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Exploring the role of the neighbourhood in firm relocation: differences between

stayers and movers

Bart Sleutjes - Pascal Beckers'

Abstract

This paper looks at the factors that influence an entrepreneur’s decision to stay or
move out of a neighbourhood. In general, new and relatively small firms tend to have
a strong connection to their local environment and hardly ever move across large
distances. Aspects of the building (e.g. size) are the most likely reason to move, but
does the neighbourhood itself matter as well?

We look to what extent neighbourhood aspects influence or have influenced the
decision to stay or move, both on the push and the pull side. These aspects may be
related to the local physical environment or the safety situation, but also to the local
social community.

We conducted in-depth semi-structured interviews with 40 entrepreneurs from five
urban neighbourhoods in the Netherlands. The sample is equally divided between
firms that stayed and firms that recently moved out of the neighbourhood (20/20). The
survey provides detailed information on the characteristics and the performance of
firms, as well as network contacts, neighbourhood attachment, location choice, and
the valuation of location aspects. We make use of qualitative methods in order to
analyze our data.

Overall, we found that the reasons behind firm relocation propensity are
explained by a combination of the factors put forth in the neoclassical, behavioural
and, to a lesser extent, also the institutional strand of literature. Costs, space, market
and accessibility aspects are indeed important reasons for both actual and planned

relocation, but they cannot be seen apart from other reasons relating to the
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entrepreneur as an individual. What stands out is that in general, firms move because
firm-internal developments (growth) or, in the case of home-based entrepreneurs,
because changes in the household situation or housing preferences make relocation
necessary. Aspects of the weak neighbourhood itself are only regarded as problematic,
and consequently influence relocation propensity, when these aspects directly affect

firm performance.

Keywords: urban residential neighbourhood, firm relocation, neighbourhood
characteristics

JEL codes: R23, R21

1. Introduction

Whereas local economic policies are in general targeting at attracting firms from other
municipalities, regions or even countries, the vast majority of firm relocations takes
place across rather short distances. Within the Netherlands, 93% of all firm
movements occur within the same region (NUTS 3 level) and 75% of the moving
firms do not cross municipal borders (RPB, 2007). These movements across short
distances indicate not only that firms are more attached to their locality than
presumed, but also that quality differences exist even within production milieus at the
local level. A recent study by PBL (2010) has shown that especially weaker
neighbourhoods are characterised by high firm exit rates. This paper seeks to examine
whether aspects of these weaker neighbourhoods steer relocation propensity, next to
firm internal developments and personal preferences of entrepreneurs. Relocation
propensity has two dimensions. On the one hand, we are interested in firms that
recently moved out of five weaker neighbourhoods in Dutch large cities (movers,
hereafter) and the reasons that were behind this relocation. On the other hand, for
firms that stayed in the same neighbourhoods (stayers, hereafter) we want to know
about their plans and motivations for future relocation. Most studies dealing with
firms’ relocation behaviour focus on market aspects, financial reasons, the demand for
space (Van Dijk & Pellenbarg, 2001) or social or institutional embeddedness
(Boschma & Frenken, 2004; Knoben, 2007). Only during the past decade,
characteristics of the region itself are considered as ‘push’ or “pull’ factors for firms.

Regional aspects such as the presence of cultural amenities, the green structure (Love



& Crompton, 1999) and social diversity (Florida, 2002) may explain why certain
places are more attractive for firms than other places. However, the large number of
intra-municipal firm movements—around 60% of all firm relocations takes place
between residential neighbourhoods (PBL, 2010)—demands more knowledge on the
relation between the firm production environment and firm mobility at the low scale
level of the neighbourhood.

In this paper, we investigate how economic, physical, social and liveability
neighbourhood factors shape entrepreneurs’ relocation propensity. The main question
of this paper is therefore: “To what extent do economic, social, physical, and
liveability neighbourhood characteristics play a role for the relocation propensity of
entrepreneurs in weak neighbourhoods?” By means of semi-structured interviews
with the entrepreneurs of 40 small-sized firms (20 movers and 20 stayers) in five
Dutch urban neighbourhoods, we aim at getting a grip on relocation propensity. If
certain neighbourhood characteristics or localized networks turn out to be pull or push
factors for entrepreneurs, this might be of interest to policy makers aiming at
stimulating the neighbourhood economy by attracting and retaining local
entrepreneurs.

