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Title    

Creating a smart rural economy through smart specialisation: the micro-sphere model  

Abstract 

The failure of most developed western economies to return to the rates of economic growth enjoyed in earlier 

times has raised the spectre of secular stagnation first identified by Hansen in the 1930s. Central to secular 

stagnation is the complex link between capital investment and innovation, prompting fears that the recent 

collapse in investment is both a cause and an effect of the so-called ‘end of innovation’. The emergence of so-

called zombie companies suggests  a curtailment of creative destruction. The paper looks to the smart 

specialisation agenda and demand-led strategies for innovation as a means of removing innovation activity 

from reliance on large-scale top-down capital investment, instead shifting the focus to the role of the 

entrepreneur in the innovation and growth process. Key features of smart specialisation are used to underpin 

the construction of a conceptual model (the micro-sphere) that presents policymakers with a framework to re-

connect with the entrepreneur to boost innovation and growth at the level of the region. The model frames 

the micro-sphere within which smart specialisation takes place, and how this can encourage innovation among 

small non-growth rural firms. Influenced by New Industrial Policy and the social geographies underpinning 

reflexive capitalism, the model builds on the entrepreneurial discovery process inherent in smart 

specialisation. The model provides policymakers with a guide to operationalise a smart specialisation strategy. 

Finally, the model is tested in a case study based on the priorities of an economic strategy of a rural region of 

Scotland.  
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Introduction 

The aim of this paper is to create a model of the smart specialisation process that can be used by regional 

policymakers to enable them to add a demand-led strand to their policies for economic development. That is, 

a policy approach that involves “letting and helping the regional economy to discover new activities with 

strong potential” (Foray 2009:3). While drawing on a number of related themes from different areas of 

research, the focus of the paper is on the rationale for policymakers to adopt a demand-led approach rather 

than a critical analysis of the literature.  

 

Exploring some of the central ideas surrounding regional innovation system (RIS) theory, the paper looks to 

develop a practical micro-level method for strengthening the productive dynamics of rural economies as an aid 

economic growth. While RIS-theory has underpinned regional innovation policies for over twenty years (OECD 

2010, 2011a), the operationalising of RIS theory remains relatively underdeveloped (Edquist 2005; Woolthuis, 

Lankhuizen, and Gilsing 2005; Georghiou et. al. 2014). The paper examines the rationale for introducing a 

policy for a regional innovation system for smart specialisation (RIS3) and uses a case study to demonstrate the 

applicability of such a model in a rural region of Scotland. Despite issues of remoteness and scale, the RIS3 

approach offers rural regions a policy framework within which they are able to identify, and build on, areas of 

competitive advantage to achieve significant improvements in productivity (Foray 2014). RIS3 identifies the 

entrepreneur as the driver of economic growth by means of the entrepreneurial discovery process (Audretsch 

and Thurik 2002; Foray 2012). Foray describes the entrepreneurial discovery process as that which “precedes 

the innovation stage and consists of the exploration and opening up of a new domain of opportunities 

(technological and market), potentially rich in numerous innovations that will  subsequently occur ” (Foray 

2014:495). In addition to the producer, the discovery process involves the ‘user’ in any discovery and is 

therefore deemed a ‘demand-led’ approach to innovation.  

 

The contribution of the paper is the design of a reflexive-capitalism-based model as the vehicle for 

entrepreneurial discovery: where users and producers engage in sharing and networking of information rather 

than embroil in market-based competition. Creating such a ‘reflexive-capitalism environment’ would make it 

more likely that rural regions would more readily engage in the entrepreneurial discovery process through 

identifying, and building on, their competitive strengths (MacLeod 2000). 
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The contention of the paper is that such a model offers a pathway round many of the obstacles and headwinds 

that Gordon (2015) identifies as contributing to so-called secular stagnation, and provides remote regions with 

the potential for identifying and exploiting their competitive advantages  to achieve growth (McCann and 

Ortega Argiles 2013). The model addresses issues surrounding the operationalising of RIS3 as it moves from 

theory to practice (Georghiou et. al. 2014; Svare and Haugen Gausdal 2015) and is tested against the strategic 

priorities of a rural region of Scotland (Dumfries and Galloway), examining its potential to exploit latent 

regional competitive advantage in the emerging sharing economy (Fellander, Ingram and Teigland 2015). The 

UK’s growing sharing economy is “a socio-economic ecosystem built around the sharing of human, physical 

and intellectual resources” (Nesta 2014: 10). 

 

The paper is organised as follows: a brief look at some of the concerns underlying investment, innovation and 

stagnant productivity growth; this is followed by a look at the role of the entrepreneur in regional 

development; the paper then looks at the context within which entrepreneurship and the region may be 

understood; it then pulls together a number of strands from the literature to build a conceptual model that 

facil itates smart specialisation, finally a case study is presented where the model is tested against the 

economic strategy of a rural region of Scotland. 

 

Concern around productivity growth 

We begin with a brief look at the issue of productivity and the re-emergence of the entrepreneur as a driver of 

innovation and growth. Concerns over the cause of poor productivity growth have been around since the 

1930s when Alvin Hansen coined the term secular stagnation to explain the intricate role innovation plays in 

stimulating capital expenditure and thereby helping to attain ‘reasonably full  employment’ (Hansen, 1939). 

While Hansen wrote at a time of declining US population growth and the ending of US territorial expansion, 

some see disturbing parallels with today’s low rates of produc tivity growth and a reluctance of firms to 

undertake capital investment. For example, using US data Gordon (2015) identifies a series of supply -side 

constraints that encourage lower rates of labour force participation; curtails capital formation by large firms 

and which culminates in slower productivity growth. To support his thesis that a series of ‘head winds’ are 

holding back the US (and many other developed countries) Gordon notes that “[G]rowth in real per capita 

income over the past ten years has been only 0.6 per cent per year; less  than one-third of the 2.1 per cent 
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achieved from  1890 to 2007. The ratio of net investment to the capital stock has declined over the past five 

years to 1.0 percent, less than one-third of the average ratio achieved between 1950 and 2007” (Gordon 

2015:58). Interestingly, Hansen doubted the potential of a permissive monetary policy to provide the 

environment necessary to boost real investment. Today, doubts surround the impact of extreme monetary 

policies of quantitative easing and (in some jurisdictions) negative interest rates that have swept the 

developed world since 2007/08 (Martin and Milas 2012; Riley et. al. 2015). Worryingly, there appears to have 

emerged a structural surplus of saving over investment in the corpor ate sector in the UK and other G6 

countries prior to the Great Recession, hinting that investment avenues where becoming scare prior to the 

crash (IMF 2015). 

 

UK gross fixed capital formation (GFCF) tends to be the component that contributes most to variations in 

aggregate GDP. It was particularly volatile during the last recession, accounting for almost half of the 6.8 

percentage point decline in output between 2008 and 2009. But perhaps more importantly, there has been a 

significant fall in investment intensity as measured by the share of profits re-invested. Investment intensity 

averaged 54 per cent between 1997 and 2003 but has fallen to around 42 per cent since then. According to 

ONS, “[t]he most recent fall in investment intensity – between Quarter 3 2015 and Quarter 1 2016 – reflects 

the larger falls in business investment than in estimated profits over this period” (ONS 2016a:14). This fall may 

indicate deeper underlying changes in business models and increasing risk aversion. Data on the private non-

financial corporation (PNFC) sector show it to have been a net lender, suggesting a lack of willingness to invest 

on behalf of the private sector (ONS 2016c). Interestingly, quantitative easing and its accompanying historically 

low interest rates appear to have encouraged innovations in financial engineering which have supported the 

spread of so-called ‘financialisation’ to the detriment of the real economy (Epstein, 2006; Turner, 2012; Stiglitz, 

2012).  

