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The historical evolution of the theory of location can be tackled from 
different analytical points of view resulting in a series of differences with 
obvious practical implications. Elaborating a regional strategy involves- 
just like any other domain of economic development- certain steps, as 
follows: diagnosis analysis, creating strategic objectives, building 
different variants to achieve the strategic objectives, selecting one of the 

variants. 
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The historical evolution of the theory of location can be tackled from 
different analytical points of view resulting in a series of differences with 
obvious practical implications. They refer to: the general economical factors 
which guide an entrepreneur in choosing a suitable location (such as the 
objective of minimizing transport costs); the analysis of specific regional 
factors which an entrepreneur has to face when deciding on a certain 
location; the analysis of territorial placement models; the analysis of the 
dynamics of the territorial placement models. 

The analyses of economic problems from a space perspective are 
based on a series of elements supplied by the economical theory as well as 
by instruments conferred by mathematical analysis and analytical geometry. 
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1.REGIONAL ANALYSIS MODELS 

 
Vectorial Anlysis 
 
The use of vectorial analysis in the study of economic and social 

processes and phenomena happening at a regional level are based on the 
decomposition of the whole in parts, i.e. in subgroups, subsystems, groups 
and classes, according to the way in which a certain region in structured. 
These parts are called structural units and they represent the components of 
the descriptive vector corresponding to a certain regional characteristic. 

 
Applying linear programming in regional analysis 
 
In regional analysis linear programming is used to emphasis the 

importance of efficiency criteria (such as minimizing costs) in the issue of 
space spreading of the economical activities. 

Thus, it can be used to sustain the development program of a single 
region especially where expansion is limited by lack of resources or by 
capacity constrains. Linear programming is often used for urban planning 
(for example in urban transport where the objective may be minimizing the 
cost of the trip) or in the study regarding the use of lands. It may as well be 
used for regional aspects of development at a macroeconomic level where 
the purpose may the maximization of the internal gross produce, which is 
subjected to certain restrictions in terms of regional balance. 

Despite its multilateral nature, linear programming has serious 
limitations for regional analysis. Thus, the linear relations hypothesis 
(especially the functions of linear production) does not go with scale 
economies, externalities and other factors of agglomeration which preside 
the economic activity in certain areas. 

The linear programming cannot consider unquantifiable influences 
although such forces may sometimes be important in the context of location 
problems. 

It is also difficult for linear programming to reflect household 
behavior on one hand because it has to rely on linear curves of the demand 
and on the other hand because the calculus methods need the price of finite 
products to be mentioned from the very beginning. Still, these setbacks are 
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not insurmountable and provided that the linear programming methods gain 
an operational dimension, they can have a considerable role in the regional 
analysis.  
   
 Gravitational methods 
 
 Gravitational methods rely on the physics law of universal attraction 
which states that the attraction force between two objects is directly 
proportional to their masses and indirectly proportional to the square of the 
distance which separates them. 
 Similarly, it is considered that the interaction between two areas is 
directly proportional to their masses and indirectly proportional to the 
distance which separates them (usually multiplied). 
  
 Cost-benefit analysis 
 
The cost-benefit analysis (CBA) involves undergoing certain stages: 

1. defining the project 
2. identifying the relevant impact from the economic point of view 
3. physical quantification of the impact 
4. quantifying the impact from a value point of view 
5. updating costs and benefits 
6. making the balance sheet 
7. the analysis of the sensitivity of the results to the considered 

parameters 
 

Considering the fact that the completion of the project may last a 
number of years, one of the most important problems of CBA is determining 
the moments in which certain components of cost/benefit will come up. The 
calculus in this phase is characterized by uncertainty levels. 

The nominal values in various years may be converted to real values by 
means of price indicator. 

 Applying CBA at a regional level 
Reality has proved that the intervention of public authorities in regional 

development still creates a discrepancy between social and private cost and 
benefits, rather than allow the market forces to allocate resources to the 
entire region. That is the reason why governmental investment projects 
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which have a regional component (and most of them have this dimension 
due to “location” component) should not be based on narrow criteria but on 
a wide assessment of benefits and costs. 

Even more, when public projects may choose among a large number of 
possible locations, the choice of a location should consider regional 
variations and social benefits. 

The largest part of the practitioners involved in the reality of the 
regional misbalances- involved either in the explanation or the foreseeing of 
such events- have empowered a public authority to attempt their correction. 
This can be carried out through regional strategies and politics. 

In the widest sense, the strategy represents the “art of combining 
different operations with the view to achieve an objective”. 

Elaborating a regional strategy involves- just like any other domain of 
economic development- certain steps, as follows: 

- diagnosis analysis of the regional development stage within the 
reference period, as a starting point in drafting the strategic variants 
of action; 

- creating strategic objectives 
- building different variants to achieve the strategic objectives 
- selecting one of the variants on grounds of comparing the 

advantages and the performances they offer.   
 

2. THE CRITERIA ANALISYS OF THE MEASUREMENTS 
INDICATORS OF QUALITY AND EFFICIENCY IN 

TERRITOTIAL DEVELOPMENT 
 
Within an investment process in a region one must aim to correlate 

between economic efficiency on one hand and ecological and social 
efficiency on the other. 

Investments have a crucial role in the evolution of employment and 
social conditions of the population in the region, but also in the evolution of 
the population and income of the region. 

