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Abstract 

This paper presents a critical account of the process of integration and its implications for 
the future of European Union. It analyses the type, strength and direction of trade and factor 
flows among places and the emerging geography of development in Europe. It argues that 
integration is not a space neutral process, as its main drivers are characterized by spatial 
selectivity and diverging performances, generating an overall unfavorable environment for 
lagging-behind regions in the EU. The paper also discusses the current policy dilemmas in 
the EU, arguing that top-down uniformity in policy choices and a strict framework of policy 
directives should be avoided, as different places may have to choose a different mix of 
regional policy that will correspond better to their needs. The paper also examines why the 
persistently underperforming regions in Europe cannot learn and benefit from best-case 
examples and the success stories of other regions. A growing bibliography indicates that EU 
regional policy has not taken sufficiently into consideration the experience of these regions 
and as a result has limited relevance to their needs. Although factors affecting economic 
potential are usually different in advanced and less advanced regions, cohesion policies 
attempt to solve the underdevelopment problems of the lagging regions, only informed by 
the experience of the successful ones. The paper concludes that regional policy has to 
change in important ways. The new territorial approach requires policy to become more 
flexible and more adaptive to local and regional needs. This means that uniformity in policy 
priorities and mix should be avoided and the proposed ‘pan-European approach’ should 
leave enough room for bottom up and place based approaches, as the experience shows 
that no single path or an a priori mix of policy tools exists for every place. 
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1. Integrated spatial economies   

 

The European Union is increasingly characterized by a changing economic environment 

associated with imbalances and discontinuities that will be challenging policy making in 

the next period. The process of integration, based on open market competition and 

unequal national and regional productivities has resulted to increasing trade deficits and 

public deficits in many parts of the periphery.   

In this new environment, the space of flows (integration) affects to a large extent the 

space of places (development). The type, strength and direction of trade and factor 

flows among places determine to a large extent their prospects and limitations in the 

emerging geography of development in Europe.  

Although there is a strong consensus that the market-based process of economic 

integration is a positive-sum game increasing aggregate efficiency (Heckscher 

1919/1991; Ohlin 1933; Samuelson 1949; Solow 1956; Swan 1956; Borjas 1989; 

Greenwood et al. 1991), the allocation of overall welfare gains is a subject of debate 

(Amin et al. 1992; Gianneti 2002; Guerrieri and Rossi 2002; Melachroinos 2002; 

Petrakos et al. 2005c). Higher levels of competition - especially imperfect competition - 

are deemed to result to an uneven distribution of the benefits of economic integration, 

increasing spatial imbalances (Lyons et al. 2001; Martin and Ottaviano 2001; Ciccone 

2002; Brülhart and Elliott 2004).  

The impact of economic integration on regional growth depends on the ability of regions 

to compete successfully in order to benefit from open markets. More advanced and 

competitive regions are expected to benefit more from economic integration, while less 

advanced regions may even experience a net loss (Petrakos 2008; Kallioras and 

Petrakos 2010).  

A number of recent studies indicate that integration is not a space neutral process: it 

may lead to a serious redistribution of income, wealth and resources at the expense of 

the less attractive or less productive places (Camagni 1992; Cuadrado-Roura and 

Parellada 2002; Puga 2002; Barrios and Strobl 2005; Kallioras and Petrakos 2010; 

Petrakos et al. 2011).    

The current turbulence and instability triggered by the public debt of the weaker States 

has transformed a financial crisis to an economic crisis affecting the productive bases 

and income levels of the European economic space in a very unequal way.   
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2. Spatial selectivity in growth processes 

 

The new European economic space is composed by forces and processes that 

decisively affect the prospects of regions for growth and development. The available 

evidence indicates that the main drivers of regional growth in Europe are agglomeration 

economies, geography, integration, structure and initial conditions with respect to 

development levels (Petrakos et al. 2011). Agglomeration economies favor growth in 

large urban concentrations, while geography favors regions with high levels of 

accessibility and connectivity within the European market. The process of integration 

seems to favor the more advanced regions, hosting a higher share of large, experienced 

and internationalized firms and as a result, being in a better place to compete in the new 

open European market. The economic structure of regions is expected to play an 

important role, as structural convergence at the EU level appears to be a precondition 

for regional convergence. Regions having higher levels of similarity with the dominant 

European economic structure tend to achieve higher rates of regional growth.  