 

According to Epstein (2006) increasing financialisation is one of three over-lapping trends that have emerged 

over the past two decades (the other two being neo-liberalism and globalisation). Financialisation has seen 

financial engineering create increasingly sophisticated financial products that divert resources from the real 

economy thereby limiting non-financial investment, lowering labour productivity and hindering growth of 

output (Kapetanios et. al. 2012; Stiglitz 2012; Hudson 2015). Furthermore, constraints on government 
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spending weaken the impact of fiscal policy; particularly when much of that spending is devoted to tackling 

some of the head winds identified by Gordon e.g. increasing welfare (consumption) spending relative to 

infrastructure (investment) spending.  

 

The slow pace of economic recovery from a recession deeper than that on the 1930s lends support to some 

aspects of the secular stagnation hypothesis and that the world has entered a ‘new normal’ of low growth 

(Cato Institute 2013; IMF 2016). This lack of recovery together with the limited room for further manoeuvre 

using traditional monetary and fiscal policies has led the OECD and EU to call for a more intelligent approach to 

tackling long-standing structural problems that contribute to low productivity growth. The core of this 

approach is to include smart specialisation within policy frameworks (OECD 2013; EU 2014). According to 

OECD, “[s]mart specialisation, both as an economic concept and a policy framework, provides a novel avenue 

to pursue the dual objectives of fiscal constraint and investment in longer-term growth potential in a context 

of rapid technological change and globalisation” (OECD 2013 :22). Smart specialisation returns the 

entrepreneur to centre stage in addressing the crisis in innovation, particularly in helping reveal so-called 

hidden innovation: “'[H]idden innovation’ means that innovative activities being undertaken in such ‘low-tech’ 

sectors also require support that is l ikely to be of a different nature and form (e.g. building internal capabilities 

of firms, assistance in adopting new process technologies or ‘out-sourcing’ product development) than the 

strong emphasis on funding support provided to R&D intensive sectors” (Technopolis 2012 :13). It is this 

‘hidden’ innovation that the micro-sphere model, designed around smart specialisation, seeks to reveal; 

particularly in a rural setting where talent has fewer avenues to shine. In the model, the entrepreneur’s search 

for ‘hidden’ innovation becomes a key driver of growth; with each region’s unique factor endowments 

combined in a manner to suit emerging opportunities. Placing the entrepreneur at the centre of the analysis of 

productivity differs markedly from traditional explanations of regional growth (Porter 2003; Henrekson 2005; 

Dannreuther 2009), where disparities in regional growth rates are based on drivers such as scale economies, 

industry clusters and natural resources. The prospect now is one where low growth regions are able to shape 

their own destiny by influencing factors under their control, with entrepreneurship becoming “a mechanism 

through which temporal and spatial inefficiencies in an economy are discovered and mitigated” (Shane and 

Venkataraman 2000:219). In the next section we highlight how micro-aspects of spatial economic growth are 
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contained in a demand-led approach to innovation policy which places the entrepreneur at the centre of  

regional economic development. 

 

Reconnecting with the entrepreneur in regional development  

The traditional neoclassical supply-side model assumes perfect factor mobility, meaning that persistent 

disparities in regional growth rates are largely due to regional differences in levels of total factor productivity. 

Regions with lower levels of total factor productivity find it more difficult to manage technological change as 

diffusion of new technology will be slower thereby leading to the emergence of a technology-gap. Closing this 

gap becomes a major policy aim to be achieved through knowledge transfer programmes. According to 

Armstrong and Taylor, the main reason behind continuing regional divergence “is that some regions are more 

able to generate their own technical change...while “[l]ess well-endowed regions have no alternative but to 

rely on exogenously embodied technology since they are not capable of producing their own” (Armstrong and 

Taylor 2000:87). Regional differences in rates of diffusion do not “result in a tidy equilibrium growth path, as 

the neo-classical model assumes… or in convergence of growth rates” (Cheshire and Malecki 2004:251). Thus, 

an important endogenous factor (knowledge diffusion) needs to be addressed: in addition to attracting and 

retaining labour and capital, lagging regions need to make these factors more productive through suc cessful 

diffusion of new technology. Deficiencies in the neo-classical supply-side approach, which is based on 

resource-use optimisation in location or natural resource endowment to achieve comparative advantage, have 

proved resistant to regional policies (Smith 2000). Meanwhile, demand-side models of regional growth, such 

as Kaldor’s, also reveal the important role of endogenous factors. These models, while based on exogenous 

demand, rely on increasing returns to scale and in creating a virtuous cycle between growth of output and 

growth of productivity (the Verdoorn relationship). This means that there is a strong endogenous element re-

enforcing external demand for the region’s output: labour productivity and technical progress in part drive 

product quality improvements that in turn lead to more demand (growth). Successful regions will produce high 

quality, non-price sensitive output and will remain diverged from regions that are not able to manage their 

endogenous factors as effectively: success breeds success. While supply side and demand-side models 

respectively rely on factors such as external technology and external demand for sources of growth, each 

acknowledges the importance of endogenous factors ; factors such as knowledge diffusion and labour 

productivity & technical progress (respectively). Each model relies on a top-down approach employing spatial 
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factors at various levels of analysis to identify exogenous determinants of long-term economic growth and the 

extent to which these are amenable to policy interventions such as targeting market failure or promoting R&D 

tax breaks (OECD 2011b).  

 

However, policies based on top-down models have failed in their aim of convergence between regions, 

particularly in the UK where a relative disparity among the regions is a permanent feature of the economic 

landscape (Hudson 2007; Boddy et al 2015; Mason and Brown 2012; Brown and Mason 2013). An example of 

continuing regional divergence is the persistence of an under-performing tail  within the firm-productivity-

distribution of a region acting as a significant drag on a region’s growth prospects (Harris 2001). Top-down 

policies have been unsuccessful in eliminating such tails or in closing gaps in regional performance. According 

to Harris “such models are by their nature too aggregate for empirical testing, especially in their ability to 

discriminate between which factors are most important in determining productivity, competitiveness, and 

growth, as well as which are exogenous to the region and therefore amenable to policy intervention” (Harris, 

2008:20). Interventions based on sector and/or market failure are an aggregate response to issues that are 

essentially firm-based in nature and such interventions have a poor record of success (OECDb 2001; What 

Works Centre for Local Economic Growth 2014).  

