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ABSTRACT

The positive impacts of social and human capital on individual, firm and geographical level
are well known. Accordingly, the literature on social capital has advocated the impacts of
social networks, norms and trust in securing individual and mutual benefits. Already, the early
literature on human capital was concentrated on the economic advantage of individuals, that is,
on the impact of education on wage levels. Recent economic studies underline the importance
of human capital in creating firm-level innovations and fostering regional economic
development. The role of universities has been highlighted in this discussion. However, it
seems that this educated human capital is geographically concentrated on the largest urban
regions. Whether, this imposes difficulties for firms located in more peripheral regions is
discussed here with a case study from a small university town of Joensuu situated in
peripheral Eastern Finland. The proposition presented here is that the negative impacts of
locational factors, in the periphery, and having a small labour pool will be partially
compensated with close social ties and worker immobility. First, the question is approached
through official statistics showing that the mobility of educated workforce is smaller in more
rural and peripheral regions compared to that of the capital and other densely-populated
regions of Finland. Second, the tentative picture drawn from the statistics is deepened with
data from semi-structured thematic interviews conducted in Joensuu. The main stakeholders
interviewed were chosen, according to the framework of regional innovation systems, from
both public and private organizations (n = 15). The results confirm that although a peripheral
location of firms does impose limitations to the availability of human capital at hand, the

negative impact is compensated with low outmigration of educated workers due to existing



well-knit social ties. Furthermore, employee loyalty to their employers is high in Joensuu, that
is, the thinner possibilities for other employment renders the educated workforce in Joensuu
relatively immobile even in intraregional scale. Although, worker immobility can be seen as a
drawback for a region it can also be considered as a regional asset for firms that have decided
to locate their activities in Joensuu, as it saves the firms from the mandatory allocation of
resources to the training and introductory procedures of new employees. Accordingly, a local
university both attracts and supplies educated workers in the region for the benefit of local

enterprises and is an important partner in cooperation for local firms.
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INTRODUCTION

Despite regional policies directed in alleviating regional differences [for example the
establishment of provincial universities in Finland, that took place between the late 1950s and
early 1980s, was founded upon the idea of spreading development across the nation (Tervo
2005)], the population in Finland has concentrated in a small number of larger cities (Heikkila
2003). This has resulted in a situation, where the vast majority of the educated workforce
resides in the capital region of Helsinki and few other regional centres of Finland. These
centres are, with few exceptions, also the larger university regions in Finland (Antikainen &
Vartiainen 2002; 2005). The regional concentration of educated human capital can be viewed
as a global phenomenon as several international studies (e.g. Berry & Glaeser 2005; Ewers

2007) have concluded in similar resolutions as the studies carried out in Finland.

In Finland the regional variations in socio-economic development are best characterized by
urban-rural and proximity-remoteness axes; remote and rural municipalities especially in
northern and eastern Finland have clearly fallen behind urban centres in southern and western
Finland when measured for example in unemployment and educational levels (Siiril4 et al.
1990; 2002). In fact, Lehtonen and Tykkyldinen (2010) have demonstrated with data on
migration that despite various policy measures the self-reinforcing processes envisioned by
classic cumulative causation theories (e.g. Myrdal 1969) still gather development to a limited

number of spatial clusters which has resulted in a socio-economically polarised regional



system. The same applies in varying spatial scales (see Lehtonen & Tykkyldinen 2011). In
other words regional success has been concentrated in a small number of growth centres (also
Loikkanen & Susiluoto 2012). At the same time developed societies such as Finland are
already witnessing problems (academic employment) related to overeducation. According to
Jauhiainen (2011) the risk of overeducating oneself depends on the region, that is, living in a

large regional labour market decreases the probability of being overeducated.

