A Service of

ECOMNZTOR pr

Make Your Publications Visible.

Leibniz-Informationszentrum
Wirtschaft

Leibniz Information Centre
for Economics

Neumann, Uwe; GeiBler, Helmut; Jakubowski, Peter

Article — Published Version

Agglomeration economies in the neighbourhood?

Evidence from German cities

Local Economy

Provided in Cooperation with:

RWI - Leibniz-Institut fur Wirtschaftsforschung, Essen

Suggested Citation: Neumann, Uwe; GeiBler, Helmut; Jakubowski, Peter (2013) : Agglomeration
economies in the neighbourhood? Evidence from German cities, Local Economy, SAGE, London, Vol.

28, Iss. 1, pp. 51-65,
https://doi.org/10.1177/0269094212463790 ,
http://lec.sagepub.com/content/28/1/51

This Version is available at:
https://hdl.handle.net/10419/122981

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dirfen die Dokumente nicht fiir 6ffentliche oder kommerzielle
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewahrten Nutzungsrechte.

WWW.ECONSTOR.EU

Terms of use:

Documents in EconStor may be saved and copied for your personal
and scholarly purposes.

You are not to copy documents for public or commercial purposes, to
exhibit the documents publicly, to make them publicly available on the
internet, or to distribute or otherwise use the documents in public.

If the documents have been made available under an Open Content
Licence (especially Creative Commons Licences), you may exercise
further usage rights as specified in the indicated licence.

Mitglied der

Leibniz-Gemeinschaft ;


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://doi.org/10.1177/0269094212463790%0A
http://lec.sagepub.com/content/28/1/51%0A
https://hdl.handle.net/10419/122981
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

Dieser Beitrag ist mit Zustimmung des Rechteinhabers aufgrund einer

(DFG-geférderten) Allianz- bzw. Nationallizenz frei zugénglich. -

This publication is with permission of the rights owner freely accessible due to an

Alliance licence and a national licence (funded by the DFG, German Research Foundation) respectively.

LOCAL
Feature E CO N O MY

Local Economy

Agglomeration economies in 28(1) 5163

© The Author(s) 2012

the neighbourhOOd? EVidence Reprints and permissions:

sagepub.co.uk/journalsPermissions.nav
DOI: 10.1177/0269094212463790

from German cities ecesgenbom
®SAGE

Uwe Neumann
Rheinisch-Westfilisches Institut fir Wirtschaftsforschung (RWI), Germany

Helmut GeiBler
STATTwerke Consult GmbH, Germany

Peter Jakubowski
Federal Institute for Research on Building, Urban Affairs and Spatial Development (BBSR), Germany

Abstract

In urban renewal policy, it has become a widespread goal to revitalise neighbourhood economies.
The rationale for these measures derives, to a great extent, from the concept of regional
economic clusters, and, not surprisingly, one of their key objectives is to activate local inter-
firm cooperation. This article examines the neighbourhood-related requirements and commit-
ment of small firms. It draws on the results of a case study incorporating five German cities in
which the neighbourhood-oriented applicability of economic policy was put to the test.
As expected, it is unlikely for most small enterprises in urban renewal areas to engage in inter-firm
cooperation focusing on the transfer of highly specialised knowledge. However, many small firms
in inner city quarters appreciate neighbourhood characteristics as important location factors, and
willingness to support local improvement efforts is relatively high, particularly among firms which
operate successfully. The study suggests that there is a case for public policy to encourage small
firms to participate in neighbourhood-based initiatives.
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suitable to foster the economic performance
of firms and regions. Until very recently,
however, hardly any such policy focused
on the local business surroundings in
urban neighbourhoods. Policy in pursuit
of the location-specific conditions of entre-
preneurs and small firms has assumed that
the relevant context factors amalgamate
within wider regions. Considerable ‘neigh-
bourhood effects’, on the other hand, sug-
gest a neighbourhood focus in policy
seeking to prevent (or reduce) social exclu-
sion (cf. North and Syrett, 2008).