 

Managing externalities  

The ability of firms to successfully manage and exploit external tacit knowledge is a key feature of the type of 

endogeneity present in both supply-side and demand-side models (that is, how knowledge is diffused or 

util ized to boost labour productivity). The capture, diffusion and economic value, of external tacit knowledge, 

depend on the economies of scale and scope within regional industries. We look briefly at these economies to 

identify the types of knowledge spillover that drive the proposed micro-sphere model. Looking firstly at 

knowledge spillovers driven by economies of scale, we revisit the neoclassical supply-side model and the 

Marshall-Arrow-Romer (MAR) framework. Under MAR analysis spil lovers are the result of two types of 

externality: pecuniary and non-pecuniary. The former is associated with rents to be gained within the vertical 

buyer-seller relationship where quality improvements in the shared labour pool and supply of intermediate 

goods are not appropriately priced (Koo 2005). The prospect of rents attracts firms to the location and creating 

a spatial agglomeration. Harris (2008) identified spatial agglomeration as being associated with a higher 
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l ikelihood of exporting and thus a good indicator of a higher productivity region. The latter form of externality 

involves knowledge-based spillovers that are not attached to vertical l inkages but are generated when firms 

share a pool of knowledge. This form of externality is seen as non-pecuniary, arising out of co-location of firms 

within the same industry (horizontal). Thus, in the MAR framework, vertical externalities involve market-based 

activities while horizontal externalities involve non-market co-location. While MAR-type externalities lead to 

specialisation, other forms of externalities can produce spillovers that produce heterogeneity. Based on 

economies of scope, Jacobian spillovers involve a range of diverse firms and industries attracted by inter -

industry spillovers. Successful urban areas attract a range of heterogeneous firms which re-enforces the 

attraction for other firms. Jacobian-type spillovers tend not to occur in remote and rural areas (Glaeser et.al. 

2001). Boddy et. al. (2005) found that within the UK being on the ‘periphery’ had a significant impact on a 

region’s relative productivity. Remote regions have few of the advantages in terms of scale and/or scope 

necessary to achieve the agglomeration gains from localized externalities embodied in MAR-type or Jacobian-

types spillovers (Smith 2000; Plumridge et. al. 2008: Harris and Li 2005). This is part of the wider debate 

around the economics and impact of localized knowledge spillovers (Breschi and Lissoni 2001) but we shall see 

later that the proposed micro-sphere model helps to generate Jacobian-type of spil lovers . 

 

Regional innovation systems theory on the other hand explores how the region (as a whole) manages and 

exploits exogenous tacit knowledge (spillovers), rather than the activities of individual firms. An innovation 

systems approach looks beyond the narrow firm-based gains to knowledge spillovers that drive agglomeration 

and specialisation. Rather than assessing how external knowledge spillovers affect individual firms, it focuses 

on the effectiveness of the wider regional environment to generate synergies; with the system being 

composed of “economic (e.g. firms, private research institutes), institutional (e.g. education institutions, 

government departments, chambers of commerce), technol ogical (e.g. technology transfer agencies) and 

social sub-systems, which interact continuously with each other and operate as a system” (Cooke 1997:362). 

Key to the knowledge diffusion process is social networks and building social capital which improves l ocalized 

knowledge spillovers (Feldman 1999). The focus is thus on the relationships and flows between the various 

actors and parts of the innovation system” (Cooke 1997:362). Regional innovation systems theory aims “at 

improving general framework conditions and capabilities (good universities, human capital, intellectual 

property rights, research and ICT infrastructure, competition and openness, and so on” (Foray 2014:3). The 
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Triple Helix approach is an example of such a regional innovation system that identifies a number of key sub-

systems: government, industry and universities (Etzkowitz and Leydesdorff 2000). So too are other ‘eco-

sphere’-type frameworks that look to identify the dynamics that underpin regional performance (Asheim and 

Gertler 2005; Lundvall 2010; Asheim, Smith, Oughton 2011; Mason and Brown 2013a). However, while a 

functioning eco-sphere is a necessary condition for a dynamic and growing economy, it is insufficient in itself 

due to leaving large swathes of the economy un-touched i.e. areas and communities where talent and ideas 

remain latent and never join an eco-sphere (OECD 2014; Nambisan and Baron 2013; Mason and Brown 2013b; 

Webber et al 2007). With few mechanisms to articulate latent potential , these areas remain relatively 

depressed and dependent on continuing rounds of externally funded regeneration ‘initiatives’ and innovation 

and entrepreneurship programmes.  

 

In contrast, a regional innovation system for smart specialisation (RIS3) approach offers a means by which such 

latent talent can shine through. It involves policymakers identifying a “selection of desirable areas for 

intervention” involving “some technologies, fields, sub-systems that could be favoured”. Foray calls this 

adopting a ‘non-neutral policy stance’ because it looks to favour identified sub-sectors of an industry rather 

than applying horizontally across the whole industry in a neutral (i.e. non-selective) fashion. Thus, instead of 

encouraging horizontal (sector-wide) initiatives that support value chain and/or value networking, 

policymakers should seek to encourage vertical networking between sectors and sub-sectors (Foray 2009:3). 

Policymakers should focus on two main activities: non-neutral targeting of specific sub-sectors of the local 

economy, and helping to foster and develop vertical connections between them (very much like those 

associated with user-producer relationships). The key feature of the smart specialization concept is that it 

“provides a clear policy-prioritization logic which is well suited to promoting innovation in a wide variety of 

regional settings, and in particular in the heterogeneous environment of European Union (EU) 

regions”(McCann and Ortega Argiles 2015:292). However, adopting a non-neutral policy stance entails 

difficulties such as “[h]ow to prioritise and favour some R&D and technological activities, some sub-systems or 

some fields, while not dissipating the extraordinary power of market-driven resource allocation in boosting 

decentralised entrepreneurial experiments?” (Foray 2014:503). Any model seeking to operationalise a smart 

specialisation-based policy will have to reconcile a non-neutral policy stance with facil itating market-driven 

resource allocation. That is, ensure that a market-based  ‘discovery process’ is “at work that assembles 
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different [vertical] actors and will lead to the development of a new activity – at the cross-roads between a 

new technology and a traditional sector – and structural changes (modernisation and diversification) (Foray 

2014:494).  

 

The rationale behind vertical prioritisation is not dis-similar to approaches emphasising the interaction 

between sub-systems such as between suppliers and clients as the stimulus for innovation: the ‘user-producer 

interaction’ (Teubal 1977; von Hippel 2005). Creating the micro-sphere extends this user-producer interaction 

approach to include connections between those with latent talent, drawing them into the innovation system. 

In this way endogenous local economic growth takes place. Success depends on designing a mechanism that 

helps to vertically align sub-systems (and should be a key feature of any model). Under RIS3 the policymaker’s 

task is to design processes that identifies and selects l ikely areas for intervention i.e. non-neutral interventions 

which favour some sub-systems over others. “Vertical prioritisation is difficult; this is why smart specialisation 

is about defining a method to help policy makers identify desirable areas for innovation policy intervention” 

(Foray 2014:503). In contrast to the hypothetic-deductive method associated with the supply-side and the 

demand-side approaches, RIS3 is based on the inductive method whereby cognisance of the local situation is 

paramount; with the nature and individuality of the region being the focus of attention. RIS3 focuses on the 

heterogeneity between and within firms along with “the individual processes that generate industrial or 

regional productivity change and the different mechanisms that influence those processes” (Rigby and 

Essletzbichler 2000:334). RIS3 looks for ways to reduce the impact of the under-performing tail  identified by 

Harris (2001) by using micro-level spatial data to identify the nature of firm heterogeneity, intrapreneurship, 

and absorptive capacity (the ability of the firm to internalize and employ external knowledge). It tries to 

identify the drivers of growth and to understand how the growth process works This is the essence of the 

demand-led approach; it “is a policy approach that involves letting and helping the regional economy to 

discover new activities with strong potential; making a sound analysis of potential and defining a process 

which will  empower those actors most capable of reali sing the potential” (Foray 2009:3). 