This paper is structured as follows. In the next section, we will provide a short
review of recent literature on causes of and processes behind firm’s relocation
propensity. In the third section, we describe the data collection process and the
research methods used. In part four, we summarize the main findings of our research,
which are illustrated by interview citations. Finally, in the last part we conclude our
study by answering our main research question and present a number of points for

discussion and policy recommendations.

2. Literature review

The literature on firm relocations shows that relocation is in general determined by
characteristics of and development within firms. Firms especially relocate as a result
of a shortage of business space, which usually results from firm growth (Pen, 2002).
In general, when firms hire more staff, more business space is needed, which is often
not found within residential districts. Therefore, fast growing firms tend to relocate to
business parks (Louw et al., 2009; PBL, 2010). Young firms are more likely to move
than older ones, and also firms that do not depend on local sales, like business

services, are more likely to move than locally-oriented sectors, like retail or



hospitality (hotel and catering industry) (Aalders et al, 2008). Small firms are more
likely to relocate than large firms, because they have lower sunk costs (staff,
investments in premises or networks) than larger firms (Stam, 2003). Also younger
firms are to a lesser extent tied to their current location through investments and
network embeddedness and therefore move more easily than older firms (Brouwer et
al., 2004).

But apart from the abovementioned firm internal factors, also firm external
factors may influence firm dynamics, in particular through the quality of the local
production environment (Van Dijk & Pellenbarg, 2000). There are two types of
relations between the firm and its production environment, namely market relations
and conditional relations (Lambooy, 1995). Market relations relate to the firm’s
geographical location with respect to relevant markets, its ability to attract qualified
staff and capital. For locally oriented firms, the local level of spending power and the
distance to the market are important for firm performance (Ouwehand & Van
Meijeren, 2006; Bulterman et al., 2007). The activities of this type of firm have a
relatively small spatial scope, since people are in general not prepared to travel long
distances for a bakery or a hairdresser. If spending power is low, this will likely affect
the performance rates of locally oriented firms negatively, and relocation may be
seriously considered.

Conditional relations include local infrastructure, government policy and
physical characteristics of the business space and its surroundings (Lambooy, 1995).
This paper mainly focuses on conditional relations. The attractiveness of the physical
neighbourhood environment, i.e. the quality of the housing stock, local liveability and
the amenity structure may steer relocation of entrepreneurs, in three possible ways.

First, the supply of suitable business space and, in the case of independent
professionals, the availability of attractive dwellings within the neighbourhood may
function as pull factors for firms. In the same line, aspects of and investments in the
business space or dwelling may tie a firm to a certain location (Stam, 2003; Mackloet
et al., 2006).

Second, being embedded within personal and business-related networks can
become a barrier to relocation. Moving across large distances leads to a loss of crucial
network contacts, as a result of which firms with many inter-firm relationships are
less likely to leave their region (Knoben, 2007). This claim is supported by empirical

evidence at the regional level, but not yet at the local level.



Third, perceptions of local liveability may matter as well. On the one hand, an
unattractive and unsafe environment can scare away (potential) customers and
decrease entrepreneurs’ satisfaction with their location, thereby steering the wish or
necessity to relocate. On the other hand, an attractive and safe neighbourhood
environment may function as a pull-factor for new firms (Love & Crompton, 1999;
Florida, 2002). Recent empirical evidence (PBL, 2010) shows that low liveability
scores negatively affect firms’ survival and growth chances, especially for businesses
operating in consumer services, but also relocation is stimulated by high levels of
nuisance and vacant business spaces. Neighbourhoods with low liveability scores are
therefore characterized by higher rates of firm outward mobility (PBL, 2010).

