Tradedatacanthenbeexplainedbytheabilitytolowerthesetransactionscosts.
ThisisthewayDenButterhaslookedatDutchinternationaltradeinhisreportforthe
scientific council for government policy (WRR, 2003). In this research I do not want to
take such a broad definitionof trade: the focus is on wholesale trade ofgoods that are
notproducedintheNetherlands.Thedeliveryofservicesbyadentistorconsultant,and
retailactivitiesthereforedonotfitintothekindoftradethatwillbestudiedhere.
In line with the observation made in the previous paragraph, trade as an
independentvalueaddingactivityislessabouttheproductionofgoodsandmoreabout
thepropulsionofgoodswithinthevaluechain.Thispropulsiontakesplacethroughthe
exchangeofpropertyrightsandredistributionofproductsamongstownersinspaceand
time. The exchange of goods adds value to them. Following Haccoû (1957) and Jonker
and Sluyterman (2000) trade leads to (1) an improvement in the ratio between supply
and demand through the rearrangement of quantity and assortment of goods, (2) a
rearrangementofcapital(financingofgoods),and(3)arearrangementofcharacteristics
ofplaceandtimeofthesegoods.Further,tradeactivitieschangethequalityofgoodsby
adding services like advice, technical assistance or training. Product quality also
increases through ‘the composition of an assortment that is specifically directed to diverse
groups of buyers’ (Jonker and Sluyterman, 2000, p. 11). This enables retailers to find
differentqualitiesfromonesource,makingforeasiercrossproductcomparisons.Often
the wholesale trader also has a function in changing the time dimension of the
distribution of goods. Products that have an irregular availability at the point of
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production might become steadily distributed through warehouse functions of
wholesaletraders.
In conclusion, the input/output structure of trade activities, that describes wha
“products and services are linked together in a sequence of valueadding economic activities”
(Gereffi,1994,pp.9697)isasfollows.Theinputconsistsofgoods,tradeanddistribution
services.Theoutputisagoodwith:

(1) differentownership;
(2) possiblyadifferentquantitystructure;
(3) potentiallyadifferentassortment;
(4) a change in the distribution in time may be added to a product, as isthe case
withwarehousing,andtransshipment,and
(5) potentialchangeinthedistributioninspace.

Various trade services may be added to a product. Table 2.2 gives an overview of the
servicesaddedtoachievedifferentoutputs.
It is impossible to completely describe all the activities performed by traders
sincetherearesomanyandindividualtradingcompaniesmaydeliverdifferenttypesof
services.However,alloftheseservicesseemtofallwithinoneofthreebroadcategories:
tradeservices,distributionservices,andsomethingIhavecalled‘semiproduction’.The
firstcategoryofservicecomesdowntothecreationofaconnectionbetweenaproducer
andaconsumer/usermarket.Thesecondgroupofservicesisrelatedtothedistribution
of goods in space and time. Many of these services might well be executed by a
specialized service provider such as a logistics company. The risk implied in activities
likebuyingatstockarenotpartofdistributionservices,butoftradeservicessincethe
taking of risks by a wholesale trader implies a change in distribution of ownership. A
last category of activities I have added is semiproduction. This refers to activities that
changethequalitiesofthegoodsatstakethroughtheadditionofpackaging,aftersales
services, advice, training etc. These activities change the product’s content without
transformingitintoadifferentproductcategory.Forallofthesegroupsofactivitiesitis
important that a trading company is able to manage and connect flows of orders,
information,goodsandmoney(VandenBergetal.,1984,inRiemers,1999,p.49).
Thedifferentkindofservicesdescribedapartfromthecoretradeservicesmake
clearthatatradeactivitydoesnotalwaysimplyphysicaltransferofgoods.Inthecaseof
triangle trade (see Figure 2.1), the transfer of ownership of a good from person A to
person B takes place trough an intermediate ownership of the good by person C.
However, the physical flow of the good is directly from person A to person B, so that
thereisnophysicaltransferofthegoodstopersonCalthoughthereisalegaltransferof
ownershiprightsofthesegoodsfrompersonAtopersonCandfrompersonCtoperson
29
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Table2.2:Overviewoftradeservicesandtheiroutput


Typeof
trade
service

Output

Serviceaddedtogetthisoutput







Coretrade
services

Changein
distributionof
ownershipof
goods

-





Distribution
services

Changein
distributionof
quantityof
goods
Changein
distributionof
assortmentof
goods
Changeinthe
distributionin
timeofgoods





Buyingandsellingatorderoratstock
Risktakingforstocks/financingofgoods
Administrativetransferofownershiprights
Marketcreatione.g.auction,internetmarket
place(bringingbuyersandsellersofreadymadeproducts
together)orcreationofsupplyordemandsidethrough
advertising/disseminationofmarketknowledge
Creationofsalesorganization
Creationoftrustbetweenproducer(product)andmarket
e.g.throughqualitychecksatmarketplace/bytrader
Bridgingofculturalbarriers




-

Collectionofgoods
Distributionofgoods
Stockmanagement



-

Collectionofgoods
Distributionofgoods
Stockmanagement



-

Warehousing
Speedingupthevaluechainthroughorganizationof
transportation,handlingofcustomsformalities,supply
chainmanagement





Changeinthe
distributionin
spaceofgoods

-








Semi
production

Changein
qualitiesof
goods

-

Organizationoftransportation
Handlingofcustomsformalities
Transportation
Additionofaftersalesservicestogoods
Additionoftrainingtogoods
Additionofpackagingtogoods
Additionofguaranteetogoods
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B.Alreadyinthefifteenthcenturythiskindoftradewasverycommon.Theroleofacity
like Amsterdam was to a large extent based on its role as centre of information that
supportedtriangletradeinwhichgoodsdidnotphysicallycometotheNetherlandsbut
transactionsweremadethroughDutchtraders(Lesger,1999,Lesger,2001)


Figure2.1:Triangletrade






2.2.3Economicorganizationoftrade

Anextquestiontobediscussedishowwedefinetradeactivitiesasseparateeconomic
activitieswithinthevaluechainfromanorganizationalpointofview.Tradeisadistinct
value adding activity within that chain. As previously mentioned, individual activities
orlinkswithinthechaincanberelatedtoeachotherinmanydifferentways:therecan
be horizontal links when products are traded from wholesale trader to another. There
canalsobehorizontallinksinthenetworkwhentwotradersworktogetherandshare,
forexample,transportation.Verticallinksalsoexistbetweenproducerandtrader.These
relationscanbecreatedthroughmarkettransactions,throughnetworkrelations,oreven
hierarchically within one enterprise. Sometimes trade activities might be organized
within multinational corporations involving the redistribution of goods between the
differentpartsorsubsidiariesofthesecorporations.Othertimestheymightberelatedto
therestofthevaluechainthroughmarketorotherrelations.Iwilldiscussthisinmore
detail in paragraph 2.6. As we shall see, the relation that trade has with the other
activitiesinthevaluechainmightinfluencehowitisembeddedinaspecificplace.


2.3Theroleoftrade:productcharacteristics,lifecyclesandworldsofproduction

ThedescriptionoftradeinthepreviousparagraphandtheframeworkforanalysisthatI
haveproposedmaygivetheimpressionthattheroleoftradeisratherstatic.However,
theroleoftradeanditsembeddinginspecificplacesischangingcontinuously(seeBox
31
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2.1).Dependingontheproductsandmarketsinvolved,otherentrystrategiesmightbe
chosenwithothertradeservicesbecomingviableastheyincreasetheprofitabilityofthe
value chain as a whole. Products and markets change continuously and therefore also
theroleoftrade.


Box2.1Thechangingroleoftrade





























The changing role of trade in the 19th century
From quantity brokers to quality brokers
The role of trade is not static. The Netherlands experienced a downturn in
trade after 1850 (Jonker and Sluyterman, 2000). Producers and consumers had
increasing direct communication possibilities and needed trade less and less
as an independent player able to keep stocks and deliver capital power for
purchases. Trade lost a large part of its role and only kept going when in-depth
product quality and variety knowledge was needed. Otherwise, trade
became no more than an intermediary. These developments were different
from those for trade in manufactured goods that emerged after 1850. Here
fast growing product assortment and the fact that production in factories was
often more remote from consumption than traditional production made the
distance between production and consumption larger. Traders became
essential for closing this gap and helping to find markets for producers of new
products. For these kinds of tasks, knowledge of product and consumer
markets became important as well as the creation of good sales relations. In
short: different characteristics of manufactured goods resulted in a different
role of trade.
Today the distinction between manufactured goods and
commodities is not always easy to make. Agricultural products often have
many characteristics of manufactured goods. For example tomatoes come in
many different varieties and qualities and are produced in high-tech
greenhouses. Also crude materials like oil or natural stone can get
characteristics of manufactured products through classification and refinery. A
product made with standardized input might find a very specialized market
through branding an marketing and a product that needs very specialized
inputs might try to find very generic markets. But although the distinction
between manufactured goods and commodities in a way is getting blurred,
the role of trade and how it can add to the profitability of the chain still
depends on the character of a good, its market and the way it is produced.
Markets and production technologies change over time and influence the
role of trade.



2.3.1Theroleoftradeindifferentworldsofproduction

Product, input (to create the product) and output (market) characteristics all influence
the role of trade. The idea that product characteristics influence trade is explored by
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Duranton and Storper (2008) who show that the influence of transport costs on trade
volumes between two economies is different for standardized products and more
advanced,custommadeproducts 6 .However,productqualitiesmightnotonlyinfluence
tradevolumesbutalsoinfluencetheroleoftradeinthevaluechain.Togetagriponthe
combined effects of product characteristics on trade, it is helpful to put them into a
modelofidealandsimplifiedproducttypologies.
Storper (1997) has created such ideal types to better understand how these
aspects influence the kinds of innovation and competition expected to develop in
differentmarkets.Hecallsthesedifferentkindsofmarketsworldsofproduction.Thereare
four worlds of production in which quality is assessed differently; competition takes
place on different grounds; demand fluctuations are different; and flexibility iscreated
differently.Thesedifferencesaretheresultofdifferencesinresourcesthatareneededfor
production (specialized versus standardized resources); different qualities of products
(generic versus dedicated); and differences in uncertainty (real uncertainty versus
predictability)(seeTable2.3).