The above compounding issues raise the question, whether or not a small peripheral town
with significantly thinner regional labour markets can compete against its larger counterparts
in today’s competitive and global environment in attracting and maintaining educated human
capital. Therefore, this paper draws attention to a small university town of Joensuu, situated in
the eastern periphery of Finland, in the perspective of its human and social capital
accumulation, that is, what could be the competitive advantage of a small and peripheral town
in terms of human and social capital? This paper thus aims at contributing to the relatively
scarce literature on the competitive possibilities of less-favoured Finnish regions (cf.
Sotarauta & Kosonen 2004), as more commonly the research has been carried out in the
perspective of the best-in-class, that is, the larger urban regions and especially the Helsinki
metropolitan area (e.g. Kepsu & Vaattovaara 2008; Schulman & Mdaenpéé 2011).

THEMATIC FRAMEWORK: HUMAN AND SOCIAL CAPITAL

Up until the 1950s the main factors of production consisted of physical capital, labour, land
and management. However, a gap grew from the difficulties in explaining the growth of the
contemporary economy with these four traditional factors (e.g. Solow 1957). To fill in this
gap, named “Solow residual” (see Grossman & Helpman 1991), the concept of human capital
was identified (see Nafukho et al. 2004). The concept has its roots in much earlier literature
(see Sweetland 1996), but it was the works of Mincer (1958), Shultz (1961a; 1961b), Denison
(1962a; 1962b) and Becker (1964) that grounded the concept on economic growth literature.
Human capital was defined as the knowledge and skills that people acquire through education
and on-the-job training (Shultz 1961a). The line of reasoning that follows is that personal
income dispersion and regional economic growth is driven by education, training and human
capital. Although, the essential focus on competencies and knowledge and the positive

impacts of education on economic growth have prevailed in the centre of the concept, the



literature proceeding the early descriptions on human capital [notable contributions have been
made in particular in the endogenous growth theory literature including the works of Lucas
(1988), Romer (1990) and Stokey (1991)] have defined the concept in varying ways (Nafukho
et al. 2004) and used divergent modelling techniques (Engelbrecht 2003). Therefore, although
on-the-job-training (or learning-by-doing) appears to be at least as important as schooling in
the formation of human capital (Lucas 1988), and although human capital investments include
also inputs in health and nutrition (Shultz 1961a), education has been the most consistent
indicator for empirical analysis (Sweetland 1996). To this day, as proposed by Teixeira and
Fortuna (2010), data on formal education attainment levels still provides the best available

proxy information on the human capital on national and regional scales.

The concept of educated human capital has broadened to encompass terms including creative
(Florida 2002), skilled (Leiponen 2005) and talented (Gossling & Rutten 2007) workers. Of
these, the concept of creative workers has gained the most attention in recent discussion on
regional development. The basic argument behind the emphasis on creativity is that when
human capital measures are typically based on formal education statistics, Florida (2002)
argues instead that an occupational division of people into what is described as creative class
outperforms the traditional indicators of human capital in explaining economic development.
Empirical validations of this superiority are, however, at best, inconclusive (cf. Rausch &
Negrey 2006; McGranahan & Wojan 2007; Boschma & Fritsch 2009; Hoyman & Faricy
2009). Furthermore, the occupational composition of the creative class is debatable. Thus, the
creative class thesis has met an increasing amount of criticism both from empirical and
conceptual perspectives; notably, Glaeser (2005) stated that creative class is only another
name given to what is still essentially human capital. Despite competing concepts and the
problems in the measurement of human capital, there is little doubt in the positive impacts of
its most common proxies on economic growth; authors have observed that a direct link exists
between education and economic development (Engelbrecht 1997; Gyimah-Brempong et al.
2006; Tsai et al. 2010) and underlined their potential as a target of development policy in the
European Union (de Bruijn & Lagendijk 2005). A parallel proposition, supported by remarks
highlighting the importance of education and training in the innovation performance of
regions (Varsakelis 2006; Gossling & Rutten 2007), by Strulik (2005) suggests that, although,
economic growth is explained through innovation it is still ultimately driven by human capital
accumulation. In light of the emphasis laid on knowledge and learning in regional

development, universities have gained increasing amount of attention as producers of



knowledge and knowledge workers. However, the logic behind the causal relationships
between human capital (and related concepts) and economic development has, still, been
questioned as fuzzy and undefined (Krueger & Lindahl 2001; Markusen 2006).

