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Abstract
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conclusions for the regional policy of the EU are offered. The paper particularly focuses on
the implications of the latter for the European Economic and Monetary Union in light of
the persisting financial crisis and the vast economic disparities existing within it. Finally,
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since market failure thinking still prevails in this branch of economics undermining its own
criticism of equilibrium economics.
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1 Introduction

Economic activity across the European Union (EU) is unevenly distributed going along
with widely divergent material living and working conditions of its citizens (see, e.g.,
Krieger-Boden, Morgenroth and Petrakos 2008; Martin 2005; Martin 2001; Midelfart-
Knarvik and Overman 2002; Overman and Puga 2002; Puga 2002). That is why, since
its foundation by the Treaty of Rome in 1957 the EU is conducting a regional policy
supposed to improve and harmonise these conditions. From the beginning, the main
policy instruments to achieve this aim have been the so-called structural funds, which in
the expired and actual planning period 2007-2013 and 2014-2020 include the European
Regional Development Fund (ERDF), the European Social Fund (ESF) and the European
Cohesion Fund (ECF).1 The EU’s regional policy tremendously changed over time from a
rather passive and regulative kind to a more and more active and interventionist type of
policy (Krieger-Boden 2002, p. 27). Today, it is one of the largest policy fields besides the
common agricultural policy with an available budget of €352bn (€347bn) for the planning
period 2014-2020 (2007-2013) (European Commission 2014b).
Studying EU regional policy from an economic perspective, its necessity or application

is generally legitimated and explained with reference to situations of allocative and dis-
tributive market failures within the European single market (see, e.g., Holtzmann 1997,
pp. 37-85; Krieger-Boden 2002, pp. 3-5; Molle 2007, pp. 104-105; Schindler 2005, pp.
7-38, 91-130; Vanhove 1999, pp. 1-63).2 Most of the economic literature on the theoretical
foundations of EU regional policy tries to identify potential market failures within differ-
ent equilibrium trade, growth and regional economic theories. This aims at the deduction
of practical policy conclusions appropriate to tackle such failures. Yet, by construction
of these theories as constrained optimisation problems, economic outcomes in space are
characterised by a stationary state or the absence of further change (Jovanović 2009, p. 7).
Contrastingly, as Berger (2009, pp. 1-2) from an evolutionary-institutional point of view
remarks, theories of circular and cumulative causation (CCC) claim that thinking about
1 The actual structural funds are the ERDF and the ESF, while the ECF is a separate fund aiming at
fostering European cohesion (Schöndorf-Haubold 2003, p. 8). All three of them are allotted to the term
“structural funds” in this paper because in the literature this clear-cut distinction is seldom found.

2 In economics all circumstances in which reality deviates from the model of perfect competition are
termed as market failures. These usually include externalities, indivisibilities and market power, in-
complete information and adjustment shortcomings (see, e.g., Fritsch 2011, pp. 72-321). All four
categories imply politically and normatively unwanted allocative or distributive outcomes of market
interactions that should be tackled by state interventions in order to improve the well-being of the
members of society.
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economic development and interactions in terms of static equilibrium and harmony is not
compatible with “the real dynamic and self-reinforcing aspects of economic phenomena.”
Exponents of these CCC theories believe that “there is no such thing as a stable equi-
librium, neither real nor asymptotical” (Heinrich 2011, p. 528). They rather emphasise
conflict, competition, rivalry, struggle, disequilibrium, disharmony and permanent change
of the economic conditions in capitalist economies, i.e. forces that drive the economy
constantly away from any envisioned equilibrium. The non-existence of an equilibrium
implies that market failures, the key underpinning to legitimate EU regional policy inter-
ventions in equilibrium economics, do not exist from a non-equilibrium economics point
of view. When such economic phenomena occur in reality, they must rather be grasped
as systematic and inherent patterns of market economies and not as deviations from a
normal and optimal equilibrium case.
Following the non-equilibrium economics rationale, I will argue in this paper, that EU

regional policy cannot be explained in terms of market failures like it is common in equi-
librium economics. To show the epistimological deficiencies of the equilibrium explanation
of EU regional policy and to substantiate that it can only be adequately understood from
a non-equilibrium economics perspective, I will discuss and compare both approaches in
the first and second part of the paper. In the subsequent third part, I will offer a more
realistic politico-economic explanation of EU regional policy. According to that, EU re-
gional policy endogenously sets major conditions of economic competition among labour,
capital, land and nation states instead of exogenously counteracting market failures. Since
member states always used the structural funds as a subject of negotiation in the different
phases of the deepening and enlargement of the EU, as will be shown below, the politico-
economic view proves to be much more consistent with the historical development of EU
regional policy than the market failure perspective.
The different and arguably more realistic non-equilibrium economics understanding of

EU regional policy also leads to other policy conclusions that need to be drawn in order
to improve and harmonise the living and working conditions of EU citizens. In light of the
large economic disparities and the lasting financial crisis this is of particular importance
for the European Economic and Monetary Union (EMU), as its perpetuation requires
a certain degree of economic homogeneity (Martin 2001, pp. 54-58). The different pol-
icy implications on which non-equilibrium approaches are generally completely silent will
also be discussed in the third part of the paper. Finally, however, I will criticise in the
conclusion that non-equilibrium economics does not fully get away from market failure
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thinking. Thus, it misses to dissociate itself from equilibrium economics although its ad-
vocates characterise it as a separate, alternative and unique approach (see, e.g., Boschma
and Frenken 2006, pp. 273-274).

2 The equilibrium foundations of EU regional policy

In order to comprehend the difference between the prevalent equilibrium explanation of
EU regional policy with its focus on market failures and the non-equilibrium explanation,
it is necessary to understand what kind of economy the former presupposes its method of
explanation. It bases upon the idea of a “natural equilibrium” of economic interactions
in the internal European market (see, e.g., Vanhove 1999, p. 2). In economics this no-
tion can be traced back at least until Adam Smith’s Wealth of Nations, which essentially
contains “a sophisticated theory of ecological equilibrium and evolution in the ecosystem
of commodities” (Boulding 1980, p. 179).3 Nowadays, it corresponds to the standard
neoclassical general equilibrium, i.e. the well-known model of perfect competition in
which a decentralised market economy is led by an invisible hand (see Dixon 1990, pp.
356-365; Kaldor 1972, pp. 1237-1242). Without central planning, the price mechanism
automatically aligns demand and supply on all sub-markets bringing the numerous dif-
ferent and conflicting plans of rational utility and profit maximising market participants
to coincidence and mutual harmony in the whole economy.
Two beliefs are constitutive for the neoclassical equilibrium theory of value and distri-

bution as the starting point for the explanation of EU regional policy. First, the market is
assumed to be the first-best mechanism to solve the alleged fundamental economic prob-
lem of scarce resources on the one hand and infinite human wants on the other hand.4

This should be the case, since it generally allocates the factors of production in the most
efficient (optimal) way in terms of a societies wants and distributes the incomes generated
with those factors in a performance-linked, socially optimal and just way (marginal pro-
ductivity theory of distribution). Second, the equilibrium theory encloses the vision that
independent of specific historical circumstances production takes place in any economy
for the purpose of consumption, what Dillard (1988) called the “barter illusion”.5 Taken

3 See Mosini (2007) for the role, the scope and the limits of the concept of equilibrium in economics.
4 See Weeks (2012, pp. 3-4), who proposes an alternative definition of the science of economics as “the
study of the process by which society brings its available resources into production, and the distribution
of that production among its members.”

