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1. Introduction.

For years, the rules in the mainstream of econoamalysis have been put aside.
However, from recognition of North’s work (1990; 9, formal and informal
institutions are playing an important role in timerpretation of growth and structural

change processes.

Endogenous development is a useful approach foergtahding how territories evolve
within a dynamic process of change, where netwokkgwledge and innovation
mechanisms, infrastructure and urban systems,aictten a territorial development
process where agreements are made, and opporsuantiethreats emerge for different
social groups and places. As a consequence, pgesiatus quosituations may be

altered, so as to find new approaches for loca¢ldgment.

Territorial development is not a determinist praceBut it is shaped within local

responses to external challenges and territoripbdpnities, and taking advantage of
the traditional knowledge accumulated in local sbes. The response to global
challenge is associated with the importance ofllactors, tools and agreements in the

territorial governance dynamics (Vazquez-Barque Rodriguez-Cohard, 2016).
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The aim of this work is to analyze how local actdnange their institutional dynamic in

order to adapt the local production systems to alchallenges. In this line, the paper
answer questions like the following: what would maécal actors change? What is the
role of local actors in promoting strategic agreets® Is the local response toward

territorial strategic planning useful?

The province of Jaen was used as an example autnstal evolution, comparing two
very different clusters: the olive oil agro-induatrdistrict, which is very outstanding,
and the cluster of automotive components, managed/dleo lighting Spain, an
important multinational subsidiary of Valeo lighgigroup. In a long term analyses, the
paper has used the Williamson’s model (2000) s asinterpret territorial logic from
data collected during the last twenty five yearsthg authors’ work in both local
production systems. The reinterpretation of dats Ipgovided new results for

institutional change in embedded activities.

On the one hand, we are witnessing the emergentteratorial entrepreneurs” within
multinational subsidiaries embedded in the teryitdn this context, a place-based
approach is used for branches to be more competitiva framework of internal

competence within multinational corporations.

On the other hand, informal institutions play arpartant role in traditional activities,
ruling local routines and offsetting standardization global production and
consumption activities. Territories are playingcwoanection” strategies to attract the
interest of consumers to local culture and the ienhaf specific institutions that were

settled within the local context.

After this introduction, the paper follows with debretical approach towards
endogenous development and globalization. Thenhadetogy is presented. Third,
previous results will be discussed. Finally, thepgraends with comments on

institutional change, development and globalization
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2. Endogenous development, institutions and global markets.

The endogenous development approach argues thé&trtitery is no longer simply a
place where resources and economic activities aoatdd. Its analysis explains how
economic viability is possible due to the generaid a surplus and how it is affected
by economies of scale and the reduction of prodocéind transaction costs. In this
process, the territory works as an agent for asdformation because local firms and
social actors interact in order to develop the ecoynand society. It is in this way that
endogenous development can be understood as asgrofeeconomic growth and
structural change, which employs its local develepmpotential to improve the

population’s standard of living (figure 1).

Figurel

Factor s affecting endogenous development for global markets
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Source: Adapted from Vazquez Barquero (2010).

Understanding power dynamics in local networks asapount to achieve adequate
results for the implementation of policies. In emdbed activities, local productive
systems are those with a high number of firms waykin a network where the

economic power is diffuse and not very concentratde literature has used different
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concepts to explain this S|tuat|on such as indalsdrstricts (Becatt|n| 1979) or clusters
(Porter, 1990) in urban areas, and local productiistems (Vazquez-Barquero, 1987)

in rural areas, in most cases with relevant ecooquilicy implications.

The strategies of territories and firms are coondid by globalization processes,
fostering transformations in local productive sysse The organization of production is
more flexible due to the international value chaitee networks of different size of
firms and the strategic agreements between compapmblic bodies and NGOs
worldwide. From a spatial point of view, the protlan is organized in rural and urban
clusters (Porter, 1998).

In this context, global value chains are linkedhmt clusters of firms in different
countries and regions (Rabellogti al, 2009; Rullani, 2008). The stream of production
depends on the continuous transformation of econoahés and institutions, giving rise

to new ways of organization of production (Scott &uarofoli, 2007; Schmitz, 2007).