Human capital is not the only form of capital proposed to result in positive economic
outcomes. Examples of these include e.g. knowledge-based intellectual capital (Nahapiet &
Ghoshal 1998), but probably the most widely used, among human capital, is the concept of
social capital (see Bourdieu 1986). Despite differences in the definition of social capital, it
can be seen to stand for the ability of actors to secure benefits by virtue of membership in
social networks or other social structures. The birth of the concept itself can be traced back to
criticism towards economic studies focusing exclusively on individual human capital. These
early notions paved the way for Coleman (1988) to refine and introduce the concept of social
capital, which he saw in an aiding role in the formation of human capital [for a review on the
origin and applications of social capital see Portes (1998)]. Putnam (1995; 2000), another
notable advocate of the concept, stresses the importance of social capital in the well-being of
a society and refers to social capital as the features of social organization such as networks,
norms, and social trust that facilitate coordination and cooperation for mutual benefit.
According to common wisdom this social capital is higher in small and rural communities
compared to urban communities (Hofferth & Iceland 1998). However, the problems identified
with human capital, namely the lack of consensus on the definition hamper also the

application of social capital in economic studies (e.g. Lillbacka 2006).

DATA CONSIDERATIONS

The analysis part of this paper is organized in two parts. First, regional educated human
capital mobility in Finland is described through official statistics (obtained from Statistics
Finland). Unfortunately, these data do not allow a closer investigation in a local level, but
only provincial (corresponding to NUTS-3 level) comparisons. Moreover, the data in from the
years 2000-2005 so the most recent changes remain unobservable. Still, as the urban-rural
and proximity-remoteness axes can be traced to provincial level, a tentative picture on the

general features of educated worker mobility can be drawn.



Second, the tentative picture drawn from the statistics is deepened with material from semi-
structured thematic analysis. The selection of the interviewed organisations, both from private
and public sectors, was done according to regional innovation systems -framework (see Autio
1998; Todtling & Trippl 2005) on the basis that they each represent a significant actor in the
regional innovation system [a more detailed discussion is presented in Makkonen (forth.)].
The interviewed organizations include; the local university [University of Eastern Finland
(UEF), campus of Joensuu], local intermediaries and business organisations, governmental
and administrative organisations engaged in development and promotion of business life and
the most notable “local” firms [in terms of revenue and exportation value (see Kauppalehti,

2011)]. Altogether, representatives from 15 organizations were interviewed (Table 1).

Table 1 The interviewed organizations.
GROUPS: ORGANIZATIONS:
Abloy Ltd
. Blancco Ltd
Firms

Cobham Mastsystem Intl Ltd
livari Mononen Ltd

Ouneva Ltd

Governmental Centre for Economic Development, Transport and the Environment for North Karelia
and administrative

- City of Joensuu
organizations

Regional Council of North Karelia

Joensuu Regional Development Company, Josek Ltd

Intermediaries Joensuu Science Park Ltd
and business

organizations North Karelia Chamber of Commerce

North Karelia Enterprise Agency

Regional Organisation of Enterprises in North Karelia

. . Aducate — Centre for Training and Development
University

UEF, Campus of Joensuu

The list of interviewed organizations is not an exhaustive inclusion of all the regional actors,
but rather a sample of important local organizations. The interviewees, each in a managerial
role or in a development-related position in their home organization, are threaded
anonymously. The interviewees were asked general and specific question around the themes
of 1) the influence of locational factors (periphery as a hindrance vs. asset) for recruiting
educated workforce in the region and 2) the influences of social and informal ties for worker
mobility.



