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Growth, Consumption and K nowledge Cities

Riccardo Cappellin

Abstract

Cities are important centres of service activigesl hubs of new knowledge. The
changing structure of production and consumptionpost-industrial cities has
been analysed by building on the recent econon@ratiure in three related fields,
such as: the ‘endogenous development’ of industdlaisters, the regional
development of knowledge intensive business seraitg the regional factors of
innovation and knowledge creation. The increasmmgriaction between users and
producers for the development of new services mwitities creates the internal
aggregate demand, which is mainly concentrated iwittities, and can be a
powerful driver of national growth and the new motr the drivers of the
economy in a modern city.

Keywords: Growth; Consumption; Knowledge Cities; InnovatioGlobal
Markets

1. TheIncreasing Service-Manufacturing Integration in Modern Firms

Services represent the largest component of totplayment at the national level
and by far in the largest cities. For example, eyplent in services accounts for
91.3% of total employment in London, which has @ltpopulation of 7,4 million
(Eurostat 2008). The growth of services is to gdaextent explained by the fact
that industrial firms in the last 40 years have e from a strongly vertically
integrated ‘fordist’ model, to a new model of inttyswhere the continuous and
fast external change requires innovation, tight cedeation and strong
integration/cooperation with external firms. Inntwa process is characterized by
stimulus or obstacles that require not only matensestments in new plants and
machinery, but also immaterial investments in tezdindesign, R&D and the
continuous learning of increasingly qualified hummasources.

In particular, knowledge intensive business ses/igdBS) promote innovation
in the industrial activities (Strambach 2001, 2008ller, Zenker 2001; Bryson,
Monnoyer 2004; Howells 2006; Wood 2006; Cappelld02, Muller, Doloreux
2009; Cappellin 2009), commercial and transpontises are needed for managing
the transaction costs in the product exchanges p@iap 1988), and personal
services integrate the industrial goods and reptesme increasing share of private
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consumption. Thus, the new model of industry rexpiat greater integration of the
traditional manufacturing activities with intanggactors, which may be either up-
hill of the manufacturing phase such as R&D sewvioe down-hill such as the
commercial servicesA company’s success is conditioned by its ability t
manage the system of product intangil§®ndoni 2010).

Service activities are crucial for the competitigss of the European industrial
firms, as Europe can’t compete with emerging ecaasnon the base of lower
production costs. Firms in the most developed a@sishould specialize in the
production of ‘complex goods’, which can’t be pradd by emerging countries.
These products require the integration of manyedifiit sectors and technologies
together with the use of a highly educated andezkiabour force to respond to the
new needs emerging by customers concentrated imdiseé developed urban areas.

On the other hand, service firms become more sintvlandustrial ones so that
innovation is important in services activities amot only in industrial activities
(Gallouj 2002; Gallouj, Weinstein 1997; Howells Ba) Metcalfe, Miles 2000;
Miles 2005; Hipp, Grupp 2005). Service firms aredmaing capable to incorporate
a service within a good, and increasingly use moéeuipment which is produced
by industrial firms. In fact, the mass developmehimodern services in various
fields such as communication, health, commerciatrithution, media and other,
pull the production of many industrial firms andeguires the production of many
complementary products, such as ICT and other teehmstruments and large
public and private investment.

Thus, industry and tertiary sectors become motrdlyigntegrated and that makes
impossible a sharp distinction between industry sewtices firms, as they become
more similar. For example, Siemens is about to biffeseveral divisions into an
‘Infrastructure & Cities’ sector. Mr. Ldscher, t@EO of Siemens, has branded
Siemens a ‘green infrastructure giant’, emphasitiegGerman group’s roots as a
leading innovator and the vast growth potentiadupplying infrastructure, such as
trams, smart power grids and water treatment feesli for the ever growing
number of megacities around the globe.

2. The Growth and Evolution of Cities: a Network Approach

The transformation of the modern economies towaetgices and the increasing
concentration of these latter within cities explaihy the process of globalization
of firms, markets and knowledge is occurring togetlwith the increasing
preference for cities by the most innovative firamsl the most qualified workers.

In an industrial economy productions were conceéatraeither in ‘industrial
clusters’, characterized by the interdependencengmmany small and medium size
firms, or in ‘company towns’, organized around agéa ‘fordist’ or vertically
integrated company. The industrial city (1900-19W3s characterized by the
home-to-work commuting, large production plants amathinery and housing, the
importance of the exploitation of economies of sahd of modern technologies.
Thus, medium and large industrial cities, such d@ad and Torino in Italy, have
been characterized by the intense concentratiamdoktrial firms till the end of the
60s. Later, during the 70s, the industrial actgtistarted to decentralize to less
congested areas. This process contributed to tkation of the well know
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‘industrial districts’ (Simmie 2005; Capello, Faggi 2005; Cooke 2006) in
neighbouring rural areas and it explained the mireg specialization in services
by the large and medium size cities.