During the past two decades, however,
urban regeneration programmes initiated
by the European Commission (e.g. the
URBAN Community Initiative) and vari-
ous European countries (e.g. Germany, the
Netherlands and the United Kingdom) have
begun to incorporate business-oriented
policy measures in ‘integrated’ strategies to
revitalise urban renewal areas. These meas-
ures have remained largely the responsibil-
ity of wurban planning rather than
entrepreneurship, innovation, SME (small
and medium enterprises) or even urban eco-
nomic development policy. This raises the
question whether they are indeed successful
in fostering economic activity, which is not
unlikely, since recent entrepreneurship
research emphasises the geographical envir-
onment as a vital element of the context
conditions affecting the formation and
growth of businesses (Malecki, 2009). In
the discussion, so far the specific require-
ments of a local business-oriented develop-
ment strategy and the means of delivery of
this policy across the relevant administra-
tive levels (central, regional, local govern-
ment) have been neglected. Thus, it
remains a task of scientific policy analysis
to provide a more precise guideline on the
way in which measures to foster economic
activity need to refer to the spatial context.
Definitely, the relevance of the spatial scale
for the analysis of social interaction has
been a very important issue in regional

research for at least two decades
(Marston, 2000). Thorough consideration
of the spatial dimension of economic activ-
ity may make it easier for economic policy
to derive instruments, which meet the
requirements of firms and entreprencurs
very precisely. It is the aim of the following
analysis to point out central issues concern-
ing local SME policy and to demonstrate
which elements of regional economic
policy may be applied at the neighbourhood
level.

To a large extent, the development of
neighbourhood-related economic policy
throughout the past two decades can be
attributed to high acceptance of the concept
of regional economic clusters among
researchers and policy makers. The resulting
business-oriented policy instruments focus
on activating inter-firm cooperation and
local commitment among business commu-
nities. Very likely, neighbourhood-based
inter-firm relations will refer to everyday
concerns such as safety or neighbourhood
appearance rather than innovation or
research (Steyaert and Katz, 2004). For
many firms, particularly those with a very
local customer base, such everyday matters
may be highly important. Not surprisingly,
in city or neighbourhood centres, Business
Improvement Districts (BID), which con-
centrate mainly on improving the outer
appearance and ‘place marketing’ of retail
locations, have become a well-known exam-
ple of a business-oriented policy intervention
at the urban neighbourhood level (Peyroux
et al., 2012). With respect to other kinds of
urban areas with a more heterogeneous spec-
trum of business activity, the goals and
organisational arrangements of neighbour-
hood-oriented economic policy are far less
obvious. In practice, a broad spectrum of
policy instruments contributes to what is
understood as local economic development,
incorporating measures with an emphasis on
social inclusion, labour market policy and
those with a focus on strengthening the
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competitiveness of businesses in deprived
areas (Syrett and North, 2008).

This article reviews the goals and out-
come of business-oriented local economic
development measures, examines the desir-
ability of such policy from the point of view
of small firms and discusses what instru-
ments of economic policy may be applicable
at the neighbourhood level. It elaborates on
the results of the ‘neighbourhood impulses’
research field of the German Experimental
Housing and  Urban  Development
(ExWoSt) programme. It was the objective
of this research to implement specifically
designed measures in model projects focus-
ing on urban renewal areas of five German
cities (Bayreuth, Braunschweig, Hannover,
Karlsruhe and Saarbriicken), which were
selected in a Germany-wide call for
participation. Eligibility depended on local
conditions, which were expected to signal a
need of support, but also show economic
potential. Furthermore, clear willingness of
cooperation by municipal policy was
required. Municipal authorities were respon-
sible for selecting project areas and designing
project measures, in cooperation with initia-
tives at the neighbourhood level. Over a
period of two and a half years between
2006 and 2008, project initiatives in these
cities received financial support from the fed-
eral government and professional coaching
from a team of experts reporting directly to
the Federal Office for Building and Planning.
While the policy strategy was delivered in
cooperation between administrative levels
(or across ‘spatial scales’), responsibility for
policy implementation was assigned to the
municipalities. An important impetus for
the design of this local economic develop-
ment measure came from European policy.
The ‘neighbourhood impulses’ programme
derives from the Leipzig Charter for a
Sustainable  European City (Ministerial
Conference, 2007), which is based, among
other things, on practical experience
acquired during the URBACT Programme