The governance of these global value chains is rmoedemore complex, since the firms
find it difficult to act within a global system atlations with incomplete and vague
regulations. At the same time, rural areas are rdosersified, combining agriculture,
industry and services activities, altering cultuiggntities. However, rural culture is,
paradoxically, more a more valued in global mark&tsrteret al, 2004; Saraceno,
2006).

Communication and transport systems were develogesh markets were changing
from national to global, adopting innovations ire throduction and organization of
companies, in the location of cluster, the expansb local activities and the urban
configuration of the territories. Institutions mdj activities were modified by
innovations in communication and transport systatering the relations between

social and economic actors (Schumpeter, 1934; 1939)

Local productive systems are embedded in a soordegt (Polany, 2001), where power
dynamics and territorial policies rule the proce$snstitutional change. Embedded

activities evolution differs from others, not onbgcause of the products made or the
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the process of institutional change.

In the most innovative territories, governance exyst are shaped by firms, public actors
and civil organizations, which are the actors mgkinvestments decisions. These
processes are conditioned by social and econonstitutions affecting economic
development processes. Likewise, changes in othetors of growth bring about

institutional changes (Lewis, 1955).

North (1990 y 1994) and Williamson (1985) state t@mmercial and non-commercial
costs reductions in the economic exchanges andacétions are possible thank to the
links between institutions and economic growth. rixic activity is soaked in a tissue
of social, cultural and political structures corahing economic results, since economic

actors and organizations are uncertain when makiig decisions and strategies.

Economic territorial policies are focused on insieg the competitive capacity of the
territory, in order to maintain and raise employmeimproving local innovation

processes and encouraging the emergence of extemmlomies, are the main
instruments for developing the local productivetsyss. However, territorial policies

could have different results depending on the eabfithe local systems.

In order to reduce uncertainty and transactionsgadtl formal and informal institutions
turn into new ones in a process of slow instittdlonhange. Community relations
shaped by cultural and personal links are basedrust, but formal relation links

depend on strategies linked to the goals of the fiarrow, 1974), forged in formal

agreements that could lead to relations of trustha future. Trust is considered an
individual capital based on actors’ reputation, bdutould be seen as social capital
spreading out across the local productive systarkuyfama, 1995): a territorial specific

factor, very difficult to find in other contexts wide the cluster.

The process of territorial governance involves eooic and social actors, public and
private organizations, firms, banks, chambers oimmerce, entrepreneurship
associations and trade unions. Governance refecertomercial and non-commercial

transactions in a social and political contextrmglactors and organizations relations, as

5
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a c—onseqUence of a historical process. Endogenawelapment, then, is an
interpretation analyzing how institutions encouragevelopment forces fostering

economic and social progress (Vazquez-Barquerd)200
3. Methodology.

We use two examples of local productive system uralr areas to explain the
institutional mechanisms that command the changaegélopment process: the agro-
district of olive crops in Andalucia (Rodriguez-@oth and Parras, 2011) and the cluster
of automotive components in Jaén, managed by adsatysof Valeo Lighting Systems
(Rodriguez-Cohard and Mufioz, 2006).

The first one is an endogenous productive systdineimcing the world’s olive oil
market. Data and relevant information was colleatieding the last 25 years, with
guantitative and qualitative analysis (Rodrigueh#&d, 2004; Rodriguez-Cohard et al.,
2017; Rodriguez-Cohard et al., 2018).

The second one is a cluster shaped by foreign tmezd, which have generated a local
productive system in line with the growth pole the@erroux, 1955; Lasuén, 1969),
but as well as a consequence of corporation’ gfi@teecisions (Lasuén, 1973;
Vazquez-Barquero, 1999), bringing about unbalantéechl network of power

(Hakanson and Johanson, 1993). This is a paradigncase of a multinational

subsidiary capturing the benefits of regional peBcimplementation (Quesada, 2017)
and sharing value with territory alike (Porter a&mer, 2011). This case allows us to
distinguish the institutional change provoked bgamizational and technical innovation

in a context of geographical proximity.