 

While some aspects of a demand-led approach to innovation has been apparent in innovation systems policy 

for some time, these have tended to be specific programmes; these “efforts had not been built into the 

innovation policy portfolio systematically. They were introduced to serve specific policy objectives, rather than 
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innovation dynamics per se” (Elder 2013:5). A demand-led ‘smart’ system approach offers the opportunity to 

view a region through a different lens, identifying value in economic and social assets that currently remain 

under-valued (and hidden) from traditional policy perspectives. In the next section we look briefly at how 

smart specialisation may help restructure a region. 

 

Looking again at the region 

The work of Foray and the EU Expert Group has helped shape the EU’s 2020 Strategy, placing innovation policy 

within a region-specific context and where a bottom-up discovery-type approach to innovation may be 

adopted and the potential benefits to be attained (EU 2014a). The 2020 Strategy views this as a more fruitful 

policy stance, better able to address the continuing divergence found between and within EU regions. “Rather 

than being a strategy imposed from above, smart specialisation involves businesses, research centres and 

universities working together to identify a region’s most promising areas of specialisation, but also the 

weaknesses that hamper innovation. It takes account of the differing capacities of regional economies to 

innovate. While leading regions can invest in advancing a generic technology or service innovation, for others, 

investing in its application to a particular sector or related sectors is often more fruitful” (EU 2010 :7). Regions 

are encouraged to be diverse and play to their strengths ; with policymakers eschewing a homogeneous 

approach to development in preference to one based on ‘smart specialisation’ in local competitive advantage. 

“National and regional governments should, accordingly, develop smart specialisation strategies to maximise 

the impact of Regional Policy in combination with other Union Policies” (EU 2010:6). The task for policymakers 

is to design mechanisms that will enable the richness inherent in such diversity to emerge. The difficulties of 

such a task (enabling the discovery process to take place in addition to facil itating subsequent innovation 

activity) are likely to be greater than those associated with traditional industry-wide (horizontal) innovation 

policies, even though it was often difficult to identify sufficient projects for the available EU innovation funding 

(EU 2010).  

 

At EU and Scotland level, policy concerns over differentials in competitiveness and productivity within and 

between regions are centred round issues of equity and social cohesion (Gardiner et. al. 2004; Skerratt 2013; 

EU 2014; Scottish Government 2015). Regions have sometimes been represented as if they were self-evident 

entities with their special and geographic characteristics influencing the nature of research (Lovering, 1999). In 
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contrast recent ‘critical regionalism’ l iterature provides a more dynamic view of regions; seeing them as social 

constructions based on shared identity that may be contingent, temporary, rhetorically -based spatial 

constructions (Scott and Stroper 2003; Clark and Christopherson 2009). From a critical regionalism’s  

perspective the ever-morphing region in many ways captures the essence of the demand-led approach in that 

relationships between players is often ‘contingent’ on a particular issue or project. This approach to regions 

aligns well with Storper’s view that we are in an era of ‘reflexive capitalism’ where sharing and networking of 

information is replacing traditional market based competition. In this environment new kinds of risk are 

created and have to be managed by entrepreneurs and that “[w]inning has become a much more complex 

target, because the conditions…in order to win are manufactured and remanufactured more thoroughly and 

more rapidly than ever before, creating a moving target for success and a shifting minefield of risks and 

failures” (Storper, 1997:30).  

 

Similarly, the entrepreneurial discovery process is about the “integration of dispersed knowledge, tension 

between private appropriation logic and spillover logic and provision of new specific public goods necessary to 

the growth of the new activity all represent difficulties that are not easily surmountable, often necessitating 

the implementation of a public policy” (Foray 2014:493). The region as understood by local authority and 

council boundary contains a complex mix of waxing and waning contingent relationships inherent within a 

reflexive capitalism framework (MacLeod 1998; Hausmann and Rodrik 2003). As such, the term ‘region’ often 

hides more than it reveals. For example, it may self-define persistent market failure due to levels of scale and 

scope which are impossible to achieve in a remote region (Dabrowski 2014). By doing so, i t ignores 

mechanisms that encourages and supports contingent relationships and which facilitates experimentation to 

identify market opportunities that previously would have been deemed not to exist. The exciting prospect 

unfolds of businesses in rural regions having the potential to actively shape their destiny rather than be passive 

participants of top-down interventions within a tight set of parameters based on local factors and geographic 

endowments. A reflexive-capitalism framework provides the environment for Foray’s ‘discovery process ’ to 

take place, where firms are able to create social contacts and social networks that are built on trust and 

expanding social capital. In this way beneficial externalities and synergies take place that help to define the 

nature and boundary of a ‘region’ (Storper 1997; Harrison 2006). Beneficial externalities and synergies 

increase the number of connections between economic agents within the local eco-sphere, improving the flow 
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of knowledge and increasing the likelihood of localized knowledge spillovers. Storper (1997) calls this flow of 

knowledge ‘untraded interdependencies’ that are “forms of conventions , informal rules and habits that co-

ordinate economic actors under conditions of uncertainty; these relations constitute region-specific assets in 

production. These assets are a central form of scarcity in contemporary capitalism, and hence a central form of 

geographical differentiation in what is done, how it is done, and in the resulting wealth levels and growth rates 

of regions” (Storper 1997:5). That is, untraded contingencies have an economic value. The entrepreneurial 

discovery process involves untraded contingency, creating the potential for transforming economic (regional) 

structures and building capabilities in new domains  (Koryak, et.al. 2015). In this way “[a] region’s overall  

average wage… perhaps the most basic measure of its economic performance and most associated with its 

standard of l iving” (Porter 2003:550) is boosted. While opening up new and exciting possibil ities for 

understanding the region in terms of an ever-shifting set of relationships between connecting players, others 

warn that there is a danger that “current research in the new regionalism is becoming chaotic by bundling 

together too many diverse theories for it to be a coherent intellectual project” (Harrison, 2006:2). We are not 

adding to this bundle. Rather, we have identified common strands from the discovery process and new 

regionalism that inform the design of our micro-sphere model; a model that enables the exploration of new 

ideas and formation of new combinations of knowledge from existing regional resources. In the next section 

we bring together elements from the strands of l iterature to conceptualise the model. 