On the contrary, in a modern economy the increasalg of cities is tightly
related to the increasing importance of informatiand knowledge and to
continuous changes, such as new technologies, nedugions and new
organizational forms. Cities are now at the cenfeas long term transformation of
the industrial economy towards the model of thevldedge economy and new
types of services, both for the firms and for te®ge, are concentrating within
cities.

Large firms in scale-intensive sectors, such asmaative, and small and medium
size firms in the specialised supplier sectors,nsas machine tools, are still
important in developed and developing economies,abel moving towards non-
urban areas. On the contrary, the increasing rfoddties is related to the increasing
importance of the following strategic sectors imadern capitalist system:

» services for individual consumers, which mostlyelep in the metropolitan
areas where the largest part of the national ptipulgs concentrated,;

» large collective or network services, such as aid aail transport,
telecommunication, energy networks, water networtsch have in largest
cities their main nodes in the links with the othen-urban areas;

» financial services, such as banks, stock excharigesrance companies,
which are concentrated in the global cities whey thave an easier access
to information;

* high tech firms, which are concentrated in the dagjty-regions, where
there are important universities, research ceraedsa large pool of a very
qualified labor force.

In fact, the move of Siemens, indicated above, dim#s how rapidly swelling
mega-cities around the world have become much rmopertant for industrial
companies and the 600 largest cities account foutafalf of the world’s economic
output, a figure that is expected to rise (McKin&dgbal Institute 2011).

In a modern economy based on knowledge and inrwvate relationships
between large multinational companies and the scitihere they are located
become tighter. Cities are the financial centregr@lthe access to the capital is
easier and have a diversified production structnedking easier for firms to find
specialized suppliers. Cities are the center of rerket for new goods and
services. Cities are the location of universitresgarch centers and the residence of
that qualified labor force, which is increasinglgeded in innovative firms.
Qualified workers belong to specialized professia@mnmunities, which have in
the major cities their hubs, and these workersatse wealthier and more expert
consumers, which are more open to the consumpfiomovative products. Cities
are the center of fairs and markets and the pldwrent is easier for firms to have
access to the specialized information, which ateial in order to identify new
business opportunities. Cities are the centerseptiblic institutions, which have a
great power in promoting the development of newdpotion sectors through
appropriate regulations.

The difference between the post-industrial cityjohhas evolved starting from
the 70s, and a traditional industrial city is nepresented by the skyscrapers and
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the large office developments, which especiallyn@wly industrialized countries
are promoted by a city marketing policy and by fasarchitects, as the landmarks
of the hubris due to a recently achieved indussiedngth. The key characteristics
of modern cities seem rather to be the increas@éeflows and the need to have
access to information, as indicated by: a) the figlduring the working time for
business meetings and also during the free timeskmpping and for social
purposes, b) the tight interactions among peopkree for the creation of new
knowledge both by the firms and by the individuarkers and c) the increasing
needs for socialization among citizens. A seconated characteristic of modern
cities is the high diversity of the people, firmsdaactors, coming from different
sectors, cultures and regions and countries.

Thus, in a knowledge economy, the economic andiksgstem of a metropolitan
city-region looks like to a ‘puzzle’ made by disai information, knowledge,
structures, people and also by different policymalges. As in the story of the Tower
of Babel the confusion of languages divides theéousrgroups and may make them
unable to understand each other. However, this isgedisorder of the various
material, human and immaterial elements, which makeaodern city, creates a
stimulating environment and pushes the local adtithe continuous search for a
harmony, a design or a formal order within the.cltlze creation of a new order or
the intelligent solution of this ‘puzzle’ requiresn the one hand, the creation of
new knowledge, which is the original combination pfevious pieces of
knowledge. On the other hand, it leads the poliakens to search for a common
identity or for some forms of governance or comnphlity among the various and
often conflicting actors within the urban communiity order to achieve a greater
social cohesion, security and well-being.

