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Abstract 

This chapter explores patterns of structural change from a geographical perspective. It 
summarizes recent insights on the geography of structural change, and in particular on 
regional diversification. It shows how local capabilities and institutions impact on structural 
change, and why the capacity of regions to diversify differs substantially. This chapter 
describes how concepts like diversification and relatedness have been fruitfully combined in a 
rapidly expanding literature. Diversification refers to the emergence of new activities, an 
important feature of structural change. These new activities are often embedded in, or related 
to, existing activities at the national and regional scale, requiring similar capabilities. But new 
activities can also be unrelated to existing ones. For our understanding of structural change, 
the role of agency is considered crucial, as it shapes diversification at the regional level. 
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Introduction 

There is a long tradition of scientific work on structural change (Pasinetti 1981). In particular, 
scholars have studied the process of creative destruction induced by innovations (Schumpeter 
1942). The catching up and technology gap literature has provided important insights in the 
conditions that hinder or facilitate innovation in countries (Abramowitz 1986; Lall 1992). 
However, little attention has been paid to the geographical dimension in the structural change 
literature (Neffke 2009; Diodato 2017). This chapter will give insights why there is a need to 
fill this gap. We show that capabilities, including institutions, at the national scale, but above 
all at the sub-national scale, have an impact on and shape the process of structural change. 
This makes that the capacity to develop new economic activities differs substantially across 
countries and regions. The objective of the chapter is to explain why one needs to adopt a 
geographical perspective to get a more comprehensive view on structural change. 

First of all, we start describing the geographical literature that focused attention on regional 
dynamics due to the rise and fall of economic activities. Second, we discuss the product space 
and relatedness literature that is preoccupied with the question of how regions diversify over 
time, and how relatedness is impacting the creative destruction process (Boschma 2017; 
Hidalgo et al. 2018). Diversification refers to the emergence of new activities, a key feature of 
structural change (Saviotti and Pyka 2004). What this literature claims is that new activities 
are often embedded in, or related to, existing activities at the national and regional scale, 
requiring similar capabilities. But new activities can also be unrelated to existing activities, 
requiring a complete transformation of underlying capabilities at national/regional scale. This 
chapter discusses the interplay between structural change and geography in a systematic 
manner, summarizing the most recent literature in regional studies. Doing so, we also devote 
attention to the crucial role of agency that shapes structural change at the regional level. 

 

Structural change and regional dynamics 

There is a tradition in economic geography to investigate the geographical implications of 
structural change. How major shifts in the economic structure (e.g. shifts to a service-based 
economy, or a knowledge economy, etc.) leave their impact on productivity levels in regions 
has been widely documented (e.g. Andersson 1981; Daniels 1993; Hohenberg and Lees 1995; 
Quatraro 2009; Lambooy 2010). In the late 1970s to the 1990s, there was a revival of 
Schumpeterian thinking focusing on the changing geography of creative destruction. The rise 
and fall of economic activities was put high on the scientific agenda, and scholars became 
interested in how that affected centre-periphery structures at the national (Perez and Soete 
1988) and regional scale (Marshall 1987; Hall and Preston 1988). 

While centre-periphery structures had been regarded as being stable and persistent for many 
decades, centre-periphery models (Frank 1967), unchallenged for many decades, did not seem 
to fit empirical reality that showed turbulence in the spatial system at various geographical 
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scales, anymore. At the global level, the rise of the Newly Industrializing Countries (like 
Japan, Korea and Taiwan) and the long-lasting crisis in many Western economies leading to 
de-industrialization in the 1970s and 1980s was associated with a breakdown of centre-
periphery structures (Perez and Soete 1988). At the sub-national scale (i.e. the regional level), 
the rise of the Sunbelt states in the US, and Silicon Valley in particular (Lecuyer 2006), and 
the simultaneous decline of manufacturing regions in the so-called Rust Belt states suggested 
a fundamental and unprecedented transformation in the economic landscape, heralding a new 
geography of innovation (Markusen et al. 1986; Hall and Preston 1988; Scott 1988). In 
Europe, similar regional dynamics could be observed: in countries like the UK and Belgium, 
the centre-periphery structure of innovation was turned upside down, with Northern regions in 
the UK and Southern regions in Belgium de-industrializing and falling behind, while the 
South East in the UK and parts of Flanders in Belgium presenting themselves as the new 
centers of innovation (Boschma 1997). By and large, new industries emerged in ‘new’ 
regions, while existing industries declined primarily in ‘old’ regions heavily specialized in 
mature activities (Scott 1988). In other words, the rise and fall of industries had its own 
peculiar geography, leading to a transformation of the geography of innovation. 