For locally oriented sectors, liveability aspects likely influence relocation
propensity through the market. For example, high perceived or actual levels of crime
and nuisance within the neighbourhood, as well as physical deterioration (e.g.
vandalizing or litter on the street), can be considered unattractive or intimidating by
potential customers who are therefore more likely to look for alternative shopping
locations. But also for non-locally oriented sectors, local liveability may play a role
for relocation propensity. Since a large share of non-locally oriented firms within
neighbourhood is home-based, the quality of the physical environment and liveability
may also be expected to be important for the entrepreneur personally, and not so much
for his firm. When a neighbourhood is considered unsafe or has an unattractive
housing stock, entrepreneurs, and subsequently also their firms, are more likely to
move to another neighbourhood. Furthermore, low liveability scores and a
corresponding negative neighbourhood reputation may also negatively affect the
reputation of local firms, both locally oriented and non-locally oriented (Aalders et al.,
2008).

The literature on firm relocation decisions can be subdivided into two strands
based on the main motivations and considerations. First of all, the neoclassical
location theory focuses on profitability issues, and the reasons for relocation are
usually related to business costs or the market. Firms only move when necessary, i.e.
when their current location is no longer profitable, as a result of rising business costs
(push factor) and when another location is regarded more profitable because of better
customer potential (pull factor) (Pellenbarg et al., 2002; Mariotti, 2005). The
neoclassical theory assumes fully rational behaviour and perfect information. At the

same time, it disregards firm internal factors and relocation costs (McCann, 2001).



Second, the behavioural theory assumes that entrepreneurs take location
decisions based on imperfect information and personal ambitions and preferences
(Mariotti, 2005). This theory seems to be the most suitable for identifying relevant
aspects of the local production environment to affect entrepreneurs’ relocation
choices, since it looks at relocation from a broader perspective, thereby incorporating
not only business costs and demand for space, but also the personal perceptions of the
entrepreneur (Mariotti, 2005). Instead of maximizing profits, entrepreneurs tend to
look for sub-optimal outcomes, taking into account relocation costs, their familiarity
with locations (‘mental mapping’) and other non-economic motivations like
combining work with household tasks (Van Dijk & Pellenbarg, 2000; Brouwer et al.,
2004).

3. Data and methodology

We follow an exploratory research design, since we want to know more about firms’
relocation propensity, with specific attention for the potential influence of
neighbourhood characteristics. In this section, we will first motivate the choice for our

research areas, and then describe the data collection process and the methods used.

3.1. Selection of neighbourhoods

The selection of neighbourhoods was based on a number of practical and theoretical
considerations. First of all, since the focus of this paper is on residential
neighbourhoods, we exclude non-residential or commercial districts. Residential areas
are defined as areas with at least ten private households per acre of built up area and a
number of private households that is at least five times larger than the number of
firms.

Second, since weaker neighbourhoods are expected to offer the least
favourable business conditions, the propensity to relocate will likely be higher in this
type of district, which is also supported by recent empirical evidence (PBL, 2010).
Policy-wise, this makes it interesting to focus on weaker neighbourhoods, which can
be defined based on the following two criteria’: 1) a low average income and 2) a high
share of non-Western immigrants. In order to avoid large variations in the urban
context of these neighbourhoods, we limited our neighbourhood selection to the four

largest cities in the Netherlands.



Third, the neighbourhoods had to accommodate a sufficient number of firms,
in order to be able to find a sufficient number of interview candidates. Out of the 93
neighbourhoods that met the abovementioned criteria, we selected five ‘typical
representatives’: areas that have characteristics that are about average of the
characteristics of all 93 disadvantaged neighbourhoods. The following criteria were
taken into consideration: the share of residents per age group, the average household
size, the share of non-Western immigrants, the share of the working population (15-64
years), mean income and neighbourhood dynamics.

The selection process has led to the following five weaker neighbourhoods:
Indische Buurt-Oost and Oosterparkbuurt (Amsterdam), Regentesse-/
Valkenboskwartier-Zuid and Moerwijk-West (The Hague), and Overvecht-
Neckardreef (Utrecht).