(BMVBS/BBR, 2007; URBACT, 2007). The
issues for this article are:

(1) What characteristics of the neighbour-
hood-specific  business environment
affect the economic activity of small
firms and what kind of local economic
policy support do they require?

(2) What specific forms of inter-firm
cooperation within urban neighbour-
hoods can strengthen the competitive-
ness of small firms and how can local
commitment be encouraged?

(3) What neighbourhood-oriented instru-
ments may contribute to the delivery
of economic policy across the spatial
scales?

The next section gives a brief outline of
the relevant literature on neighbourhood-
based agglomeration economies and neigh-
bourhood-oriented economic policy. The
third section provides a brief overview of
the goals, delivery and outcome of policy
in the case study areas. The fourth section
examines what specific characteristics of the
local business environment affect small
firms and what kinds of neighbourhood
based inter-firm cooperation are relevant.
The concluding section discusses the results
and policy implications.

Agglomeration economies in
urban neighbourhoods?

Marshall (1920) defined proximity to cus-
tomers and suppliers, the pooling of specia-
lised labour and knowledge spillovers as
regional economic agglomeration forces.
However, it is difficult to measure these
forces and it is unclear to what extent they
favour concentration of firms within the
immediate neighbourhood vicinity of each
other. Porter (2003) shows that the intensity
of inter-firm cooperation in innovative
‘clusters” has a major impact on regional
economic performance. Yet, it is unlikely

Downloaded from lec.sagepub.com at Rheinisch Westfael Institut on November 24, 2015


http://lec.sagepub.com/

54

Local Economy 28(1)

that, apart from exceptional cases (e.g. cul-
tural production districts, cf. Evans, 2009),
a comprehensive range of Marshallian
agglomeration economies will emerge
among the firms located within one urban
neighbourhood. Nevertheless, in many
urban districts, there is a multitude of eco-
nomic activities, which may benefit from
close local interlinkage, even though this
cooperation will not be research based.
For example, in a study on economic clus-
ters in Hamburg, Lapple (2000: 40) identi-
fies a ‘local and quarter economy’ consisting
of businesses which are ‘largely tailored to
local needs relating to everyday life...”. In
1997, this economic segment (retail, health,
catering, manufacturing and handicraft)
accounted for around 16% of the
Hamburg workforce. Among the determin-
ants of successful entrepreneurship, social
contacts and networks are known to be of
great importance (Aulinger, 2005). Since
founders of a new business are very often
engaged in close area-based networks,
arranging, intensifying and stimulating
such networks may be a likely goal of entre-
preneurship policy, alongside other forms of
support such as the provision of advisory
service or lease of commercial space
(Neumann et al., 2011). From the point of
view of neighbourhood-oriented economic
policy, there are thus strong arguments in
favour of focusing on project areas display-
ing strong local commitment. Surely, there
are various reasons why firms may be will-
ing to support community development, for
example upgrading of neighbourhood sur-
roundings in the vicinity of the enterprise
location, cultivating contacts with local pol-
iticians, improvement of soft skills among
the firm’s employees, acquisition of new
business partners (cf. Crane et al., 2008;
Kipper and Pfeiffer, 2006). It may be
rather difficult, however, to activate such
commitment if local ties are weak. In sum-
mary, the types of economic policy which
can be expected to be significant in a

strategy to strengthen neighbourhood
economies include:

e activation and support of local self-
governed business networks to improve
local information flows;

e cstablishment of closer associations
between businesses, owners of commer-
cial property and other stakeholders
(e.g. residents) in order to upgrade neigh-
bourhood surroundings, carry out mar-
keting activities, reduce vacancy rates
and try to develop a neighbourhood pro-
file (e.g. a small agglomeration of busi-
nesses from a similar trade); and

e support of entrepreneurship by provision
of advisory services and/or floorspace at
reasonable rates, e.g. in small ‘business
incubators’.