Table2.3:Worldsofproduction













Dedicated,
uncertainty

Specialized


TheInterpersonalWorld

Standardized


TheMarketworld



Generic,
predictability



TheWorldofInnovation



TheIndustrialworld

Criticalresourcesandcompetences
toproduceagood

Kindofproducts
demandedand
situationinwhich
productiontakesplace



Source:adaptedfromStorper(1997,p.111)


Itgoeswithoutsayingtheseidealtypes,likeallidealtypes,areneverfoundinreality.
AlsointheMarketWorldspecializedknowledgeisusedattimes,whileproducersinthe
 
6

Duranton and Storper show that “when a strong distinction is made between transport costs (i.e., the
‘physical’costs of a shipment) and trade costs (i.e., the sum of all the costs incurred to deliver a good to its
user, including in this case significant back and forth exchanges between the machine producer and its user), a
decline in transport costs need not imply a decrease in trade costs” (p. 294). They explain this via transaction
costs. As transport costs decline, exporters start to produce machines of higher quality for export that are more
dedicated or custom-made and need more trade services such as installation, after sales services, and training.
This increases trade costs. “When transport costs are sufficiently high, this quality effect more than offsets the
direct effect of lower transport costs” (idem).
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Interpersonal World and the Innovation Model (hereafter: World of Innovation) use
standardizedinputs.Butgenerallyspeaking,intheInterpersonalWorldandtheMarket
World,buyersaremuchlessuniformandmoredifferentiatedthanintheInnovationand
IndustrialWorld.
Storper’sworldsofproductionshowverydifferentpossibilitiesandconstraints
toincreaseprofitability.Inprinciple,theprofitabilityofafirmistheresultofthegross
profitdividedbyitscosts.Storper(1997,p.118)haswrittenthisdowninthefollowing
function.


r

EBE

K  AC  PC


where:
r

=profitability

EBE

=totalsurplusofgrossprofit

K

=fixedcapital

AC

=activecirculatingcapital(upstream,intermediate,andfinalstocksandshort



termcredittoclients)

PC

=passivecirculatingcapital(shorttermcreditsfromsuppliers)


Wecandeducefromthisfunctionthatthelevelsoffixedcapitalandcirculatingcapital
greatly influence profitability. This is especially true in a world of production with a
generic demand where in stock merchandise can absorb fluctuations in demand.
Stocking,however,increasestheamountofactivecirculatingcapital.Thisdoesnotseem
to be a good strategy in a dedicated market since there is a great risk that stocks will
neverbecompletelysoldoffsincetheyareonlysuitabletoaveryspecificanduncertain
demand. At the same time, when production capacity is not completely used, total
surplus of gross profit becomes lower. This is a problem for production worlds with a
dedicatedmarket.
Because of differences in demand, uncertainty, and means of production, in
different worlds of production firms compete in different ways, looking for new
innovations to stay ahead of competitors. We most often think of product innovations,
but process innovations are also possible. This latter type of innovation involves the
aforementioned value chain and how it is organized. It includes, amongst others, how
the propulsion of goods and trade are organized within it. This is of interest in this
research.Howcouldtradetheninfluencetheprofitabilityoffirmsinthechainandwhat
differentrolescanbeexpectedindifferentworldsofproduction?
ToanswerthequestionaboveIrefertoStorper’s(1997,p.120)overviewofthe
strengths and weaknesses of these different worlds of production. Trade can possibly
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influence these strengths and weaknesses in order to increase the profitability of the
chain.Table2.4givesanoverviewofthestrengthsandweaknessesoffirmsindifferent
worldsofproduction.Departingfromthesestrengthsandweaknesses,andwiththeaid
ofknowledgeabouttheuseoftradethatDeJong(1981)hasdescribedinhisDynamische
Markttheorie(DynamicMarketTheory),wecandeterminewhatthemaincontributionof
trade is in different worlds of production and the assets needed for this trade. This is
showninTable2.5.


In the Interpersonal World direct contacts between supplier and buyer are

important. Specialized resources become critical for delivering products that are
dedicatedtoaspecificbuyer.Tradecanplayarolehereasbrokerbetweenspecialized
supply and demand by adding customization, installation or training to goods. In this
waytradecanaddtotheproductscopeandvarietyproducerscanattain.However,this
can be a delicate task since this supposes substantial product and market knowledge
fromthetraderotherwisehe/shewillnotbeabletoseepossibilitiesavailabletobroaden
productscopeandvarietywiththegivenspecializedinputs.Whenthetradersucceeds
inthistask,thevolumeoftradecanincreaserelativetotheavailableproductioncapacity
(increasesalestoinstalledproductioncapacity),aswellasthevalueaddedrelativetothe
amount of labour. Trade can also play a role in lowering labour costs or installed
production capacity, by connecting the demand of different dedicated suppliers (of
goodstoendusers)tospecializedproductioncapacityavailableinlowercostareas.For
this not only is product and market knowledge important, but also cultural skills and
awareness to bridge knowledge gaps between demand and production in order to
transfer tacit knowledge needed for production. In this world of production the main
taskfortradethenistosearchfordedicatedmarketsforspecializedproductioncapacity
and/ortofindspecializedproductionforadedicateddemand.Whentradepursuesthe
latteritcantaketheformofcoordinationandcontrolofproductiontofulfilthewishesof
a dedicated demand. In this world of production contacts between production
(development)anddemandmostlikelyneedtobestrong.
IntheWorldofInnovations,inwhichproductsarestillnewanddonothavean
established market, competition takes place via learning and demand follows supply.
Market creation is essential in this phase. Companies often prefer serving a generic
market, using specialized inputs. It is not about finding customers with a very special
demand, but rather finding broad markets for a particular product. These demand
characteristics emerge at the start of the product life cycle, when a market is found or
createdforanewproduct.Whentheuseofaproductcanbebroadenedwithoutmaking
the product dedicated, costly investments in product development can be recouped
leading to steadily increasing profits. This can only be realized when a market grows
and one unit of labour yields higher profit with less capital needed per unit of sales.
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-

IndustrialWorld



-



-

WorldofInnovations

MarketWorld

InterpersonalWorld


Worldofproduction

Lowinstalledproductioncapacitytototalsales
Highvalueaddedtonumberofworkers
Lowlaborcoststovalueadded

Lowinstalledproductioncapacitytototalsales
Highvalueaddedtonumberofworkers

Highgrossmarginperunitsold
Notmuchcirculatingcapitaltosales
Highvalueaddedtonumberofworkers
Lowlaborcoststovalueadded

Highgrossmarginperunitsold
Notmuchcirculatingcapitaltosales
Highvalueaddedtofixedcapital
Lowfixedcoststonumberofworkers

Favourable




Source:adaptedfromStorper(1997,p.120)



Table2.4:Productionvaluesthataffectprofitabilityineachworldofproduction





-

-



-

-

-

-

Low gross margin per unit sold (result of high investment
andlaborcostsandcirculatingcapitalcosts)
Highcirculatingcapitaltosales
Highfixedcapitaltonumberofworkers
Lowvalueaddedtofixedcapital

Low gross margin per unit sold (result of high investment
andlaborcostsandcirculatingcapitalcosts)
Highcirculatingcapitaltosales
Highlaborcoststovalueadded

Highinstalledproductioncapacitytototalsales
Highfixedcapitaltonumberofworkers
Lowvalueaddedtofixedcapital

Highinstalledproductioncapacitytototalsales
Highlaborcoststovalueadded
Lowvalueaddedtonumberofworkers

Profitability
Unfavourable
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-

MarketWorld

IndustrialWorld

WorldofInnovation



InterpersonalWorld



-


-

-

-


-





Worldofproduction

Buyingandsellingatstock
Marketcreation/openingupnewmarketareas
Collection, distribution, stock management,
warehousingofgoods
(Organizationof)transportation
Handlingcustomsformalities

Market creation and safeguard of intellectual
property
Information intermediation between production and
market
Creation of trust through addition of guarantees,
training,andaftersalesservicestogoods

Speedingupthevaluechain
Collection,distribution
Buyingandsellingatorder
Creationofsalesorganization/market
Creation of trust through quality checks and
guaranteetogoods
Advertising
Coordinationofpartofthechain

Buyingandsellingatorder
Customization,installation,andtraining
Creationofsalesorganization

Maintradeservices

-

-

-


-

-



Table2.5:Maintradeservicesandassetsfortheseservicesindifferentworldsofproduction



Taxes
Marketknowledge
Physicalinfrastructure
Distributionknowledge
Laborcosts

Juridicalinfrastructureandknowledge
Productknowledge
Marketknowledge

Productknowledge
Marketknowledge
Cultural and language knowledge to bridge information
gapbetweenproductionanddemand
Organizationalskills
Transport and distribution infrastructure and knowledge
andcustomspractices

Productknowledge
Marketknowledge
Cultural and language knowledge to bridge information
gapbetweenproductionanddemand

