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The advent ol the ‘New Growth' theories has led to a recent revival of
interest in the nature of endogenous technological change. In particular,
Paul Krugman's (1991) book Geography and Trade and Brian Arthur's
{ 1990) paper "Posiive teedback in the economy™ have both re-stimulated
the discussion as to exactly what role space and location play in such
questions of growth. Yet, for urban and regional economists these are not
new questions, since such discussions are at the very heart of the discipline,
Indeed, the role which space and distance play in delermining the nature
and behavior of the economy is the central departure point which defines
the urban and regiomal economic paradipm.  Here, the spatial corollary of
spatial increasing returns to scale is economies of agglomeration, and the
spatial corollary of spatial decreasing returns to scale is diseconomies of
agglomeration. However, behind this terminology lic the questions as to
why, when, where and under what conditions such processes should occur
in space, These questions are fundamentally questions of location,

The microcconomics methodology which urban and regional economic
analysis offers in order to try to answer such questions is location theory,
This is a major field in its own right. Yet, when we allempl io use (hese
theories in order to explain the phenomenon of modern real-world
agelomeralion tendencies, and especially those which involve medium or
large-scale firms, then we are faced with two frequently observed
phenomena which are very difficult to explain nsing existing paradigms.,
The first paradoxical phenomenon we often see, is thal a large proporhion

of firms have few or no trading links with other local firms in the same
mdusiry, even when there is a strong spatial elustering of a particular
industrial sector. As such, the validity of the notion of the importance of
localization economies becomes somewhat questionable. Second, a larpe
proportion of firms have few or no trading links with other firms or
houseliolds either in the same geopraphical region in which they are
located, even though the area comprises a clusiening of valichty of the
notion of the importance of urbanization economies becomes somewhat

questionable, at least as far as the location of intermediate goods suppliers
and final consumer markets is concerned. These paradoxes are further

that there is nothing inherently spatial about increasing returns to scale
per se, then applied research frequently finds itself at something as an
impasse when faced with analyzing one of the many cases where spatial
clustering nceurs without any significant local input-output relationships.
Under these circumstances, researchers may resort to discussions as to
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the possible importance of localized information flows. However, such
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reinforced by the fact that they frequently occur simultaneously. Given @
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spalial clustering often takes place either in industries in which the
innovation rate and speed to technological change are not high or,
alternatively, in industries which also coordinate complex activities on a
plobal scale. All of these observations therefore still leave us with the
fundamental unanswered question as to why clustering should take place,
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