3.2. Data collection and research methods
First, in order to provide a snapshot of firm dynamics in weaker residential
neighbourhoods, we carried out a quantitative analysis describing the local business
structures and firm mobility patterns in the selected urban neighbourhoods over the
period 2005-2007 (total number of firms, distribution of firms over sectors and size
groupings, relocations per sector, and the distance of relocations). These analyses are
based on trade register data made available by the local Chambers of Commerce.
Second, for the main part of the study, we conducted in-depth semi-structured
interviews with 40 entrepreneurs. The interviews were carried out between November
2008 and March 2009. The sample is equally divided between stayers (20) and
movers (20), based on the time span from 2005 to 2007. Concerning the division
based on firm sectors, the sample is predominantly non-locally oriented with 29 firms,
compared to 11 locally oriented firms. This composition is the result of difficulties
that were encountered in finding sufficient locally oriented movers. The initial aim
was to get an equal division between locally oriented and non-locally oriented firms.
The survey provides detailed information on the characteristics and the
performance levels of firms, as well as their entrepreneurs’ network contacts,
neighbourhood attachment, past location choices, and the valuation of location
aspects. We use quotations from the interviews in order to illustrate the main

relocation motivations of entrepreneurs.



4. Findings

In this section, we deal with the outcomes of the quantitative and qualitative analyses.
We start with an overview of the business structures and firm mobility patterns in the
selected urban neighbourhoods resulting from the Chamber of Commerce data
analyses. Thereafter, we turn to our interview findings and analyse entrepreneurs’

relocation propensity. We use quotations to illustrate our findings.

4.1. A snapshot of business landscapes in the research neighbourhoods

On average, the five research neighbourhoods accommodated 909 firms over the
period 2005 to 2007. These firms are not equally distributed across sectors of
commercial activities." The sectors ‘retail and repair’ and ‘commercial services’
together account for half of the total firm population. The three sectors ‘ICT and
media production’, ‘construction and installations’, and ‘personal services’ each
account for 7 to 10 per cent of the firm population. The shares of the other sectors in
the total firm population are relatively small. Furthermore, 43 per cent of the total
firm population is claimed by firms operating in neighbourhood-oriented sectors
(firms serving local customers), and 57 per cent is claimed by firms active in non-
locally oriented sectors. The locally-oriented group entails commercial activities in
the sectors ‘retail and repair’, ‘personal services,” and ‘hospitality’. With regard to
firm size, our expectations are confirmed in that most firms in our residential
neighbourhoods are small. 75 per cent of the firms has two employees at most, and 95
per cent of the firms has less than ten employees. This illustrates that the
neighbourhood economy in weaker neighbourhoods Still, the firms in our five
research neighbourhoods account for a total number of 2,093 jobs. More than 50 per
cent of these jobs 1s found in just three sectors, namely ‘retail and repair’,

‘commercial services’, and ‘hotels and catering’.

4.2. Firm dynamics in the research neighbourhoods

Considering mobility patterns in the research neighbourhoods, a first observation is
that the number of firm relocations per year is relatively low in the 2005-2007 period.
Approximately 90 firms per year have moved out of the neighbourhoods, whereas on
average 819 firms stayed put. A striking difference in the sample composition
according to firm sector can be noticed in Table 1 when comparing characteristics of

stayers and movers between 2005 and 2007. Although stayers are more or less equally



divided between locally-oriented and non-locally-oriented sectors (45 and 55 per cent
respectively), movers are predominantly non-locally-oriented. 81 per cent of all
movers are non-locally oriented, compared to just 19 per cent for locally-oriented
sectors. This might indicate that locally-oriented firms have a lower inclination and
fewer possibilities to move, because of regular customers and sunk costs, e.g. on-site
investments in premises. Comparing the sector shares of total stayers and total movers
in Table 1, we find that mobility is most common in the ‘construction and installation’
sector and the ‘transport and storage’ sector. Firms in these two sectors are by nature
footloose, since most of their activities take place on the road or at different locations
away from their administrative address. On the contrary, mobility is notably less
common in the sectors ‘hotel and catering’, ‘retail and repair’, and ‘personal services’,
which are in general serving the ‘passing-by’ customers from the firm’s

neighbourhood.

Table 1. The composition of the firm stock according to sector (in percentages) in the

five research neighbourhoods, with a comparison of stayers and movers

3year mean sector share of total |3year mean sector share of total

stayers (period 2005-2007) movers (period 2005-2007)
ICT&media production 7 8
art 3 3
commercial services 24 33
construction&installations 8 20
education&coaching 3
hotel&catering 11 1
manufacturing 3
personal services 8 5
retail&repair 27 13
transport&storage 4 7
wholesale 3 3
total 100 100
total locally oriented sectors 45 19
total non locally oriented sectors 55 81

Source: Chamber of Commerce trade register data, period 2005-2007.