Maintradeassets

Global trade and the Dutch hub

Tradecansupplantagrowingmarketbyopeningupgenericmarketsfornewproducts,
providing producers with information about demands in the market, and the market
with information regarding new product possibilities. Trade can also increase sales
margins by increasing consumer trust in a product (branding, warranties, etc.). In this
mannerthemarketforagivenproductcangrowwhilemarginsincrease.Tradeplaysa
roleasmarketcreatorinthisworldthroughadvertisingandtheadditionofvalueadded
information, training, and product guarantees. Trade can also help protect intellectual
property rights of producers when they enter new market geographies. Traderelated
taskswilloftenbeorganizedwithinacompanysincethesetasksarequitespecializedin
thisphaseoftheproductlifecycleanditcanbeverydifficulttofindtraderspossessing
enoughknowledgetoactasanintermediary(DeJong,1981).
Both in the Market World and in the Industrial World producers aim for
economiesofscale.IntheMarketWorld,wheredemandisuncertain,itisimportantto
keep product stock as small as possible in order to minimize storage costs and to
maximizeflexibilityforadaptationtochangesindemandinadedicatedmarket.Tokeep
productionlevelsashighaspossible,productshavetobedifferentiatedtimeandagain
(to open up new markets) or production has to react as fast as possible to changing
differentiated demands. Trade can play an important role here. Wholesale trade can
increase the use of production capacity by finding specialized markets for largescale
production.Thiscanbedonethroughthecreationofanimagetoaproduct(branding).
For a very standardized product like beer, a specific consumer market can be reached
throughthecreationofaspecificimagearoundaspecificbrand.Inthisway,production
doesnotdemandspecializedresources,whilstthemarketoftheproductsisdedicated.
Tradecanalsoincreasethevalueaddedtofixedcapitalbybrandingorbytheaddition
ofguaranteestogoods.Decreasingthereactiontimeofproductiontonewdemandsnot
onlyincreasesproductionlevels,butcanalsoincreaseproductvaluesincenewproduct
pricesareoftenhigherattheentryphaseoftheproductlifecycle.Speedingupthechain
canbeaccomplishedbyassumingcoordinationand/ormanagementofpartsofthevalue
chain.Forexample,designtasksororganizationofthesupplychainandtransportcan
beoutsourced.Whenspeedisoftheessence,fastandefficientcustomsareimportantfor
traders.
Another issue is high fixed capital cost to number of workers and installed
production capacity. Coordination of outsourcing by traders and buying and selling at
ordercandiminishthefixedcapitalratiotonumberofworkersordecreasetheinstalled
productioncapacityneededatabrandnamefirmwithoutitsownproductioncapacity.
Per unit sales margin is relatively high in the Market World. Trade can help increase
these margins for more standardized products in this world by bringing supply and
demand together at a large scale and redistributing standardized supply into smaller
mixed batches that can find their way to dedicated demand. The addition of
38
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customization in the form of packaging can also increase margins. When we suppose
that trade possesses superior market knowledge, uncertainty about demand is much
smallerfortradersthanforproducers.Thissuperiormarketknowledge,organizational
and (tacit) abilities (transportation and logistic infrastructure and knowledge, cultural
andlanguageskills)toquicklybridgebarriersbetween(cheap)standardizedproduction
and dedicated demand give trade its right to exist in the Market World. The superior
knowledgeandskillsoftraderscanthenresultinhigherlevelsofsales,amoreefficient
useofproductioncapacity,andhigherprofitmargins.
In the Industrial World trade does not look for dedicated demand, but rather
for generic product demand.Producers prefer maximized production capacity without
leading to large amounts of in stock merchandise, as thisleads to anincrease in active
circulatingcapital,decreasingprofitability.Therefore,atanytime,costsshouldbekept
aslowaspossiblethroughcheapertransportanddistribution,andlowercostlocations
fortheseactivities.Locallabourcostandtaxratesbecomeimportantfactorsforfirmsto
consider when deciding where to locate trade and distribution activities. Trade can
increase the costs in the Industrial World since markets are quite predictable, yet still
have ups and downs. Producers often face high circulating capital costs in the form of
unsold stock when markets are down. Trade can use stocking to own account and
speculation on future price developments in order to absorb demand fluctuations and
diminishcirculatingcapitalcosts.Examplesoftradeinthisworldofproductionarethe
futures markets for raw materials like oil, metals, or certain food products. Of course
trade can also increase possibilities for largescale production by opening up new
markets to producers. For example, a producer can use a trading company to reach a
marketwherehedoesnotwanttosetupasalesorganizationbutstillwishestosellhis
product. Branding also opens up new markets, however this introduces product
differentiation.Brandedproductsdifferentiatethemselvesfromotherproductsthrough
image to stimulate sales and get a higher per unit profit margin. As products gain
dedicatedmarkets,theybecomepartoftheMarketWorldandshouldnolongerbeseen
aspartoftheIndustrialWorld.IntheIndustrialWorld,then,importantskillsfortraders
becomebeingabletoforeseefuturedemandthroughmarketknowledge,aswellasstock
managementskillsforcollecting,warehousing,anddistributinggoodsappropriately.
To conclude, it seems likely that trade plays a different role in each world of
production.Whenthisisthecase,itisalsoprobablethateachtypeoftradenodeplaysa
differentroleindifferentworldofproduction,makingothertradeservicesinthatnode
moreimportant 7 .
 
7
For example, storage capacities might be an important asset of distribution nodes in the Industrial World
whereas the quick handling and customization of goods through value added activities might be the main asset
of such a node for Market World products. In the Interpersonal World the trade-network node might be
especially used to get access tot the very specialized supply networks of traders, whereas in the Market World
the quick response time that traders can achieve might be of greater relevance.
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2.4Theconcentrationandlocationoftradeactivitieswithinthevaluechain

Paragraph 2.2 has defined trade as a separate activity within a value chain and
paragraph2.3hasdefineditsrolefordifferentgoodsandmarkets.Thelinkoftradein
value chains has, in many cases, a tendency to concentrate in specific places. An
explanation for this tendency could be that characteristics of product, demand and
supplyoftenresultinthedevelopmentofonlyafewverylargetradecentres.Thiswill
be discussed in the next section. This explanation is not sufficient. To answer the
question of why certain places attract more trade than others it is important to know
what input is needed for trade services. Basically three things are important to bridge
property rights and the time and space of goods in the value chain. First a juridical
infrastructure is needed for crossing national juridical borders. These borders and
infrastructure are not held constant and often influence the location of trade. Second,
especiallywhentimelyphysicaldistributionofgoodsisneeded,physicalinfrastructure
is very important. Last, and basically all encompassing, knowledge is needed. For
example, knowledge of products and demand, knowledge to bridge cultural barriers,
and knowledge to organize legal ownership transfers are all needed. Places well
supplied with this knowledge base can be very attractive loci for international trade.
Knowledgeandinformationintradeissoimportantthatitneedssomeelaboration.This
willbegivenafterashortdiscussioninthenextsectiononthemechanismsinherentin
trade leading to its concentration. Subsequently, we will look at the location
characteristics that might attract and concentrate trade. Of course location factors
important to trade might be different depending on the services involved in trade. We
willlookatthisissueinthelastsectionofthischapter.
2.4.1Theconcentrationoftrade

The discrepancy between the variety of products demanded and offered and the
geographical scale at which both can meet is an important determinant of the
geographical scale of concentration of trade. The larger the discrepancy, the larger the
trade and distribution node will be. While the baker next door can deliver all kinds of
breads their customers ask for without the help of wholesale trade, the greengrocer
cannot.Justlikethefloristthegrocerneedsintermediatetrade,amarketorauction,or
theirowndirectlinkstomanydifferentfarmerstomeetyearrounddemandforbroad
and deep assortments of fruits and vegetables. Volatility in demand can also play an
importantrole.Intheoilmarkets,forexample,acombinationofmanysecondaryoroil
based byproducts following refinery and highly fluctuating supply and demand
rendersaprofitablemarketforintermediarytradersonvariousspotenergymarketslike
theRotterdamspotmarket.Inaddition,intermediaryagentsplayamajorroleinthefish
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industry,oneofthelargest,mostglobalizedvaluechainsintheworld.Fishcatchesare
highlyvolatile,varyingwidelyincomposition;bothproducersandsellersaremanifold.
Thekindofgoodatstakeplaysarole:forperishables,warehousesarelikelynotaslarge
andcentralizedasfornonperishablessincelongtermstoragedoesnotsuititemswith
shortshelvelives.However,coolingtechnologyandeverincreasingspeedsoftransport
createnewpossibilitiesforthecentralizationoftradeinperishables.
With respect to product characteristics, the ratio between value and weight is
important:theheaviertheproductcomparedtoitsvalue,thelessinternationaltradewill
takeplace.Companieswilltrytosetupproductionlinesindifferentdomesticmarkets
ormakecontractualagreementswithforeignfirmsforproductionincountriestowhich
they otherwise would have exported their product. Here we touch upon the issue of
entrance strategies of firms having an influence on the use of international wholesale
tradecenters.Marketcharacteristicsandespeciallymarketfailureplaysarolehere.For
example,impossibilitiesinexploitingeconomiesofscaleinproductionstimulatesfirms
to transfer goods across national boundaries within their own organization (Dunning,
1988, p. 43). Firm characteristics like degree of risk averseness, experience, size, and
frequency of transactions play a role in the market entry strategy decision of firms
(Veldman,2004).Theentrancestrategiesofindividualfirmsare,however,explanations
for trade we will not explore further or use in this study since they do not add to our
understandingofconcentrationoftradeanditsattachmenttospecificplaces.
2.4.2Knowledgeandinformationintrade

In the words of Jones (1998, p.2) trading companies ‘can be seen as knowledge and
information based organizations rather than capital based.’ As already mentioned above,
trading companies handle not only flows of material goods, but also flows of orders,
information, and money. For all of these flows different kinds of knowledge and
information are needed. Casson (1998) makes a distinction between routine and more
strategic information. Routine information is ‘information required for procurement and
distribution’ (idem p. 35). More strategic information ‘relates to the management of major
risksthatthecompanyfaces.(…)[T]heserelate,first,totheestimationoftheoveralldemandfor
intermediationintheproductsthecompanyhandles,and,second,totheopportunitytospeculate
on, or conversely the need to hedge against, movements in the price of goods that are passing
throughthecompany’shands’(Casson,1998,p.35).Anotherkindofstrategicinformation
might be information of the production sites and the knowledge needed to be able to
lowertherisksofdelaysindeliveryormistakesinproduction.