2.1 The Creation of New Knowledge and I nnovation within Service Activities

The speed of innovation and the creation of newnkedge play a key role in the
creation of new services and the transformatiorthef urban economy. The city
represents a ‘regional innovation system’ (Cook®620 where the process of
knowledge creation can be interpreted accordin@ tognitive-systemic model.
Knowledge which is most relevant in service adegtis to a large extent tacit
(Howells 2002; Asheim, Coenen, Moodysson, Vang 208ighly localized and
linked to a specific context, so it can’t be easignsferred.

In particular, the process of innovation and knalgke creation within an urban
innovation system can be analysed according ts@syc-cognitive model, called
‘territorial knowledge management’ (TKM) (Cappelli2007, 2010, 2011;
Cappellin, Wink 2009), which differs from the tradnal ‘linear model’ (Fagerberg
2005; Tidd, Bessant, Pavitt 2005) and also from riwge recent ‘chain linked’
model.

The TKM model does not focus on the innovation psscwithin an individual
firm but it highlights that the process of interaetlearning leads to the creation of
tacit and codified knowledge within networks madedifferent firms and actors
(Cappellin 2003). According to this systemic-comyait model, the creation of
knowledge and the development of innovation camterpreted as the result of a
process of interactive learning, where it is pdssto distinguish six drivers or
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phases: a) external stimulus, b) accessibilityecgptivity-attractivity, d) identity, e
creativity and f) governance (Figure 1).

Figure 1: The Systemic/Cognitive Model of Knowledge Creation

accessibility‘ interaction
external stimulus identity creativity R
recepti\/ity= A combination: g nnovation
governance g
—>
T : capabilities

Source: Cappellin, Wink 2009

In fact, the external stimulus to innovate may bduced by a change in the
demand or in the pressure of competition, or byhange in technologies. That
determines a tension which leads to the search smiution to the problems of the
firm. This search process is facilitated by a lowgeographical and/or
organizational distance or by a higher ‘accessyitio potential complementary
partners (Howells 2002; Cappellin 2003; Boschma52@immie 2005; Cooke
2006; Karlsson, Andersson 2007). It also requirbat tthese actors are
characterized by a low cognitive distance or byagpropriate ‘receptivity’ or
absorption capacity (Cohen, Levinthal 1990). Thie,creation and strengthening
of a common ‘identity’, made by common values, asseof common belonging,
trust relationships, social or relational capitadaa high institutional proximity
(Nooteboom 2000; Capello, Faggian 2005), represehts prerequisite for
cooperation among firms and their search for jewlutions. These new solutions
can be identified as the result of ‘creativity’ldfda 2002; Morgan 1997,
Cappellin 2003), which may be defined as the cdipalbif the various local actors
to combine different and complementary pieces obwdedge in an original
manner and to interact among them, in the framevadria collective learning
process (Lundvall, Johnson 1994). Finally, these ieas can be translated into
economic innovations only when appropriate orgamma or institutions (Cooke,
Morgan 1998; Hall, Soskice 2001; Kaiser, Pranglef2@appellin 2010) promote
a process of multi-level governance or reach foragdeements among various
actors, committ appropriate human resources arahdial funds and integrate the
new ideas with complementary production capabdgitie

This process of interactive learning and innovat@s a cumulative character,
since it improves the capabilities of the individl@ators and these capabilities
enhance the six factors indicated above. Moreawer,innovation adopted by a
firm is changing the external environment for thieeo firms and it may represent a

Edited by: ISTEI University of Milan-Bicocca ISSN: 1593-0319

10



© SYMPHONYA Emerging Issues in Management, n. 2,720
www.unimib.it/symphonya

further stimulus leading them to innovate. Thugernactive learning, knowledge
creation and innovation are a dynamic and cumudginocess occurring in a urban
or regional or national innovation system and alsmss regions and countries.

2.2 The Endogenous Pr ocess of Development in Cities

Knowledge is a special good which get not exhausiighl the use, while it can
develop gradually together with the same use thrdbg original combination of
previous knowledge. This process of knowledge meas enhanced by the spatial
contiguity between the various actors. In this pecsive, cities enjoy a competitive
advantage with respect to rural areas. The lamgedfithe urban economy allows a
greater number of consumers and producers and & gegiety of consumer
preferences and of labor competencies. Cities hdagge market and that insures a
great variety of potential clients and a great deinféor new activities. Many
workers and firms are located in a city and thatimes the potential use of a large
pool of knowledge or competencies.

Moreover, cities are more open to the external dvarid are more accessible to
distant customers or suppliers. That insures ary eaxess by cities to
complementary knowledge and it accelerates theegso®f innovation within
cities.