When explaining the formation of new economic activities in regions, scholars tended to refer 
to historical accidents, as if these were built from scratch, and as if these could be developed 
everywhere (Arthur 1994). Silicon Valley was taken as an example, where the new electronic 
industry was depicted as having emerged in the ‘middle of nowhere’, despite being close to 
the agglomeration of San Francisco. The only impact of space highlighted in the literature was 
that industrial regions were unlikely places to host these new promising activities, as their 
structures (like competences, networks, institutions) had locked them into stagnant paths, and 
prevented them to move into new activities (Grabher 1993; Hassink 2005; Boschma and 
Lambooy 1999). In other words, space was perceived in this literature as a place of luck, as 
well as a place of constraints. 

This has been challenged by the Window of Locational Opportunity approach that consider 
regions as places of opportunities that enable structural change, focusing on potentials of 
emergent places on the one hand, and the importance of agency that transforms local 
structures and turns them into supportive ones on the other hand (Perez and Soete 1988; 
Storper and Walker 1989; Boschma 1997). First, we will discuss the regional diversification 
literature that aims to identify potentials of emergent places at the national and regional scale, 
using longitudinal datasets and employing network techniques. Then, we discuss shortly an 
increasing focus on the role of agency, building on literature on transitions, institutional 
leadership and political sciences, that makes structural change happening (or not) in places. 

 

Product space and related diversification in regions 

In the 2000s, this interpretation of dramatic regional change shifted somewhat and became 
more nuanced. Empirical studies showed that some old industrial regions were able to 
overcome the downside of rigid specialization and reinvent themselves (Glaeser 2005), while 
many peripheral regions continued to be incapable of escaping from the trap of 
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underdevelopment. This shifted the attention to questions like: what are the potentials of 
regions to renew themselves, what makes regions diversify successfully in new activities, and 
why does this capacity differs across regions. This research agenda was boosted by the 
availability of longitudinal data and sophisticated network methodologies to measure and 
capture structural change in countries and regions.  

The product space literature, building on complexity science (Hidalgo et al. 2007; Hausmann 
and Klinger 2007; Freire 2017) examined diversification patterns of countries. They stressed 
that history matters when countries move in new export products: new export products are no 
random events, but strongly embedded in capabilities at the national scale. Hidalgo et al. 
(2007) developed the ‘product space’ concept to identify the proximity between products 
based on their co-occurrence in countries’ export portfolios. When countries are often 
specialized in the same products, these are considered demanding similar capabilities. These 
national capabilities provide opportunities but set also limits to diversification: they condition 
which new export products will be feasible to develop in countries. A country is more likely 
to develop a comparative advantage in new products related to its existing products. New 
products are defined as new to the country, not to the world, because these studies work with 
data of existing categories of products1. Moreover, these studies found that a diverse set of 
export products that are centrally positioned in the product space (i.e. related variety) provides 
more opportunities for countries to diversify into new products that share similar capabilities.  

Simultaneously, economic geographers started to investigate more systematically the capacity 
of regions at the sub-national scale to develop new industries, new technologies or new jobs 
(Neffke et al. 2011; Boschma et al. 2013; Kogler et al. 2013; Muneepeerakul et al. 2013; 
Boschma et al. 2014, 2015; Colombelli et al. 2014; Heimeriks and Boschma 2014; Van den 
Berge and Weterings 2014; Tanner 2014; Essletzbichler 2015; Feldman et al. 2015; Rigby 
2015; Brachert 2016; Cicerone et al. 2017; Coniglio et al. 2018a). This so-called regional 
diversification literature built on previous work on proximity and related variety that aimed to 
identify which activities can be considered proximate or related to each other, and how this 
proximity or relatedness might affect the effect of knowledge (spillovers) on urban and 
regional growth (Boschma 2005; Frenken et al. 2007; Boschma and Iammarino 2009; 
Tavassoli and Carbonara 2014; Kuusk and Martynovich 2018). 