As a result, regional dynamics are characterized by spatial selectivity and an overall 

unfavorable environment for lagging-behind regions. Most drivers of regional growth 

tend to favor (conditionally or unconditionally) the larger, central, more advanced and 

with a better structure regions. A weaker growth performance is expected for peripheral, 

structurally diverging and lacking home-market and scale-effects regions. Moreover, 

many of these regions will experience a pressure in their productive base arising from 

the higher levels of integration and the higher levels of competition from the more 

advanced counterparts.  

In the recent period, regional inequalities in Europe appear to be consistently high 

following a mixed core–periphery, east–west and north–south pattern. On average, 

core, western and northern regions are more advanced than peripheral, eastern and 

southern regions respectively. Although stories of success emerge in nearly all parts of 

Europe, their spatial frequency maintains this pattern intact over the last 20 years 

(Barrios and Strobl 2005; Petrakos 2008).   

A large number of econometric studies have examined regional inequalities in Europe 

with a variety of results that mainly depend on the selection of methodology (Combes 

and Overman 2004). However, an increasing number of papers (Button and Pentecost 

1995; Quah 1996; Fingleton 1997; Magrini 1999; Rodriguez-Pose 1999; Canova 2004; 

Petrakos et al. 2005a; Petrakos et al. 2005b; Vojinović and Próchniak 2009; Petrakos 

and Artelaris 2009; Artelaris et al. 2010) and a simple examination of regional data show 

that inequalities are increasing. First, at the national level, regional inequalities have 

increased in most countries. The weighted coefficient of variation of regional GDP per 

capita has increased during the last decade in most EU countries when inequalities are 

measured at the NUTS II or the NUTS III level.  
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In most countries, the spatial patterns of growth have favored the metropolis, which has 

increased its dominance. The share of national GDP produced in the metropolis has 

increased in most EU countries in the same period. Besides the success of the 

metropolitan regions, the spread in regional performance increases also because of the 

weak performance of the lower end of the regional distribution. A significant part of 

regional inequalities is due to the inability of the least advanced regions to close the 

development gap and converge towards the national average.  

In addition, regional variation in terms of income levels seems to be also increasing at 

the European scale. The European top-10 NUTS II regions have improved their relative 

position in terms of GDP per capita in the same period, while the European bottom-10 

regions have experienced a relative decline. Although progress is made at both ends of 

the European scale, success is more obvious in the leading regions, rather than in the 

lagging ones.   

Finally, inequalities in GDP per capita levels among EU Member States could have 

been higher and the (so much celebrated) national convergence in the EU significantly 

lower (or inversed) if most of the Southern and Eastern Member States had not been 

following a debt-driven growth path for a considerable part of the post euro era.  

 

3. Rethinking Regional Policy in the EU 

 

The discussion above indicates that serious spatial imbalances in development levels 

are very likely to be maintained (or even increase) at all geographical scales. This raises 

a number of issues related to the strength, mix and delivery mechanisms of regional 

policy that may need to be reconsidered (Petrakos 2011a; Petrakos 2011b).  

 

The balance and mix of regional policy 

First, the discussion about the balance and mix of regional policy in terms of: (a) 

endogenous or exogenous forces, (b) top-down or bottom-up approaches, (c) 

concentration in a few policy areas or greater diversity, (d) prioritizing infrastructure, 

human resources or entrepreneurship, (e) supporting people prosperity or places 

prosperity options, needs to take into consideration the structural characteristics, the 

initial conditions and the local capabilities of each place. This means that different 

places may have to choose a different mix of regional policy that will correspond better 

to their needs. The great variability of the European economic space and the great 

variability in policy experiences indicate that top-down uniformity in policy choices and a 

strict framework of policy directives should be avoided. The EU policy framework should 

support and encourage each country or region to adopt a balanced, knowledgeable and 
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creative synthesis of different policy options that will be more suitable to deal with the 

place-specific mix of development problems (Barca 2009).  