Yet another kind of information often mentioned as important strategically is

indepth product knowledge. Biglaisser (Biglaiser, 1993) has shown that intermediate
trade appears particularly when the quality of products at offer is difficult to asses.
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Tradersinvestintheirknowledgeofthatfieldtobecomespecialistsfortheassessmentof
product qualities. The idea of the importance of product knowledge (besides market
knowledge)fortradeintermediariesalsocomestotheforeinthestudiesofFeenstraand
Hanson(FeenstraandHanson,2004)whoshowthattradersinHongKongoftenresolve
informationalproblemsinexchange.‘HongKongmarkupsonreexportsofChinesegoodsare
higher for differentiated products, products with higher variance in export prices, and products
sent to China for further processing’ (Feenstra and Hanson, 2004, p. 3). This view on the
importance of knowledge is also supported by Petropoulou, (Petropoulou, 2005) who
concludes that information costs lead to the use of intermediaries. It is his expectation
that when information frictions disappear, intermediaries will also disappear in trade.
However,itisquestionableifthiswilleverhappen.Asthedescriptionofdevelopments
intradeintheNetherlandsinthenineteenthcenturybyJonkerandSluyterman(Jonker
and Sluyterman, 2000, see box 2.1 The changing role of trade) shows, information
friction can appear very suddenly when new products enter a market. During that
centurytheNetherlandslostalotofitstradebutindustrializationledtoarapidincrease
ofnewproducts,makingwholesaletradersimportantagaintoconvenientlyarrangeall
thesenewproducts.Anotherreasonfortheincreaseindemandforwholesaletradewas
that mass production and transportation had in fact increased the distance between
production and consumption. Wholesale trade with knowledge of production and
consumptionmarketscouldconnectboth.Wholesaletraderswereabletoopenmarkets
for producers who were much too busy with production for their expanding markets
(JonkerandSluyterman,2000,p.189).


Inshort,knowledgeiskeyfortradeandcrossesmanydifferentfields:financial,

administrative, product, and indepth market knowledge. Market knowledge includes
knowledgeaboutwhatisofferedanddemanded.Italsoincludesknowledgeabouthow
to operate in these different markets including how to create trusting business
relationshipsinordertolowerthetransactioncostsintrade.Everytradingcompanyhas
differentoperationsandoffersdifferentservices.Differentkindsofgoodsoftendemand
differenttradingroles.Therefore,wecanexpecttheknowledgeeachindividualtrading
companyusesinoperationstodifferinsomeextent.
2.4.3Locationfactorsattractivetointernationaltrade

Internationaltradecannotexistwithoutcertainphysicalandlegalstructures.However,
there are more factors attractive to international trade, including the aforementioned
developmentoftradeknowledge.Theconcentrationofthisknowledgeandthelocation
of related activities in close proximity can create trade clusters and locations that offer
advantages for firms involved in trade. All of these location factors attractive to
internationaltradewillbediscussedinthissection.
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Physicalcharacteristics
Physical factors and geographical circumstancescan be an attractive location factor for
trade. Trade centers often develop near seaports or a waterway to the sea. Of course
theseportconnectionsarepartlyalsotheresultofhumanactionandinvestment(e.g.to
dig a canal). Other manmade physical infrastructure supporting trade are highways,
railways, airports, and even high quality internet connections enabling electronic
trading. The first of these seem especially relevant to distribution nodes, although also
marketplace nodes might be very much dependent on these as products need to be
transportedtoandfromthemarketplace.Internetandotherinfrastructuresforelectronic
trade, such as connection to a fiber optics cable network, are probably also very
importanttothemarketplacenode.

Characteristicsoflegislation
Otherassetsinfluencingtradeflowsconsistoflegislation,rules,andtheirenforcement.
Legislation can create great location advantages such as low corporate taxes. Other
legislation, like strict environmental laws, can create location disadvantages. The
importance of legislation is reflected in international rankings of the most attractive
countries to locate; rules, legislation and practices in the field of taxation, labor, and
customsformalitiesanddutiesareoftentakenintoaccountintheselists(e.g.Arvisetal.,
2007, FedEx and International, 2007, NDL/HIDC, 2004b, NDL/HIDC, 2005a). Trade
agreements might also attract investments and trade. Countries that have trade
agreementswithalotofcountriesmightdevelopintoahubinwhichtradeagreements
with many countries overlap. Exporters in the hub country have an advantage over
exporters in other countries that do not have free access to so many foreign markets.
Additional production near this hubcouldbe cheaper sinceintermediate goodscan be
obtained at lower prices (Wonnacott, 1996). Singapore is a good example of such a
countrythathasdevelopedintoahubandhasgainedeconomicallyfromitsopennessto
trade(Feridhanusetyawan,2005,Rajanetal.,2003).However,legislationontheoriginof
goodsthatmostlyaccompaniestradeagreements(topreventexportersfromonecountry
tobypasstariffsbyexportingthroughathirdcountry)makestheadvantageofbeinga
hub less direct. Administrative surveillance and legislative puzzles on these rules of
origin,includinghowdifferenttradeagreementsmightbeusedandcombined,caneven
rise the costs of trade and limit freedoms to trade with countries with which no
agreement exists (Rajan et al., 2003, Feridhanusetyawan, 2005). However, one of the
mainpurposesoftradeagreementsistoincreasethevolumeoftradebyloweringcosts
(BaierandBergstrand,2006).Touchingontheaforementionedlegalmatterssurrouding
trade, institutional quality as expressed inter alia by the regulatory quality and rule of
lawhasapositiveinfluenceontradepatterns,asLinders(2006)hasshown.
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Locationalexternaleffects
Althoughlocationassetssuchaslegislationandphysicalcharacteristicscertainlyplaya
role,economicspecializationisoftenalsoexplainedwiththehelpoflocalizationtheory
that describes how a location of firms within the same or closely related industries in
each others vicinity gives these firms advantages (Malmberg and Maskell, 2002).
Mentionedbrieflyearlier,clusterliteratureispartofthistheory.Ithasmuchtosayabout
thewayinwhichafirm’ssurroundingscanbeadvantageousforitsfunctioninginterms
ofcosts,knowledgeandinnovation,increasingthecompetitivepowerofcompaniesata
specificplace.Theseinsightsexplaintheeconomicconcentrationofspecificindustriesin
specific places (see for example the work of Henry and Pinch, 2000, Lazerson, 1993,
Lazerson, 1995, Schmitz, 1992, Henry et al., 1996). However, this theory has also been
criticized as being a chaotic concept (Martin and Sunley, 2003) that is not clear in
defininggeographicalboundariesandscales,whichfirmscanbeseenaspartofthesame
industry,andthelinksbetweenfirmsintheclustersinvolved(MartinandSunley,2003).
InthisresearchIwillusetheexplanationsgiveninclusterandlocalizationliteratureand
research for the colocation of firms within the same industry (although it remains
unclearwhat‘thesame’meansexactly).Iidentifyfourgroupsofargumentstoexplain
advantages created by proximity of firms in the same industry: economies of scale,
transactional efficiencies, knowledge spillovers and development, and labor market
effects.
In the first group I include the basic argument of Alfred Marshall that “the
concentration of firms in close geographical proximity within ‘industrial districts’ allowed all
firmstoenjoythebenefitsoflargescaleindustrialproduction” (Newlands, 2003).Production
engrosseismoreefficientandcheaperthanproductionofsmallnumbersanditcreates
productsofbetterquality.Throughcolocation,economiesofscaleinternaltothefirmin
the form of operational efficiencies become external economies of scale in the form of
lowerprices(Krugman,1991).Examplesoftheefficiencygeneratedbycolocationofthe
samekindsoffirmsthattogethercreatealargemarketforspecializedservicesarelower
transportation costs and possibilities for developing specialized transportation when
trucks are shared through a logisitic service provider, or more efficient and skilled
customs clearance when performed by a specialized service provider for individual
firms.Marshall’sargumentontheadvantagesofcolocationincludedalsoideasonthe
cooperation between firms enabled by it. This idea resurfaces in the second two
advantagescreatedbycolocation:transactionalefficienciesandknowledgespillovers.
The second argument states that proximity to each within a local system can
resultinaspecificculture,orlocalwaysofdoingthingsthatlowercostsfortransactions.
Localreputationthatpreventsopportunisticbehaviourisanexample.AminandThrift
(1994) have used the term institutional thickness to describe the many local insitutions
suchasfirms,financialinstitutions,localgovernment,chambersofcommerce,workers
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organizations, etcetera that frequently interact and stimulate, inter alia, the innovation
andadaptationcapacitiesofcompaniesandspecificregions.Storper(1997)referstothe
waysofdoingthingsthatmaketransactioncostslowerasconventions.Institutionsarea
special form of conventions for him: those that are a formal rule. Formal institutions,
then,needtohavea‘soft’,conventionalfoundationtobesuccesful.Manyotherauthors,
however, also include informal rules in their description of institutions. Amable (2003)
describes them as socially shared rules that provide information about one’s own and
others’ behaviour and in the words of Zijderveld (2001) institutions are ‘patterns of
behaviour,traditionalwaysofacting,thinkingandfeeling’(Zijderveld,2001,p.22).Hemakes
adistinctionbetweeninstitutionsandorganizations.Tobeclear,weshouldthenmakea
distinction between informal institutions (or conventions), formal institutions (rules,
laws, and prescriptions that can be enforced), and organizations (in which both formal
and informal institutions operate). A well known case in which local institutions and
conventionsplayedamajorroleinloweringriskandincreasingtrustintransactionsis
that of the Third Italy 8 . In the clothing district of Modena, when designer firms
outsource production, there is no contract needed to prevent producers from leaking
information on designs to other producers: it is simply the convention not to do so
(Lazerson, 1995). This makes outsourcing a lot cheaper than if there were no such a
conventionoftrustwithinthedistrictandcontractswouldhavebeenneededtoprotect
designs.
Thethirdargumentisbasedontheideathatwhencompaniesarelocatedclose
toeachotherandthereisapossiblitiyforfrequentfacetofacecontactonaformaland
informal basis, codified and tacit knowledge can easily circulate from company to
company.Thisgivesfirmswithinaknowledgeclusteradvantagesoverfirmsoutsideof
thecluserandstimulatesthedevelopmentoffurtherknowledge(seeforexampleBathelt
et al., 2004, Malmberg, 2003, Malmberg and Maskell, 2002, Storper, 1992). This is, of
course, also stimulated by local institutions (formal and informal) that help the
disseminationandunderstandingoftacitknowledge.Alsoinliteraturesoncommunities
ofpracticeinformalknowledgeisanimportantissue.However,inthisliteratureitisnot
so much colocation but rather organizational or social proximity that is taken into
account when understanding how knoweldge is developed an circulates (Amin and
Cohendet, 2000, Brown and Duguid, 1991, Lam, 2000, Brown and Duguid, 2001). But
whenthetwogotoghether,geographicalproximitymightleadtoknowledgeexchange
inlocalcommunitiesofpractice.