The principle claim of the regional diversification literature is that regions are more likely to 
develop new activities related to their existing activities, because these provide capabilities on 
which new activities can build and draw resources from. Capabilities required for related 
diversification are easier to acquire when close to existing local capabilities. By contrast, 
unrelated diversification requires a complete transformation of existing capabilities, which is 
accompanied by huge costs and high risks of failure (Saviotti and Frenken 2008), and thus 
more unlikely to happen (Neffke et al. 2018). The more radical the transformation in the 
underlying local capabilities is, the more it concerns unrelated diversification. 

																																																													
1	The ‘product space’ literature also refers to the complexity of export products. This literature claims it is better for a country to develop 
new export products that are rare (non-ubiquitous), with few other countries having the same specialization (Hausmann and Hidalgo 2011). 
Balland and Rigby (2016) have investigated the geography of complex knowledge at the regional level in the US. 
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This claim has found confirmation in numerous studies. Studies have used different dependent 
variables (new products, industries, technologies, professions), have applied it at various 
spatial scales (regions, cities, labor market areas), and have covered different time periods. 
These studies also employ different relatedness measures, such as relatedness between 
products sharing similar market and production capabilities (Neffke et al. 2011), technological 
relatedness between activities sharing similar knowledge (Kogler et al. 2013), skill-
relatedness between industries sharing similar skill requirements (Neffke and Henning 2013) 
and input-output relatedness between industries with similar supplier-buyer relationships 
(Essletzbichler 2015). Despite these differences in research layout, all studies on regional 
diversification find that related diversification is the rule: local capabilities condition which 
new activities are more likely to develop in regions (Boschma 2017; Hidalgo et al. 2018)2.  

With respect to new products or industries, Neffke et al. (2011) found that an industry had a 
higher probability to enter a region in Sweden when technologically related to pre-existing 
industries in that region. Boschma et al. (2013) found a similar finding for entry of new export 
products in Spanish regions. That study also showed that regional capabilities were more 
important than national capabilities to predict entry of new export products. Essletzbichler 
(2015) demonstrated that industries are more likely to enter US metropolitan regions when 
related to existing industries. Similar findings have been reported for NUTS-2 regions in the 
EU (Cortinovis et al. 2017) and in studies on diversification in prefectures in China (Guo and 
He 2017; Zhu et al. 2017; He et al. 2018; He and Zhu 2019). 

With respect to new technologies, studies use patent data to study technological 
diversification of regions, constructing a ‘technology space’ that is based either on co-
occurrence of technology classes on a patent document, or on citations across technology 
classes. Studies find that technologies related to pre-existing technologies had a higher 
probability to enter that region in the US for metropolitan regions (Kogler et al. 2013; Rigby 
2015; Boschma et al. 2015) and in the EU for NUTS-2 regions (Balland et al. 2018). These 
studies have also been done on regional diversification in particular technologies, like eco-
technologies in European regions (Van den Berge and Weterings 2014), fuel cell technology 
in European regions (Tanner 2014, 2016), nano-technologies in European regions (Colombelli 
et al. 2014), bio-technologies across world cities (Boschma et al. 2014; Heimeriks and 
Boschma 2014), and rDNA technology across US metropolitan areas (Feldman et al. 2015). 

With respect to new professions, studies use data on job classes to construct an ‘occupational 
space’ based on their co-occurrence in regions to investigate occupational diversification in 
regions (Muneepeerakul et al. 2013, Brachert 2016; Shutter et al. 2016). They all found with 
no exception that the entry probability of a new occupation in US metropolitan regions is 
higher when related to existing occupations in the region. 