In particular, knowledge does not affect only theudure of the ‘production
function’ of the firms but also the ‘utility funan’ of the people and it affects both
the demand of labour of the firms and the demangdooids by the consumers, as
indicated in the model described in Figure 2.

Figure 2: The Process of Urban Growth and the Creationes Nleeds and New
Skills

A

A

Supply of new skills

A 4

—> I ncrease of wages paid

FIRMS «—> NEW KNOWLEDGE <——— PEOPLE

Changes of needsand demand |

y

Supply of new goods and services >

First, a greater knowledge has an impact on theulamarket. Firms exploit the
new individual competencies of the workers and damlthem in order to adopt
new production technologies needed for new goodsenorices as also in order to
increase the productivity in the traditional protioics.
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New knowledge leads firms to increase the demand nfimre qualified
occupations and leads the households to supply etreated workers to the firms.
The greater productivity of the workers leads taramease of incomes and of the
wages paid by the firms to the workers. These miglages are crucial for creating
the additional demand needed by the firms to precw products and services.

Second, a greater knowledge has also an impachemarkets of goods and
services. It leads to the development of new naedso an increase of the demand
for more sophisticated and innovative goods andses.

Firms are stimulated to specialize and to reconwenn the production of
traditional products and services to innovativesoriéhe tight interaction between
the various firms, the availability of a qualifiédbor force within cities and the
combination of their respective competencies stateulthe birth of new firms,
which often emerge as spin-off from existing firms.

Thus, the process of development in urban arebassed on the one hand on the
increasing differentiation of the local consumptend the growth of new needs by
the households and by the firms and, on the otl@dhon the continuous
reconversion of the firm and of the labor forceniréraditional services to more
modern services.

This process of increasing specialization is vémyilar to the creation of variety
and the increasing division of labor through thahbof new firms, which was
illustrated by Marshall in the case of the ‘indiatdistricts’ made by many small
industrial firms or by the modern evolutionary apgeh which highlights variety
creation and market selection.

This process of continuous differentiation of thebdr supply and of the
production capabilities of the firms together witte differentiation of the pattern
of demand by the urban citizens may be defined @soaess of ‘endogenous
growth’ (Cappellin 2003; Cappellin, Wink 2009), einit does not depend on the
growth of the external demand and on the attractibinvestments from other
regions and countries. That makes the economic lof@vwent in modern
metropolitan areas different from the export-ledamr development of highly
specialized ‘company towns’ during the early indiasization phase of the national
economy and also from many small and medium siiesciwhich base their
growth on the attraction of external investmentd amployers in an increasing
globalized economy.

3. TheRole of Consumption within the City Economy

The traditional economic approach relates the droo¥ta city economy to the
growth of large industrial firms and the exportsrafustrial products, such as in the
case of automobile productions in Torino, DetraitRaris. On the contrary, the
process of economic growth in a city may have adoganous character, as
indicated above, and the internal demand, madehbylacal investment and
consumption of services and goods, may be the rdoivehe economic growth of a
city.

In fact, it is clear that the growth of many citiespecially in the phase of the
urbanization has been driven by an increase of lppo and the massive
immigration and by the huge investments in constvacboth in housing and in
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public transport and energy and other infrastresuin fact, the growth of the

construction sector is determined by the demogcagkpansion of the cities and it
has been a major demand stimulus not only for dlal lbut also for the national

growth, as it has occurred in China or in Indiae onstruction sector has a weak
content of import and then a major multiplier effen the aggregate urban product.
Similarly, the growth of a city in developed econesnmay be pulled by massive
investments related to the organization of maj@mnéy such as Olympic Games or
a large World Expo fair.

Cities are at the center of national and globalkeisr and that allows to the
producers a greater access to widely differentsyecustomers and to the citizens
the access to a wide scope of potential goodsreices to be purchased.

Cities are not only a center of production and ofking places, due to the spatial
concentration of many firms, but also the livingvieonment for their citizens,
since most of the national population in all coigstlives in cities.

This evolution of the balance between the producfionction and the living
function of a city explains the change in the ielatbetween the city and its
hinterland, where industrial and even service #ms and job places are
increasingly decentralized. That is indicated by th-direction of home-to-work
commuting flows and by the fact that an increasinmber of people do not move
to the cities for working, but rather move out loé tcities for working and return to
the cities for spending their free time. Moreovegny tourists from other regions
and countries and people from the surrounding raneds are attracted to cities for
spending their free time and the traffic congesti®nncreasingly related to the
mobility for shopping and social purposes, as ituss especially during the
evening hours and the holiday periods.