 
8

The Third Italy refers to regions of the North East (Veneto, Friuli), Emilia and Central Italy (Tuscany,
Marches). This region has a lot of attention from economic geographers and sociologists because of its
economic success in the 1980s based on flexible specialization. The industrial structure of the region is
characterized by mall family-owned enterprises operating in a dense network of outsourcing.
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As discussed in an earlier section, strategic knowledge about demand and
supplyandqualitiesofgoodsisveryimportanttotrade.Atraderhastoknowwhatthe
issuesarelikeindifferentmarkets.Thatrequiresthetradertobeclosetothesemarkets
knowingitisimpossibletobeneartoeverymarket.

“The typical trading company does not have sufficient personnel to monitor
all these sources [of strategic information m.l.] at first hand. Its strategy is
thereforetodevelopanetworkofcontactsthroughwhichmuchoftherelevant
informationcanbeobtainedatsecondhand.Someofthesecontactsmaybeof
a personal and confidential nature, but others may simply involve scanning
newspapers,journals,andotherimpersonalsourcesofpublishedinformation.”
(Casson,1998,pp.3536)

Concentration of markets may then be efficient for traders. Also temporary
concentrationssuchastradefairs,conventions,andotherprofessionalgatheringsarean
exampleoftheefficiencyofconcetratedmarketplacesfortheexchangeofinformation.
They can be seen as a vehicle for the existence and creation of nonlocal knowledge
communities: temporary clusters make it possible for firms to learn from interaction
withnormallydistantsuppliers,customers,peersandrivals.(Maskelletal.,2004).They
enableaccesstodistantmarketsand

“integratelocalandglobalcommunicationflowsandconnectdistantpockets
of knowledge in different parts of the world. […] They do not replace,
however,thestableandcontinuousformsofknowledgecreationinpermanent
clusters.”(idem,p.5)




Thelastargumentstatesthatwhencompaniesareclosetoeachother,laborcanswitch
easier from company to company and people will be more inclined to invest in their
skills because they are more certain to get a higher return on the investment. This
investment not only strengthens the position of labor itself, but also the knowledge
developmentandadvantageofaregion(Glaeser,1998).
2.4.4Locationfactorsimportanttodifferentkindsoftradeservices

The importance of the location factors mentioned above might vary with world of
productionandtradeservicesatstake.Thishasanimportantimplication,namely,that
with changing supply or demand characteristics, the assets of a trade region might
become obsolete and the attachment of trade activities to a place might diminish.
Physical infrastructure and customs practices are most important when it comes to the
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distribution services added in trade. Juridical infrastructures and trade agreements are
the basis for trust and influence the transaction costs in the exchange of ownership of
goods.Butlocalavailablemarketknowledgeisalsocentraltotheexecutionofcoretrade
services.Finally,laborcostsseemtobemorerelevantwhenitcomestolaborintensive
services such as transportation, warehousing and value added logistics (e.g.
(re)packagingofgoods).Table2.6givesanoverviewofpossiblelocationfactorsthatare
important for different trade services. It does not do so exhaustively, but serves as an
exampleofthelocationfactorsthatmightbeimportantfordifferentkindsofservices.At
topofthis,itmightdifferformonetoanohtertypeoftradenodewhichlocationfactors
aremostrelevant:tradelegislationmightbemorecentraltothemarketplacenodethan
to the tradenetwork node, and customs practices seem to be more decisive for
distributionnodesthanfortradenetworknodes.
Inparagraph2.3theseserviceshavebeenrelatedtotheworldsofproduction.
Each world has its own specific mix of services that seem to be most important.
Therefore, in each world other location factors seem to be most important to
accommodate trade. To explain the attachment of trade to the Netherlands, the
descriptive part of the empirical study will look for the presence in theNetherlands of
thelocationfactorsmentionedinthissectionandhowtheyarerelatedtotheworldsof
production and services included in the international trade of goods through the
Netherlands.


Table2.6:Locationfactorsimportantfordifferenttradeservices


Typeoftradeservice


Coretradeservice

Distributionservice

Semiproduction

Mainlocationfactors





-

Juridicalinfrastructureandtrade
agreements
Culturalandlanguageknowledge
Marketknowledge
Physicalinfrastructure
Customspractices
Distribution/logisticknowledge
Laborcosts

-

Productknowledge
Laborcosts
Importprocessingrules&practices

-
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2.5Territorialspecificiy
2.5.1Territorialization

InthepreviousparagraphIhaveonlymentionedconcentrationandlocationfactorsfor
different trade activities to a specific place. But if we want to understand how strong
thesefactorsattachtradetoaspecificplace–whetherornottheyareabletoconcentrate
tradeataspecificplaceandembedtheminsuchawaythattheycanhardlyberelocated
– we have to look for more than location factors in relation to product characteristics.
What emerges is what Storper has called territorialization. Storper (Storper, 1997)
introducesthisconcepttodescribeasituationinwhicheconomicactivitiesare‘dependent
onterritoriallyspecificresources’ (Storper 1997, p. 170). There are many reasons that can
lead to the concentration of certain activities in a specific place. However, to say that
activities are concentrated is not the same as to say that they are territorialized in the
way Storper explains this concept. For him: ‘The essential condition of territorialization is
thattheactivitybedependentonresourceswithspecificitiesthatarestronglyterritorializedand
wherethesupplyoftheseresourcesissubjecttoimportantinelasticities’(Storper1997,p.179).
Theoppositecaseofaterritorializedeconomyisthecaseinwhichplacecanbeplayed
off.Storpercallsthisapurefloweconomy.‘Theessentialconditionforapurefloweconomyis
that a location offer only those factors of production that could potentially be substituted by a
largenumberofotherlocations’(Storper1997,p.178).
Territorialization then is different to agglomeration, localization and
urbanizationeffectsingeneral.Itrelatesonlytothosecasesinwhichthesedevelopments
lead to assets that are specific to the area at stake and are not available in many other
places. The locational substitutability of these assets is low. Based on this idea a
distinctioncanbemadebetweenproductionsystemsthatareterritorializedandsystems
thatarenot(assetsareeasytosubstituteforgeographically).Thelatterareinthewords
ofStorper,pureflowsubstitutioneconomies.Thesecanbeseenasinternationalproduction
systems in which places compete against each other on easily replicable production
factors such as labor costs or legislation. Attachment to a specific place is in this case
onlytemporary,basedonbusinesseconomicconsiderationssuchassunkcostsorcosts
of operation but not on territorialized external effects. In the words of Jessop (1998)
regionsthatenterintothiskindofcompetitionfollowaweakcompetitivestrategy.Ina
pure territorial economy the opposite is the case: territorialized assets (external
advantages) keep activities attached to a location, leading to a strong competitive
strategybecauseitisdifficultforotherstoimitate.
Territorialization can be the result of the availability of specific natural
resources, but it could also be the result of ‘assetsthatareavailableonlyinthecontextof
certain interorganizational or firmmarket relationships that necessarily involve geographical
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proximity, or where relations of proximity are markedly more efficient than other ways of
generatingtheseassetspecificities’(Storper1997,p.170).Thislatterkindofassetdoesnot
appear out of the blue but often develops in time as assets become regionally specific
and relational in an evolutionary process. In this way regionally specific worlds of
productiondevelopthathavetheirown‘conventions,rulesandotherpractices’or‘regional
specificrelationalassets’(Storper,1997,p.76).
Territorialized assets lead to geographical monopolies. Territorialized assets
canbeseenasnewcombinationsasdescribedbySchumpeter,(Schumpeter,1934(reprint
1980))sincetheyaretheresultofthecombinationofpossibilitiesataspecificplaceina
geographicallyuniqueway.TerhorstandTordoirhavecalledthisthemonopolypower
of place (Terhorst and Tordoir, 2006). In Schumpeter’s view, development is about
‘employingexistingresourcesinadifferentway,indoingnewthingswiththem,irrespectiveof
whetherthoseresourcesincreaseornot(Schumpeter,1934(reprint1980),p.68).Assoonas
thesamedevelopments(imitation)ornewdevelopmentsstartoffatotherlocationsand
make obsolete the monopoly assets of the first location, this first location will lose its
monopolyposition.Thismeansthatterritorializedassetsandpossiblemonopolypowers
resultingfromthemarealwaysonlytemporaryincharacter.Asanillustration,wecould
taketheSwissJura.Thisareahasbeentheworld’snumberonewatchmaker:therewas
no other area with a comparable technical knowledge base for mechanical precision
work. All kinds of organizations such as contests in watch making and awards,
stimulated the continued learning and innovation in the field, to stay ahead of
competitors abroad. However, at a certain point in time a new technique for watch
making was developed, digital instead of mechanical, and not in Switzerland, but
abroad.TheSwisswerethennotabletoadoptthisnewtechniqueandlosttheirposition
asworldleadersofwatchmaking(Glasmeier,1994,Landes,1979).Anexamplelikethis
shows that a territorialized asset, in this case local knowledge and knowhow on
mechanicalwatchmaking,canloseitsvalueandisneverstaticincharacter.Thereforeit
is important that an areais able to adapt to new circumstances. Storper(Storper, 1997)
describesthisastheadaptivecapabilityofregions.
So what we have to keep in mind in this research is that assets important for
tradeandpresentataparticularplacearenotnecessarilyterritorializedassets,orassets
notavailableelsewhereanddifficulttoimitate.Tobeabletounderstandtheembedding
of trade to a place we have to distinguish territorialized assets from nonterritorialized
assets.Twothingsarethenimportanttotakeintoaccount:first,thedevelopmentpathof
these assets, and, second, the institutional context in which these assets have been
developedoronwhichtheydepend.
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2.5.2Developmentofterritorialization:assetsandpathdependence

Concentration can be both a result of territorial assets and the generator of such assets
(Storper1997,p.180).Amoreorlessaccidentalconcentrationofrelatedactivitiesmay,
beyond a certain threshold, generate scale economies, consequently attracting more
related activities. This is the idea of cumulative causation developed by Myrdal in the
1950s. In this way territorial assets are the result of concentration. Concentration of
productionmayalsostartwithterritorialassetsthatappeartobefavorabletoaspecific
economic activity. This is an important notion since it implies we must search for
explanations for the existence of certain assets both in history before an industry was
concentrated somewhere and as a result of concentration itself. This is a notion well
developedinevolutionaryeconomics;itisthenotionofpathdependence.