																																																													
2	While lots of scientific work on structural change has embraced the value chain approach, it is fair to say that the regional diversification 
literature has not yet connected to the value chain literature (Iacobucci and Guzzini 2016). This comes as a surprise, as it might be as 
important for regions to upgrade their economies and move into new value chains or higher segments within the same value chain as to move 
into new growing sectors or technologies. 
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Some studies on regional diversification also assessed the probability of exit of existing 
activities in regions (the other [down-]side of structural change next to entry of new 
activities), and to what extent it is affected by relatedness with existing activities in a region. 
All studies come to the same conclusion: the exit probability of an industry (Neffke et al. 
2011), technology (Rigby 2015) or job (Muneepeerakul et al. 2013) in a region is lower when 
related to existing activities. Apparently, processes of decline and exit of existing activities in 
regions are less likely to occur when they are embedded in other local activities. Accordingly, 
regions tend to become more coherent over time, as they enter more related activities and exit 
in more unrelated activities (Quatraro 2010; Neffke et al. 2011; Neffke et al. 2018). This leads 
to an increase of related variety in regional structures and, in  consequence, regions can 
become more specialized. This tendency to more coherence is more pronounced at the 
regional than the national scale (Neffke et al. 2011). This net effect of entry and exit has also 
been investigated within technologies, like nanotechnology (Colombelli et al. 2014), 
biotechnology  (Krafft et al. 2011) and telecommunications (Krafft et al. 2014). 

 

Structural change and unrelated diversification in regions 

Thus there is a lot of evidence for related diversification. However, unrelated diversification 
also happens now and then, although infrequent (Coniglio et al. 2018a,b). Scholars are 
showing an increasing research interest in this more radical type of change and how such 
structural change comes about, just because it seems to be an anomaly in a world where 
regions show a strong tendency to do what they did before, either because they do not 
diversify at all, or because they diversify in activities closely related to their existing activities 
(Boschma et al. 2017). Some scholars have made strong claims that regions should depart 
radically from their past as a way to overcome an inevitable process of negative lock-in. This 
resonates long-standing research interest in radical change in societies, as embodied in 
phenomena like leapfrogging (Perez and Soete 1988), radical breakthroughs (Gordon 2016), 
transitions to sustainable development (Geels and Schot 2007), new path creation (Isaksen 
and Trippl 2014)3, and more lately, mission-oriented innovation policy (Mazzucato 2013). 

In the regional diversification literature, there exists little theorizing on unrelated 
diversification, and why we observe it now and then. In recent years, more from a pragmatic 
perspective, scholars have started investigating the particular conditions that make regions 
more likely to diversify into unrelated activities now and then. In this context, unrelated 
diversification does not necessarily mean a complete break with the past, but is more defined 
in terms of less related, rather than completely unrelated, diversification (Boschma 2017). To 
explore which regional factors might enhance unrelated diversification in regions, studies 
often interact relatedness with regional factors to assess which conditioning factors weaken 
the positive effect of relatedness on regional diversification. 

																																																													
3	The literature on new growth paths is interested in path development, inspired by the path dependence literature (Martin 2010). However, it 
is not always clear what is meant by a path and how a path is defined and operationalized in studies. Therefore, it might often be more 
appropriate to talk about past dependence, rather than path dependence. The new growth path literature focuses on different categories of 
path development, like path renewal and new path creation (Isaksen and Trippl 2014).	
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First of all, high levels of economic development at the national scale (Petralia et al. 2017) 
and regional scale (Boschma and Capone 2016) tend to favor unrelated diversification. 
Pinheiro et al. (2018) found that more unrelated diversification (relatively speaking) happens 
at intermediate levels of economic development of countries. A common finding is that 
lower-income countries and regions are more engaged in related diversification. Periods of 
sustained economic growth in U.S. regions seem to favor more unrelated diversification as 
well, in contrast to major depression periods (Steijn et al. 2018). Second, high levels of 
knowledge capabilities seem to matter as well. Montresor and Quatraro (2017) found a 
positive effect of Key Enabling Technologies on the tendency of European regions to 
diversify in more unrelated technologies. That is, they found a weaker (but still significant) 
impact of local relatedness on technological diversification in regions with a strong presence 
of Key Enabling Technologies. Xiao et al. (2018) showed that a research and innovation 
infrastructure allows European regions to make a jump in their industrial evolution now and 
then. Third, unrelated variety in the techno-economic structure of regions tends to favor more 
unrelated diversification. Castaldi et al. (2015) found that unrelated variety enhances the 
occurrence of technological breakthroughs. This finding has been confirmed in a study by 
Barbieri et al. (2018) on new green technologies in U.S. states. They showed that unrelated 
variety matters more in their emergent phase and related variety more in their mature phase. 