This strategy combines instruments
common to regional economic policy (clus-
ter management, SME and entrepreneur-
ship policy) and urban planning (Business
Improvement Districts, see below) with
new forms of regional governance, which
encourage civic involvement (Fiirst and
Knieling, 2002). The precise outline of
such policy and its relation to other levels
of intervention will be discussed in the fol-
lowing section in greater detail. These inter-
ventions are ‘whole area programmes’
targeted at neighbourhoods (Bartik, 2004).
They do not include direct subsidies to pri-
vate business. More recently, microfinance
institutions offering small loans in finan-
cially underserved areas have become an
instrument of urban economic policy
(Kneiding and Tracey, 2009). In selected
model cities taking part in the neighbour-
hood impulses case study (see below), it
was part of a separate policy programme
to establish local microfinance institutions
as public-private  partnerships (BBR,
2008). Since preparation of the institutional
setting required more time and microcredits
were only beginning to be issued at the end
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of the original project phase, the aspect of
business finance needs to be left out of the
discussion in this review.

Outcome of local economic
policy in five German cities

Among the cities which took part in the case
study from 2006 to 2008, the size of the
project areas, the (main) economic focus
and the policy goals varied to a considerable
extent. Two model projects, Braunschweig
und Saarbriicken, concentrated on periph-
eral areas of city centres, which have experi-
enced decline in popularity throughout the
past decades (Saarbriicken) or expect prob-
lems due to new large-scale retail develop-
ments in other parts of the city centre
(Braunschweig). The project areas of
Bayreuth, Hannover and Karlsruhe repre-
sent inner city neighbourhoods suffering
from closures and increasing vacancy
among commercial property. As a whole,
the financial scope of government support
for the model cities was moderate. For each
city, it comprised around €100,000 for
(intangible) project measures and support
from an external coaching team. In
Braunschweig and Saarbriicken, the main
objective was to form common organisa-
tions among businesses and real estate
owners, who were supposed to make a com-
mitment to certain local profiling objectives.
It is true, these organisations adopted char-
acteristics of the concept of Business
Improvement Districts (Peyroux et al.,
2012). Yet, it was an essential distinction
to the common notion of this policy concept
that BID membership was voluntary.
Clearly, it was not a particular motivation
to get German cities ‘BID ready’ (Cook and
Ward, 2012), but to establish relatively close
associations incorporating both businesses
and owners of commercial property. In
Saarbriicken, this networking activity
came to a temporary halt due to a delay
of construction works in a large waterfront

redevelopment scheme reshaping the model
area.

In the other neighbourhoods, measures
were performed to consult small businesses,
intensify local information flows and inter-
firm cooperation, promote start-ups, market
urban areas and reduce the number of
vacant commercial properties (Table 1'). It
can be argued that the programme in these
neighbourhoods adopted instruments from
regional cluster and innovation policy, but
combined them with more traditional tasks
of neighbourhood-based business associ-
ations, e.g. place marketing, and with elem-
ents of BID policy by involving owners of
commercial property.

In terms of policy delivery across the
administrative scales it was important that
an impetus was given by the federal govern-
ment, but the precise use of (moderate)
funds by municipal authorities within the
action plan was flexible. As a result of the
neighbourhood impulses programme, muni-
cipal economic policy in all model cities
now continues to focus on the project
areas.The experience gained by policy deliv-
ery in the case study areas suggests that at
the very local neighbourhood level, even a
business-oriented economic development
approach needs to incorporate policy
instruments, which target directly at urban
surroundings. Since in most cases it is out-
side the scope of public administration to
‘shape’ the appearance of urban areas,
these policy goals require a strategic
approach to governance, involving various
stakeholders. The following section focuses
on the specific requirements of small busi-
nesses within this interplay of economic
actors.