Second, it becomes evident that the current balance of market processes and policy 

responses generates an outcome that favors more the competitiveness than the 

cohesion pillar of the European policy (Petrakos et al. 2011). On the one hand, it should 

be clear that less advanced regions will continue to critically depend on EU regional 

policy in order to support their development efforts in a highly competitive economic 

environment. This means that the policy mix has to be reconsidered. In order to avoid 

further polarization of the European economic space, Structural Funds should increase 

their share in the EU budget and make their presence more visible in weak and crisis-hit 

regions. On the other hand, the EU should consider the adoption of a more progressive 

policy-led redistribution that may be needed in order to counterbalance and partially 

compensate for the effects of market led redistribution that takes place at the European 

scale in the post-SEM and especially the post-EMU era.  

Finally, it is worth noting that theories and policies related to the spatial aspects of the 

development process follow over time a cyclical pattern that resembles some form of 

asymmetric long term waves (Petrakos 2008). Following broader social and political 

processes, periods of more intensive and hands-on policy intervention are gradually or 

abruptly replaced by periods where a market-driven understanding of growth dominates 

and policy interventions are kept to a minimum. Typically, policy cycles are repeated 

over-time and are driven by (but also drive through a circular causation process) 

economic cycles and new developments in theory (and perhaps ideology).  

A recent study on the determinants of economic dynamism (Arvanitidis et al. 2007) 

indicates that a number of perceived determinants and policies are effective only within 

a limited scope. In other words, a carefully designed mix of (allegedly) opposite policy 

doctrines may produce better growth effects than one-sided solutions. A moderate 

combination of market-driven and policy-led solutions, discretional and persistent 

policies, or cohesion and efficiency, may generate in the long term better growth 

outcomes than ‘pure’ policy prescriptions and one-sided approaches. 

This is perhaps the reason explaining why modern and more synthetic approaches in 

spatial development theory (endogenous growth and new economic geography) are 

increasingly preferred in the literature to older and more one-sided ones (neoclassical 

models). As the former allow for an optimum level of policy intervention, it gains ground 

the understanding that economic growth and cohesion cannot be secured, if market 

forces are not supported (or controlled) by a strong policy counterpart.  

The point of the argument is that a modest policy mix that attempts a synthesis (that 

may change its emphasis over time) of policy options now may save the cost of revising 

policy mix too often. The dominant market-driven (and relatively costless) policy choices 

of this decade may cause the most difficult (and demanding in terms of resources) 

problems of the next decade.  
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Why regional policy has not reduced inequalities? 

One of the most frequent critiques of regional policy is related to its apparent inability to 

reduce inequalities in a visible and systematic way (Hurst et al. 2000; Petrakos et al. 

2005c; Petrakos 2008). This issue is raised from two different perspectives. The first 

perspective is strategically supporting regional policy, but it raises the issue in order to 

help the Commission and the national or regional governments to improve its efficiency. 

The second perspective is in general skeptical with regional policy (and in general with 

the policy arm of the EU) and would favor a drastic reduction justified on budgetary 

grounds. Therefore, the question of increasing inequalities despite the progress made 

and the funds allocated for regional policy is an important one, affects the future policy 

mix of the EU and deserves some consideration.     