5 The best and most obvious expression of the (neo)classical idea that the economy works as if it were
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together, undisturbed economic interactions via the market are grasped as a harmonious
and cooperative system of international division of labour which is constantly reconfigured
by technical progress over time and that generally mitigates the unresolvable economic
problem of scarce resources and infinite human wants in an optimal way.
Clearly, from this epistemological point of view, regional policy interventions are only

necessary when the market mechanism fails to bring about an optimal allocation of the
factors of production and a just distribution of incomes.6 Hence, it is hardly surprising
that in the prevalent economic literature on EU regional policy different equilibrium trade,
growth and regional economic theories are considered, that deal with these two aspects
of economic development in the internal European market in order to identify potential
market failures. According to the policy conclusions drawn from the different models of
the theories, those failures should be tackled by the EU’s regional policy to improve and
harmonise the living and working conditions of its citizens in the presumed consumption
economy. The economic theories that are usually examined and that will be discussed
in more detail below are the neoclassical trade and growth theory, the new trade and
growth theory and most recently the new economic geography (NEG).7 All of them can
be allotted to two main strands, which are the “thesis of convergence” and the “thesis
of divergence” of the living and working conditions in the EU (Berthold and Neumann
2003, p. 1). While the neoclassical trade and growth theory can be assigned to the
thesis of convergence, the new trade and growth theory can be allotted to the thesis of
divergence. The NEG can be seen as a synthesis of either theses, since it captures both
developments depending on the progress of economic integration of regions measured in
terms of transport costs (Fujita and Thisse 2009, pp. 113-114).

a barter system can be found in a book on business administration written by Perridon and Steiner
(2004, p. 1), where they state that “the economic function of production-households is to supply the
society with goods and services which satisfy their needs (...) as soon as they do not any longer provide
this service to the society they basically loose their raison d’être” [own translation, P.S.].

6 Additionally, some authors mention that regional policy interventions are necessary in order to stabilise
the economy (see, e.g., Schindler 2005, pp. 12-13). However, as Holtzmann (1997, p. 85, footnote 103)
notes, the stabilisation function of regional policy is usually not discussed in the economic literature
on regional policy. This might be the case, because the economy is likely to be stable, when an
optimal allocation and a just distribution are given in the market economy since the plans of all market
participants do then coincide.

7 Of course, other theories are also discussed in the economic literature but usually not by “pure”
economists and only to a minor extent. These are often rather descriptive, informal and heterodox
and include, e.g., the theory of long waves, the product-life cycle theory, the theory of potential (de-
velopment) factors of a region or different institutional theories (see, e.g., Farole, Rodríguez-Pose and
Storper 2009, pp. 22-35; Holtzmann 1997, pp. 48-85; Krieger-Boden 1995, pp. 5-74; Molle 2007, pp.
15-23; Vanhove 1999, pp. 1-63).
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The neoclassical trade theory, based on the theorem of comparative advantage, and
the neoclassical growth theory, which relies on the Solow-Swan growth model, basically
imply neither allocative nor distributive regional policy interventions. On the one hand,
this is the case because both theories rest upon the standard neoclassical assumptions
like a market structure of perfect competition, regionally identical production functions
with constant returns to scale, positive but diminishing factor returns, the absence of
transportation costs, full employment and perfect information. These assumptions assure
the existence of a general equilibrium with a pareto-optimal allocation of the factors of
production. On the other hand, the workhorse two-factor Heckscher-Ohlin-Samuelson
model of the neoclassical trade theory predicts that trade between two economies is not
only beneficial to them but also ensures an equal remuneration of the internationally
immobile factors of production (factor price equalisation) implying no distributive policy
interventions.8 The same distributive policy implications hold true in the Solow-Swan
growth model. It predicts that two structurally similar countries or regions with the
same production function, depreciation rate, population growth rate and savings rate will
converge towards the same equilibrium or steady state (absolute convergence). Countries
or regions do only converge towards a different steady state, when they differ in their
structural parameters (conditional convergence).9 Even when an exogenous technological
progress is introduced into the production function in order to explain positive long-term
growth rates within a model with decreasing factor returns, the allocative and distributive
results remain the same as long as it is equally spread across countries or regions (Schindler
2005, p. 93). In a nutshell, given the underlying assumptions of these two theories, the
market mechanism will automatically lead to better and harmonised living and working
conditions of EU citizens. Hence, the EU has only a regulative task, which is to ensure
the free movement of goods, services and the factors of production.
However, the neoclassical growth and trade theory are often criticised because they

abstract from important regional features observable in reality which undermine the va-
lidity of their assumptions, predictive power and policy implications (Schindler 2005, p.
95, 104). These include, inter alia, increasing returns to scale and related economies of
scale, transport costs, market structures of imperfect competition, different production

8 Hence, movements of commodities are a substitute for factor mobility. As Mundell (1957) shows, the
reverse is also true, namely, that factor mobility can be a substitute for commodity movements.

9 However, even when two countries or regions are not structurally similar there can be absolute conver-
gence. This can be reached in the Solow-Swan model via international or interregional factor movements
(Krieger-Boden 1995, pp. 33-34).
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techniques and the (im)mobility of the factors of production. Therefore, the theories men-
tioned above labelled as “new” try to implement these issues into a general equilibrium
framework to render them more realistic (see, e.g., Aghion et al. 1998 for the endogenous
growth theory; Krugman 1998 for the NEG; Maneschi 2000 for the new trade theory).
The new theories are especially reflecting the renewed interest of economists in the topic

of increasing returns to scale and imperfect competition as the main drivers of economic
interactions and development (see, e.g., Buchanan and Yoon 1994). Both issues have been
left aside for quite a long time in the neoclassical economic analysis of value and distri-
bution because of the serious problems associated with incorporating them into formal
general equilibrium models (Brakman and Heijdra 2004, pp. 1-27).10 The assumptions
of perfect competition and of constant returns to scale in the traditional neoclassical the-
ories, going along with comparative advantage as the primary rationale for trade, are
abolished in the new theories in favour of conditions of imperfect competition, increas-
ing returns, non-comparative or absolute advantage and related concepts of externalities,
CCC or path dependence (Martin 1999, pp. 68-74). That is how it became possible
within the new trade theory to explain intra-industry trade, i.e. why it is beneficial even
for similar countries or regions, not differing in factor endowments, demand or technol-
ogy like in the theory of comparative advantage, to engage in trade (see, e.g., Krugman
1994). Similarly, long-term growth could be explained within the new growth theory,
in contrast to including an exogenously given technology in the traditional Solow-Swan
growth model, by in various different ways endogenously prohibiting decreasing factor
returns of the accumulable production factors (see, e.g., Barro and Martin 2004). Due to
the incorporation of imperfect competition and increasing returns to scale, both theories
can explain income divergence between regions or countries and a suboptimal allocation
of the factors of production. That is why, they imply active distributive and allocative
interventions by the regional policy of the EU to improve and harmonise the living and
working conditions of its citizens (Schindler 2005, pp. 95-101, 104-106).
The new trade and growth theory generally model countries or regions as “point-

economies”, i.e. they abstract from transport costs and thus from economic geography.
The NEG includes these costs into the analysis and combines them with interregional

10As Gabszewicz and Thisse (1999, p. xiv) remark, the main problem is to combine increasing returns
to scale with the price-taking behaviour of firms in a perfectly competitive market. As McCombie and
Roberts (2009, p. 14) point out, the intention to reconcile both things could be driven by the ideological
motivation to preserve the marginal productivity theory of value and distribution and thus to exclude
any Marxian notion of the exploitation of labour from the subjective theory of value.
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factor mobility making geography matter for economic development of different regions.11