Within evolutionary economics the spatial pattern of an industry is at first

instable. Over time a more stable pattern establishes (Boschma et al., 2002). This is the
result of mechanisms ofchanceleading to pathdependent developments such as spin
offs and processes of cumulative causation that generate agglomeration advantages,
such as superior physical infrastructure connections, a local network of specialized
suppliers, local knowledge spillovers, and other territorialized assets. There may be
areaswithamuchbetterstartingpositionforaspecificindustry,butthisdoesnotmean
thatanindustrywillnecessarilyconcentratethere.Itmightbeamatterofchancewhere
processes of cumulative causation can first develop or where more spinoffs appear.
Firmsarenotpassiveactors;theycanmovetoanotherlocationwhenaspecificlocation
does not satisfy their needs.They can alsodevelop andcreate the favorableconditions
theyneed,andinthisway,stimulatefurtherdevelopmentsinthatindustry(Boschmaet
al.,2002).Sotounderstandthecurrentspatialpatternofanindustrywehavetolookat
the distribution of assets and the industry itself in the course of time, as well as the
mechanisms through which these assets and the spatial distribution of that industry
havedeveloped.Keyprocessestokeepinmindarespinoffsandcumulativecausation.
Withthisinmind,weshouldalsotakeintoaccounttheroleofgovernmentinvestments
thatcreatefavorablestartingpositionsforindustriesandmightstandatthebasisofasset
developments.


Of course the spatial distribution of an industry never becomes stable in the

sense that a time never arrives where no changes occur. With technical and
organizational innovations territorial assets may loose their value and new locations
maygainanopportunitytodevelopasacentreforaspecificindustry,asisshownbythe
earlier example of watch making in the Swiss Jura. In evolutionary terms a windowof
locationalopportunity opens up (Boschma et al., 2002). Triggers might be new demands
that make old industries obsolete and create new opportunities. In addition, a new
techniquetowhichanindustrycannotadaptquicklyenoughcanleadtoitsdeclineand
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the rise of new industrial areas. But the productive environment of an area may also
favor new developments through the presence of, for example, highly educated labor,
theavailabilityofcapitalorcertainrawmaterials.Inthiswayacontinuedpositionatthe
forefront of an industry may be safeguarded for a region. Windows of locational
opportunities do not necessarily lead to the development of new industrial places
(chance always plays a role) but can. Over time, however, a window of locational
opportunityclosesandthespatialpatternofanindustrystaysrelativelystableuntilnew
developments in an industry or in the market open new windows of locational
opportunities(Boschmaetal.,2002).


With respect to the concentration and territorialization of trade and

distribution, evolutionary reasoning leads us to think about opportunities for the
developmentofanindustryinthepastthathavecreatedadvantagesuntiltoday.Italso
makes us aware of possible processes and developments that may make current assets
obsoleteoropenwindowsofopportunitiesforotherplaces.
2.5.3Territorialization:multilevelinstitutionalcomplementaritiesofassets

Asalreadymentionedabove,territorializationinvolvesassetsthatareonlyavailableata
specificplacepartlyasaresultofspecificinterorganisationalandfirmmarketrelations
thatneedgeographicalproximitytoexist.Thisideacomesclosetotheideasdeveloped
in the geographical literature on clusters, learning regions and innovative milieus that
have been mentioned earlier in this chapter. This literature develops the idea that
geographicalproximityisimportantforthecirculationanddevelopmentofknowledge.
Local tacit knowledge is especially believed to create competitive advantages to local
firms visàvis nonlocal competitors. One way proximity stimulates knowledge
exchangeisbyenablinginformalcontactsbetweenemployeesoflocalfirmsandliterally
enabling intercompetitor spying (Pinch and Henry, 1999). Cultural homogeneity can
alsostimulatelocalknowledgeexchange.Apartfromthat,clusterliteraturepointstothe
factthatwhenstrongsocialrelationsexistandreputationisimportant,transactionsare
facilitated by less complex and costly contracts. The well known example of the Third
Italysupportsthisideaoftheimportanceoflocalcharacteristicsverywell(Crouchand
Streeck,1997,p.14).Inshort:proximitymatters.
However,itisfartoolimitedtolookonlyatlocalcharacteristicsandrelations
to explain knowledge advantages. It is also too limiting to only take knowledge
advantagesintoaccountasaresultofformalandinformalinstitutions.Withrespectto
thefirst:BatheltandGlückler(2005)maintainthatitisveryimportantforlocalclusters
to absorb knowledge about technological and strategic developments in other
(competing)areas.Todoso,aclusterneedstodevelopacommoninstitutionalbasewith
other areas, for example, through the structure of a multinational. Frequent contact
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withinnonlocalrelationsofexchangeandoutsourcing,canalsocreatestrongrelations
andtheabilitytosharetacitknowledge,ashasbeendocumentedfortheregionofBaden
Württemberg(GrotzandBraun,1997).IntheopinionofTerhorst(2009)clusterliterature
is too focused on the horizontal complementary nature of institutions within a local
context – such as conventions on knowledge sharing, trust, and transacting – while
institutions at other scales and vertical relations and complementarities are important.
Theyarenotonlyimportantforcreatingassetsrelatedtoknowledgeandinnovation,but
also to other assets such as flexibility in production. In particular the combination and
complementarities of these institutions can create unique assets that strongly attach a
specificindustrytoaplace.TheexampleoftheThirdItalycanillustratethispoint.
IntheThirdItalycomplimentaryexchangerelationsareimportant:peopletend
totrusteachother,contractsareseldommade,andfirmsdonotincreasepricesmuchin
busy times, as they do not lower them during downturns. All of these institutions are
supportedbyfamilyrelationsandasupportingsmallenterprisestructureconsistingof
family members (Lazerson, 1993, Lazerson, 1995). These conventions enable these
companiestoworkflexibly,reducingcosts.Theassetsmentionedareaclearexampleof
locallyorregionallyterritorializedassets.Acloserlookatthesituation,however,shifts
ourunderstandingoftheassetsoftheThirdItaly.Theregionalfunctioningandsuccess
ofsmallenterprisesintheThirdItalyisalsotheresultofinstitutionsandconventionsat
otherspatiallevels.Nationalpolicyhascreatedsubsidesandexemptedsmallenterprises
fromcertainlegislation(CrouchandStreeck,1997,p.14).Tounderstandthecompetitive
advantage of small enterprises here, insight into the political and policy practice is
necessary.Althoughalotoflegislationiscreatedatthenationallevel,implementationat
thelocallevelisoftenverypoor.Thereisa‘dualitybetweenthe‘overt’aspectoftheItalian
institutionalenvironment–[…]–andthemore‘covert’aspectoftheirinadequacywhichenables
constraints to be circumvented’ (Regini, 1997, p. 106). Small enterprises can particularly
take advantage of this institutional environment: they are much more able to find
flexiblesolutionswithinanuncertainlegislativeenvironmentinconsultationwithlocal
officialsthanlargecompanies.InthewordsofRegini(1997)Italyischaracterisedbyan
‘interweaving between weak institutional regulation and effective but unstable voluntaristic
regulation’ (idem p. 107). The lack of institutional regulation exists particularly at the
nationallevel,whilevoluntaristicregulationispresentatamuchlowerlevel.
This example illustrates that the functioning and competitiveness of a region
and its economy are also dependent on institutions at other levels, especially when
institutions at different scales are complementary and reinforcing, a specific region
mightbecomeveryattractiveandcompetitiveforaspecificindustry.
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2.5.4Nationallevelinstitutions

When we look at institutions at the national level, we find literature on varieties of
capitalismandbusinesssystemsthatstudiesthecomplimentarynatureofinstitutionson
a national level. Complementarity means that the presence ofone institution,increases
the efficiency of another (Amable, 2003, p. 6). This makes it difficult to assess the
efficiencyofjustoneinstitution,sinceitisalwaysinterconnectedtoanother.Incaseof
institutionalcomplementaritiesdifferentpartsofasysteminfluenceeachothertojointly
create a specific result (see for example Crouch and Streeck, 1997, Hollingsworth and
Boyer,1997).HollingsworthandBoyer(1997)lookatthestructuresoforganizationsin
different countries (more egalitarian or more hierarchical), rules for transactions, and
how individual and collective compliance is exerted. This comes to six types of
institutionalarrangements.Companiesareembeddedinanenvironmentconsistingofa
combination of different arrangements each supporting a different kind of production.
In some arrangements large volume production might flourish, whilst others might be
favorable to small batches. Some arrangements make quick adaptation to new
circumstances possible, while others do not. Some arrangements might stimulate
competition on quality, while others compete on price. For example, the WestGerman
system, with high labour costs and sociallybounded labour markets, has stimulated
companies to compete on quality instead of price, nationally and internationally
(Streeck, 1997). Competition on quality is supported by labour organizations and
business associations when they work together to improve the staff education levels,
technology, products, or the organization of work flows (idem). In contrast to the
German case, with an extensive system of on the job training, longterm loans from
banks, fewer job changes by labour, and incremental innovations, the USA is
characterized by shareholder capitalism focussed on shortterm gains. Job changes are
frequent, and the strength of American companies lies in their ability to create real
innovations.Longertermproductimprovementsaregenerallynotthespecialityofthese
companies(Streeck,1997,Hollingsworth,1997).
Terhorst (2009) highlights that within the varieties of capitalism literature, just
like with cluster literature, little attention has been paid to the vertical complementary
natureofinstitutions.Capitalismliteraturehasmainlyfocusedonthecomplementarities
ofnationalinstitutions.AccordingtoTerhorst,itisalsoimportanttopayattentiontothe
verticalcomplementaritiesofnational,regional,and/orlocalinstitutions,includinghow
theseinstitutionsareintertwinedwitheachother.Hestressesthisimportancebystating
thatthemoreintegratedinstitutionsareatdifferentlevels,thestrongerthecompetitive
powerofanareais(Terhorst,2009).Therefore,itisimportantwenotonlylookatalocal
productionsystemtoexplainitsassetsandtoinvestigateterritorialisation.Wealsohave
to analyse institutional structures present at the regional, national, or supranational
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levels,whichontheirownorintandem,createterritorializedassetsaddingpositivelyto
the functioning and competitiveness of a regional economy, and in our case, the
attachmentoftrade.