One of the reasons behind the limited ability of regional policy to reduce the gap 

between the advanced and the less advanced regions is related to the fact that in the 

period of integration market processes (that tend to increase inequalities) in many cases 

are stronger than policy responses. As it has been discussed earlier, the opening of 

markets and the single currency has released competitive forces that typically favored 

the more advanced areas. Thus, regional policy was not able to reduce inequalities 

because the EU and its Member States were unable or unwilling to allocate a higher 

level of funding for its purposes. This does not imply that available resources were 

wasted or used with no apparent results. It is almost certain that in the absence of 

regional policy (in the way it is implemented today), inequalities would have been much 

higher. In addition, we should take into consideration that regional policy often has to 

counterbalance the spatial effects of other European and national policies (RTD, 

industrial, competition, education, etc) that tend to increase inequalities. For example, 

the R&D policies tend to allocate resources to places with high quality human resources 

that develop innovative research and successful business-research partnerships. This 

allocation, which might be absolutely rational on efficiency grounds, will most likely 

increase inequalities making the task of regional policy more difficult.   

Other, more ‘internal’ than ‘external’ explanations are also available. A frequent criticism 

is that regional policy (both at the national and European level) has become overtime 

very bureaucratic and over-regulated and its delivery mechanisms move very slow 

compared to the urgency and severity of (under)development problems encountered in 

many parts of the EU. In many countries the delivery mechanism is often centralized 

and space-blind, limiting its ability to correctly respond to regional problems. This is one 

of the reasons (but not the only one) why regional policies are badly designed and 

implemented. Cases of policy failure, where the identification and prioritization of 

regional needs and targets, the proposed policies and their implementation have been 

altogether inappropriate, are not too rare. Badly designed and implemented regional 

policies is a serious problem that is not related to the level of available resources but to 

the planning mechanisms and planning cultures that prevail in different places. This 

problem is more serious in systematically underperforming regions (see below) where 
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typical policy prescriptions very often do not seem to work. Unfortunately, the 

experience indicates that regional policies are more difficult to implement in the regions 

that need them the most.  

 

Defending the ‘convergence’ goal of regional policy 

In recent EC reports and a number of supporting documents it has been argued that the 

‘convergence’ goal that has been adopted in the previous programming periods should 

be abandoned (Barca 2009; European Commission 2010). The argument made is that 

the ‘convergence’ goal is either too vague to measure or too ambitious. Other goals like 

‘combating inefficiency and exclusion’ were proposed to replace ‘convergence’.  

The argument made in this short note is that the EC proposal is unjustified and reduces 

the focus and the territorial dimension of regional policy.  The ‘convergence’ goal simply 

means that the weaker places receive more attention and resources than the more 

advanced ones. This principle is a necessary condition for the allocation of resources at 

the EU and the national level in order for the cohesion goal to materialize in practice.  

In fact, a reconciliation of the ‘’existing’ and the ‘new’ goal is possible. The two goals are 

actually complementary and should be applied together, although with a different priority 

and emphasis in the different geographical and administrative levels.   

At the EU and the national level (where the top-down approach in policy making 

dominates) convergence must be maintained as a goal in order to ensure that the 

weaker receive more support. Otherwise, we are likely to experience increasing – and 

perhaps destabilizing – inequalities in the future.  

On the other hand, at the regional and local level (where bottom-up policy approaches 

are more active) attention must be focused on reducing persistent inefficiency and social 

exclusion.  

Therefore, one way to reconcile the two goals is to adopt both as equally important for 

the next programming period where regional challenges will be most likely more serious. 

In this setting, the goal of ‘convergence’ will take the lead when top-down policies are 

designed and implemented, while the goal of ‘combating inefficiency and exclusion’ will 

take the lead when bottom-up policies are in focus.  

 

Regional policies for persistently underperforming regions 

In many instances, a significant part of regional inequalities is due to the inability of the 

least advanced regions to close the development gap and converge towards the 

national average (Paci and Pigliaru 1997; Vargas and Minguez 2000; Paluzie 2001; 

Petrakos 2008; Petrakos et al. 2011). Indeed, it has been noticed that, despite some 

exceptions, there is a surprising stability at the low end of the development scale, which 
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includes the worst performing regions. Although the regional leaders club is more often 

in a state of flux, with significant entry and exit over time, the regions at the bottom of 

the performance scale are in many cases persistently the same (Mora 2005). In other 

words, there is low mobility in the bottom of the national and perhaps European scale. 