So far, we discussed national or regional capabilities that might affect unrelated 
diversification. However, structural change might also come from the outside. Studies (Bahar 
et al. 2014; Boschma et al. 2016) found that regions are more likely to develop new export 
sectors in which their neighbor regions are specialized. Andersson et al (2013) found high-
quality imports to be crucial for the entry of new high-quality export products in regions. Case 
studies suggest that non-local linkages might be crucial for new path creation, especially in 
peripheral regions where local resources are weak (Fitjar and Rodríguez-Pose 2011; Isaksen 
2015; Grillitsch and Magnuson 2015; Trippl et al. 2015). Some studies have looked at the 
relationship between inflow of firms and unrelated diversification in regions. Neffke et al. 
(2018) found that non-local entrepreneurs and firms induce structural change in regions (as 
opposed to incumbents), while Elekes et al. (2018) showed the strong involvement of non-
local MNE’s in more unrelated diversification in regions. 

Scholars have suggested that unrelated diversification is crucial for long-term development of 
countries/regions, to avoid over-specialization in the long term. A crucial question is: can 
countries/regions keep relying on more related diversification to sustain long-term economic 
growth, or do regions need to diversify in unrelated activities now and then to avoid lock-in in 
the long run, and to secure long-term economic development (Boschma 2017)? Despite 
regular strong claims made in the literature, there is little to no systematic evidence on the 
long-term economic effects of more or less unrelated diversification (Coniglio et al. 2018b). 
Pinheiro et al. (2018) has shown at the national level that unrelated diversification might give 
a ‘small’ economic bonus to countries, especially at their intermediate stage of development. 

 

Regional diversification and national and regional institutions 
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The structural change literature has long focused on the role of capabilities and which types of 
capabilities affect the process of structural change. This is especially prominent in the 
literature that examines the role of technological and social capabilities in countries to catch 
up (Lall 1992; Fagerberg and Srholec 2008). Social capabilities are considered crucial to turn 
technological capabilities into economic development. According to Fagerberg et al. (2014), 
social capabilities include the public knowledge infrastructure, a well-functioning labor 
market, and the prevalence of norms and values. Technological capabilities concern the 
ability to create new knowledge and innovations through innovation and finance capabilities. 
This complementary role of technological and social capabilities resemblances a much bigger 
literature in innovation studies that has criticized the linear model of innovation, saying that 
knowledge is not sufficient for economic development, unless an appropriate and effective 
institutional and social context is in place (Rodríguez-Pose and Crescenzi 2008). 

In the regional diversification literature, there are studies that investigated how national and 
regional institutions might affect the nature of diversification. Following the Varieties of 
Capitalism literature (Hall and Soskice 2001), Boschma and Capone (2015) tested whether 
institutions do matter for the type of diversification that prevail in countries. They found that 
institutions that regulate less tightly labor, capital and product markets give countries more 
freedom to diversify in more unrelated activities. This stands in contrast to institutions that 
coordinate more tightly such market relations, which make countries to focus more on related 
diversification. These institutions make them to stick closer to what they did in the past. 

He and Zhu (2019) found evidence of the effects of economic liberalization and state 
involvement at the national and regional scale on the propensity of Chinese regions to 
diversify in related activities. And Cortinovis et al. (2017) investigated the effect of regional 
institutions on the ability of European regions to diversify. Bridging social capital in regions 
was a crucial enabling factor for regional diversification. This study also accounted for inter-
regional variations in the quality of government, derived from surveys among citizens rating 
local public services in education and healthcare with respect to quality of governance, 
impartiality, and level of corruption (Charron et al. 2014). No direct effect of the quality of 
government in regions could be found. However, a combination of low quality of government 
and bonding social capital in a region turned out to be devastating for diversification. 

  

Regional diversification and role of agency 

So far, evidence has been collected concerning the question what makes some regions more 
capable of diversifying than other regions, and which capabilities at the national and regional 
scale contribute to what type of regional diversification. Besides the importance of national 
and regional capabilities, the role of agency is also considered to be crucial for diversification 
in regions. As noticed before, the Window of Locational Opportunity approach (Storper and 
Walker 1989; Boschma 1997) highlighted that actors, not regions, make regions diversify, 
turning local structures into supportive ones. However, this role of agency was not worked out 
systematically for long. This has changed recently, based on new insights in entrepreneurship 
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studies (Klepper 2007), transition studies (Coenen and Truffer 2012; Boschma et al. 2017) 
and the institutional entrepreneurship literature (Garud et al. 2002; Maguire et al. 2004). 