Emerged in the beginning of the 1990s, the NEG directly descends from the new trade and
growth theory as well as location, urban and regional economic theory (Martin 1999, pp.
66-67).12 Its main goal is to explain why economic activities tend to agglomerate in certain
regions or countries and why others remain economically behind (Fujita and Krugman
2004, p. 140). The scientific progress of the NEG, though, does not consist in new insights
into geographical economics but in the mathematical formalisation and microfoundation
of older theories of economic development and geography within a general equilibrium
framework (Ascani, Crescenzi and Immarino 2012, p. 2). The older assimilated theories
encompass, e.g., Perroux’s (1955) “growth poles” , Myrdal’s (1957) “circular and cumula-
tive causation”, Hirschman’s (1958) “forward and backward linkages”, Marshall’s (1890)
“industrial districts” and Kaldor’s (1970) “regionally uneven development”.13

Originating from the new trade theory, NEG models usually start from two identical
regions in terms of demand conditions, technology, factor endowments, the perfectly com-
petitive agricultural and the imperfectly competitive manufacturing sector of production.
Subject to the level of transport costs and the economic forces promoting agglomerations
(centripetal forces) and deglomerations (centrifugal forces) the mobile factors in these
models, which are usually manufacturing workers or firms, decide on taking their location
in one of the two regions (see Krieger-Boden 2000, pp. 4-23). In the beginning of economic
integration between the regions, when transport costs are usually high, manufacturing
activities are equally distributed between them. This is the case, since high transport
costs prohibit the preponderance of centripetal over centrifugal forces. Any exogenous
in-migration of the mobile factors into one region on the one hand fosters the centripetal
forces. But on the other hand, the corresponding home-market and price-index effect
together with high transport costs are not sufficient to outweigh the price-competition
effect associated with the centrifugal forces. Hence, the mobile factors remigrate and the
symmetric equilibrium is stable. Yet, when transport costs are exogenously falling to a

11Admittedly, the crucial step from the new trade theory to the NEG was the inclusion of interregional
factor mobility since transport costs have already been included in some of the new trade theory models
(see Bhattacharjea 2010, p. 1058; Fujita and Thisse 2009, p. 112-113).

12Since these are the roots of the NEG and geography is put into economics, while economic geography
is a sub-field of geographical sciences, some authors prefer the term “geographical economics” instead
of NEG (see, e.g., Brakman, Garretsen and van Marrewijk 2009).

13Interestingly, all of these scholars have been non-equilibrium economists or at least dealt with non-
equilibrium economic issues within their writings. Given the subject of the paper, this is an important
fact I will return to in the next part of the paper.
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medium level in the course of economic integration of the two regions geography starts
to matter. The mobile factors start locating in the agglomerating area since the predom-
inance of centripetal over centrifugal forces allows a higher compensation for them. In
this way, a self-reinforcing and cumulative process is implemented that goes on until an
equilibrium is reached in a core-periphery pattern à la Krugman (1991a;b) with an in-
dustrialised core and an agrarian hinterland. Which of the two regions will be the centre
or the periphery merely depends on chance in NEG models. That is why its exponents
emphasise that “history matters” for the path-dependent distribution of economic activity
across space (Martin and Sunley 1996, p. 263).
However, some NEG models predict an inverted-U-shape development pattern, so that

the core-periphery equilibrium must not be the permanent spatial outcome. When trans-
port costs are approaching to zero, these models predict that centrifugal forces like pol-
lution, traffic congestion, high crime rates or the increasing scarcity of immobile factors
start to overcompensate the centripetal forces. This induces a remigration of the mobile
factors to the periphery until an equilibrium is reached where economic activities are
again evenly distributed between the two regions. Thus, it is possible that processes of
agglomeration and deglomeration occur in an integrated market like the EU, which either
lead to converging or diverging spatial developments. The eventual outcome depends on
the level of transport costs, the strength of the centrifugal and centripetal forces as well
as the degree of mobility of production factors.
The ensuing regional policy implications of the NEG are complex. On the one hand,

NEG models imply distributive policy interventions by the regional policy of the EU.
This is the case when core-periphery patterns can empirically be observed, since then the
factors of production are differently compensated in the centre and periphery. Moreover,
infrastructure policies to reduce transport costs might be preferable to achieve conver-
gence between the two regions, when an inverted-U-shape pattern can be identified.14 On
the other hand, the NEG implies no allocative policy interventions because the overall
quantity of agricultural goods and manufactured varieties produced is usually independent
of the spatial distribution of manufacturing activities between the two regions (Lammers
and Stiller 2000, p. 19). However, compared to the situation of a perfectly competitive
market where firms are price-takers, in the monopolistic competition models of the NEG
they have control over prices, which leads to allocative inefficiency. But this inefficiency is

14The role of lower transport costs in terms of efficiency and distribution is not unambiguous though (see
Puga 2002, pp. 394-400; Baldwin et al. 2003, p. 476).
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the result of the consumers love for variety and not the consequence of the firms’ market
power (Brakman and Heijdra 2004, p. 10). From this point of view, the non-price or
quantity competition in monopolistic competition models, where firms earn zero profit
and there is free market entry and exit, is in turn efficient and thus no allocative re-
gional policy interventions are necessary. Accordingly, in case of regional disparities, EU
regional policymakers are facing a trade-off between an efficient allocation of the factors
of production and a harmonious distribution of the incomes generated with them, when
they try to relocate the mobile factors to the periphery (Baldwin et al. 2003, p. 444).
Every redistribution of income from richer to poorer regions, which is used to influence
the allocation of production factors between them, necessarily directs these factors into
inefficient employments from the point of view of the overall economy.15

To summarise the second part of the paper, the equilibrium foundations of EU regional
policy implicitly presume that production in market economies is undertaken for the
purpose of consumption. Simultaneously, the market is seen as the best mechanism per
se to solve the alleged fundamental economic problem between infinite human wants
and scarce resources by bringing about an efficient allocation of the latter as well as a
just distribution of the incomes generated with them. Consequently, all situations where
economic reality deviates from this vision are regarded as allocative or distributive market
failures that need to be tackled by policy interventions in order to raise the common good.
Hence, the policymaker is seen as an exogenous counterpart to the decentralised market
system (Koch 1996, p. 17). It should only be intervened in the given environment, when
the market fails to fulfil its task to supply EU citizens with goods in an optimal way.
Examining the different theories constituting the equilibrium foundations of EU regional
policy, no unambiguous insights into whether allocative as well as distributive regional
policy interventions are necessary in the internal European market can be drawn. This
is highly dependent on the assumptions and the composition of the model considered.
To the exponents of the equilibrium approach, it remains largely an empirical question
which of the manifold policy implications of the new theories can have practical relevance
for European regional policymakers (Schindler 2005, pp. 129-130). Nevertheless, one
important message from the new theories is, that they are facing a trade-off between

15There would be no equity-efficiency trade-off when the winners of economic integration in the centre-
region compensate the losers in the periphery and the additional income is used by them to consume
in the centre. But the EU structrual funds interventions are clearly allocatively motivated and do not
comply to this simple backward and forward transfer of income between the two regions (Pflüger and
Südekum 2005, p. 26).
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the improvement (allocative efficiency) and the harmonisation (equity) of the living and
working conditions of EU citizens (Martin 2008). That is why, there is a huge controversy
in the prevalent economic literature on EU regional policy between more market-oriented
and more state-oriented economists. They argue about the policy’s necessity, its pros and
cons especially in terms of the large amounts of money spent and the ambiguous empirical
evidence concerning its efficacy (Molle 2007, p. 3).16 All this often leads economists to
the conclusion to conduct rather no regional policy instead of conducting the wrong policy
(see, e.g., Berthold and Neumann 2003, p. 20).