 

Conceptualising the micro-sphere model 

The model aims to encourage a user-producer (vertical) discovery process enabling diverse enterprises to 

identify latent region-based value-adding activities. Such collaboration would be in addition to that which 

occurs spontaneously in the market, meaning any value-adding outcome represents pure additionality from 

the policy intervention. A model along these lines enables entrepreneurs to experiment and test ideas and to 

‘discover’ innovative solutions and has the potential to transform a region, particularly a rural region. This is a 

different type of vertical engagement than that of MAR-type pecuniary externalities  which drive 

agglomeration and which rely on a rent seeking behaviour. It is also distinct from MAR-type non-pecuniary 

externalities surrounding knowledge spillovers in that it involves a conscientious effort to create a knowledge 

spillover environment between user-producer.  In many ways the model seeks to create the benefits of 

diversity associated with Jabcobian-type externalities through the creation of a Platform that enables 
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economies of scope to be achieved in a non-urban setting. That is, the scale necessary to generate benefits 

from diversity no longer depend on the physical proximity as scattered rural firms make use of the model’s 

Platform. In terms of start-up activity, Jacobian-type agglomerations appear to generate more start-up and 

spin-off activity and therefore help deepen local entrepreneurial ism (Glaeser et. al. 1992; De Groot et.al. 

2007).  This evidence supports the model’s aim of stimulating rural economic growth through placing the 

entrepreneur at the centre of the growth process, and contrasts with market-failure-based entrepreneurship 

programmes. Storey (1994), Shane (2009) and Nightingale and Coad (2014) each provide a critique of market-

failure-based policies designed to boost growth by encouraging entrepreneurship. Scottish Enterprise’s 

experience of its Business Birth Rate Strategy (BBRS) highlights the difficulties in aligning top-down policies 

with the realities on the ground (Fraser of Allander 2001). Relatively poor Scottish start-up rates persist to the 

present day as does the link between start-ups and firms of growth. Recent work by Brown and Mason (2014) 

present a cogent analysis of the failure of such policies as applied to technology-based entrepreneurship. 

 

Foray et. al. (2009) identified the potential benefits of setting innovation policy within a local context and 

tailoring policies to suit specific circumstances. Innovation policy for the regions should be ‘smart’ and 

specialise in area where regions have areas of expertise or other competitive advantage: so-called smart 

specialisation. Foray et. al. (2009) provide the academic context within which a smart specialisation approach 

to innovation policy may be set. At the centre of innovation policy should be a mechanism(s) through which 

the entrepreneurial discovery process is able to take place and which facilitate local opportunities for exploring 

innovation (of all types). Discovery precedes the innovation stage and involves exploration of new domains of 

opportunities thereby increasing the likelihood of innovation, with generation and diffusion of knowledge 

spillovers a key component of this process. “The entrepreneurial discovery, integration of dispersed 

knowledge, tension between private appropriation logic and spillover logic and provision of new specific public 

goods necessary to the growth of the new activity all represent difficulties that are not easily surmountable, 

often necessitating the implementation of a public policy” (Foray 2014:493). Entrepreneurial discovery and 

exploration of new domains of potential innovations involves frameworks or mechanisms (however created) 

that bring together knowledge that is dispersed across a region. As Foray (2014) notes, discovery can be 

spontaneous, particularly in highly successful regions (success breeds success); the challenge for policymakers 

is designing models of intervention that foster the discovery process, particularly in areas where spontaneous 
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discovery is weak. The proposed model seeks to help policymakers with this challenge by creating a vehicle 

where Jacobian-type spillovers can take place. 

 

Any such model needs to reconcile the inherent tension which occurs when policymakers have to decide 

where to lend support while at the same time ensuring that such support does not weaken market-driven 

resource allocation (Foray et.al.2009; Foray 2014). Market-driven resource allocation is an essential feature of 

a demand-led approach and any model must provide a framework within which policymakers can align 

elements of the local economy with general purpose technology and emerging innovation in a way that 

supports local strategic priorities. The model must create an environment conducive to innovative activity 

while leaving the dynamics of the market to flourish: that is, ‘inventing intelligently designed policies ’ (Foray 

2014). It enables policymakers to “favour the emergence and development of a few ‘innovation micro-

systems’ dealing with particular market niches and mostly related to existing productive structures and assets 

in order to transform them through R&D and innovation (structural changes)” (Foray 2014:503). The region’s 

existing productive structures and assets are thus able to be combined in new and more effective ways , with 

regions playing to their strengths rather than following a prescriptive pan-region blueprint.  

 

The model’s two domains are those inherent in smart specialisation: firstly a non-neutral policy stance 

whereby policymakers ‘decide’ which area of the economy to support, and secondly a focus on the vertical  

relationships within this selection. That is, “selects  projects according to preferred fields, sectors or 

technologies” rather than horizontal policy activity which responds only to “demands that arise spontaneously 

from industry” (Foray 2014:500). These domains are encapsulated within the dotted line of the model  in 

Diagram 1, and represent the ‘knowable’ activity that takes place within a Foray-style ‘intell igently designed’ 

system. That is, the “particular market niches” and “existing productive structures and assets” that form part 

of the non-neutral policy stance.  

 

The key feature of the model is the Platform and its facil ity to bring together diverse enterprises that is 

independent of geography. That is, the Platform provides a means for economies of scope to take place in a 

rural economy and for the creation of Jacobian-type spillovers.   The Platform acts as a form of network-based 

innovation brokerage (NBIB). This form of brokerage moves beyond the gains associated with traditional 
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network which views innovation as a l inear process involving the transfer of new technology from R&D 

institutions to enterprises (Godin 2006; Svare and Haugen Gausdal 2015). Rather than being such a conduit, 

the NBIB-based Platform facil itates a market-driven ‘discovery’ process by providing a form of reflexive 

capitalism haven. This haven enables a pooling of entrepreneurial knowledge available in compact form within 

one single entity (Bresnahan 2012) supporting entrepreneurial Jacobian-type knowledge spillovers. As such it 

helps lessen issues surrounding appropriation of information externalities due to the gap between social and 

private returns to any discovery (Nelson 1959; Arrow 1962; Trajtenberg 2012). It is a safe environment where 

entrepreneurs collectively engage in the processes of experimentation and discovery, enabling them to re-

evaluate and re-combine existing productive structures and assets to discover and exploit market 

opportunities (Bergek et. al. 2008; Svare and Haugen Gaustal 2015). In this way diversity is achieved “across 

industrial sectors so that new ideas and technologies are able to enter the regional mainstream” (Cheshire and 

Malecki 204:258). 

 

The Platform does not cause innovation; rather, by facilitating innovative-based demand-led value creation it 

enables a process of ‘effectuation’ to take place (Sarasvathy 2001; Sarasvathy and Dew 2005). This is similar to 

the ‘noisy selection’ process described by Jovanovic (1982) and can be done in relative safety in terms of cost 

of failure (i.e. experimentation can be undertaken, tentative all iances formed and potential demand 

identified). Thus, a region’s existing productive structures and assets, including dormant capabilities and under-

util ised capital may, in collaboration with others , transform them through R&D and innovation bring about 

growth through regional  structural change. This is endogenous growth and structural change. 

 

Diagram 1 around here 

 

What was once un-economic now become economic. In each case, hidden innovation is revealed. In each case, 

growth occurs that is commensurate with the nature of the local economy. This is organic growth based on 

local responses to new-found market opportunities  (Koryak, et. al. 2015). Given the transient nature of the 

relationships within a system of reflexive capitalism, policymakers should expect each non-neutral policy 

stance to evolve and to have an exit strategy in place once ‘escape velocity’ has been reached i.e. the market-

driven side of the model becomes self-supporting. The level of support can be amended in real -time in 
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response to the feedback and market intelligence. This contrasts with traditional, backward looking, economic 

development programmes which normally begin with a project appraisal  process identifying a particular 

market failure and ends with an evaluation. A demand-led approach enables a region to play to its strengths by 

encouraging entrepreneurs to identify opportunities utilising economies of scope. Thus, the level of analysis 

becomes the operations of individual entrepreneurs and their capabilities rather than the sector or industry . 