In Table 2 we take a look at the distance of firm moves contrasting locally-oriented
and non-locally-oriented sectors. We make three notable observations. First, in line
with earlier research (RPB, 2007), approximately 75 per cent of all firms that move
out of our research neighbourhoods relocates within the same municipality. Second,
even within municipalities, firms tend to move across very short distances. For 31 per

cent of all firm movers, the new location is located at most two kilometres walking



distance from their former location. Third, some differences between locally-oriented
sectors and non-locally oriented sectors stand out. Firms within locally oriented
sectors in general move across shorter distances. 40 per cent of all locally oriented
movers stay within a two kilometre walking range, compared to 29 per cent for non-
locally oriented sectors. This difference is significant at the 5% level. Again, this is
likely related to the dependence of the former type of businesses on regular customers
situated in the nearby surroundings of the firm. For these businesses, relocating across
larger distances implies that the entrepreneur has to start over again in the process of

building up a clientele.

Table 2. Firm mobility per distance category, locally-oriented and non-locally-

oriented firms compared, period 2005-2007, 3-year mean share (in percentages)

share of total locally share of total non locally
share of total movers oriented movers oriented movers
a) to other municipality (total) 26
- locally-oriented firms 21
- non-locally-oriented firms 27
b) within municipality, beyond 2km.walk (total) 43
- locally-oriented firms 38
- non-locally-oriented firms 44
¢) within municipality, within 2km.walk (total) 31
- locally-oriented firms 40
- non-locally-oriented firms 29

Source: Chamber of Commerce trade register data, period 2005-2007.

4.3. The reasons behind firm relocation according to movers

Based on the 20 interviews with entrepreneurs who moved out of the five weaker
neighbourhoods between 2005 and 2007 (movers), we have been able to subdivide the
main arguments for firm relocation into two main groups: private reasons and
business-related reasons.

Private reasons were most prominent, especially for home-based
entrepreneurs. For the latter group, changes in lifestyle or the household situation, e.g.
the birth of children, commonly increase the demand for living space. This
necessitates a private relocation to another dwelling, which automatically implies that
the home-based firm moves as well. As most home-based entrepreneurs are active
within sectors that do not depend on local customers and that are not hindered by high
sunk costs, they are relatively footloose. This is clearly illustrated by the following

quote by an entrepreneur who relocated his firm:

10



“In 2005, I had my first child, then I had my second, and we lived in a small
apartment at that time in Indische Buurt. Yes, we needed more space. More
space in Amsterdam is for me financially not possible at the moment and then
you simply go to the periphery of the city. And that was hardly related to what
1 did... I work from home but generally where customers are. So for me... the

location is nearly irrelevant so to say.” (ICT, Indische Buurt)

Next to private reasons, entrepreneurs also stated a number of business-related
motivations for their relocation. Among these motivations, the increased need for
business space is mentioned most often, necessitated by increased storage of goods or
to accommodate growing employee numbers. This indicates that firm growth is an
important driver of relocation that will eventually dominate over other firm space

aspects pushing entrepreneurs to relocate. This is also reflected by the following quote

by a firm mover:

“The space that we had was too small. And within those premises we could
not get more space. So, very practical... It was a fantastic building... and we
were close to Qosterpark, so that was lovely...Yes, it was lovely. It was really

a pity that we had to leave there.” (Business services, Qosterparkbuurt)

A second business-related motivation for entrepreneurs to move is the need for more
representative business space. Some firms were initially operated from home, which
was not considered to be an appropriate location to welcome visiting customers.
Moving to a proper business space or to a dwelling with a separate working space is
regarded as a way to acquire a more ‘professional’ reputation and as a way to separate
the work sphere from the private sphere. The following quotes represent these

motivations:

“I had quite a large bedroom there, which I in fact cut in two, as a result of
which I slept in one corner and worked in the other corner. So that was, in
every respect, not an ideal situation... That was also not ideal when I had to
receive customers. That happened. Customers found it charming in a way, 1
think, but you do not come across very seriously of course.” (Media

production, Overvecht)