2.6Territorializedproductionsystemsandinternationalinteraction

The last piece of the analytical framework consists of value chain characteristics.
Although an international trade node can be highly dependent on territorially specific
resources, relations with other places and areas are essential. In other words: flows
transecttradenodes.

2.6.1Governanceinglobalvaluechains

The way in which a value chain is organized adds to the geographical attachment of
value chain links. Connections between network or value chain members (the
architecture, durability, and stability of relations) not only determine the individual
networkattachmentofagents,butalsothestructureandevolutionofthenetworkitself
(Hendersonetal., 2002, p. 543). Different relationships between actorsin a value chain
are possible. Gereffi et al. (2005) have distinguished five types of coordination of
transactions between links in value chains: market, modular, relational, captive and
hierarchic. These governance types in transactions differ on two basic points. First, the
balanceofpowerbetweentheactorsinvolvedinatransaction,aswellasthedegreeof
explicit coordination is different in each type of governance. Second, the governance
types differ with respect to the type of information exchanged in the relationship, the
complexityofthetransactionandtheabilitytocodifythetransaction(seeTable2.7).


Table2.7Keydeterminantsofglobalvaluechaingovernance


Governance
type
Market
Modular
Relational
Captive
Hierarchy

Complexity
of
transactions
Low
High
High
High
High

Source:Gereffietal.(2005,p.87)



54



Abilityto
codify
transactions
High
High
Low
High
Low

Capabilitiesin
thesupplybase
High
High
High
Low
Low

Degreeofexplicit
coordinationandpower
asymmetry
Low



High
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In principle, price is the only type of information exchanged in a market.

Products are generally straightforward so their qualities are clear from the outset and
there is no need to make contracts with agreements of specifications. Transaction
partnersareequaltoeachother.Itisveryeasyforthemtoswitchsuppliersorforbuyers
tohavemorethanoneatthesametime.Thelatterisalsothecaseinamodularrelation.
Atthesametime,inamodularrelationthereisslightlymorepoweronthesideofthe
buyersincethesupplierneedstodeliverproductstothecodifiedspecificationsgivenby
thebuyer.However,theresponsibilityfortheproductionprocessalwaysstayswiththe
supplier.
Inthecaseofrelationalgovernanceoftransactions,mutualdependenceismuch
greater. Not only codified, but also tacit knowledge is exchanged. This kind of
relationshipisfoundespeciallyincaseswherecodificationoftransactionsisimpossible.
Social relations with their conventions of trust and reputation make it possible to
exchangetacitinformationwithrelativelylowcosts.Inthecaseofcaptivegovernanceof
relations,powerismostlyconcentratedatthebuyer.Thebuyersetsthetermstowhicha
product should be produced. The terms are delivered at the supplier in codified form
buttransactionsarestillcomplexsincethecapabilitiesofthesupplierarenotveryhigh,
requiring the buyer to give many specifications to the supplier to enable delivery of
products the buyers wants. Lastly, in hierarchical governance of transactions,
codificationoftransactioninformationisdifficult.Thereforethesupplysideiscontrolled
bythedemandside.Thedemandsidehasorganizedthesupplyinitsowncompany;itis
vertically integrated. It is important to look at these governance types in order to
understandthepositionofgeographicalareaswithinglobalvaluechains.


Thedegreetowhichanactivitywithinavaluechainisembeddedinaspecific

location is different for different governance types. It depends on the degree to which
territorialized assets are important to perform the activities of this link, the degree to
whichinvestmentsinsocialrelationsareimportanttoaccomplishtransactions,andthe
degree to which investmentsin equipment and staff bounded to aspecificlocation are
important (see Table 2.8). The geographical embedding of links in this table is not the
sameasterritorializationsinceevenwithoutanykindofterritorializedassets,somekind
of (temporary) geographical attachment exists (e.g. when a lead firm has invested in a
location).Theycouldhavemadetheseinvestmentsanywhere(noterritorialization)but
oncemade,sunkcostsfixactivitiestothisplace.Geographicalembeddingistheresultof
the strength and importance of territorialized capabilities, shared conventions and
institutionsintransactions,andtheinvestmentsbyaleadfirminalocation.
Whenthereisarelationallinkinthevaluechain,capabilitiesinthesupplybase
are high. These capabilities might be highly territorialized. If so, this adds to the
geographical embedding of this link in the chain. Also existing social relations with
sharedconventionsandinstitutionsmightaddtothegeographicalembedding.
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Table2.8:Thekeydeterminantsofgeographicalembeddingoflinksinvaluechainswith
differentgovernancetypes


Governance
type

Relational
Modular
Market
Hierarchy
Captive

Importanceof
territorialized
capabilities

+
+
+



Importanceof
shared
conventionsand
institutionsin
transaction
+
+/




Importanceof
investmentsin
locationbya
leadfirm

Strengthof
geographical
embedding




+
+/

Strong



Weak



These conventions and institutions are a kind of network knowledge that is built up
through personal experience. Workers may take this experience with them when
changingjobs,andinthisway,spreadthisknowledgegeographically.However,inthe
words of Malmberg (Malmberg, 2003, pp. 154155) “restricted mobility (or even spatial
fixity)ofpeople” can keep this network knowledge geographically concentrated and fix
thegeographicalstructureoftwodistantlinksinthevaluechain.
The importance of investments in the location by foreign lead firms, does not
seemtobegreatinthecaseofrelationalaswellasmodulargovernance,sinceinthese
cases capabilities at the supply base are high. However, investments in social relations
can be seen as very big in the case of relational governance, and even in modular and
market relations conventions are not absent altogether (Brown and Duguid, 1991).
Modular and market relations theoretically don’t include intense social contact since
transactionrelatedinformationisbasicallypriceinformation.Otherinformationneeded
can easily be codified.However, the codification used, needs to be understood. In that
sense, some kind of shared conventions are still needed in a modular and to a lesser
extent also in market transactions. In case of relational and hierarich governance these
investmentsinunderstandingmayevenbelargerascodificationoftransactionsisvery
difficult. The need for more or less specific shared conventions to enable transactions
means that every transactional relation implies a kind of investment in building or
understaning these conventions. In the case of a hierarchy these investments become
more prominent as it includes formal training, acclimating employees to corporate
culture,andtrainingforspecifictasks.Ofcoursethisformallearningmightalsoresultin
informally shared conventions as employees become part of a professional community
ofpractice(BrownandDuguid,1991),butthedifferenceisthatwithinahierarchyalot
ofwaysofdoingthingsareindeendbackedbyformalhierarchicalauthority.Inthecase
of all other types of governance, exchanges cannot be compeled by a hierarchical
authority. Hierarchical governance presupposes direct investmentsin people, building,
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andmachinery.Thesunkcostforinvestmentsinpeopleandcapitalgoodscreate,atleast
atemporaryembeddinginalocation.Inthecaseofcaptivegovernanceofrelations,less
investmentinthelocationisexpectedtobepresent.Thecapabilitiesatthesupplybase
arelow,buttransactionsareeasytocodify.Therefore,littleknowledgeisneededatthe
supply base. However, some investment might take place, for example to learn the
supply base how to read and understand the codification of transactions the lead firm
uses. This eventually creates some sunk costs when the lead firm changes its supply
base. To conclude, to understand the relation between the trade node and the wider
value chain, it is important to take the investments in and existence of shared
conventionsintoaccountastheyinfluencetheembeddingoftraderelations.
Firms almost always have relations in two directions into the value chain:
upstreamanddownstream.Itispossiblethattherelationstheyhavewiththeirsupply
side are different from demand side relations. The combination of the relations of a
regionaleconomy,withsupplyanddemandinthevaluechainatotherlocations,helps
createthepositionofaregionaleconomy.Whenaregionhas,forexample,ahierarchic
or a captive relation with demand, it is clear its position is not very strong. Its
capabilitiesarenotveryhighanditisrelativelyeasyforthedemandsidetoshiftorders
toadifferentlocationinsearchforthemostfavorableproductionconditions.Inthecase
ofmarketorrelationalgovernance,thisappearstobemoredifficultsincewithrelational
governanceoftransactions,trust,andconventionsbuiltupoveryearsareimportantto
settletransactions.Thereforeadependenthierarchicorcaptiverelationtootherpartsin
thevaluechaininvolvesaweakerpositioninthechainthanarelationalinteraction.The
weaknessofasupplierpositioninamarketormodularexchangerelationshipcomesnot
so much from the lack of territorialized capabilities and assets (these can be, on the
contrary, very high), but from the fact that if there are no such territorialized assets
involved,itismucheasierforthedemandsidetochangetoanewsupplierelsewhere;
the costs to do so are relatively low. Here the strength of the supply side really has to
come from territorialized assets: that is what geographically attaches a value chain. A
hierarchicorcaptiverelationtowardsaleadfirmelsewheredoesnotnecessarilyimply
aneasyshifttonewlocationsintheshortterm.Althoughcapabilitiesinthesupplybase
are low, the lead firm might have investedquite a bit of knowledge andequipment in
the supply side. In the short term, sunk costs related to relocation of supply keep
activities at a location. Nevertheless, lead firms will always look for better (often
cheaper)opportunitieselsewhere.