3 The non-equilibrium foundations of EU regional
policy

The non-equilibrium explanation of EU regional policy does not rest upon such a coherent
and closed system of economic theory like the equilibrium one. It is rather a synthesis of
different kinds of economic doctrines like Post Keynesian Economics, Austrian Economics,
Evolutionary Economics and Complexity Economics which largely reject the determinis-
tic, formal and abstract mathematical approach of equilibrium economics (see, e.g., Berger
2009, pp. 2-3; Boschma and Martin 2010, pp. 4-11; Tieben 2009, pp. 421-535).
Kaldor (1972, pp. 1240-1242) localises the reason for the different approach of non-

equilibrium economics in the first seven chapters of Vol. I, Book I of Adam Smith’s
Wealth of Nations (1776). Here, Smith develops “both a theory of economic equilibrium
and a theory of economic evolution; and in each of these competition has a key role to
play” (Richardson 1975, p. 351).
The non-equilibrium theory of economic evolution discussed by Smith in the first three

chapters of Book I deals with the principle of the division of labour. It presents the
competition of commodity producers in a market economy as a dynamic process of self-
sustained economic growth driven by the economy-wide prevalence of increasing returns
to scale as well as related economies of scale and specialisation (Richardson 1975, pp.
351-354). In a circular and cumulative process the division of labour, which originates
from the human propensity to exchange things and which is limited by the extend of the
market, constantly increases material wealth. It endogenously brings about an increase
in labour productivity, in technical improvements and a more extensive use of machinery

16For a recent survey concerning the effectiveness of EU regional policy see Hagen and Mohl (2009).
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in the production process (Schumacher 2012b, p. 62). This in turn is associated with an
extension of the market and a still greater volume of exchange which further advances the
division of labour and an increase in material wealth.17

After Smith has discussed the role of money in the fourth chapter, three chapters on the
value and price of goods are following. They constitute the theory of economic equilibrium
focusing on the harmonising and allocative functions of competition (Chandra 2004b, pp.
60-66). Against the background of his labour theory of value, Smith divides the “value
in exchange” of a good into a natural or real price, which is independent of demand
solely determined by the amount of labour needed for its production, and a market or
nominal price. Depending on demand and supply the market price of a good is fluctuating
around its natural price while competition assures that it is eventually gravitating to it.
In equilibrium, the market price equals the natural price and the three classes of capital,
labour and landowners are remunerated according to their natural, socially optimal and
just rates.
As Richardson (1975, pp. 351, 353) as well as Kaldor (1972, p. 1241) point out, today’s

modern price theory of static competitive equilibrium, while no longer based upon the
labour but upon the subjective theory of value, can be regarded as a formalisation of
Smith’s ideas outlined in chapter five through seven of Book I of his Wealth of Nations.
Yet, as described in the second chapter of this paper, a basic assumption of the equi-
librium theory of perfect competition are constant returns to scale in the production of
goods, i.e. the particular organisation of industry is taken as given and the economies
from the division of labour are assumed to be exhausted (Richardson 1975, p. 353). So
the harmonious allocative and distributive consequences of the neoclassical marginal pro-
ductivity theory of value and distribution are “plausible only so long as Smith’s theory of
economic evolution [driven by the general prevalence of increasing returns to scale, P.S.]
is left wholly out of account” (Richardson 1975, p. 351). The neglect of the theory of
evolution and its consequences is exactly what Kaldor (1972; 1975; 1985) criticises and
where he locates the major difference between the explanation of economic interactions
in static equilibrium economics and dynamic non-equilibrium economics.
It could now be objected, that there have been attempts to incorporate increasing

17This principle of circular and cumulative causation is the foundation in all modern theories of CCC
offered, e.g., by Nicholas Kaldor, Gunnar Myrdal, Thorstein Veblen, Allyn Young or K. William Kapp
(see Berger 2009). Historically, it can even be traced back to the physiocrats (Holt and Pressman 2009,
p. 78) and can also be found in the work of other classical economists apart from Smith like Ricardo
and Marx (Forstater and Murray 2009, pp. 155-166).
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returns to scale into general equilibrium models in the “new” theories discussed in chapter
two above (see also Brakman and Heijdra 2004, pp. 1-27; Buchanan and Yoon 1994, pp.
3-13). Besides the introduction of external increasing returns, this culminated in the
formalisation of Edward Chamberlin’s (1933) theory of monopolistic competition in the
well-known model of Dixit and Stiglitz (1977). Until today, it is the workhorse model
in many of the new trade, growth and new economic geography models, which allows
to unify a competitive market structure with equilibrium and increasing returns to scale
internal to a firm.
But still, this static equilibrium approach, where preferences and production possibilities

are exogenously given and do not change in the constrained optimisation problem, is
foreign to Smith. In his non-equilibrium theory of economic evolution increasing returns
to scale operate economy-wide. They are a macroeconomic and not a microeconomic
concept only effective on the firm level or within an industry (Chandra and Sandilands
2005, pp. 465-466). Distinguishing between internal and external increasing returns
to scale and related economies of scale in equilibrium economics to explain industrial
progress is, as Young (1928, p. 528) argues, only a partial view. Since the concept of
economies of scale is tied to alterations in the size of an individual firm or of a particular
industry, it is different from the Smithian concept of “economies of specialisation” (Yang
and Ng 1998, pp. 1-6). To adequately capture such specialisation economies and thus
quantitative as well as qualitative economic change in a market economy, “what is required
is that industrial operations be seen as an interrelated whole” (Young 1928, p. 539). In
other words, economy-wide increasing returns or specialisation economies between firms
and industries must also be considered in the analysis of economic phenomena (Chandra
2004a, p. 795).
To sum up, for Smith and later exponents of CCC theories the role of competition

in a market economy is twofold. On the one hand, competition tends to equilibrate
demand and supply within a given technological framework, with given preferences and a
given industrial, social, cultural, political as well as institutional structure. On the other
hand, it simultaneously changes and adapts these parameters to the new opportunities
endogenously created by an extension of the market through the division of labour. Hence,
Smith views competition as a dynamic activity instead of a static market structure, which
is only taking place when the market is not in equilibrium (Chandra 2004b, pp. 62-64).18

18See also Backhouse (1990) and Loasby (1990) who describe the shift of emphasis away from a dy-
namic theory of competition and the firm of the classical economists to the static theory prevalent in
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That is why, as Richardson (1975, p. 354) points out,

“Adam Smith [unlike neoclassical equilibrium economists, P.S.] did not appear himself to
be in the least troubled by the thought that competition and increasing returns might not
be able to coexist...[and] it may therefore be that incompatibility between competition and
increasing returns is made to appear ineluctable to the modern theorist by the nature of
the model of economic reality in terms of which he habitually thinks.”

Smith’s dynamic view of competition, where firms struggle for survival because they
want to undersell one another, coincides with what Morgenstern (1972, pp. 1164, 1171-
1174), besides twelve other critical points in equilibrium economics, has seen as a more
realistic characterisation of competition in market economies. Taking into account the
non-equilibrium or evolutionary view has, in comparison to its static equilibrium coun-
terpart, at least five consequences for the understanding of economic activities in the
European internal market and thus for the regional policy of the EU.
First and foremost, the notion of a “general equilibrium”, which is associated with ratio-

nal utility maximising households and profit maximising firms both facing a constrained
optimisation problem and having perfect foresight in an exogenously given environment,
becomes irrelevant for the explanation of economic phenomena (Koch 1996, pp. 7-17).
When the exogenous factors in the optimisation problem like preferences, technologies,
industrial, social, cultural, political as well as institutional structures are subject to con-
stant change from within the economic system itself, an equilibrium point where the
system is converging to and which can be deduced from the given data, does not exist
at all or only in the short-run.19 Consequently, the equilibrium economics notion of the
market as the best mechanism to solve the fundamental economic problem between scarce
resources and infinite human wants by ensuring an optimal allocation of resources and a
just distribution of incomes also falls apart (Kaldor 1972, p. 1245). At the same time,
neoclassical welfare analysis as a means to evaluate different policy proposals becomes
useless (Jovanović 2009, p. 38). It also becomes evident, that the idea that production
in market economies takes place for the purpose of consumption is meaningless (see also
Dillard 1988). By contrast, the non-equilibrium understanding of the market economy is
more realistic, since it emphasises that production takes place for the purpose of money
making (see Dillard 1987). From these considerations follows, that economic phenomena