The explicit reference to the demand implies tosoder a new dimension of the
knowledge economy. Knowledge, as indicated abowesdot affect only the
structure of the ‘production function’ of the firnimit also the ‘utility function’ of
the people. In fact, the knowledge economy is attarzed by the development of
new needs and life styles leading to the developnoénthe demand of new
products and services.

3.1 Knowledge Workersand New Patter ns of Consumption

Cities and especially large cities are the conegiotn of the so called ‘knowledge
workers’ (Florida 2002; OECD 2004). Knowledge waskbave a different role in
the production within the firms, as the knowledgerker should not be considered
as a factor of production, which delivers a giveorkvtime, but rather as the actor
who adds value to the production and contributesntwvation through the
management of knowledge within the firm and of tedationships with the
suppliers and the clients and other stakeholdetexread to the firm in the process
of interactive learning.

The knowledge workers are characterized by a hitgheal of formal education
and a higher experience and knowledge and by diftdasic needs, consumption
models and by a rather sophisticated demand patvém respect to the other
citizens in an urban area. In fact, the knowledgenemy is characterized also by
the development of new needs and life styles lgatiinthe development of the
demand of new products and services and also toforems of political behaviour.
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Consumers represent a force of responsible cititeaigirms and public authorities
can no longer ignore and have new different charetics (Lambin 2002). Thus,
these ‘knowledge workers’ are also ‘knowledgeabl®nsomers’ and
‘knowledgeable citizens’, who are characterizedabgreater demand for places
where to meet, for travel, transport, use of ICT amedia, health services, sport
and cultural activities and for centers of educatioThey demand more
environmental quality and energy saving, securitymf crime, freedom and
participation in policy making, social visibilitynd sometimes also new forms of
solidarity. This emerging needs for new servicefien related to the lower
availability of free time or the increasing valuefr@e time, due to the intense work
duties of these workers. In fact, for them, thes fiieme is not completely separated
from the working time, as in a traditional ‘fordistrganization and the free time
plays a crucial role in the social interaction witbople sharing the same interests
for entertainment and also for career purposess,Tkimowledge workers usually
prefer an urban residence rather than a rural lotuslban residence that leads to a
greater demand and to higher prices of the dwaellingthe city centers. Clearly,
these new needs and the greater demand for nevs gombservices represent the
stimulus for the creation of new economic actigtand of new employment in a
modern city.

3.2. ThelIntegration between Producersand Userswithin Cities

Knowledge affects consumer behavior. A ‘linear modé consumer behavior
focuses on the adoption of new technologies, wanl@volutionary perspective and
the network model of innovation focus on the prsce$ interactive learning
between the consumer, or the user on the one laaddthe producer on the other
hand, and on the need for their higher integratwihin modern cities. Traditional
aggregate growth models do not consider the rolthefinteraction between the
various actors as a factor leading to the developnoé the demand for new
productions. However, recent economic literatughlghts seven different forms
of tight producer-user interaction.

(1) A first case is indicated by the ‘demand lathavation approach (Fagerberg
2005; Tidd, Bessant, Pavitt 2005), which is impottan the industrial supply
chains, where ‘specialized suppliers’, such ashe machine tool industry, adapt
their products to the specific needs of their congtrs.

That producer-user integration is important alsthancase of consumer goods. In
fact, the consumption of durable goods (such ast sgmuipment) and also the
consumption of non-durable goods (food or musiquire that the user devote a
considerable period of time to the use of the gmoservice considered. That leads
to the development of specific competencies ort tamdwledge which allows the
user to appreciate the quality of the good or sendonsidered. Complex goods
create benefits for the consumers only when hekhs®e the skills needed for
appropriately using them and that requires thatsudevelop specific individual
competencies, which can be learned only throughlaegnd sometime demanding
periods of training and learning, such as in thgecaf sport equipment, books,
music, hi-fi equipment and personal computers.

Moreover, consumption of complex goods and servieggiires an increasing
capability to evaluate the quality of the produetsservices to be purchased or a
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specific culture of evaluation. In fact, it is ieasingly common the case when the
firms have to adapt their productions to highemmre demanding consumption
standards, such as in the case of entertainmeustimels, food, clothing, furniture,
car production, as the changing and more sophisticaeeds of the customers
represent a stimulus to innovate going beyondrthiwiion of competitors.

(2) A second case of tight producer-user integnatis indicated by the
collaboration of consumers in the production oeagdy of final products, such as
in the assembly of the IKEA furniture or in the dgsof new software application
for Apple products.