Neighbourhood-specific location
factors and local inter-firm
cooperation

In order to gain a more precise picture of
the local characteristics affecting business
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Table 2. Selected business characteristics and opinions (Dummy (1/0) variable, | = applies), in %.

2008, only firms taking part

2008, all firms in both years of the survey

Model Reference All Model Reference  All

areas  areas firms areas areas firms
economic situation of firm: (very) good 45.6  45.0 453 458 50.0 48.0
turnover has increased during past year 279 300 29.1 292 385 34.0
satisfied with location 51.5 525 520 458 61.6 54.0
retail or catering trade 294 275 284 333 385 36.0
practices (e.g. doctors, lawyers) 353 313 33.1 333 23.1 28.0
other services (e.g. wholesale, transport) 235 16.3 19.6 235 19.2 25.0
handicraft/manufacturing 59° 175 122 42 1.5 8.0
business with < 10 employees 67.7 575 622 625 50.0 56.0
entrepreneur/manager with university degree 559  58.8 574 542 61.5 58.0
>50% of turnover generated in region 80.9° 65.0 723 833 76.9 80.0
member of local business association 338 225 27.7° 4538 34.6 40.0
willing to participate in local initiatives 588 475 52.7 583 61.5 60.0
business started since 2000 353 313 331 292 34.6 32.0

Source: Own survey. — 148 observations in 2008, 68 in model, 80 in reference areas. 50 firms took part in both years of the
survey, 24 in model, 26 in reference areas. significantly different (5%-level or higher according to t-test) from share in
reference areas. Ssignificantly different (5%-level or higher according to t-test) from share among firms taking part in both

years.

performance, neighbourhood-specific loca-
tion factors and the intensitiy of local
inter-firm cooperation were examined by
surveys® among firms in the model cities
taking part in the neighbourhood impulses
study.

By comparison between project and non-
supported reference areas the study aims at
identifying changes in the overall perform-
ance or perspectives of firms, which may
relate to measures carried out in the project
areas. Reference areas are similar in size to
project areas and border on the project
areas immediately (assuming that due to
the limited amount of financial support no
direct spill-over effects would affect other
districts). In Karlsruhe, a non-adjacent
neighbourhood centre with similar basic
characteristics to the project area was
more  suitable as  reference  area.
Questionnaire surveys were carried out at
two points in time, first at the beginning
of 2007, i.e. before project implementation

affected the survey areas, and then near to
the end of the project phase in 2008.

As a whole, a response rate of over 10%
of all businesses located in the project and
reference areas was achieved. 207 firms took
part in the survey in 2007 and 148 in 2008.°
While the effects of non-response cannot be
examined directly, the general representa-
tiveness of the population of firms taking
part in the survey can be examined by com-
paring its basic characteristics with those of
firms in Germany as a whole. According to
this comparison the results suggest no par-
ticular bias among the survey population, at
least with regard to the size and sectoral
affiliation of firms. First, as in Germany as
a whole (Federal Statistical Office 2011:
489), the majority of firms in the survey
(62%) are micro-businesses employing
fewer than 10 people (Table 2). Second, cor-
responding to the German average, some
28% of all firms (in 2008) can be allocated
to retail and catering, 12% perform
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Table 3. Importance of location factors. ‘What is the role of the following economic conditions
(important/unimportant)?’; Answer: ‘important’, in % (2008).