neoclassical economics.
19That is why, Young (1928, p. 535) and Kaldor (1972, p. 1244) used the term “moving equilibrium” to
describe the process of endogenous change in which there is only a tendency towards an equilibrium
state but which is never achieved.
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such as disparities, crisis, poverty, unemployment, externalities, incomplete information
or business cycles can no longer be seen as “market failures” or as deviations of reality
from an optimal state of the economy that should actually be in force. Instead, they
are the movens of the capitalistic mode of production constantly offering new profit op-
portunities in the changing economic environment. As such they are simply major and
systematic phenomena of how the market mechanism works and evolves (Berger 2009, p.
2).
Second and directly following from the first remark, the non-equilibrium dynamic view is

non-deterministic. Future economic developments in the European single market cannot
be deduced from the exogenously given data as in the constrained optimisation problem
in equilibrium economics. It is rather uncertainty, unpredictability of future events and
incomplete information that characterise the world in which economic decisions of firms,
households and policymakers with bounded rationality have to be taken (Jovanović 2009,
pp. 9-15). Therefore, the economic system cannot be understood as closed but as an
adaptive, complex and open system in which endogenous decision-makers follow routines
instead of calculating the optimal path before they take decisions (Jovanović 2009, pp.
30-46).
Third, from a non-equilibrium perspective the concept of logical time in equilibrium

economics, where the adjustment to an equilibrium position is infinitely fast or is wholly
left out of account in the analysis, must be replaced by the concept of historical time
(Tieben 2009, p. 422). Actual and future economic outcomes like, e.g., the distribution of
economic activity across the European internal market are path-dependent. They highly
depend on irreversible economic decisions taken on the local or regional level in the past
given the social, cultural, political and institutional environment at that time (Martin
1999, p. 76). For this reason, historical lock-ins and lock-outs might play an important
role for the economic development of a region. Moreover, economic decisions taken in the
past, such as a regional policy interventions, might suddenly become important for the
future economic development of a region. They might just “extend”, “renew” or “create” a
successful economic path when the structure of the economic system endogenously evolves
over real calendar time.
Fourth, besides the consideration of historical factors, the non-equilibrium perspective

opens economics for explanations from other scientific disciplines and thus for the study
of “real places”. Since it is not tied to the mathematical solution of a constrained op-
timisation problem, it is able to incorporate social, political, cultural, geographical and
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institutional parameters into the analysis of economic activities of regions in the EU.
This makes the non-equilibrium perspective a much richer and more realistic approach
to think about regional economic development in the internal European market, because
such issues are often wholly left out of account in equilibrium economics due to the fact
that they cannot be expressed in mathematical terms (Martin 1999, p. 75).
Finally, the concept of CCC in evolutionary economic geography predicts that agglom-

eration and divergence but also deglomeration and convergence of economic activities
across space could take place at the same time in the European internal market (Witt
2001, p. 3). Similar to the new trade and growth theory as well as the NEG, constantly
changing centrifugal and centripetal forces are responsible for either a convergent or di-
vergent economic development of regions in the EU.20 However, it is important to remark
that non-equilibrium economists emphasise the predominance of centripetal forces over
centrifugal forces and would argue for active policy interventions to improve and har-
monise the living and working conditions of the citizens in all regions of the EU (see,
e.g., Kaldor 1970; Myrdal 1957). At the same time, they disapprove the notion of an
equity-efficency trade-off enclosed in the equilibrium foundations of EU regional policy
empirically as well as theoretically because of the static character and the unrealistic,
deductive models it relies on (see, e.g, Martin 2008). Although the “new” equilibrium
theories, as mentioned in part two above, explicitly present their work as formalisations
of the ideas of the forerunners of non-equilibrium economics, the incorporation of these
concepts into their theories, as Schumacher (2012a) in a similar vein argues, must thus
be seen as a doxographic reconstruction to fit them into a Whig history of equilibrium
theory.21

4 A different understanding of EU regional policy
and different policy implications

The five consequences of the non-equilibrium perspective just outlined also affect the
explanation of EU regional policy and the policy conclusions that need to be drawn in
20The coexistence of convergence and divergence is also empirically observed in the internal European
market. Economic disparities among the member states have decreased but increased between their
regions in the course of European integration (see, e.g., Martin 2005; Midelfart-Knarvik and Overman
2002; Molle 2007, pp. 23-35; Puga 2002).

21In other words, the ideas of non-equilibrium economists have deliberately been misinterpreted by neo-
classical economists to assimilate them into general equilibrium models.
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order to improve and harmonise the living and working conditions of EU citizens in the
internal European market.
Beginning with the explanation, it became evident in the previous part that market

failures can no longer be the reason for why EU regional policy is conducted by European
policymakers. Moreover, EU policy interventions can no longer be seen as exogenous
counteractions to alleged failures taking place in the market. From a non-equilibrium
economics perspective they must rather be understood as an endogenous, changing and
active part of EU politics. Policy endogeneity implies that the structural funds inter-
ventions can only be explained in light of the interests pursued by the member states as
the entities responsible for European policy. Since they strive for economic power and
political influence in the context of international economic competition (Dunn 1994, pp.
304-306), the EU member states try to use their different policies to shape the competitive
conditions among labour, capital, land and nation states according to their interests.22

They do this not only within the European single market but also in relation to the rest
of the world. Against this background, it is clear that EU regional policy can only be
adequately understood from a politico-economic and historical perspective. As discussed
in part three above, the consideration of such explanatory variables is possible only within
a non-equilibrium economics framework.
Looking into the history of EU regional policy, which was always closely tied to the

process of European integration, it becomes clear that the member states used EU regional
policy and the structural funds as a subject of negotiation in the different phases of
the deepening and enlargement of the EU.23 Intended to promote peace through the
establishment of economic interdependence among the European nation states after the
devastating experiences of the First and Second World War, the subsequent deepening
and enlargement of the EU especially aimed at the creation of an international influential
economic and currency area mainly vis-à-vis the USA (Thirlwall 2000a, p. 9). At the
same time, this area should enable the current and prospective member states to broaden

22See, e.g., Chang (2003; 2007) as well as Porter (1998) who discuss the key role of governments in planning
and directing economic conditions of their own countries in international competition. Similarly, Toner
and Butler (2009) discuss this for Northeast Asia in connection to CCC theory.