This approach lessens the need to achieve the critical mass for competitive success has bedevilled regional 

policy (OECD 2011a, Foray 2014; Georghiou et. al. 2014). 

 

Diagram 2 shows how the Platform brings together disparate vertical sets of networks and represents a 

distinct departure from the traditional policy-neutral approach based on addressing industry-wide (horizontal) 

concerns. Supporting the platform would be aspects of supply-led policy such as elements from programmes, 

projects and interventions currently delivered by development agencies according to specific demand. The 

model views intervention working in novel ways and in a demand-led manner; support being called upon and 

delivered in a form that enterprises need at any particular time. In thi s way the model provides a valuable 

bridge between policy intentions and market driven need.  

 

Diagram 2 around here 

 

The micro-sphere model provides the conceptual framework for policymakers to operationalise a demand-led 

approach to strategy; an approach that helps reveal value in the local economy that would otherwise have 

remained hidden using a top-down approach. The salient points are these: firstly, policymakers , reflecting 

current policy (strategy) need, identify the sub-systems and a design a suitable platform; secondly, market 

forces determine the eventual outcomes of this policy by means of the discovery process ; thirdly, these 

outcomes are, ex ante, unknowable and indeterminate; fourthly, enterprises find additional value due to 

economies of scope and, fifthly, being organically-rooted and with increasing local connections, economic 

growth is more resil ient to external shocks. 

 

In the next section we look at the rational for adopting a smart specialisation policy at the level of the region 

before moving on to a case study that assesses the model against the strategy intentions of a rural region in 
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Scotland (Dumfries and Galloway). We do this in order to show how the model may be used to support 

strategic thinking. The case deals solely with the design of a policy stance and an example of the Platform in 

use. Outcomes arising from the market-driven process will  always be unknowable until  after the model is 

operationalised. 

 

Rationale for adopting a smart specialisation policy at a regional level: the case of Dumfries and Galloway 

Dumfries and Galloway is a rural region of Scotland a population around 160,000, displaying many of the 

characteristics of rural areas such as low-wage employment, an aging population and high levels of 

deprivation. 89 per cent of the business base of 5,300 firms is classified as microbusinesses, with only 65 

employing more than 50 people. The preponderance of agricultural, retail and self-employment (19 per cent) 

means GVA per hour worked is 82 per cent of the Scottish average; with a lower rate of knowledge intensive 

businesses compared to the Scottish average (12 per cent: 28 per cent). At 19 per cent the rate of self-

employment is significantly above the Scottish average of 12 per cent. High-value added sectors such as 

Creative Industries (digital business), Energy (particularly renewables and their supply chain) and Forest and 

timber technologies are bright spots  (Dumfries and Galloway Council 2015). 

 

Evidence from the EU suggests that the top-down approach has encouraged lagging regions to attempt to 

mimic knowledge-based regions and attempt to become leaders in technology or create centres of excellence 

but with neither the depth nor scale to achieve critical mass (Arnold 2014). Under the OECD’s typology there 

are three types of innovation region: knowledge regions; industrial production zones; and non-science and 

technology-driven regions (so-called lagging regions). Dumfries and Galloway falls under the latter 

classification. In terms of productivity (GVA per hour worked), Dumfries and Galloway ranks twenty out of the 

twenty-four NUTS 3 sub-regions of Scotland (ONS 2015). Other ‘remote’ regions display similar lagging 

tendencies. Dumfries and Galloway performs poorly relative to the other border region (Scottish Borders) 

making action to halt this relative decline a matter of local imperative. As we have seen, smart specialisation 

provides a conceptual framework for identifying, within the existing regional structures, potential innovation 

pathways that may have the potential to arrest the decline (Foray et. al. 2009). Smart specialisation means 

that each region’s specific characteristics determines its knowledge eco-sphere, with no two regions being the 

same. The relative failure of the top-down approaches to reduce regional disparities in levels of productivity 



 

18 
 

and growth is due in part to the inability to influence region-specific characteristics. There are layers of 

complexity within communities that are often invisible to policymakers (Skerrat and Stiener 2013). Dumfries 

and Galloway’s task is to ‘specialise’ in areas where it has strengths, and to introduce smart specialisation to 

the policy mix. As Foray says, it is about using existing productive structures and assets smarter to bring about 

structural change and regional growth. 

 

Increased interest in demand-led policies reflects a general perception that traditional supply-side policies 

(top-down approach) have not been able to improve productivity and innovation levels  (OECD 2011b). A 

demand-led strand to economic development strategy would complement current supply-led activity, 

particularly in areas where the market has not brought forth such activity (Georghiou et. al. 2014). Currently, 

there are incentives for regions and countries to adopt smart specialisation under European Structural and 

Investment Funds (ESIF) for the period 2014-2020. “Smart specialisation is precisely the strategic approach to 

better target and focus research and innovation investments on inherent (regional) strengths while also 

broadening the approach to incorporate many more actors, be they universities or small - and medium-sized 

clusters of companies and knowledge institutes, which is essential to matching own strengths with business 

needs and real market opportunities“ (EU 2014:3). 

 

In addition to the potential financial incentives attached to RIS3 adoption, there is a broader strategic 

imperative. RIS3 is placed within the EU’s Europe2020 Strategy, the aims of which are designed to address 

persistent regional disparities through progress in three mutually reinforcing priorities: 

1. Smart growth, based on knowledge and innovation; 

2. Sustainable growth, promoting a more resource efficient, greener and competitive economy (circular 

economy), and 

3. Inclusive growth, fostering a high employment economy delivering economic, social and territorial 

cohesion. (European Commission 2010:11) 

Dumfries and Galloway’s Regional Economic Strategy is aligned with the Europe2020 Strategy, where the focus 

is stated to be on ‘smart’, sustainable and inclusive growth (Dumfries and Galloway Council  2015). Similarly, 

Scotland’s Economic Strategy makes explicit the link between economic growth and inclusivity in its twin 

strategic pil lars: increasing competitiveness and tackling inequality (Scottish Government 2015). Both 
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documents assume a complementarity between economic growth and social cohesion despite some evidence 

that these may be mutually incompatible in policies designed to promote regional convergence (McCann and 

Ortega 2015). Neither Scottish strategy document mentions any specific demand-led activity; despite being 

more suitable for reconciling aims of growth and social cohesion (EU 2014; Foray 2014). This is a major 

omission and suggests that Scottish strategic thinking remains focused on a top-down approach, delivering 

projects and programmes to relatively passive recipients (with the relative lack of impact noted earlier). It is  

recognised that there will be some projects and programmes that do involve elements of bottom-up activity, 

but this is not the demand-led-strand to strategy that Europe2020 envisioned: “an integrated, place-based 

economic transformation agenda that does five important things: 

1. Focus policy support and investments on key national/regional priorities, challenges and needs for 

knowledge-based development, including ICT-related measures; 