The national laggards of the 1980s and 1990s tend very often to be the underperforming 

regions of today. 

In light of this situation, the question that arises is why some regions fail persistently in 

terms of growth performance, while some others with similar characteristics are more 

successful? Why the persistently underperforming regions in Europe cannot learn and 

benefit from best-case examples and the success stories of other regions? 

This is an important question, to which there is not a convincing answer, because theory 

and policy are rarely informed by the experience of these regions. Contemporary 

regional growth theories emphasize the role of human capital, knowledge, innovation 

and entrepreneurship for a successful growth performance. However, in most cases of 

underperforming regions, such factors are not only weak in the corresponding local 

bases but, to the extent that they can in fact be mobilized, they are still largely unable to 

allow these regions to break out from the underdevelopment trap. This may be due to a 

number of reasons, involving a combination of local (structural) and national (systemic) 

ones. An implication of this, is that development strategies emanating from theoretical 

models built on the experience of dynamic regions may not only be misleading but also, 

in some cases, counterproductive for the persistently underperforming regional 

economies. On the one hand regional development theory practically ignores the 

lessons that can be derived from the experience of these regions and, on the other, its 

recommendations often fail to take into consideration the specific conditions of 

persistently lagging regions.  

As one may suspect, this eventually becomes a policy problem. Although regional 

policies and disposable funds intend to solve the underdevelopment problems of the 

lagging regions, they are only informed by the experience of the successful ones. The 

argument is simple, but not necessarily correct: if a set of policies have contributed to 

the success of the advanced regions, then they should be capable to do the same in the 

less advanced ones. 

This line of thought is based on two salient assumptions that are rarely made explicit: on 

the one hand, that less successful or less advanced regions are in the same trajectory 

(though in an earlier phase of development) with advanced ones; on the other, that 

success and failure are symmetric processes. This means that if the presence of a 

factor contributes to success in one place, its absence from another would explain 

failure. This should not necessarily be the case.  

In fact, a diverse literature exists which suggests that factors affecting economic 

potential may be different in advanced and less advanced regions and countries 
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(Arvanitidis et al. 2007). Recent research examining explicitly this issue, has shown that 

the top-ten factors which advance economic development differ between the two groups 

of regions. The implications of this are both obvious and profound, indicating that the 

same policy-frame is not appropriate to both advanced and less advanced regions. 

Seen from this perspective, it is indeed a heroic assumption to expect that, for regions 

with structurally different endowments and characteristics, implanting a missing factor is 

a safe recipe for success.  

To sum up, EU regional policy has not taken sufficiently into consideration the 

experience of persistently underperforming regions and as a result has limited relevance 

to their needs. In most cases it is ‘informed’ by best-case examples and therefore the 

information included in the unsuccessful cases is lost. Successful policies in advanced 

or fast growing regions are quickly tabbed as policies of success recommended to every 

region seeking similar results. However, such types of policies may not be always 

suitable for the weaker regions. The fact that after 30 years of regional policy in Europe 

the issue of economic and social cohesion is as salient as ever and that many of the 

initially lagging regions still remain poor is a clear indication of the need for a different 

policy approach for the persistently falling behind regions.  

 

Place based policy approach: key characteristics 

As the place-based approach of regional policy receives gradually more attention (Barca 

2009), the discussion about the required reforms of regional policy should be enriched 

with ideas that will make this new concept operational and relevant to existing 

development challenges.   

The place-based regional policy approach mainly indicates that development policies 

are built primarily on existing comparative advantages in the local economy. The new 

approach takes into consideration the characteristics of the local economic base and 

attempts to design and implement a development strategy that is explicitly based on 

existing specializations and strong points.   