23Numerous studies prove this “political bartering” thesis. They show that the amount of the EU
budget, its distribution among the different policy fields as well as the regional commitments and
actual payments of EU regional policy spending are politically determined and are only to a minor
extend aligned with the economic needs of regions in the EU (see, e.g., Blankart and Koester 2009;
Bodenstein and Kemmerling 2011; Bouvet and Dall’erba 2010; Dellmuth 2011; Kauppi and Widgrén
2004).
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the internal market and the profit opportunities for the firms of their own countries.
In this regard, regional policy promises to pay were always employed by EU member
states as a means of compensation to convince potential candidate countries to join the
internal market and later the EMU. The policymakers of the countries involved in these
negotiations were aware that a larger market would increase economic competition and
generate countries and regions losing from European integration. To establish the EU
and later the EMU, to keep both together, to further the political union and to keep the
losing countries as a vent for the outlet of the firms of the stronger countries, it therefore
was necessary to “buy” the political agreement of the losing countries and regions to the
European project (Heinelt et al. 2005, p. 19). That is why until today all EU member
states are interested to a certain degree, to improve and to harmonise the living and
working conditions of EU citizens in all regions of the EU with the help of EU regional
policy.
Figure 1 on the following page depicts the compensation function of EU regional policy

just outlined. With the conclusion of the 1957 Treaty of Rome by Germany, Italy, France
and the Benelux countries the European Investment Bank and the ESF were founded.
Both institutions were concessions to Italy, whose Mezzogiorno was the only region eco-
nomically lacking behind apart from otherwise relatively equal regions of the six founding
members (Dedman 2010, p. 93).The introduction of the ERDF in 1975 was due to the
enlargement of the EU by the United Kingdom (UK), Denmark and Ireland in 1973. De-
spite the demand for financial compensation due to relatively high payments into the EU
budget, the UK as well as Ireland insisted on financial support for their underdeveloped
regions likely to lose the increased intra-European locational competition arising from the
accession to the common European market (Schindler 2005, p. 36). Subsequent increases
in the ERDF budget can be ascribed to the enlargement of the EU by Greece in 1981,
Spain and Portugal in 1986 and Austria, Sweden and Finland in 1995. Greece demanded
financial compensation to agree to the accession of Spain and Portugal, since it feared in-
creasing competition in its manufacturing and agrarian sector from these countries, while
Sweden and Finland could realise the introduction of financial compensation for their
thinly populated northern objective-6-regions (Rolle 2000, pp. 138-139, 143-144).
The compensation function also holds true for the ESF and the ECF introduced in

1957 and 1993, respectively. Originally introduced to intervene into the European labour
market, the ESF was aligned to EU regional policy in 1986 with the establishment of the
Single European Act (Heinelt et al. 2005, pp. 58-61). Its budget was constantly increased
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Figure 1: Compensation function of EU regional policy
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together with the ERDF budget for the same reasons as the means of this fund were
increased. The ECF, which supports member states with less than 90% of the average
per capita income of the EU, was established as a concession to Spain, Portugal, Ireland
and Greece, which threatened to vote against the introduction of the EMU within the
framework of the Maastricht Treaty signed in 1992 (Schindler 2005, pp. 44-45). Later
enhancements of the structural and cohesion fund budget in the 1990s and 2000s were
due to the severe economic differences and problems which accrued with the eastern
enlargement in 2004, 2007 and 2013 and the financial crisis in 2008. Because of the
relative economic backwardness of the central and eastern European countries, the old
EU-15 members were actually sure to lose large amounts of structural funds payments from
2007 onwards. To include the new member states without changing the financial position
of the current member states too much, the structural funds budget was further increased
(Feld 2004, pp. 28-30). This applies until today as a comparison of total structural
funds spending in each member state between 2007-2013 and 2014-2020 reveals. Absolute
spending has increased in each country but the percentage share of total structural funds
spending in each member state, with some exceptions, has remained almost constant
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(European Commission 2014b).
Besides the different explanation of EU regional policy from a non-equilibrium perspec-

tive, the policy recommendations drawn from the different theories outlined in chapter two
of the paper do change when the economy is understood as an ever changing system con-
tinuously self-creating new variety and complexity of economic structure and behaviour
of firms, households and policymakers in a feedback process between them.24 As outlined
in the beginning of this section, EU regional policymakers play a major role in setting the
conditions of economic competition in the European single market. However, an equilib-
rium or optimum of that system concerning the allocation of the factors of production and
the distribution of incomes is simply not computable or predictable in a world with un-
certainty, incomplete information and bounded rationality of economic decision-makers.
The data necessary to do so are just accruing in the evolutionary process of European
integration (Koch 1996, pp. 8-11). In terms of EU regional policy this implies that the
success or failure of any policy measures to be taken cannot be predicted ex ante to their
implementation. At the same time, following Schumpeter (1912), their success or failure
crucially depend on the behaviour of policymakers, entrepreneurs and households who are
willing to take economic risks in an uncertain environment. In the end, though, in this
feedback process between economic actors and their changing environment, it remains a
question of competition in the European single market and the world market whether a
regional policy intervention will be successful in terms of the defined policy-goals. Eco-
nomic competition just “discovers” the degree of success of a regional policy measure,
i.e. it is just possible ex post to determine whether it was the right one to improve and
harmonise the living and working conditions of EU citizens.
Since the future economic development cannot be predicted in advance, the selection

of certain regional policy measures can be done best in a democratic manner against the
background of the values and norms of a society at a certain point in time (Wohlgemuth
2003). Hence, EU regional policy-making becomes a process of trial and error and EU
regional policymakers are adapters instead of optimisers (Metcalfe 2003, pp. 179-183).
Since they must always legitimate their regional policy in a democracy, they constantly
have to adjust it according to their experience and the current economic, political, in-
stitutional, geographical, cultural and social conditions and prospects in the European

24Although one is losing formal welfare analysis as a means for evaluating policy proposals when explain-
ing EU regional policy with politico-economic categories from a non-equilibrium perspective, this does
not mean to have to refrain from normative policy statements (Lammers 1999, p. 26).
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internal market (Koch 1996, p. 17). That is why, in an evolutionary world, rigorous
policy evaluation as well as monitoring of regional development in the European internal
market are necessary in order to learn from past experiences and to adopt EU regional
policies adequately to the changing environment (Lambooy and Boschma 2001, p. 119).
Moreover, the spatial system with its cultural, political, technological, social, historical

and institutional elements sets boundaries to EU regional policymakers and the new
economic potential or variety they are able to create in a region. Accordingly, EU regional
policy interventions should not be “picking the winners” or “one size fits all” policies
(Boschma 2009, pp. 16-19). Instead, they should always be context and region specific
to increase the probability of economic success. At the same time, though, they should
not only be bottom-up policies but also top-down approaches to identify regional as well
es macroeconomic needs in the EU. The latter is especially important for the stability of
the EMU which requires a certain degree of economic homogeneity for its perpetuation.
Direct currency devaluations to increase the competitiveness are no longer possible in
EMU member states economically lacking behind. So internal structural changes in these
countries need to take place in order to achieve economic convergence within the EMU
and to circumvent a breaking apart of the eurozone. However, these structural changes
need to be coordinated by European policymakers in order to prevent a race to the
bottom competition in the EU. The lasting financial crisis clearly shows the need for
extensive financial transfers from the richer to the poorer EU member states and regions,
the importance of EU wide policy coordination as well as an adequate regulatory policy.
Otherwise, as the non-equilibrium principle of CCC predicts, economic activity is mainly
concentrating in the richer countries and regions threatening the cohesion of the EMU
(see Thirlwall 2000a;b).
In summary, to harmonise and improve the living and working conditions and thus to

keep the EMU together, an active mixture of competition policies, EU wide coordination
of policies and economic solidarity among EU member states is needed in order to suc-
cessfully compete with other economic blocs. From an evolutionary point of view, it is
important to see economic phenomena, which are termed as market failures in equilibrium
economics, as new profit opportunities and incentives for regional structural change. Thus,
EU regional policymakers should use policy measures that create incentives for economic
evolution and that foster economic competition, the major driving force of evolution. Ad-
ditionally, they should diversify among these measures in order to increase the probability
of their economic success. This can be done best by stimulating the development and dif-
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fusion of new variety, i.e. of process, product, cultural, social, geographical, institutional
and technological innovations, in the whole European single market but especially in the
regions lacking behind in their economic development. According to Boschma (2009) this
could be done by the facilitation of access to venture capital or capital markets alto-
gether, the improvement of access to all kinds of economic information, the investment in
infrastructure like the internet, public transportation, road and rail construction, power
networks or health care, the improvement of technological and innovative capacities in the
form of universities, research and R&D institutions, the support of networking between
such knowledge-institutions and firms and the investment in education, lifelong learning
and creativity.