Model Reference

Altogether areas areas
site access/parking at firm’s location 91.2 91.2 91.3
quality/price of commercial floorspace 85.8 83.8 87.5
safety at firm’s location 84.5 80.9 87.5
outer appearance of neighbourhood 8l.1 82.4 80.0
accessibilty by public transport 79.1 76.5 81.3
culture and leisure infrastructure 77.0 73.5 80.0
supply of qualified personnel 73.0 67.7 77.5
population structure of neighbourhood 70.3 76.5 65.0
access to market 70.3 73.5 67.3
purchasing power in region 62.8 574 67.5
level of municipal tax 59.5 60.3 58.8
purchasing power in neighbourhood 58.8 64.7° 53.8
mix of trades in neighbourhood 54.1 574 51.3
local inter-firm cooperation 514 50.0 53.0
proximity to motorway 50.7 36.8° 62.5
local credit availability 41.2 29.4° 51.3
municipal economic development 284 30.9 26.3
proximity to university/research facility 284 28.0 28.8
proximity to suppliers 27.7 23.5 31.3
proximity to service providers 18.9 17.7 20.0
observations 148 68 80

Source: Own survey.

bsignificantly different (5%-level or higher according to t-test) from share in reference area.

handicraft or manufacturing activities (17%
in Germany). Of course, these basic indica-
tors provide no information about the per-
sonal characteristics or attitudes of
entrepreneurs. At any rate, since differences
between the average characteristics of busi-
nesses taking part in the project areas from
those in the reference areas are negligible
(Table 2), no strong seclection bias of
policy involvement needs to be assumed.

Among a range of location characteris-
tics thought to be important by firms taking
part in the survey, those associated with
premises and the immediate neighbourhood
surroundings assume a prominent role
(Table 3).*

From the point of view of small firms, a
need for policy intervention arises mainly
concerning general environmental and

social conditions, but also regarding the
mix of businesses in the local area (Figure 1).

In 2008, over a quarter of all businesses
participated in business networks. Yet, out
of a range of possible collaborative activities
directly affecting the market position (edu-
cation and training, marketing, purchasing/
sales, production, innovation), only a much
smaller share reports to engage in such
cooperation with other firms located in the
same neighbourhood (Figure 2).

So far, the most obvious motive for local
inter-firm collaboration is concerned with
marketing purposes. In 2008, at least some
22% of all firms reported cooperating with
other firms from the local area in marketing
activities. It is therefore no surprise that
the majority of firms (about 53% in 2008,
cf. Table 2) were willing to participate in
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proximity to service providers [ P

accessibilty by public transport
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supply of qualified personnel

culture and leisure infrastructure
quality/price of premises

local credit availability

site access/parking at firm’s location
purchasing power in region

safety at firm’s location

population structure of neighbourhood
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mix of trades in neighbourhood

level of municipal tax

outer appearance of neighbourhood

purchasing power in neighbourhood
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mmodel areas reference areas

Figure |. ‘What is the role of the following economic conditions and are you satisfied with your
location regarding these conditions?” Answer: ‘satisfied’ under the condition ‘important’ (2008, in %).

Source: Own survey. 148 observations (model areas: 68; reference areas: 80). - ®share in model areas is
significantly different (5%-level or higher according to t-test) from share in reference areas

neighbourhood-oriented projects in the
future. Only a very small share of firms
(4%), however, cooperate locally when
they introduce new technology. Selected
projects implemented in the model areas,
however, suggest that local networks may
encourage the introduction of new technol-
ogy in small firms, e.g. marketing via the
Internet,” even if they are not engaged in
highly innovative activities.

Based on regression analysis, it was
examined if particular characteristics can
be identified which distinguish firms enga-
ging in neighbourhood activity from other
firms and if these characteristics in combin-
ation relate to Dbusiness performance.
The more recent development of turnover

is the indicator of economic performance
in this analysis.®

The business features expected to inter-
relate with business performance (Table 4)
comprise:

e basic characteristics of the firm (main
economic activity, size, years in business,
educational background of entrepreneur/
manager);

o the degree of regional embeddedness
(share of turnover generated by cus-
tomers from the region);

e participation in local networks and opin-
ions about the neighbourhood, munici-
pal economic development and the
location in general.
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purchase
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H model areas

reference areas

Figure 2. Modes and intensity of neighbourhood-based inter-firm cooperation. Question: ‘Do you
cooperate with firms from your neighbourhood in the following activities?” Answer: ‘yes’ (2008, in %,

multiple responses possible).

