Chapter 8: Location of Industrial Firms

Forces controlling the location of manufacturing may be quite different from those that control the location of central places.

Weber’s model for site location

1. Simple model with one localized (but transportable) raw material plus ubiquitous inputs is used to predict the location of a transport-oriented firm.  (It predicts an end point location for either a weight-losing or a weight-gaining production function.)

2. The Varignon frame is used to find the best location for a plant requiring several localized weight-losing raw materials.

3. Weber’s model has diminished in importance in today’s world as (a)freight rates have increased more sharply on finished items than on raw materials, (b) transportation costs have fallen, and (c) brainpower is more important than muscle and machine power in manufacturing.

Production costs at the site

1. The cost of land has favored suburban location of manufacturing firms.

2. Motor freight and Interstate highway system have reinforced outlying locations.

3. The cost of labor is important but varies considerably among industries and across countries.  (Weber assumes neoclassical geographical convergence of labor costs, but this has not occurred universally.) 

4. The cost of capital is not uniform among countries, especially with respect to fixed capital (relative to flexible capital).

5. Managerial and technical skills are not mobile although, theoretically, they should be easier to move than labor in general.  In fact, managerial and technical skills are highly concentrated.)

The Flexible Economy

1. Technological change, flexible manufacturing, and just-in-time manufacturing processes are associated with real time information and telecommunication revolution.

2. Customization and flexibility take the place of sunken capital investment with more emphasis on niche markets.

3. Location is related to techniques of production and scale considerations, integrations and diversification, and agglomeration economies.

4. Adaptive behavior (firm behavior) is more important than adoptive behavior (Weber site choices) in explaining industrial location.

5. Global location is based on a decision-making process:  (a) identify critical success factors, (b)  

Trends in Industrial Organization

1. Growth in transnational firms with more emphasis on aggregate as opposed to industry concentration.

2. MNCs are large, diversified firms consisting of a set of global subsidiaries and multi plant operations.

3. Foreign direct investment is most important but also may include licensing ventures (such as franchising), joint ventures, or international subcontracting.

4. Growth occurs as vertical integration and product and geographic diversification either through internal investment or external acquisition.

Multinational Corporations

1. Are publicly held with headquarters clustered in large metropolitan areas in developed economies.

2. More important than scale economies are the ability to act as an agent for intrafirm mobility of capital, managerial skill, technology, product design, and commodities among countries.

3. Stages of globalization are:

a. Single plant domestic firm

b. Initial domestic market penetration

c. Move to export into foreign markets

d. Movement of production into foreign countries

e. Globalization of outlook and organization

Advantages of MNCs

1. Location of hierarchy of core management supervision with periphery of operations among subsidiaries.

2. The ability of management to arbitrage internationally through its network of wholly owned subsidiaries.

a. Intra firm trade to minimize production and distribution costs.

b. Minimize tax rates on profits

c. Hedge against exchange rate risks

d. Increase political leverage

3. The ability to djust location in response to the life cycle of products

a. Locate R&D in clusters since the flow of knowledge is “sticky” 

b. Adjustments to the patterns of change in products in Kondratiev cycle.

c. Question: is information technology, gene biotechnology, and virtual reality the start of the fifty Kondratiev cycle? (see p. 384)