(3) A third important case of tight producer-usetegration is that of services
activities (Howells 2006; Wood 2006; Strambach 2008ppellin 2009; Muller,
Doloreux 2009), as services differently from gooelguire an active role of the user
in the production of the service considered. Sesjicsuch as management
consulting or education services, are ‘co-produdadthe supplier and the user,
since there are not stocks separating the produahd use of a service.

(4) A fourth case of tight producer-user integmatie that of ‘user innovation’
(von Hippel 1994, 2001), such as it occurs in tegigh of new specialized medical
equipment by the doctors themselves and the desigpecific sport equipment by
the champions in specific sports. In fact, the usay have such important personal
specialized needs and may have accumulated sude |l&xperience or
competencies in a specific activity, to be led égign, self-produce and experiment
a specific good or service, eventually with thephef a technologist or a
specialized firm. Only later this good or servicaynrbe produced by industrial or
service firms. This case is similar to that of #wecalled ‘user generated content’,
such as in the information and knowledge publishezh- line technical journals or
in tourists blogs. User innovation are the restiltlead users’ which on the one
hand anticipate (‘lead time’) the needs of spegfbods and services and introduce
new productions and experiment them in pilot prigieand, on the other hand,
represent a guide (‘leader’) for other less experel users, which consider them a
model to be imitated, and that may gradually leadthte creation of a large
community of users and producers.

(5) A fifth case of tight interaction between commrs and producers is that of
the ‘club goods’ (Buchanan 1965), which are thevias carried out in specific
communities which are voluntary organized by a gro@ipeople in order to joint
use a specific goods and services. Club goods swet af ‘public good’, where it is
possible to hinder the participation of people wdw not share the cost of the
service but where the use is collective and theret rivalry in consumption, up to
a given limit where congestion may occur. In gehemansumers are members of
specific communities characterized by similar congtion behavior. In that
perspective many consumer goods may be definedclab ‘goods’. Specific
examples are the cooperatives of consumers orpibre and cultural associations.
Consumption is also and most often a social agtias indicated by the case of
housing and food where the measurement unit ishihesehold and not the
individual.

The case of ‘club goods’ clearly implies a geogreghdimension, since people
in a club should live close to each other to siiheesame good. Club goods are
very important within cities, but even cities anthar territorial communities may
be defined as a ‘club good'. In fact, people whe lin a city are willing to pay the
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higher costs which characterize a city, as higkats; because superior goods and
services are available in cities and not in ruraha. Moreover, the citizens choose
to live within a given community characterized Ihe tsame ethnicity or similar
pattern of preferences and they choose to emigratsearch for the most
appropriate community.

A typical case of a ‘club good’ in a city is that the public transport system,
which may have different tariffs for the resideatsl the no-residents, or that of the
cultural and education services, such as univessitwhich may require the
payment of an individual fee to have access toipubttures. Differently from
‘public goods’, the production of ‘club goods’ mag left to private companies,
which can collect the subscription fees and explb& economies of scale in
production.

(6) A sixth case of tight consumer-producer intgogcoccurring within cities is
that of the ‘open innovation’ (Chesbrough, Vanhdoe&e, West 2006; Chesbrough
2011), which is common in so called ‘innovation counmities’, based on the
interaction among users, between user and prodaceramong producers, as the
sharing of knowledge enhances creativity withinpacsic innovation community
and it leads to the development of complex goodissanvices.

The case of open innovation and innovation comnesiinade by consumers and
users is clearly linked to the concept of ‘club deoIn fact, these communities are
rather internally homogenous and different fromeottommunities. They are
characterized by specific entry barriers, whichraseonly represented by the price
to be paid for the good or the personal incoménefdonsumer but also by specific
‘cognitive distances’, such as it occurs in theeca$ the sport or the cultural
associations. Thus, the participation to the comitguis not open to all those
willing to pay a price or having a given income ath@ exclusion from these
communities may be determined by localized knowdedy cognitive barriers
which define the actors who share the same culnce specific needs and are
willing to devote enough time in order to collabteran their satisfaction.

In fact, knowledge can be considered as a ‘cluldgaiher than a ‘public good'.
Knowledge on the one hand allows non-rival consuwnpbut on the other hand
there are barriers which limit the access to spieeih knowledge to those who do
not have an adequate education background. Thesatzehis knowledge requires
previous tacit cognition which is shared within gfie communities. Thus,
consumers and producers sharing a common knowledtfgn specialized
communities can be considered as sharing the saakedgood’.