Economic actors like entrepreneurs and firms are principal agents that make regions diversify. 
Work of Klepper on the rise of new industries in places like Detroit (Klepper 2007) has been 
crucial to develop a micro-perspective on regional diversification. What his studies showed is 
that new start-ups founded by entrepreneurs coming from related industries (rather than start-
ups) and incumbents diversifying from related industries (rather than incumbents) played a 
key role in the emergent stage of an industry. This observation of spinoffs and diversifiers 
from related industries giving birth to new industries provides support for related 
diversification in regions at the micro-scale. This is in line with evidence that firms diversify 
in new products not only related to their own products but also related to products in their 
own region (Cainelli and Iacobucci 2015; Lo Turco and Maggioni 2016; Hazir et al. 2016). 

Neffke et al. (2018) examined systematically who are the economic agents of structural 
change, and found that new plants rather than incumbents induce unrelated diversification in 
regions. More importantly, Neffke et al. (2018) showed that new plants from outside the 
region, and not so much local start-ups, are responsible for more unrelated diversification in 
regions. Especially new subsidiaries established by firms in other regions induce structural 
change, because the ownership link subsidiaries have with their parent in their home region 
helps them to overcome the liability of newness, allowing them to develop activities that rely 
on resources that do not exist in the host region. Elekes et al. (2018) found that this especially 
applies to plants that are established by Multi-National Enterprises (MNE’s). 

This resembles work on MNE’s introducing new specializations in regions (Crescenzi et al. 
2015). The role of MNE’s in inducing structural change has been widely documented in the 
international trade and business literature (Iammarino and McCann 2013). The type of 
investment strategies of MNE’s plays a crucial role: more unrelated diversification is more 
likely to occur, with possibly little spillovers to the local economy, when MNE’s invest in a 
host region, exploiting their technological leadership while benefiting from low local costs to 
produce standard goods. Instead, more related diversification occurs, with potentially positive 
spillovers to the host region, when MNE’s make R&D investments in activities related but not 
identical to activities in the host region, which allows MNE’s exploiting local knowledge 
while avoiding leakage of their own knowledge to local competitors (Cantwell and Iammarino 
2003). And besides the inflow of non-local firms, local firms may also induce diversification 
in a region through non-local linkages (Grillitsch and Magnuson 2015). 

Besides the role of firms, there is increasing recognition that individuals can make a 
difference, especially individuals that come from elsewhere, like star scientists, top managers 
or key employees (Feldman et al. 2005; Trippl 2013). Migrants have been reported to be 
important for regional diversification (Bahar and Rapoport 2014). What has been referred to 
as transnational entrepreneurs have contributed to early industry formation in specific places 
(Saxenian 2006; Drori et al. 2009; Vale and Carvalho 2013). 

But there are also non-economic actors that act as agents of structural change. Public 
agencies, like universities, play a role in developing new industries in regions unrelated to 



	
10	

their existing development paths (Tanner 2014; Gilbert and Campbell 2015). Public policy 
can induce radical transformations in regions, through fundamental research or public 
procurement (Mazzucato 2013). Some recent policy efforts, like smart specialization policy in 
the EU in particular (Foray 2014), are actually aiming for stimulating new specializations in 
regions, while building on their existing capabilities (Balland et al. 2018). 

The institutional entrepreneurship literature looks at the role of agency in institutional change 
(Garud et al. 2002; Maguire et al. 2004; Battilana et al. 2009). It builds on earlier work on 
structural change that early industry formation necessitates new institutions and the adaptation 
of existing ones (Nelson 1994). It describes how institutional agents engage in collective 
action to mobilize knowledge, resources and public opinion, as to build legitimacy and create 
new or shape existing institutions at various spatial scales to enable new industry formation in 
regions (Strambach 2010; Sotarauta and Pulkkinen 2011; Dawley et al. 2015). This comes 
close to entrepreneurial experimentation in transition studies that focus on the role that niches 
play for the emergence of radical technologies in an established regime (Smith and Raven 
2012), and on the counter-forces from vested interests and incumbents that can block 
institutional change when new activities challenge overarching regimes (Wesseling 2015). 