11



“The reason why we moved there in the end was that I wanted to keep it [work
and private] more separated. And therefore we have two floors here. one for

work and one for private life.” (ICT, Regentessekwartier)

As the most important reason for relocation, aspects of the neighbourhood itself were
mentioned by only a small segment of moving entrepreneurs. For these entrepreneurs,
the local market situation, e.g. the demand for their product or service and the number
of local competitors, was perceived to be better at the new location. Interestingly, the
local liveability situation was never mentioned as the primary reason to move, but was
a secondary reason for a small number of moving entrepreneurs. In this respect,
especially the fear of theft was considered a negative feature of the previous

neighbourhood, as the following quote clearly shows:

“...And the neighbourhood was also not optimal...Here, there is much social
control... There in Utrecht, I could not take deliveries. There I had to collect
my things or they had to be delivered at the building site.” (Construction,

Overvecht)

It 1s striking that some entrepreneurs acknowledged unforeseen benefits after moving
to another neighbourhood, even though characteristics of the neighbourhood itself
initially were no reason for leaving. These unforeseen benefits are related to the image
of the neighbourhood, and especially how this is perceived by visiting customers.
Being located in a better neighbourhood improves the image of the firm. Another
unforeseen benefit is related to the market potential, and surprisingly not only for

locally oriented firms.

“It happened that I was talking to a client, and then... they broke into his car.
Yes, of course, you are very embarrassed. It bothers you personally... It is

more about...perception, from the perspective of customers, visitors etcetera.’

(Business services, Overvecht)

“I notice that I get more customers over here. Especially over the past two

years. I get more customers... from this neighbourhood... it is like a village...

12



people talk to each other, and I think it is also related to the amount of new
houses being built here...and people would like something to be done

[construction]. They let me know about that.” (Construction, Moerwijk)

Comparing locally oriented and non-locally oriented firms is difficult, since we were
able to find only one locally oriented firm that moved. However, this also transmits a
clear message, namely that locally oriented firms are far less inclined to move to
another neighbourhood than non-locally oriented firms.

In line with expectations, the local market plays no important role for non-
locally oriented firms. Among this group of entrepreneurs, especially private reasons
were mentioned, followed by the demand for more business space and better
representativeness of business space. With regard to the neighbourhood itself, it is
interesting that also non-locally-oriented entrepreneurs consider the liveability
situation at the new site beneficial for their firm. Naturally, non-locally-oriented firms
have more freedom to move, since they do not depend on sales relationships in the

neighbourhood and regular customers (Love & Crompton, 1999).

4.4. Plans for future relocation according to stayers

All entrepreneurs who stayed in the research neighbourhoods (20) were asked about
their inclination to relocate from their current site in the near future. Based on the
answers given, entrepreneurs can be divided into four groups.

The first group, which is also the largest with eight entrepreneurs, definitely
wants to stay at the current site and mentions several reasons for this resoluteness. The
most prominently-mentioned motivation is market-related: regular customers,
satisfactory firm performance or low levels of competition at the present location

make moving unnecessary.

“I think not, because... people know where to find me here. Because I have
built up a circle of regular customers here in all the years that we are situated
here, and then you cannot start all over again. Then you have lost them all... It
is no office or so where you just use the telephone. It is all a matter of walking

in...” (Retail, Indische Buurt)

13



“No, not within the next two years in any case. It is a small shop and it is

always extra profitable for me.” (Hospitality, Moerwijk)

The second group of entrepreneurs (6) does not have an explicit wish to move, but it
also does not rule out a future relocation. The entrepreneurs belonging to this group
are satisfied with their location for the moment, but if the firm grows within the
following two years, e.g. through the hiring of employees, relocation may become

desirable or even necessary, as the following quote illustrates:

“Yes... yes and no. It depends on the growth actually. Look, if we would grow
very quickly in the next two years, then we have to.” (Business services,

Overvecht),

Another reason to change their mind is when an attractive alternative is offered

elsewhere, in particular a site at a better location for a reasonable price:

“Yes, if [ could find a location where the rent is not too high, but where you
are at a location that attracts extra customers then it is worthwhile to consider

it... That is very difficult in Amsterdam.” (Business services, Indische Buurt)