When analyzing an investment decision, the representatives of a region 
may choose one of the methods of allocating capital, which refer to the 
following: 

- payback period 
- net updated value (NUV) 
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- internal profitableness rate (IPR) 
-  profitability indicator (PI) 

 
The method of payback period exercised in the situation of a region 
The term of paying back the allocated sum for investment represents the 

number of payback years through the updated average annual cash flows 
(updated CF/year) of the invested capital. It may be determined as follows: 

Tr = I     
             CFact/year 
If we apply this method for a region we may say that the payback term 
represents the number of years after which the cumulated flux of net cash 
which flew into a region equals the value of the initial investment. 
 This indicator ensures a choice of investment variants according to 
promptness of recuperation of the invested capital. Through this method we 
eliminate the investment projects which recuperate the invested capital in a 
longer period of time because the risk attached to this period rises as well. 
  
 The method of net updated value (NUV) for a region 
 
 If we apply this method in a region, we must bear in mind that it 
considers the value of money in time relying on updating future cash flows 
so that they can be compared to the present investment costs. 
 The net updated value (NUV) is the difference between the present 
value of future income and the present value of the investment. The 
equation of net updated value is: 
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CFt= the annual cash flow generated by the investment project in period t; 
Iq= the initial investment 
n= the expected life span of the project  
k= the capital cost (updating rate) 
The rule for the NUV decision making is the following: 
If  NUV>0, the investment project is accepted 
If NUV<0, the investment project is rejected 
If NUV=0, the investment project is indifferent. 
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 When NUV is positive, the investments in the region generate net 
profits which exceed the ones needed to payback the initial investment, 
considering the updating rate k of the investment. 
 The same result may be reached by expressing the investment and 
the future cash flows in lei, at the purchase value at the end of the life span 
of the investment. In this situation the treasury fluxes are expressed in their 
future size resulting through capitalization. 
 The higher the updated income than the invested capital, the more 
efficient the investment project will be. 
 In practice, the NUV method figures prominently by updating future 
cash flows, compared to VVN method which composes the present cash 
flows- method which can be used for developing a region. 
 
 The method of internal profitableness rate (IPR) for a region 
  
 The internal profitableness rate is defined as the updating rate which 
allows the existence of equality between the present value of the future cash 
flows for a project and the cost of that project. 
In determining the IPR, we start from the following equation: 
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In which: 
CFt= the cash flow in the period t 
Iq= the initial cost of the investment 
RIR= internal profitableness rate of the investment project 
 To put it differently, the internal profitableness rate is the updating 
rate which cancels NUV. 
 When choosing an investment project, the internal profitableness rate 
of that project must be compared to the cost of the requested capital, k. The 
decision making rule for IPR is the following: 

- if IPR>k, the project is accepted; 
- if IPR<k, the project is rejected; 
- if IPR = k, the project is indifferent. 
When the cash flows of a certain project are the same every year, we 

determine IPR on the following relation: 
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IPR= CT/ Iq 
The calculation of IPR can also be done by attempt. For this method, we 

must first calculate the present value of the cash flow generated by the 
investment project. The updated rate used is chosen randomly, through 
attempts, eliminating the unreasonable profitableness rates. 

If the present value of the cash flows calculated on a certain updating 
rate is higher than the cost of the initial investment, by increasing the 
updating rate we obtain a decrease of the present value.  

The value of the internal profitableness rate is reached when the 
updating rate used allows the equality between the present value of the cash 
flows and the value of the investment, so to say when the net updated value 
is zero. 

If the profitableness rate exceeds the cost of the funds used to finance a 
project, there is a surplus which will determine the increase of the a region’s 
own capital. 

In conclusion, by choosing a project whose IPR is higher than the cost 
of the capital, we achieve an increase of the capital of a region. In the 
situation in which the IPR is inferior to the cost of the capital, the project 
will determine the diminishing of a region’s profits and implicitly, of all 
income in the region. 

 
 The method of profitableness indicator ( PI) for a region 
The profitableness indicator expresses the relative profitableness on its 

entire lifespan. This method shows the updated value of benefits a cost of 1 
leu investment. It is also called the benefit/cost indicator. 
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An independent investment project must only be accepted if PI is higher 
than 1. The region must be indifferent in choosing a project if PI=1 and 
must reject the project if IP is lower than 1. 
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3. THE ASSESSMENT OF DECISION METHODS WHEN 
CHOOSING INVESTMENT PROJECTS IN A REGION 

 
The methods used when choosing projects of investments may lead to 

different decisions of allocating capital. 
There are three conditions which must be fulfilled by a method of 

choosing a project of investment so that it can lead to correct decisions of 
allocating the capital in a region. 

- all cash flows for the entire life span of the project must be 
considered; 

- value for money in time must be considered; 
- when the method is used to choose from a set of projects which 

exclude each other, this must choose the project which maximizes 
the value of the regions capital. 

The first two conditions are fulfilled both by IPR and NUV methods but 
only NUV fulfills the third condition as well, that is why it is considered to 
be the best method of decision when choosing an investment project for an 
organization but also when talking about an investment project for a region. 

An important element to be considered when allocating capital is 
inflation. Inflation affects project analysis both in term of updating rates and 
in cash flows. It must be considered when assessing the profitableness of a 
project, i.e. besides the nominal cash flows and the nominal updating rate, 
real cash flows and real updating rates must be set. 
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