In general, firms that contract out are the most powerful in an exchange

relation.However,whatiscontractedout(productionortradeordistribution)differsin
each situation. Three basic routes of contracting out in value chains have been
distinguished.Gereffi(1994)usesthetermproducerdrivenchaintodescribeasituation
inwhichproducersmainlycoordinateandorganizetheactivitiesinthechain.Thebest
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known example of such a chain is that of the capital and technologyintensive car
industrythatisdrivenbylargeproducerswhocoordinateproductionandtrade.These
large producers determine the terms of trade. Trade creates and reaches markets these
producers want. In a consumerdriven chain, (Gereffi, 1994) large retailers and brands
coordinateproductionanddistributionnotnecessarilywithdirectownership,butwith
strong coordinative power. Some authors (Gibbon, 2001, Ziegler, 2007) have proposed
distinguishingatraderormiddlemandrivenchainasathirdkindofchain.Inthiscase
middlemen such as wholesale traders are the key players that link producers and
consumers in a worldwide system, and are the centre of coordination and control of a
valuechain.
Whoeverdrivesavaluechaininfluencesthedependencieswithinthechainand
makesthepositionofspecificactivitieswithinthechainmoreunderstandable.Ingeneral
thestrongestpositioninthechainseemstobethedriver.Nevertheless,thisdriverisalso
limitedinitspossibilities,duetocompetitionfromothercompanies,itsdependenceon
territorializedassetsanditsinvestmentsoncemade.


The governance types discussed above describe vertical relations within the

chain.Ofcoursetherearealsomanyhorizontalrelationspossiblewithinaspecificlink
in the chain. For example, two competing wholesale traders may work together in a
governmentdirected lobbying group. Producers may also cooperate to create a
marketplace to sell their products. Literature on business systems describe all kinds of
horizontal relations that can exist such as networks, communities, associations, and
markets.Thisbringsusbacktotheliteratureonclustersandvarietiesofcapitalism.The
issueintheliteratureonvaluechainsisontheverticalrelationsinthechain,butthese
chains interact with localsystems where many different horizontal (as well as vertical)
relationsexist.Sturgeon(Sturgeon,2003)describesthedoublefunctionofSiliconValley
asboththebreedingplacefornewtechnologythroughtacitknowledgeexchange,anda
placewherethissameknowledgeiscodified,makingcoordinationofglobalproduction
networkspossible.Herealocalproductionsystem,wherelocalconventions,hierarchies
and modular relations play a key role, interacts with and drives a global value chain
wherecaptiveandhierarchicrelationsaremuchmoreimportant.
Withrespecttotherelationsbetweenvalueaddingactivities,itisimportantto
note that the type of governance between these activities might also be related to the
phase in a product’s lifecycle.In the earlier phases ofthe productlife cycle there may
simply not be enough possibilities for trade intermediation for producers. This is
something De Jong (De Jong, 1981, pp. 190195) has mentioned. In the introduction
phaseofagood,verticalintegrationtakesplaceoutofnecessity.Therearestillnoneor
not enough suppliers of basic materials for the new product and time presses on a
growingmarket.Producersoftentakeupsupplyandsalesthemselves.Theymightalso
do this out of strategic consideration that they want to keep production knowledge
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secret. In the expansion phase the increased scale of production will lead to
disintegration in order to take advantage of economies of scale that specialized
producers can offer. When expansion is over, it becomes attractive to integrate
backwardlyinordertocontrolthesupplyofbasicmaterials,sincepricesmayriseasa
resultofincreaseddemandandscarcity.Thequestionofforwardintegrationintotrade
anddistributionrevolvesmorearoundpowerandstrategicissues.Inthematurityphase
business failures and takeovers are the main change in the organization of the value
chain.Wecouldsaythatinthisphasethemarketisset,productqualitieshavebecome
wellknown(nolongertacit)andtheroleoftradebecomesmorefocusedonmarketing
products, than of gaining tacit product information. Important to notice as well is that
strategic considerations of actors might influence the organization of a value chain.
Thesearenotmentionedintheframeworkofgovernanceofvaluechainsasdeveloped
byGereffietal.(2005).
Interrelations of global value chains and local industrial systems may take
many forms depending on what drives the chain; the organization of the local
production system, the territorialized assets of the local system, the product life cycle
phaseandrelatedstrategiesoffirms.Theroleofthelocalsystemcanonlybeunderstood
inthecontextofthevaluechaininwhichitoperates.Therefore,tounderstandtheroleof
the Dutch trade node it is important to understand the interaction between the Dutch
productionsystemoftradeandtheglobalvaluechainstransactingit.


2.7Conclusion

Thischapterlookedatthelocalizationandterritorializationoftradeinordertocreatea
theoreticalframeworkforanalyzingthepositionoftheNetherlandsasaninternational
tradenodeinglobalvaluechains,andtobeabletoanswerthethreeresearchquestions.
Toanswerthefirstquestion:

(1) What trade activities and trade role lay behind the reexport data in the Netherlands
and to what extent does the Netherlands play the role of a coordination and control
centreinthetradingfunctionofinternationalvaluechains?


I will investigate the activities that trade companies and companies related to
international trade through the Netherlands carry out, how the chain is organized in
whichtheycarryouttheseactivities,andwhatroletheyplay.Iexpectcoordinationand
control functions to be limited located in the Netherlands. Intermediary traders are
mostly not the lead firms of a chain. Only parts of the chain might be controlled and
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coordinatedbytradersortradeserviceprovidersasleadfirmsoutsourcetasks.Thiswill
bethebasistoanswerthesecondquestion.


(2) Through which processes are these trade activities attached to the Netherlands and to
whatextentaretheyinsuchawayattachedthattheycannotbeeasilyrelocated?


To answer this question it is important to first look at the location factors needed to
performthetradeservicesfoundinthefirstquestion.Afterthat,theterritorializationof
these factors can be found by investigating how these factors have been created or
developed,andonwhattheyarebased.Lastly,onemusttakerelationswithinthevalue
chain into account. Together this gives an idea on how and to what extent these trade
activitiesareembeddedintheNetherlands.Themoreimportantterritorializedassetsare
for an activity, the stronger the embeddedness of this activity is supposed to be. But I
willalsolookatwhatisactualhappening:ageographicalshiftofactivitiesindicatesthat
assetsthatareimportantchangeorthattheyarenotstronglyterritorialized(anymore).


The theory set out in this chapter leads to several tentative answers to these

questions.Firstthediscussionregardingthemanyactivitiesandrolesinvolvedintrade
and production allows us to conclude that no general answers can be given. These
answersdependontheactivityandworldofproductioninvolved.Moreimportantly,I
expecttherelationbetweentheworldofproductionandtradeactivitiestobemediated
through the organization of the value chain. A product, like flowers of the Industrial
World,mightbetradedonamarketorwithinanetwork.Inbothcasestheactivityofthe
trader is different. In the former case, products are probably bought at stock, where in
the lattercase, buying takes place at order. For the flower trade in theMarket WorldI
expect the availability of cultural, linguistic and local market product knowledge as
importanttobesuccessful.Otheressentialfactorsinanalysingtheconcentrationofthe
cutflower industry in the Netherlands are related to other activities of the same value
chainlocatedherelikefloralproductionandpropagation.Thoughthisproductionand
propagation occurs in other parts of the world, I expected a connection between
internationaltradeandtheseothervalueaddedlinkstoexistintheNetherlandsandto
bepartoftheexplanationfortheconcentrationoftheimportandsubsequentexportof
flowers in the Netherlands. Knowledge needed to operate successfully in the Market
Worldmightbepartofalocalcluster.Inthecaseofrelationalgovernanceoftradeinthe
clothingsectorIexpecttheselocalfactorstobeimportantaswell,butIalsoexpectthe
availability of trade network connections to be more important due to factors like in
depthproductsourcingknowledge.Thiscouldbeknowledgeconnectedtoalocaltrade
milieubutitcanalsobesomethingmoreorganizationallyversusgeographicallybound.
FortheIndustrialorMarketWorldandhierarchicallyorganizedvaluechainofhightech
products, I expect juridical infrastructure, trade agreements, taxes, physical
60
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infrastructuretechnologies,labourcosts,andcustomspracticestobeimportantlocation
factors. Although in the case of the Market World or the Interpersonal World, when
logisticdemandaremorecomplex,localizedknowledgeoflogisticsmayalsoplayarole.
AnoverviewofDutcheconomicandtradepoliciesandtheinstitutionalstructureofthe
Netherlandswill,whenplacedinthelightofthefindingsofthecases,makeitpossible
to draw conclusions on the strength and weaknesses of the Dutch trade specialization;
thesubjectofthethirdresearchquestion.

(3) What are, in light of the answers given to the previous questions the strengths and
weaknessesoftheproductionsystemofinternationaltradeintheNetherlands?

The assets that a location has for trade in different types of goods and the assets on
whichthedifferenttypesoftradenodesarebuilt,mostlikelyhavequitedifferentorigins
and histories. In this way different types of trade nodes are expected to be embedded
through different assets and processes in the Netherlands. However, as we will see in
Chapter4,thisissomethingthatisneglectedinthedebateontheDutchtradenodeand
the focus of Dutch trade policy has been quite limited paying mostly only attention to
the distribution node. Above that, policy for the Dutch trade node has not been fine
tuned for specific types of goods. However, the casestudies will show that itcould be
veryrelevanttomakethisdistinctionbetweendifferenttradenodesandtypesofgoods.
Therefore this study can be seen as a plea for a more case specific and focused trade
policyandtheoreticaldiscussionontrade.
Now that the framework for the empirical part of this study is set and the
hypothesesandobjectivesareclear,Iwillturntothemethodologyandempiricaldesign.
Thisisdoneinthenextchapter.
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