RESULTS
DESCRIPTIVE STATISTICS

Joensuu (population ca. 73,000; land area ca. 2,380 km?) is situated in the eastern periphery of
Finland in the province of North Karelia (Figure 1). North Karelia, as a province, can be
considered as rural and peripheral compared to the more densely populated urban regions
such as Uusimaa (capital region of Finland), Southwest Finland and Pirkanmaa. Statistics on
the overall number of educated workers and their mobility rate (the rate of the cases where an
educated worker has changed workplaces during the year compared to the overall number of

educated workers) are presented in tables 2 and 3.

19. Aland
18. Lapland
17. Kainuu (Joint authority of Kainuu Region)
16. Northern Ostrobothnia (Oulu Region)
15. North Karelia

14. Pohjois-Savo

13. Central Ostrobothnia

12. South Ostrobothnia

11. Ostrobothnia

10. Etela-Savo

. Central Finland

. Pirkanmaa (Tampere Region)

. Satakunta

. South Karelia

. Kymenlaakso

. Paijat-Hame

Hame

. Southwest Finland

. Uusimaa

Figure 2 The provinces of continental Finland and Aland (in the current provincial division the former

province of Eastern Uusimaa now belongs to the province of Uusimaa).



Table 2 Educated workers” mobility rate in Finnish provinces.

Educated workers’ mobility rate %

2000 2001 2002 2003 2004 2005
Aland 24,0 22,0 19,1 194 21,4 29,9
Central Finland 24,1 24,3 211 20,6 20,3 24,3
Central Ostrobothnia 19,3 18,4 18,4 16,9 17,0 234
Eastern Uusimaa 25,5 25,7 20,4 21,7 23,4 24,7
Etela-Savo 22,6 29,2 20,1 20,0 20,3 21,3
Hame 19,9 21,8 18,1 195 18,0 21,4
Kainuu 24,0 21,4 18,1 194 21,2 411
Kymenlaakso 19,2 22,6 18,7 24,4 18,3 25,3
Lapland 25,3 24,4 23,8 22,2 195 22,2
North Karelia 22,7 249 20,2 194 19,0 23,7
Northern Ostrobothnia 24,1 26,7 24,7 21,3 20,8 24,8
Ostrobothnia 20,8 21,7 18,4 175 19,6 23,9
Paijat-Hame 23,0 20,9 19,2 19,8 19,3 26,8
Pirkanmaa 23,9 24,8 22,4 27,6 20,8 25,0
Pohjois-Savo 21,4 22,3 20,8 195 22,3 21,8
Satakunta 23,0 241 24,3 23,0 20,9 27,0
South Karelia 22,3 20,4 20,7 18,9 19,7 22,9
South Ostrobothnia 19,6 20,4 18,6 18,3 18,4 27,3
Southwest Finland 27,3 26,5 23,9 22,9 20,7 23,0
Uusimaa 31,3 31,3 28,1 28,5 25,9 27,4

Table 3 The total number of educated workers of Finnish provinces.
Number of educated workers

Region 2000 2001 2002 2003 2004 2005
Aland 3654 3750 3819 3753 3796 3820
Central Finland 33922 34771 35721 36492 37343 37945
Central Ostrobothnia 7423 7644 7976 8130 8273 8528
Eastern Uusimaa 9498 9575 9691 9943 10203 10403
Etela-Savo 17376 17719 18144 18406 18546 18892
Hame 19665 20084 20655 21270 21662 22201
Kainuu 9064 9076 9225 9386 9529 9716
Kymenlaakso 21279 21517 22019 22397 22736 23143
Lapland 21851 22013 22568 22816 23139 23257
North Karelia 18020 18390 18741 19096 19415 19901
Northern Ostrobothnia 47354 48862 50333 51568 52822 54106
Ostrobothnia 24239 24618 25055 25491 26025 26653
Paijat-Hame 23245 23701 24122 24439 24799 25206
Pirkanmaa 63036 64965 67184 68804 71029 73177
Pohjois-Savo 30384 30929 31639 32270 32820 33435
Satakunta 27592 28045 28466 29122 29415 30003
South Karelia 15317 15609 15992 16183 16579 16806
South Ostrobothnia 21433 21522 22183 22639 23018 23713
Southwest Finland 62477 63608 64608 65623 66668 68524
Uusimaa 273622 281066 285001 287968 293036 300946