5 Conclusion

In this article it was argued, that the prevalent equilibrium explanation of EU regional
policy, based on the notion of market failure, is inadequate to understand its historical
development and actual design. Resting upon the static neoclassical theory of value and
distribution, which implicitly assumes that production in today’s market economies takes
place for the purpose of consumption, from a market failure perspective policy interven-
tions by the EU are only necessary when competition or the market mechanism fails to
bring about an optimal allocation of the factors of production and a just distribution of
incomes generated with them. This idea of the existence of a “natural equilibrium” in
the internal European market can be traced back until Adam Smith’s Wealth of Nations,
but was shown to be just one part of the role competition plays in his magnum opus.
The other part is about the creative functions of competition, which constantly change
the structure and the technological conditions of an economy in a circular and cumulative
way. The driving force of this dynamic development process are economy-wide increasing
returns to scale and related economies of scale and specialisation, which can be exploited
to a growing extend when the size of the market is rising over (real calendar) time.
In contrast to the equilibrium perspective on EU regional policy, that either completely

neglects or only insufficiently incorporates this evolutionary part of competition in a mar-
ket economy into its models by distinguishing internal and external increasing returns to
scale, the non-equilibrium perspective emphasises it and claims the equilibrium perspec-
tive to be irrelevant for economic explanations. Since the economy is constantly changing
the notion of a general equilibrium, the idea of an optimal allocation of production factors
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and a socially optimal or just distribution of incomes becomes meaningless. Hence, the
idea that production takes place for the purpose of consumption also falls apart. Market
failures do not exist, because all things that appear as market failure from an equilibrium
perspective like unemployment, low mobility of labour or capital, financial crisis or eco-
nomic disparities between regions must be seen as inherent patterns brought about by the
market itself. Moreover, uncertainty and incomplete information instead of perfect fore-
sight and complete information, historical instead of logical time, routines and bounded
rationality instead of optimisation behaviour, path dependence, circular and cumulative
causation as well as political, cultural, institutional, geographical and social factors are
the major concepts and parameters that need to be studied within an evolutionary analy-
sis of EU regional policy and the study of real places. Especially the latter parameters are
endogenously changing and are not just exogenously given and fixed data to a constrained
optimisation problem.
Taking over an evolutionary perspective, it becomes clear that EU regional policymakers

are actively shaping the conditions of economic competition in the internal European mar-
ket. Their policy interventions can only be explained from a politico-economic perspective
as a means of negotiation in the different phases of the deepening and enlargement of the
EU. EU regional policymakers must be aware of this evolutionary environment within
they take their decisions. To improve and harmonise the living and working conditions,
which is a major prerequisite to maintain the project of European economic and monetary
integration in a world with increasing international competition, it is important that EU
policymakers stimulate innovation and structural change with the help of manifold re-
gional policy measures. They should especially concentrate their efforts on the European
regions lacking behind in their economic development. The selection of adequate policy
measures in a world where success or failure of a policy intervention cannot be predicted
in advance, must be decided in a democratic process against the background of current
values and norms in the European society. Moreover, the policy measures to be taken
should be based on the experience of regional policymakers, should always be context and
region specific and should be accompanied by rigorous economic policy evaluation so that
policy-learning could help to choose adequate regional policy measures in the future.
Finally, it should be stressed, that the evolutionary perspective on EU regional pol-

icy indeed delivers a much richer and more realistic analysis and explanation of regional
economic development and policy in the internal European market than the equilibrium
economics perspective. Hence, economic geographers proper are right when they criticise
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new geographical economists for their abstract, deductive and unrealistic models and their
inability of adequately explaining economic development and policy interventions in the
European internal market (see, e.g., Martin 1999). This is especially true, since it is not a
question of formalism and alleged internal consistency, as equilibrium economists like, e.g.,
Overman (2004, p. 501) remark, but a question of correctly explaining what is happen-
ing there. However, it must be criticised that evolutionary or non-equilibrium economics
does not completely get away from the market failure thinking of equilibrium economics.
Especially, Jovanović (2009) is arbitrarily mixing equilibrium and non-equilibrium con-
cepts in his analysis of evolutionary economic geography in the EU. Although Boschma
and Martin (2010, p. 31, note 2) are criticising Jovanović (2009) for doing so, Lambooy
and Boschma (2001), for example, themselves do not reject the existence of the concept
of market failure. Thus, it appears that they are also victims of the “barter illusion”
(Dillard 1988) existing in equilibrium economics. When exponents of evolutionary eco-
nomics characterise it as a unique and separate approach this seems at least problematic
(see, e.g., Boschma and Frenken 2006, pp. 273-274). To really become a unique and
separate approach not only improving and extending equilibrium economics, the rejection
of the idea of market failure, which often gleams through in the evolutionary literature,
is a fundamental prerequisite. This would allow for a much more realistic understand-
ing of today’s market economies, which are definitely not the harmonious consumption
economies presumed in equilibrium economics.

24



Acknowledgements

I would like to thank Prof. Dr. Anthony P. Thirlwall for providing me with a paper as
well as Prof. Dr. Malcolm H. Dunn and my colleague Reinhard Schumacher for their very
helpful comments and suggestions. However, the usual disclaimer applies.

25



References
Aghion, P., P. Howitt, M. Brant-Collett, and C. García-Peñalosa (1998): “Endogenous
Growth Theory”, MIT Press, Cambridge, Mass.

Ascani, A., R. Crescenzi, and S. Immarino (2012): “New Economic Geography and economic
integration: a review”, Search Working Paper WP 1/02, Department of Geography and Environment
London School of Economics and Political Science.

Backhouse, R. E. (1990): “Competition”, in: Foundations of Economic Thought, ed. by J. Creedy,
Blackwell, Oxford.

Baldwin, R. E., R. Forslid, P. Martin, G. Ottaviano, and F. Robert-Nicoud (2003): “Eco-
nomic Geography and Public Policy”, Princeton University Press, Princeton.

Barro, R. J., and X. S. Martin (2004): “Economic Growth”, 2nd , MIT Press, Cambridge, Mass.
Berger, S. (2009): “The Foundations of Non-Equilibrium Economics: The Principle of Circular and
Cumulative Causation”, Routledge Advances in Heterodox Economics Series, Routledge, New York.

Berthold, N., and M. Neumann (2003): “Europas Kampf gegen die Arbeitslosigkeit - was be-
wirken die Strukturfonds?”, Wirtschaftswissenschaftliche Beiträge 63, Julius-Maximilians-Universität
Würzburg, Lehrstuhl für Volkswirtschaftslehre, insbes. Wirtschaftsordnung und Sozialpolitik.

Bhattacharjea, A. (2010): “Did Kaldor anticipate the New Economic Geography? Yes, but...”, Cam-
bridge Journal of Economics, 34(6), pp. 1057–1074.

Blankart, C. B., and G. B. Koester (2009): “Refocusing the EU budget? An institutional view”,
CREMA Working Paper Series 2009-16, CREMA - Center for Research in Economics, Management
and the Arts.

Bodenstein, T., and A. Kemmerling (2011): “Ripples in a rising tide: why some EU regions receive
more structural funds than others”, European Integration Online Papers, 16(1).

Boschma, R. (2009): “Evolutionary economic geography and its implications for regional innovation
policy”, Papers in Evolutionary Economic Geography (PEEG) 0912, Utrecht University, Section of
Economic Geography.

Boschma, R., and K. Frenken (2006): “Why is economic geography not an evolutionary science?
Towards an evolutionary economic geography”, Journal of economic geography, 6(3), pp. 273–302.