The new approach is not a short sighted or an inwards looking one. It ‘thinks globally 

and acts locally’ in the sense that it mobilizes all available endogenous growth drivers or 

key actors making use of the available social capital and other intangible regional assets 

in order to better place local products and services in international markets and deal 

from a better position with exogenous forces.   

At the same time, the new policy approach ‘thinks locally and acts globally’. It is locally 

based, but at the same time outward looking and intensively networking in all scales and 

directions, in an effort to learn from best practices elsewhere, attract investors and 

resources and expand market potential for its products and services.  
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It is more responsible and active in designing and implementing bottom up policies and 

in negotiating with national/EU levels for the top down policies. At the same time, it is 

more responsive to local conditions (tailored made) than follow a specific ‘successful’ 

policy prescription (one-size-for-all) and more adaptive to changing local conditions than 

predetermined. Although, it has to respond to sectoral policies designed at the national 

or the EU level and structural changes that are related to sectoral shifts in demand or 

the technology of production, a place based approach has to maintain an integrated 

(and not a sectoral character) in order to deal successfully with the entire spectrum of 

interacting market forces and dynamics.  

Last, but not least, a place based approach to regional policy has to be accountable. It 

has to make carefully weighted (and fully justified) choices of development priorities 

from a broader national or European basket, it has to set measurable targets, select the 

appropriate for each place mix of policy tools and work for their implementation. 

Periodically, it has to evaluate the results of the applied mix of policies for each place on 

a cost-benefit basis and adjust when and where this is necessary. 

 

The challenge ahead: reforming EU regional policy   

The discussion above indicates that the European spatial economy is characterized by 

increasing imbalances and discontinuities that, irrespective of the form they take 

(serious GDP gaps, high unemployment rates, unsustainable trade or public deficits), 

threaten economic efficiency, social and political stability. Therefore, the first challenge 

for the EU regional policy is to obtain the required strength and increased resources in 

order to combat inefficiency, divergence, exclusion and the new forms of deprivation 

arising across the European regions.  

In the process of reform of the EU regional policy it will be useful  to keep in mind that 

the main drivers of growth tend to increase inequalities through a market led 

(re)distribution of resources, wealth and opportunities. Given that different regions have 

a very different access and control over these growth factors, it becomes clear that 

regional policy should maintain emphasis on the weaker places. In this context, it may 

have to review carefully its proposed core priorities, as some of them (migration, 

children, ageing) may transform cohesion policy to social policy, missing the territorial 

dimension.  

Regional policy will also benefit from the improvement of its learning mechanisms.  

Although the experience of the successful regions will always be a valuable empirical 

basis for policy design, attention should also be given to the experience of the 

underperforming regions and the factors behind their inability to use successfully 

available policy options. ‘Learning from failure’ may be a necessary and complementary 

line of thinking for the Commission and the national and regional governments that will 

improve policy results for the weaker areas in the next programming period.  
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In addition, the new territorial approach requires regional policy to become more flexible 

and more adaptive to local and regional needs. This means that uniformity in policy 

priorities and mix should be avoided and the proposed ‘pan-European approach’ should 

leave enough room for bottom up and place based approaches. It also means that the 

EU regional policy should allow for (and encourage) variety, as the experience shows 

that no single path or an a priori mix of policy tools exists for every place.  

In the same line, the Commission and the national governments have to drastically 

reduce the administrative burden at all levels and improve the delivery mechanisms and 

the speed in policy design and implementation.  

Finally, the EC has to reconsider its position for macroeconomic conditionalities in the 

use of structural funds. The experience already shows that controlling public deficits is 

an exercise that depends on a number of internal and external strongly interacting 

factors. Although moving towards a balanced budget economic environment is currently 

a highly desirable policy goal, we have to admit, that this goal is more difficult to achieve 

in economically and structurally weak Member States that mostly depend on cohesion 

policy and structural funds. This policy approach clearly contradicts with the very 

essence of cohesion policy and threatens its implementation, as it makes no sense to 

punish the weaker states and regions for not being able to deal with their structural 

problems and imbalances.   
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