2. Build on region’s strengths, competitive advantages and potential for excel lence; 

3. Support technological and practice-based innovation aiming to stimulate private sector; 

4. They get stakeholders fully involved and encourage innovation and experimentation;  

5. They are evidence-based and include sound monitoring and evaluation systems." (European 

Commission 2012:8) 

To show the possibility of introducing a demand-led strategy to Dumfries and Galloway we map the region’s 

six planned Strategic Activities1 against the Commission’s  five imperatives. The strategic activities are: 

1. Capitalising on the strength of the region’s base to increase productivity and provide the conditions 

for business-led growth; 

2. Empower the region’s communities to address their distinct economic challenges and opportunities; 

3. Create a vibrant culture of opportunity in the region to retain and attract people of working age and 

improve the competitiveness of individual businesses; 

4. Enhancing regional connectivity, removing barriers to business competitiveness and improving access 

to economic opportunities for individuals a nd businesses; 

5. Large investment projects that will  make a significant impact on the regional economy, and  

                                                             
1 Success is measured against achieving the following The highest youth employment rate in Scotland by 2020; business 

growth has grown faster than in Scotland as a whole between 2015 -20, and reducing the wages gap between the regional 
and national average by 20 per cent. (Dumfries and Galloway Council, 2015). 
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6. A shared vision and partnership working across the public, private and third sectors along with our  

providers of further and higher education. (Dumfri es and Galloway 2016:14) 

Doing so demonstrates that there is no policy barrier to adopting a demand-led approach along the lines 

prescribed in Europe 2020. Mapping reveals that Strategic Activities 1,2,3,4 and 6 can be aligned with a 

demand-led approach and are able to be operationalised through the proposed micro-sphere model.  

 

We now place Strategic Activities 1,2,3,4 and 6 within the model, focusing on the domain where policy can be 

affected: i .e. the policy stance and design of the Platform. Adopting a micro-sphere approach avoids large 

investment projects because current assets and facil ities are re-configured (used smarter) to provide the 

desired outcomes.  The case study uses the Strategic Activities to populate our model and to i llustrate how the 

difficult task of vertical prioritisation might be tackled. It is for demonstration purposes only as more work 

needs to be done to test the model in the field. According to Foray, “Vertical prioritisation is difficult; this is 

why smart specialisation is about defining a method to help policy makers identify desirable areas for 

innovation policy intervention (Foray 2014:503). Our proposed micro-sphere model is the method. 

 

The case study: populating the model 

Strategic Activities 1 and 6: The region’s potential competitive advantage and a shared vision 

According to Acs and Audretsch (1987) small firms have a relative innovative advantage over their larger 

counterparts in highly innovative industries and that in many other less innovative industries small firms gain 

market share (Audretsch et al, 2002). Dumfries and Galloway has a comparative advantage in small and micro 

firms with 20 per cent of the region being self-employed against 12 per cent for Scotland (Talbot 2015). Of the 

13,900 self-employing business, around 10.700 are home-based business spread across the region and 

industry sector. Co-worker and maker spaces would enable this potentially large market to connect in ways 

not previously possible and thus help develop the sharing economy of Dumfries and Galloway. In addition, 

such provision would help overcome a major problem of loneliness often attached to those working from 

home; the so-called Age of Loneliness (Walker 2003; Thompson et. al. 2009). For example, artistic, creative and 

community groups’ current extensive networking would be ‘boosted’ by becoming a dynamic value 

constellation and able to feed into the design and creative needs of local innovative firms. Kapasi and Galloway 
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(2016) provide some rich case study material on the nature of HBBs in a rural setting showing the latent 

potential of such enterprises. 

 

Strategic Activities 2 and 3: Empowering communities and a culture of opportunity 

The emerging sharing economy, the central feature of which is that access to assets, rather than ownership, 

can be a powerful economic driver. This is due to the reduction in economic slack as under-utilised assets are 

drawn into the system. Remoteness often means that assets are not fully employed and this is reflected in 

remote regions having lower average rates of productivity and average income (ONS). While tending to under-

perform most Scottish regions due in large part to remoteness, Dumfries and Galloway is well placed to 

benefit from the new wave of technological developments bringing forth Internet of Things and the Sharing 

Economy. Sweden shares the region’s characteristics of remoteness and small-scale home-based enterprises, 

but has become a global innovation hot-spot by embracing new technology and devising novel ways of 

combining its human, social and economic capital  (Fellander, Ingram and Teigland 2015). Remoteness and 

small scale are no longer barriers to growth if the necessary infrastructure and policies are in place to enable a 

region to exploit emerging technologies.  

 

Strategic Activity 4: Enhanced regional connectivity 

A major development arising from the Dumfries and Galloway-based Scottish Funding Council funded Crichton 

Institute2 is the Regional Observatory (RO)3, an online portal providing open-access data on the local and 

Scottish economies. The Observatory has the capacity to host information on the nature and location of each 

aspect of the proposed platform. This is an example of using existing general purpose technology to enable a 

degree of networking between key players, enabling local solutions to fit local circumstances. Through the RO 

it will be possible to ensure that all facilities would be connected, opportunities shared a nd interaction with 

the wider business community. 

 

 

                                                             
2 The Crichton Institute is a Scottish Funding Council Partnership for Knowledge Creation and Exchange in South West 

Scotland. http://crichtoninstitute.co.uk/   
3 The Regional Observatory is a web-based front door to the Crichton Institute. 

http://crichtoninstitute.co.uk/index.php/regional-observatory  

http://crichtoninstitute.co.uk/
http://crichtoninstitute.co.uk/index.php/regional-observatory
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The Platform  

The platform acts as a medium, facil itating the three components: competitive advantage in home-based 

businesses; their potential to develop businesses based on the sharing economy; and using the Regional 

Observatory. In this case study we identify the platform as consisting of co-worker and maker-spaces. The 

nature of co-worker and maker spaces4 facilitates the ‘entrepreneurial discovery process’, enabling key aspects 

of specialisation to take place (Foray 2009). In this case, for a lagging region such as Dumfries and Galloway, 

specialisation would be in non-technical innovation e.g. discovering ways to exploit and share general purpose 

technologies (GPT). In this way the Platform facilitates diverse enterprises to benefit from economies of scope.  