The third group consists of entrepreneurs (4) who would like to move, but who have
no possibilities to do so. Although the current location does not live up to their
expectations anymore, high sunk costs, like investments in the building, make
relocation difficult. Also, a lack of financial means prevents entrepreneurs from
moving, despite their concrete wish to do so, as becomes clear from the following

quote:

“I have no plan, because I have no money. If I had money, I would move next

week.” (Hospitality, Regentessekwartier)

This group of entrepreneurs mentions several reasons for wanting to relocate, most of
which are related to the neighbourhood itself. In particular, a negative development of
the local level of spending power and the downgrading of the local economic structure

(less attractive mix of firms in the neighbourhood), negatively influence

14



entrepreneurs’ satisfaction with their neighbourhood and stimulate the wish to

relocate:

“This street has become a dead street. This street used to be lively, but is now
dead. I would say, those companies have vanished silently.” (Hospitality,

Regentessekwartier)

“Economically, it is a disaster in this neighbourhood... everyone who can
afford a decent house just leaves... Sales are dramatic in any case, because
there is simply no money. Well, and of course you are affected by that through

people’s spending behaviour. That is as simple as that.” (Personal services,

Overvecht)

The fourth, and smallest (2), group of entrepreneurs actually expects relocation within
the next two years. These entrepreneurs’ motivations to move can be subdivided into
two categories. The first category relates to the costs and quality of the current

premises. Recent growth levels or expected growth in the near future have

necessitated a larger business space:

“Our expectation for the future is that we will buy our own premises, from
February onwards or so... The reason is enlargement, right.”” (Business

services, Regentessekwartier)

The second category is not so much related to firm developments, but rather linked to
changes in the entrepreneurs’ private circumstances. Home-based firms automatically
move if the entrepreneur moves to another dwelling for personal or family-related
reasons, like family enlargement. This type of relocation does not always mean that
entrepreneurs are not satisfied with their neighbourhood. Some even indicate that they

want to move to a larger dwelling within the same neighbourhood.

“So satisfied that I want to stay in the neighbourhood. In another dwelling. It
is a multicultural neighbourhood, we like it. It is a big city, but also like a
village in a way. So... it has its charms... If necessary, I would move outside

the neighbourhood. But it is not my wish... And the reason that we stay is the

15



central location, but also the importance of a stable school environment for

the children” (business services, Qosterparkbuurt)

“It has nothing to do with the firm. It is a family extension... It is a little one
who is now getting bigger, and you can only do this much in a large two-room
apartment. Or you can renovate it and divide it in small compartments. That is
a possibility, but if that solves the problem? No.” (Business

services, Qosterparkbuurt)

Whereas almost all entrepreneurs that are outspoken about their reasons for staying
operate locally oriented firms, most entrepreneurs expressing their wish to leave have
non-locally oriented firms. In line with our expectation, on the one hand,
entrepreneurs of locally oriented firms attach more value to neighbourhood factors
(market) and sunk costs when expressing their inclination to stay or move. On the
other hand, for non-locally oriented firms, space, representativeness, but especially a
better alternative elsewhere, are mentioned as reasons to consider a move. The
neighbourhood itself is less important for entrepreneurs of non-locally oriented firms,

because of the nature and the broader market scope of their commercial activities.

5. Conclusions
In this paper, we studied to what extent entrepreneurs’ relocation propensity is
triggered by characteristics of their neighbourhood. We distinguish between reasons
that affect entrepreneurs’ general inclinations to move (‘ex ante’, so without the
requirement that the firm will actually move), and reasons that have been put forth by
entrepreneurs who actually moved between 2005 and 2007 (‘ex post’). We collected
this information by conducting 40 in-depth interviews with entrepreneurs in five
disadvantaged neighbourhoods in the Netherlands. Half of our respondents has moved
their firm out of the research neighbourhoods. This research design enabled us to
tackle the following research question:
“To what extent do economic, social, physical, and liveability neighbourhood
characteristics play a role for relocation propensity of firms in weak
neighbourhoods?”