 

Concluding remarks 

We argued that little attention has been paid to the geographical dimension in the structural 
change literature until recently. This chapter has shown why there is need to fill this gap, and 
why a geographical perspective is a prerequisite to get a more comprehensive view on 
structural change. It has highlighted that the process of creative destruction is distributed 
unevenly across countries and regions. In particular, the diversification capacity of regions in 
countries differs to a considerable degree. We discussed recent literature showing how 
regional capabilities and institutions shape structural change. And processes of creation and 
destruction do often not coincide in the same places, generating winners and losers in the 
economic landscape as a consequence. In the long run, the resulting geographical pattern is 
persistent only to some degree, with, occasionally, shifting fortunes of regions. 

In particular, we discussed the product space and relatedness literature that emerged in the last 
decade (Boschma 2017; Hidalgo et al. 2018). The product space literature aims to identify 
potentials of countries to diversify at the national scale, and the relatedness literature on 
regional diversification is doing more or less the same at the sub-national or regional scale, 
employing similar new network methods, and analyzing longitudinal data on new 
technologies, industries, export products and professions. Studies have found strong support 
for their claim that new activities are often related to, or embedded in, existing activities at the 
national and above all the regional scale, providing capabilities from which new activities 
draw resources. Unrelated diversification is less likely to happen, because it requires a 
complete transformation of local capabilities. In contrast, decline and exit of activities is less 
likely to occur in regions when related to, or embedded in, other existing activities. In 
consequence, regions tend to become more coherent over time: regions tend to add new 
activities closely related to local activities, while they exit activities unrelated to those. This 
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tendency is more pronounced at the regional than the national scale, which shows again why 
it is crucial to study structural change at the sub-national scale. 

Studies have focused on what factors favor diversification. Although this body of empirical 
literature is relatively new and still expanding, findings tend to suggest that more unrelated 
diversification is more likely to occur in regions with a high level of income, unrelated variety 
in its economic structure, a well-developed research and innovation infrastructure, the 
presence of key enabling technologies, and during periods of sustained economic upswing. 
Institutions at the national and regional scale seem to matter as well. National institutions 
favoring liberal market regulations tend to give countries more freedom to diversify in more 
unrelated activities. In China, economic liberalization and state involvement at the regional 
scale increase the propensity of regions to diversify in related activities. And in Europe, 
bridging social capital in regions is an enabling factor, while bonding social capital and low 
quality of government in a region turn out to be a toxic mixture for diversification. 

Besides national and regional capabilities, the literature on regional diversification stressesthe 
importance of agency at the micro-scale. What is advocated is a micro-perspective that aims 
to identify key agents that drive regional diversification. In particular, there is a need to 
determine the role of different types of individuals, firms and institutional players including 
policy makers, to assess who are the key drivers of which type of (more or less related) 
diversification in regions, and to identify which are the regional factors that make local actors 
in some regions more successful in diversifying in new activities. Related diversification in 
regions seems to be enhanced by diversifying firms on the one hand, and entrepreneurs 
spinning from related activities on the other hand. Unrelated diversification in regions seems 
to be initiated and enhanced by non-local firms and MNE’s in particular. Moreover, the 
regional diversification literature takes a much broader view that goes beyond the firm. It 
explores the role of institutional entrepreneurs and political leadership, recognizing the 
importance of institutional change to enable diversification in regions. What is emphasized is 
that institutional agents engage in collective action to mobilize resources, build legitimacy and 
reshape institutions at various spatial scales, to enable new industry formation in regions. 

In EU regional policy circles, concepts like related diversification and related variety are 
being used as inputs for smart specialization policy that aims to develop new specializations 
in regions (Foray 2014; Montresor and Quatraro 2018). The focus of smart specialization 
policy is on identifying and exploiting opportunities in regions to develop new growth paths, 
building on the related variety and diversification literature (McCann and Ortega-Argilés 
2014, 2015). It shows that structural change is more than ever part of the policy agenda, and 
that the regional dimension is considered to be a crucial ingredient for innovation policy. 
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