In this perspective, a small local producer, tightitegrated within a specific
local professional community, may have a compdit@dvantage on large
multinational firms, as it occurs in the case ad ffroducer of specialized medical
or of sport equipment and also in the case of aialed art galleryln fact, the
participation to a virtual community allows an easiaccess to localized
information and allow to timely identify the newetrds suddenly emerging in this
community, which we may also call ‘demand bubbi&hecchi, Corniani 2003).
This localized producer can better identify the c#ipe needs of the individual
members of this community and produce together thiém a specialized good or
service. That reinforces the relationship betwden groducer and the user and
leads to an increasing loyalty of the customers.
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(7) Finally, a seventh case of tight user-produciraction within cities is that of
the ‘relational goods’ (Becchetti, Pelloni, Ross2808; Gui 2005). These are those
goods or services where their use by a person eésiplie parallel use of the same
good or service by another person. Relational gemegroduced and consumed at
the same time through the participation in someas@ctivity with other people.
They respond to the need for socialization of hurbaimgs and to the pleasure
given by the sharing similar experience with others

Consumption is a social activity, not only becatise joint use allow lower
production costs but also because the individudl-lweeng is higher only when
consumption is shared. Emerging needs of peopldiand have an interactive or
collective character. That also corresponds tosthmple observation that it makes
more pleasure to eat and drink with someone rathan alone. Various new
services may be defined as ‘relational goods’.

Relational good are those goods and services wheractor takes pleasure in the
participation and interaction with other actors;tsas in the case of sport activities,
friendship relations and the participation to crdtiand scientific activities, where
reputation is a key incentive. In fact, sometinine benefit for the consumer is not
just the use of a specific product, but ratherabeess to an immaterial good, such
as social alignment or his reputation within theafic community considered.

Thus, consumption is not only related to a monetxghange between the
individual consumer and the individual producer sidared, but rather to the
complex and changing distribution of individualeslwithin a specific community,
which is interested to the use and or to the prooli®of the considered goods or
services. The belonging to a specific community #reld adoption of the specific
consumption pattern characterizing it, explains ¢bberence across categories of
consumptions, such as food, clothes, housing localeisure, etc.

Within clusters the actors shares not only gooelsjises and knowledge but also
emotions, a sense of common belonging, a collegtieatity, various forms of
solidarity, which bind them tightly together. Thense of belonging is a typical
characteristic of human nature and it respondedmeed for security. In fact, cities
have first been created in order to defend thdialtants from external dangers
and even today the mass immigration to large citiesleveloping countries is
explained by the possibility to have a better ast¢essital goods and services, such
as food, modern houses, health services and edoegiportunities.

The case of relational goods highlights that mankaations and no-market
activities may be tightly related in consumptionheT combination between
production for the market and self-produced or nyofiee activities, which are
undertaken for individual reputation or for solidfapurposes within communities
of users, may allow to decrease the productionscolshew goods or services and
to develop the demand. In fact, it is very commorsacial services, such as the
Red Cross, the fire brigades or the agencies foteption from natural disasters
that some workers are paid while others are vo&rstelhat allows the appearance
even in smaller cities of new goods and servicdschvcannot be produced for the
market by specialized private firms. That caselss aimilar to the case indicated
above of IKEA and Apple products, which have sudeeeto increase the demand
of their product, by combining this latter with theoney free activity to be
delivered by the user himself.
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These seven cases indicate that cities are characteby a tight and frequent
user-producer interaction. This interaction maynstate the production of new
goods and services and it is clearly importantuidran policies aiming to increase
overall employment within large metropolitan areaghich are increasingly
characterized by large social groups with highcitmal unemployment.

The growth of the aggregate demand in the actuabelof development of
European countries depends on the satisfactioroldctive needs by groups of
consumers, since these needs have an increasimmgtampe while the demand of
products for individual need, such as automobhes,become saturated.

When many users directly interact, that may leadthle creation of large
communities of consumers. However, the developroénew goods and services
Is problematic since they have the nature of &‘gaod’ or a ‘relational good’ and
no individual actor could alone produce the goodservice considered. They
require the ex-ante coordination by a specific gubk collective actor, which
should anticipate the large investment requireccdnclusion, the development of
new products and services and theation of new specialized private firrasd of
new employment require the creation of ‘new markdesad markets’).

To allow the production of these new goods andisesvthere is the need to
exploit economies of scale and overcome threshbdis a highly fragmented
demand of many potential useshould be aggregated. The different individual
needs should be standardized in some respect th@puggulation system of the
production and use of these goods and services. defimition of common
standards and the adoption of procedures, protamuds fiscal measures would
allow the interaction, competition and collaboratiamong various actors and to
transform implicit needs into an explicit econord&mand, enhancing the creation
of new markets and then of new firms.