The reinterpretation of these cases was carriedising Williamson’s model (2000) of
Institutional System, which is shaped by four legélanalysis: informal institutions,

formal institutions, governance and resource atlongfigure 2).
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Figure?2
Institutional Dynamic
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Source: Adapted from Williamson (2000).

1. Informal institutions are customs, beliefgditions, conventions, and so on,
that were created within a historical process whieeefoundation of territorial behavior
was built.

2. Formal institutions are conditioned to some ®eixtey informal institutions,
due to the influence exerted on the politiciangHeysociety as a whole.

3. Governance follows the formal and informal ingions, as a specific

mechanism to reach agreements and reduce transactets.

4. Resource allocation depends on the contradksrmial agreements, beliefs
and formal institutions, in order to make the nafsscarce local resources.
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These strands interact W|th each other making lepdynamlcs of the institutional
system in the territory. The institutional systeranditions policies, investments,

employment, agreements, transactions cost, etc.

The system is dynamic, but at different paces. Tnisrmal institutions change very
slowly in an unconscious way; formal institutioneange with tensions between
national and local stakeholders; the way in whiokrggnance is fulfilled depends on
both of them, and the local incentives to allogasources, that will be tailored by the

local responses to the globalization processes.
4. Previousresults.

The evolution of institutions using the four lewélanalysis aforementioned: Resource
allocation, Governance, Formal and Informal in$ititos, is presented:

4.1. Resource allocation.
This was divided into two allocators: public and/pte.

Public allocators implement policy instruments nder to encourage economic activity
and raise the level of employment. In both cades,government has stimulated the
emergence of technologic parks and centers, withrdnt results. In the case of olive
oil system, the instrument has failed, given th@wskeaction of local firms to this

facility. In the case of the automotive componediisster, the instrument has been
captured by the subsidiary, far away from the ahiitntentions of regional government,
since it was the upgrading of local firms to avdlte great dependence on the

multinational corporation (Quesada, 2017).

Private allocators use the market to better al®ecasources. In the case of olive oill,
markets have pushed the election of new modeslovation, more intensive, with the
entrance of new actors and firms (Rodriguez et28l1,7). In the case of automotive

components cluster, the reaction has been similar.
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4, 2 Governance.

Governance has influenced three processes of chaihge appearance of new

institutions, changes in the decision process hamergence of new actors.
1. New institutions have appeared, such as qualityperation and new rules.

a) Quality, as a new institution, has influenced ooly routines, but have
conditioned the emergence of new actors in theeaivsystem, such as PDO
or PGI. Besides these bodies, farmers’ own requrgg) on the one hand,
and market demands, on the other hand, have emggugarrival, with the

support of public institutions. In the cluster ofitamotive components,

multinational requirements are most important.

b) Cooperation was developed in the olive crop stiguduring the last
century so as to face the reduced prices local rsuyiered for the olives,
creating cooperatives that are now key actors envorld market. In the
cluster of components, cooperation has been impbgethe subsidiary in
order to implement Toyotism since 80s.

c) New rules are imposed in the process of new mavee. In the olive oll
system, early harvesting is a new rule that hasigdd rural routines, that
before were striking to the less innovators, bwynence profits were proven,
the new process of harvesting is slowly being ipocated into the rural
conventions to obtain a higher quality olive oibdal firms in the cluster of
automotive components have incorporated new rulethe organization of
production, related to externalization and spexagion, changing traditional
behaviors for strategic ones.

2. The institutional process of change has pushedmergence of new actors,
such as innovators in olive oil system: the ruretative class making
excellent olive oil to be sold irgourmet markets. In the cluster of

components, policy entrepreneurs have enteredctresvhen the subsidiary
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has taken part" in the policy design of embeddingtriments between
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regional government and the local executives.