The number of educated workers in a given region and the corresponding mobility rate are
closely connected (Pearson’s correlation coefficient 0.757; p-value < 0.001; tested with
average values). If not taking into account the high mobility rate of Kainuu in 2005, which
was largely caused by the administrative experiment of the Joint authority of Kainuu region

whereby a large number of workplaces were “nominally” moved, from being the



responsibility of local municipalities, under the joint regional government, the provinces with
the highest educated workers’ mobility rates are the largest also in terms of overall numbers
of educated workers. Mobility rates are also in part explained through interregional mobility,
that is, at the same time that being highly mobile environments for educated workers, the
larger urban regions due draw significant numbers of educated workers from the less-
favoured regions. In sum, educated workers are more likely to switch between workplaces in
the densely populated urban regions than they do in small peripheral regions, where also the
pool of educated workers is thinner. The results presented here support the literature on
agglomerations and worker mobility (e.g. Eriksson et al. 2008).

INTERVIEWS

In general the locational factors of Joensuu where not conceived as problematic as expected in
recruiting and maintaining a well-educated workforce and staff: Joensuu is conceived by the
interviewees to be a comfortable living place, where the supply side of educated workforce is
(mostly) in order. In particular, the situation was considered good in fields taught at the local
university. In sum, the interviewees stated that the local university both works as an important
producer of educated workers and in the same time also attracts them to the region. This has,
according to the interviewees, in some cases even led to a situation, where there is an
“overproduction” of educated workers in the region for some fields. However, the
interviewees acknowledged that the peripheral location of Joensuu poses restrictions to the
availability of educated workers especially in narrow and specific fields. In particular,
attracting outside workforce from other regions was seen as problematic. Moreover, there are
differences between the centre of Joensuu and its more peripheral parts, as is evident from the

following excerpts:

If you think of the centre of Joensuu, it is not a problem, but as Joensuu is such a vast
region | imagine that it is harder to attract educated workers to the outskirts of Joensuu

in light of their logistical position.

Design Manager, local company (author’s translation)

Yes, in some ways it is difficult to attract educated workforce as we are situated many

miles outside the centre of Joensuu.

Managing Director, local company (author’s translation)



The negative impact of having a small labour pool and the problems in recruiting educated
workers from outside the region is (at least partially) compensated by reported interregional
worker immobility. The interviewees viewed the employees in Joensuu as loyal to their
employers. Whether or not, this can be considered as a disadvantage for the individual worker
(cf. Frank 2004), the interviewees considered it as an asset for the local firms, as firms save
costs, when they can get out of allocating resources on mandatory instructional training. Of
course a certain amount of worker mobility is needed in order to maintain the vitality of an
organization or a region, as has been show for example in the case of Silicon Valley (Angel
1989; Saxenian 1996), but excessive changes in the staff, can be considered as harmful to

firm level performance. The line of reasoning goes as follows:

We do not have to attract that much workforce outside the town. This affects the
locational decisions of many firms, as the situation here is that the workers do not
change workplaces as often as they do let’s say for example in the capital region. This
means that the companies there (in the capital region) have to constantly train the ever-
changing workforce, whereas here (in Joensuu) the workforce is more stable... ... This is
precisely the point for local firms, that the worker mobility is not excessive, meaning
that the staff is constantly changing, but that the workers stay longer in one place and in

one company.