GPT enables holders of tangible and intangible resources to identify and share any ‘slack’ with others in similar 

situations. The smart specialisation framework recognises the role of both technological and non-technological 

innovation in the process of specialisation/diversification. Co-worker and maker space potential impacts 

include: 

1. Reducing the level of slack5 in the economy by reducing under-utilised council assets and potential 

collaboration and innovation from co-working companies and organisations ); 

2. Reducing costs and thereby improving GVA; 

3. Increasing the ‘connectedness’6 within and beyond the local economy; 

4. Improving GVA through the likelihood of new revenue generating products and services; 

5. Enabling smoother structural change at the regional level, and  

6. Improving the effectiveness of enterprise strategy (Stokes 2014). 

Diagram 3 shows how the policy stance would operate. By bringing together the (in this case three) 

components, the platform (consisting of a set of co-worker and maker spaces) facil itate a demand-led value 

creation process where experimentation and discovery activity between home-based businesses can take in a 

benign environment. Agency intervention takes the form of bespoke assistance to the platform. Real -time 

feedback ensures this support is relevant, bespoke and entails an exit route. Thus there is no need to wait for 

end-of-programme evaluation to assess effectiveness as there would be real -time feedback. In this example 

                                                             
4 Maker spaces are defined as an open access space (free or paid), with facilities for different practices, where anyone can 

come and make something. Maker spaces differ from private or single -practice workshops and studios despite many 

similarities. (NESTA) 
5 The proposal aligns with D&G Council’s ambitions for addressing idle resources: 

http://www.dumgal.gov.uk/index.aspx?articleid=4182&item=1100  

6 According to Hausmann, Hidalgo et al., increasing connectedness and economic complexity is a major component in 

economic growth.    

http://www.dumgal.gov.uk/index.aspx?articleid=4182&item=1100
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the support would come from one or more of the six strategic objectives7 under Dumfries and Galloway’s 

strategic plan. Lightness of touch and flexibility ensures that policy supports the discovery process , letting the 

market identify value opportunities. Alliances between participating enterprises would arise and subside 

within this reflective capitalism environment. 

 

Diagram 3 around here 

 

The delivery model 

The aim of a smart specialisation strategy is to support the creation of a few ‘innovation micro-systems’ that 

deal “with particular market niches and mostly related to existing productive structures and assets in order to 

transform them through R&D and innovation (structural changes)” (Foray 2014:503). Co-worker and maker 

spaces take many forms and in the spirit of the bottom-up approach existing facilities and resources would be 

reconfigured or matched with complementary resources to provide the kind of space a locality would require. 

Diagram 4 shows a spectrum of space-type that would enable the entrepreneurial discovery process to take 

place. Each point on the spectrum provides opportunity for business development assistance and mentoring 

on a client-led basis, avoiding the concerns associated with a top-down programmatic approach. Examples of 

existing spaces include: 

1. Spare capacity in local authority, national agencies and other public sector buildings offer an 

immediate and relatively cost-free entry to co-worker spaces where bespoke advice could be 

provided;  

2. Current venues (e.g. hosting creative groups) could be connected to business and design advice, and  

3. Redundant space in High Streets could be re-instated and a range of services offered e.g. from basic 

coffee and desk space through to a fully equipped design studio with business and design advice, 

depending on the type and level of demand within the locality. 

 

Diagram 4 around here 

 

                                                             
7 These are: More Growing Businesses, Developing Places, Better Skills, Better Opportunities, Well Developed 
Infrastructure, Investment Projects, Intelligence, Leadership and Influence. (Dumfries and Galloway Strategy 2016, p15)  
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The business model 

A common strand of the many variations of business model under which co-worker and maker spaces operate 

is revenue generation (Sleigh Stewart and Stokes 2015). Clients access a spectrum of services, on an hourly, 

daily, weekly or monthly basis; with a variety of support packages  available. It would be expected that each 

space would be largely self-financing (covering running costs at a minimum). The economics of each facil ity 

would differ with some being fully commercial while others attracting some support from external bodies. 

Development agencies could fund some clients as part of a bespoke client-led support package (instead of a 

supply-led, top-down, product-driven approach). 

 

The policy framework 

Diagram 5 is an initial attempt to arrive at a stylized policy framework and reflects the discussion so far in our 

attempt to return the entrepreneur to regional growth process. It distils the essence of our discussion and 

shows the outline of what a policy framework enabling a dual stance approach to strategy would look like. Our 

discussion has focused on introduction a non-neutral policy stance through adopting a smart specialisati on 

approach to some interventions. Foray (2014) identifies the selection of the subsystems is the most difficult 

aspect of such policy. Diagram 5 illustrates one method for overcoming this difficulty by aligning the region’s 

strategic priorities with region-specific attributes. In our case study above we undertook such an alignment 

and from this identified a rationale for selecting a sub-sector and the type of Platform to create, co-worker 

spaces in the case of Dumfries and Galloway. Clearly more detailed work would need to be done to do this in 

practice, but the aim of the paper is to demonstrate a basic roadmap for attempting doing so.   

 

The experimentation and discovery processes then become market-driven exercises as diverse enterprises 

interact in a manner that had not been possible previously. The nature of any intervention would come from 

this process and thus be demand-led. Diagram 5 shows a feedback mechanism whereby existing support could 

be tapped to provide bespoke assistance. Assistance is only offered when it is requested and real-time 

feedback and on-going evaluation of the intervention means that an exit strategy does not depend on the 

ending of a programme. There is no industry one-size-fits-all  programmatic response.  
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Diagram 5 stylises a demand-led-strand to strategy that Europe 2020 envisioned, It “does five important 

things: 

1. Focus policy support and investments on key national/regional priorities; 

2. Build on region’s strengths, competitive advantages and potential for excellence; 

3. Support technological and practice-based innovation aiming to stimulate private sector; 

4. They get stakeholders fully involved and encourage innovation and experimentation;  

5. They are evidence-based and include sound monitoring and evaluation systems." (European 

Commission 2012:8) 

 

Diagram 5 around here 

 

 

In summary 

We began with a brief look at the issue of secular stagnation. We did this to contextualise some of the issues  

surrounding investment, innovation and economic growth. Risk aversion in the corporate sector and the rise of 

financialisation have gone some way to produce a low-level equilibrium where any growth is the result of 

increased numbers of labour rather than improved productivity. 

Next we looked at the concept of smart specialisation returns the entrepreneur to the centre of the innovation 

process with the potential of such policies to boost growth, particularly at the level of the region. Smart 

specialisation offers the prospect of regions building resil ience through effecting structural change by 

inventing intelligently designed policies using existing productive structures and assets (Foray 2014).  

The paper looked at a number of related themes across the literature to create a conceptual model that can be 

used to operationalise a strategy for smart specialisation. The model creates an environment where diverse 

rural enterprises are able to benefit from Jacobian-type spillovers by means of a Platform which provides a 

reflexive-capitalism environment enabling contingent interaction to take place between entrepreneurs.  Thus 

the model provides the means for resolving the dichotomy inherent in intervention policies: the danger that 

intervention weakens market dynamics.   

The model captures the circularity of the entrepreneurial process (Svare and Haugen Gausdal, 2015) and is 

designed to help policymakers identify desirable areas for policy intervention while at the same time avoiding 
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the dangers associated with ‘picking winners’ (Hausmann and Rodrik 2003). Above all  it is a model that sees 

the merits of a bottom-up approach to innovation and with the entrepreneur as the driver for endogenous 

growth in the rural economy. The model enables entrepreneurs to use existing productive structures and 

assets smarter.  
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Diagram 3: The Micro-sphere model populated 
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Diagram 4: Spectrum of engagement (examples of range of potential types of engagement) 
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Dumfries & Galloway’s  

Six Strategic Activities 

Neutral policy stance Non-neutral policy stance 

Supply-led approach aligned 

with the Strategic Activities 

Aim: Design a system for smart specialisation  

 
Align demand led approach with Strategic Activities 

 
Select region-specific attributes and capabilities 

Design of suitable NIIB-based Platform 

Experimentation and discovery process  

Support offered to firms from the high volume 

sector and also businesses of growth 

Diagram 5: Example of a demand-led policy framework 
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