Source: Own survey. 148 observations (model areas: 68; reference areas: 80). ®share in model areas is
significantly different (5%-level or higher according to t-test) from share in reference areas.

In order to examine possible changes
over time, the analysis focuses on firms
taking part in both years of the survey.
Quite obviously, these are more inclined to
participate in neighbourhood development
than firms taking part in the survey only
in one year or not at all. In fact, member-
ship in business networks is higher among
firms taking part in both years of the survey
than among firms participating only in one
year. Yet, otherwise there are only little
(statistically significant) differences between
this ‘panel’ and all firms taking part in the
survey altogether (cf. Table 2).

While the analysis finds no immediate
policy effect on business performance, willing-
ness to participate in local business initiatives
turns out to run parallel with a significant
increase in the probability that the turnover
of a business has increased (and a lower prob-
ability that it has declined) (Table 4). Also,
‘young’ entrepreneurs, i.c. businesses started
since 2000, performed more successfully than
‘older’ firms. The analysis therefore shows
that networking is far from being limited to
businesses seeking such activity as a last resort

to overcome difficulties, but rather that it
turns out to be more typical of relatively suc-
cessful entrepreneurs.

Apart from these characteristics, the gen-
eral evaluation of the firm’s location almost
exclusively relates with the self-reported eco-
nomic situation. For small businesses choice
of a good location obviously relates to those
factors determining economic success.

Conclusions and policy
implications

The analysis shows that, most of all, neigh-
bourhood characteristics such as safety and
the general appearance of the local area are
assessed as being very important features of
the business environment, even in direct
comparison with production factors such
as labour, finance and transport costs. In
general, many firms would confirm that
there is a requirement of policy intervention
to upgrade local business environments.
Only a minority of firms, however,
seek local cooperation in activities like pro-
duction or research. More appropriately,
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Table 4. Characteristics of business performance, 2007 and 2008 (Ordered probit estimation, pooled

cross-section).'

Dependent variable: during the past (five) year(s), the turnover of this business has. .. (Y=)
| (declined) 3 (increased)
dy/dx dy/dx
satisfied with location —0.371*% (0.115) 0.352°%+* (0.108)
retail or catering trade 0.0481 (0.121) —0.0467 (0.116)
business with < 10 employees 0.0678 (0.114) —0.0681 (0.116)
entrepreneur/manager with university degree —0.0182 (0.118) 0.0179 (0.116)
>50% of turnover generated in region —0.0494 (0.136) 0.0475 (0.127)
“mix of trades in neighbourhood is important” 0.0598 (0.117) —0.0606 (0.122)
“municipal economic development is important” —0.0743 (0.122) 0.0759 (0.129)
member of local business association 0.0948 (0.114) —0.0906 (0.106)

willing to participate in local initiatives
“young” entrepeneur (business started since 2000)

—0.269* (0.112)
—0.263* (0.0955)

0.260°* (0.108)
0.312% (0.133)

dummy for 2008 0.161 (0.159) —0.160 (0.158)
location in model area 0.0919 (0.155) —0.0905 (0.153)
interaction variable model area e 2008 —0.187 (0.175) 0.210 (0.222)
Pr(Y=1)/Pr(Y=3) 310 .303
observations 78

p*MF 0.17

p-value 0.008

Source: Own calculation.! marginal effects, standard errors in parentheses, **/*¥/* = significant at 0.01/0.05/0.1-level,
p?MF = McFadden’s Pseudo-R%, Pr(Y = 1)/ Pr(Y =3) = predicted probability of Y = 1/3 given the independent variables

at their mean.

small-scale economic clustering may be part
of a strategy which has been described as
‘neighbourhood branding’ (Zimmer-
Hegmann and Fasselt, 2006), i.e. marketing
of neighbourhood characteristics. In add-
ition, it may be one of the goals of neigh-
bourhood-based initiatives to encourage
introduction of new technology or proced-
ures among small businesses.