The overall conclusion is that mobility figures are rather low; the yearly

average of movers is only ten per cent of the total firm population. The vast majority
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(81 per cent) of moving firms is active within non-locally-oriented sectors. Firm
relocations take place across relatively short distances, since two-thirds of all
relocations takes place within a two-kilometre range, and only 25 per cent leaves the
municipality. If firms in locally-oriented sectors do relocate, they are much more
likely to remain within a two kilometres range (40 per cent) than non-locally-oriented
firms (29 per cent).

From our in-depth interviews with entrepreneurs, we conclude that market
relationships within the neighbourhood, like local demand, the local level of spending
power and a local clientele, are the most important aspects at neighbourhood level that
affect entrepreneurs’ relocation propensity. These factors are often mentioned as the
main motivations for wanting to stay within the neighbourhood. Concerning
conditional relationships, we can conclude that the most important factor leading to
actual or planned relocation is the amount and quality of business space, rather than
characteristics of the neighbourhood itself. The liveability situation in the
neighbourhoods is at most a secondary reason for relocation. Still, even though it is
not a main reason for moving, an unclean and unsafe environment is considered a
negative influence on the firm’s reputation. A more liveable environment at the new
location is, however, regarded as a beneficial incidental circumstance, rather than
something the movers were consciously looking for. The social neighbourhood
context, measured by embeddedness in local networks does not play a role for firms’
relocation propensity.

We find a close correspondence between stayers and locally oriented firms on
the one hand, and movers and non-locally oriented firms on the other hand. Many
stayers in our sample belong to sectors that depend on local customers. For these
firms, a wide range of reasons determine the wish to relocate in the future, including
economic and socio-economic neighbourhood factors. Movers are often active in
sectors like business services, construction and manufacturing, which are by nature
more ‘footloose’. For these firms, especially private considerations and, to a lesser
extent, neoclassical factors like costs and space determined actual relocation, whereas
economic and socio-economic neighbourhood factors are not taken into consideration.
However, it is interesting that both locally-oriented firms and non-locally-oriented
firms mention that they are affected by the local liveability situation, even though it is

not a primary reason for both actual and planned relocation.
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Overall, we found that the reasons behind firm relocation propensity are
explained by a combination of the factors put forth in the neoclassical, behavioural
and, to a lesser extent, also the institutional strand of literature. Costs, space, market
and accessibility aspects are indeed important reasons for both actual and planned
relocation, but they cannot be seen apart from other reasons relating to the
entrepreneur as an individual. What stands out is that in general, firms move because
firm-internal developments (growth) or, in the case of home-based entrepreneurs,
because changes in the household situation or housing preferences make relocation
necessary. Aspects of the weak neighbourhood itself are only regarded as problematic,
and consequently influence relocation propensity, when these aspects directly affect
firm performance. In this respect, local spending power is more important than local
liveability.

Although this study provides some insight in the factors that influence
entrepreneurs’ relocation decisions, we are aware of two limitations. First, although
our initial aim was to find an equal number of locally-oriented firms and non-locally-
oriented firms for our interviews, we encountered difficulties in finding locally-
oriented movers. As a consequence, only one of the interviewed movers was active in
a locally-oriented sector. On the one hand, this illustrates the lower propensity to
move of firms in this type of sector, but on the other hand, it makes it impossible to
investigate whether relocation decisions differ between the two groups of
entrepreneurs (active in locally-oriented and non-locally-oriented sectors).

Second, our focus on disadvantaged neighbourhoods within the largest cities
of the Netherlands provides insight in the relocation propensity of entrepreneurs
within supposedly unattractive business contexts, but it makes it difficult to generalize
our results to other types of neighbourhoods and in other parts of the country. It
remains a challenge for future research to investigate whether the results of this study
are also applicable to other neighbourhood contexts.

We close with a recommendation for local policy makers interested in
fostering commercial activities in weaker residential urban neighbourhoods. Investing
in safety and the attractiveness of public space will likely benefit both locally oriented
and non-locally oriented firms, at least by enhancing the firm’s reputation or by
retaining home-based entrepreneurs. Although, based on the results of this paper,
liveability improvements cannot be expected to have a direct impact on relocation

patterns of firms, several entrepreneurs have mentioned concerns about the local
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liveability situation or mentioned this as a secondary reason for relocation. Therefore,
investing in local liveability might increase entrepreneurs’ satisfaction with their

location.
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