Even in developed countries, such as European mcesntthere are many
economic needs and production fields which, in agleand medium term
perspective, seem still be too little developed awhich may represent the
opportunity of profitable investment for public ampdivate organizations. Thus,
weaknesses in the European cities hint at untappgshtials not only at the local
level but also for re-launching national growth.vevestments would not only
increase the competitiveness of the national ecgriarthe medium term, but also
immediately have a positive impact on the aggredateand and GDP.

A policy agenda for the economic development ofaarlareas can be based on
many new investment initiatives, such as: materal immaterial investments in
innovation; investment in research and innovati@unching of large strategic
investments organised by networks of firms and tgrethan the capabilities of
individual firms; investments in tertiary educatiand continuous learning;
investments in new employment of young high-quadifivorkers; enhancement of
back-to-work programs for retired people; investtaen energy saving in urban
buildings and in renewable energies; protectionmfrmatural disasters and
improvement of the natural environment within @tidevelopment of new healthy
nutrition needs and of agro food productions clwsérban areas; investments in
tourism, cultural activities and activities whichearelated to the free time; the
socialization needs and sports; investments intlhestd wellness services and
development of the social services for an incregginsocially fragmented
population; investments in metropolitan and subaarkail-links for commuters and
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investments on international air links and in fheigail-transport; enhancement of
social services provided by philanthropic and nofipprganizations; new housing
for low income households; improvement of the efficy and quality of the public
services; investments in the fight against orgahizeme and in the control of
corruption in public and private organizations;. etc

A possible conclusion is that investment decisimnsodern cities increasingly
have a collective nature and individual producessnot satisfy new emerging
needs, but they require a collective, althoughahetiys government, provision. A
modern economy is increasingly characterized byirty@rtance of ‘club goods’
and ‘relational goods’, various forms of knowledg@eraction, information
asymmetries, conflicts of interest, rents and gdancome and wealth inequality.
All these factors indicate that a public policyniseded to stimulate investment and
the development in a regional and urban econom\gt Mbthese investment can be
based on public-private cooperation and imply &dnt role of the public and the
private organization in the design, building anérmion phase.

4. Conclusions and Emerging | ssues

This study has demonstrated that the evolution tdvea knowledge economy
enhances a change in four related fields of modegtropolitan areas: the labor
market, the pattern of consumption, the physicaicttire of the city and the forms
of governance. These changes are the increasing sh&nowledge workers’, the
increasing need for new services, ‘club goods’ arelational goods’, the
increasing mobility and diversity of people and theed for new governance
approaches facilitating the coordination of a rasinumber of different
stakeholders.

In a modern knowledge economy, policy strategies foomoting urban
competitiveness and growth in large metropolitamaarshould be different from the
traditional ‘export led’ strategy usually adopted smaller industrial cities. The
growth of a city does not only depend on the contipetin the marketplace among
localities for investmeniOn the contrarythe process of economic growth in a city
may have an endogenous character. The internal rdenmaade by the local
investment and the local consumption of servicabs goods, may be the driver of
the economic growth of a citpia modern knowledge economy

Cities are not only a center of production and ofking placesdue to the spatial
concentration of many firms, but also places ofstwnption and more generally
the living environment for their citizens, since shof the national population in all
countries lives in cities.

In particular, this study has illustrated an ‘enelogus model’ of economic
growth in large modern cities, according to whigwrservices develop because of
a process of increasing differentiation of the seefdthe users and of reconversion
of the specialized human capabilities within them& towards new service
productions. This study demonstrates that the ugrawth can be determined by
the development of the internal demand rather thathe demand of the external
markets and it highlights that the new motor or thivers of the economy in a
modern city are the emerging needs of the citizextber than the exports.
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Finally, in a policy perspective, this study hadiagated various investment fields
which correspond to the satisfaction of the newrgmg production needs of the
firms and to the new living standards of the peopleblic policies should aim to
create ‘new markets’ or ‘lead markets’ by definiegmmon standards and
procedures, which allow aggregating the demandhef ihdividual users and
transforming implicit needs into an explicit econordemand.

However, the creation of new markets requires ardmation at the local level.
Cities and regions are more close to people arfdns and can more efficiently
than national governments aggregate the local naedthe capabilities of people
and firms and stimulate private consumptions avéstments. That strategy can’t
be implemented without a greater role of cities eegions and can’t be left only to
national governments.
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