Concerning the incentives for firms to
participate  in  neighbourhood-related
improvement initiatives the results suggest
that initially the most important step is to
establish a group of motivated stakeholders
willing to identify and implement promo-
tional measures. While only a minority of
businesses become members of formal net-
works, most seem to be willing to support
specific projects related to neighbourhood
improvement. It is a strong argument in

favour of local economic development
policy that local commitment apparently is
by no means restricted to businesses in need
of support, but rather is a characteristic of
young entrepreneurs, who have established
their business successfully and seek to bene-
fit from local cooperation. From their point
of view, there is a value added to be gained
from neighbourhood-based networking.

In the light of the small number of start-
ups and the limited growth prospects of the
dominant activities, i.e. small retailers, cater-
ers and household-oriented services, expect-
ations regarding the short-term job market
effects of local entrepreneurial policy should
not be unrealistic. Yet, the case studies sug-
gest that considerable progress can be made
in a relatively short time and in contrast to a
scenario without intervention it is likely that
in the medium term, such policy can secure
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To a large extent, this policy will adopt its
instruments from what so far has been under-
stood as urban planning rather than eco-
nomic policy. In a comprehensive regional
economic development strategy (cf. Table
5), neighbourhood-oriented local initiatives
may help to support the business environ-
ment in cities as a whole and increase the
attractiveness of urban locations for highly
mobile capital and qualified labour, even if
there are no immediate links between those
industries serving larger markets (cf. North,
1955) and those with a local customer base. In
practice, local economic development may
give rise to new forms of cooperation within
and between different levels of public admin-
istration and between the public and the pri-
vate sector and local communities.
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Notes

1. Table 1 shows the gross effects, i.e. policy
effects are not isolated from those develop-
ments which might have taken place if no
policy measures had been carried out.

2. The study also comprised in-depth interviews,
group discussions and participation in net-
work meetings throughout implementation
of the model projects in the period from
2006-2008, i.e. about 40 personal visits in
the model projects altogether.

3. Microdata acquired in these surveys has been
made available for research purposes as scien-
tific use file in anonymised form in the
Research Data Centre Ruhr at the RWI
(Internet:  fdz.rwi-essen.de). The survey

comprised all workplaces identified via busi-
ness directories, municipal registers and site
inspections in 2007 and 2008. In 2007 out of
a total of 1602 enterprises, 207 took part in the
survey (101 in the model- and 106 in the refer-
ence areas). In 2008, 148 out of 1493 identified
businesses (after correction of the initial adress
list) took part (68 in the model- and 80 in the
reference areas). Among all respondents from
2008, 84% are business owners, 8% directors,
5% branch managers and 3% had some other
function within the firm. Since the second
survey in 2008 was completed just before the
signs of the financial and economic crisis
became apparent, the results from both years
can be compared.

4. The possible choices were (‘This location
factor is...") important/unimportant and
(‘Concerning this location factor the current
situation is...”) satisfactory/unsatisfactory.
Since the number of firms taking part in
both waves of the survey (50) is relatively
small, the analysis here focuses on the assess-
ment of location factors among all firms
taking part in 2008, i.e. comprising potential
policy effects in the model areas.

5. It was part of the project measures in
Hannover and Karlsruhe to introduce neigh-
bourhood-based web portals. Promotion of
Internet use for business purposes among
small firms was a particular focus of the
model project in Karlsruhe. By the end of
2008, 80 businesses had become (paying)
members of the web portal in Karlsruhe.

6. The question was: ‘Looking back at the past
year (in 2008, “...at the past five years...” in
2007), how did turnover develop at this loca-
tion of the firm’? The possible categories were
‘increased’, ‘stayed the same’, ‘declined’, and
‘volatile’. In an ordered probit regression ana-
lysis, which is suitable as a method incorpor-
ating ordinal dependent variables, decline was
defined as 1, stagnation or volatile develop-
ment as 2, increase as 3.
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