Finance and Strategy Director, local administrative organization (author’s translation)

The importance of well-knit social ties, was brought up as a major reason behind the worker
immobility, as despite the positive views on the attractiveness of Joensuu, it is not considered
by all interviewees as the most lively and dynamic place to reside in, when compared to other
bigger city regions of Finland. Thus, having relatives in the region was seen as an important
reason to stay in the locality. Moreover, the advantage of a smaller town, where people tend
to know each other and have a multitude of different informal ways to interact was considered

as an important asset for Joensuu, as the following excerpts come to show:

Well the location of Joensuu is not to die for. If you put Joensuu in the map, well then
you would have to be a student at the university or have relatives, husband or a wife to

reside here. In sum, Joensuu is not the sexiest town in Finland, although in my view it is.

Chief Operating Officer, local company (author’s translation)



The advantage of a small locality lies in the fact that people, both from private and
public organizations, tend to do things together and run in to each other through
common hobbies, activities and such.

Managing Director, local business organization (author’s translation)

Of course in such a small town as Joensuu, it is easy to imagine that here people meet

in many different informal occasions.

Finance and Strategy Director, local administrative organization (author’s translation)

There are a lot of informal connections, that is, people working in our company are
involved in many activities, as in Joensuu the “circles” are small.

Product Manager, local company (author’s translation)

Personally, | have networked with a lot of people through common hobbies and such.

Managing Director, local company (author’s translation)

The above excerpts support the earlier views expressed in the literature (Hofferth & Iceland
1998) and highlight the importance of social capital as a driver of local solidarity leading to
mutually beneficial outcomes. In particular, local university-industry collaboration was seen
as important driver for innovative and economic activities. However, too strong social ties can
also be quite restrictive (see Portes 1998). Moreover, it still remains that the demand side for
highly educated human capital is not that wide in a small and peripheral town such as Joensuu.
The realities of economic life are, thus, in an important role in affecting the local workforce’s
decisions in changing workplaces inside the region. The above statement is echoed in the

following excerpt:

In particular, when we are speaking of educated workforce, the situation is that the
demand side is not that wide-ranking, that is, there are not that many employment

opportunities in the region for highly educated workers.

Manager, local intermediary (author’s translation)



CONCLUDING REMARKS

The results presented here raise interesting notions. The “harsh realities” of economic life do
propose significant barriers for firms located in small and peripheral localities in attracting
educated human capital. Similarly, the possibilities for intraregional mobility for educated
workers are limited. However, this is compensated by reported interregional worker
immobility (a low outflow of educated workers). The official statistics on educated workers’
mobility rates of Finnish regions support the views expressed by the interviewees, that is,
educated workers are more mobile in densely-populated urban regions compared to peripheral
and rural regions. The reasons behind worker immobility were seen to do with well-knit
social ties. At the same time the high level of social capital is posed to lead to mutually
positive outcomes. Thus to answer the posed research question: social capital could be viewed
as the competitive advantage for firms in small peripheral towns, as the existing social
networks result in a situation, where educated workers are unwilling to migrate to another
region. As the possibilities of employment in a small town are narrow, this means that the
employees are relatively loyal to their employers. This immobility, again, saves firms from
allocating resources to the mandatory instructional training of new employees. Accordingly,
the role of a local university is highlighted as both a producer of as well as an attraction for
educated workers. Moreover, the university can act as an important partner in cooperation for

local firms.

Although, most of the empirical material was confined to a single peripheral university town,
the discussion offered here has broader application for other less-favoured peripheral regions.
Still, it has to be noted that the interviews carried out include only the opinions of a limited
number of regional actors. Thus an obvious next step for research would be to conduct a
larger scale study or a survey to take into account the views of a larger set of companies and
other organizations. All in all, the chosen approach here is descriptive. Thus more analytical

work is needed in order to test the validity of the notions raised here in other localities.
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