3. The territorial decision process is changingrfran individual to a more
participative one, especially important when a higimber of actors are
involved. However, in the case of olive oil systém decision process runs
the risk of groupthink instead of being strategic.

4.3 Formal Institutions.

During the last century, Common Agriculture Poliggve rise to an intensification
process in the local olive oil productive systemuttipg at risk biodiversity and
sustainability. Now, it is being redirected to merevironmentally friendly norms, in a
productive system that is not market oriented.

For centuries, inheritance laws have stimulated dmesemination of properties,
reducing the scale of agricultural plots. Now, nafsthem are under the profit level and

will require new strategies in order to deal wiwninternational competitors.
4.4. Informal Institutions.

Culture, tradition, family and other informal instions have conditioned the local
productive activity for years, even centuries. livecrops system, tradition and family
have influenced on properties, carrying out a pead dissemination. Nowadays, the
globalization process is pushing to new propos#jomhich could bring about new

institutions, such as cooperation in crops, anchexav property reallocations.

In the case of Valeo lighting system, the instdnél change is the quest for a new work
collaborative ethic, between the interests of losatiety and the multinational
subsidiary (Rodriguez Cohard, 2004; Quesada, 2017).

5. Final comments. Discussion and previous conclusions.

The results, using the model selected, show howy different local productive systems
are in their institutional evolution. However, inth cases new institutions are adopted

in order to ease the adaptation of the territorgear forms of competition. The process
10
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of change is evolutionary, and it is conditioned thg actions and actor’s decisions

made in a context of complexity, in order to ansglebal challenges.

The capacity of change and the pace of it depenth@radaptive institutional system
and on territorial knowledge. In this regard, adiggy of territories (figure 3) might be
proposed in relation to their capacity to make aemnoclusive institutional framework

in combination with the level of productive knomgdaccumulated locally:

1. Innovative territories that put in motion therf@l institutions that assimilate the
cultural and institutional informal context, easitigeir absorption as an instrument to
improve the business environment in combinationhwiroductive and technical

knowledge.

2. Territories where formal institutions are fleeland accepted by the local sphere, but
lack innovative knowledge have problems to accedmternational markets on their
own. In these cases, foreign investments couldititei a rapid response to global
challenges in favor of local employment, but pw@gtiat risk future restructuring
processes. These are places for creating linkaghsmnternational companies in order

to up-grade local capacities, and share the creaiee with local development agents.

3. Spaces where formal and informal institutiores@utside the market rules and where
commercial knowledge is scarce find it difficultitoplement local initiatives as
answers to global challenge.

4. Territories with sufficient possibilities to makhe most of local technical and
cultural knowledge setting in motion local initiads, but where local institutions, very
often informal, slow down the response to incregastompetition. These territories
could be identified as slow cities or slow terniést There, resilience is featured as one

of the best options to resist and respond in thg fon.

11
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Figure3

Territorial capacity to give answer to global challenges

Institutions
Rapid transition (ii) Innovative
territories (i)
External
Knowledge
Slow
No response transition (iv)
(iii)
Resilience

Source: Own elaboration.

Cases have shown how institutional change could ssible response to global
challenges, even in rural and peripheral terrigyriesing endogenous resources in
combination with public policies. But local prodivet systems are complex in their

process of dealing with globalization, becauseimdtitutions struggle with new ones in

a process of continuous change

The responses are conditioned by the innovationgsses adopted in new products,
processes, markets and social dynamics, and siocialation being important for
assessing successful reactions. However, when pooductive systems are embedded
in traditional contexts, risks of groupthink cowadpear.

New emergent institutions arise in rural territerim make them more flexible and
resilient to global challenges. Likewise, new astemerge, conditioning the future of
the local activity. Changes are in relation to dyeamics of local power. If local elites
try to keep the new actors under control in ordentrease their power and income, the

12
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effect of distribution of power in local productiggstems could have consequences on

economic policy implementation.

Taking into account that globalization has dematstt its profound effect on income
distribution (Piketty, 2014), could place-basediget be an adequate instrument to

fight against increased territorial inequality?
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