Boschma, R., and R. Martin (2010): “The aims and scope of evolutionary economic geography”,
in: The Handbook of Evolutionary Economic Geography, ed. by R. Boschma, and R. Martin, Edward
Elgar Publishing Limited, Cheltenham, pp. 3–39.

Boulding, K. (1980): “Equilibrium, entropy, development, and autopoiesis: towards a disequilibrium
economics”, Eastern Economic Journal, 6(3-4), pp. 179–188.

Bouvet, F., and S. Dall’erba (2010): “European regional structural funds: how large is the influence
of politics on the allocation process?”, Journal of Common Market Studies, 48(3), pp. 501–528.

Brakman, S., H. Garretsen, and C. van Marrewijk (2009): “The New Introduction to Geograph-
ical Economics”, Cambridge University Press, Cambridge.

Brakman, S., and B. Heijdra (2004): “The Monopolistic Competition Revolution in Retrospect”, The
monopolistic competition revolution in retrospect, Cambridge University Press, Cambridge.

Buchanan, J. M., and Y. J. Yoon (1994): “The Return to Increasing Returns”, University of Michigan
Press, Ann Arbor.

Chamberlin, E. H. (1933): “The Theory of Monopolistic Competition”, Harvard University Press,
Cambridge, Mass.

Chandra, R. (2004a): “Adam Smith, Allyn Young, and the division of labor”, Journal of Economic
Issues, 38(3), pp. 787–805.

(2004b): “Adam Smith and competitive equilibrium”, Evolutionary and Institutional Economics
Review, 1(1), pp. 57–83.

Chandra, R., and R. J. Sandilands (2005): “Does modern endogenous growth theory adequately
represent Allyn Young?”, Cambridge Journal of Economics, 29(3), pp. 463–473.

Chang, H.-J. (2003): “Kicking Away the Ladder: Development Strategy in Historical Perspective”,

26



Anthem Studies in Development and Globalization Series, Anthem Press, London.
(2007): “Kicking away the ladder: the "real" history of free trade”, in: Globalization and the

Myths of Free Trade: History, Theory and Empirical Evidence, ed. by A. Shaikh, Routledge, New York.
Dedman, M. J. (2010): “The Origins and Development of the European Union 1945-2008: A History
of European Integration”, The Origins and Development of the European Union 1945-2008: A History
of European Integration, Routledge, New York.

Dellmuth, L. M. (2011): “The cash divide: the allocation of European Union regional grants”, Journal
of European Public Policy, 18(7), pp. 1016–1033.

Dillard, D. (1987): “Money as an institution of capitalism”, Journal of Economic Issues, 21(4), pp.
1623–1647.

(1988): “The barter illusion in Classical and Neoclassical Economics”, Eastern Economic Jour-
nal, 14(4), pp. 299–318.

Dixit, A. K., and J. E. Stiglitz (1977): “Monopolistic competition and optimum product diversity”,
The American Economic Review, 67(3), pp. 297–308.

Dixon, H. (1990): “Equilibrium and Explanation”, in: Foundations of Economic Thought, ed. by
J. Creedy, Blackwell, Oxford.

Dunn, M. H. (1994): “Do nations compete economically?”, Intereconomics, 29(6), pp. 303–308.
European Commission (2009): “EU budget 2008 Financial report”,
http://ec.europa.eu/budget/library/biblio/publications/2008/fin_report/fin_report_08_en.pdf,
accessed 14.04.2014.

(2013): “EU budget 2012 Financial report”, http://ec.europa.eu/budget/financialreport/pdf/
financialreport-2012_en.pdf, accessed 14.04.2014.

(2014a): “Multiannual financial framework 2014–2020 and EU budget 2014. The figures.”,
http://bookshop.europa.eu/en/multiannual-financial-framework-2014-2020-and-eu-budget-2014-
pbKV0413055/?CatalogCategoryID=mpgKABstFogAAAEjbIUY4e5K, accessed 14.04.2014.

(2014b): “Regional Policy Inforegio: The funds - Available budget”,
http://ec.europa.eu/regional_policy/index_en.cfm, accessed 16.04.2014.

Farole, T., A. Rodríguez-Pose, and M. Storper (2009): “Cohesion pol-
icy in the European Union: growth, geography, institutions”, Working Paper,
http://ec.europa.eu/regional_policy/archive/policy/future/pdf/6_pose_final-formatted.pdf, ac-
cessed 14.01.2014, pp. 1–45.

Feld, L. P. (2004): “European public finances: much ado about nothing?”, Marburger volk-
swirtschaftliche Beiträge 11/2004, University of Marburg.

Forstater, M., and M. J. Murray (2009): “Circular and Cumulative Causation in the Classics:
Anticipations, Family Resemblances, and the Influence on Post Keynesian Economics”, in: The Foun-
dation of Non-Equilibrium Economics. The Principle of Circular and Cumulative Causation., ed. by
S. Berger, Routledge, New York.

Fritsch, M. (2011): “Marktversagen und Wirtschaftspolitik”, Vahlens Handbücher der Wirtschafts- und
Sozialwissenschaften, 8th , Vahlen, München.

Fujita, M., and P. Krugman (2004): “The new economic geography: past, present and the future”,
Papers in Regional Science, 83(1), pp. 139–164.

Fujita, M., and J.-F. Thisse (2009): “New Economic Geography: an appraisal on the occasion of Paul
Krugman’s 2008 Nobel Prize in economic sciences”, Regional Science and Urban Economics, 39(2), pp.
109–119.

Gabszewicz, J., and J. Thisse (1999): “Microeconomic Theories of Imperfect Competition: Old
Problems and New Perspectives”, International library of critical writings in economics, Edward Elgar,
Cheltenham.

Hagen, T., and P. Mohl (2009): “Econometric evaluation of EU Cohesion Policy: a survey”, ZEW
Discussion Papers No. 09-052, Zentrum für Europäische Wirtschaftsforschung, Mannheim.

Heinelt, H., T. Kopp-Malek, J. Lang, and B. Reissert (2005): “Die Entwicklung der EU-
Strukturfonds als kumulativer Politikprozess”, Vol. 8 of Regieren in Europa, Nomos, Baden-Baden.

27



Heinrich, T. (2011): “The foundations of non-equilibrium economics”, Review of Social Economy, 69(4),
pp. 528–531.

Hirschman, A. O. (1958): “The Strategy of Economic Development”, Yale University Press, New Haven.
Holt, R. P. F., and S. Pressman (2009): “Nicholas Kaldor and Cumulative Causation: Public
Policy Implications”, in: The Foundation of Non-Equilibrium Economics. The Principle of Circular
and Cumulative Causation., ed. by S. Berger, Routledge, New York.

Holtzmann, H.-D. (1997): “Regionalpolitik der Europäischen Union”, Abhandlungen zur Nation-
alökonomie No. 7, Duncker & Humblot, Berlin.

Jovanović, M. N. (2009): “Evolutionary Economic Geography: Location of Production and the European
Union”, No. 42, in: Routledge Studies in Global Competition, Taylor & Francis, London.

Kaldor, N. (1970): “The case for regional policies”, Scottish Journal of Political Economy, 17(3), pp.
337–348.

(1972): “The irrelevance of equilibrium economics”, The Economic Journal, 82(328), pp. 1237–
1255.

(1975): “What is wrong with economic theory”, The Quarterly Journal of Economics, 89(3),
pp. 347–357.

(1985): “Economics without Equilibrium”, Arthur M. Okun memorial lecture series, M. E.
Sharpe Incorporated, New York.

Kauppi, H., and M. Widgrén (2004): “What determines EU decision making? Needs, power or
both?”, Economic Policy, 19(39), pp. 221–266.

Koch, L. T. (1996): “Evolutorische Wirtschaftspolitik: eine elementare Analyse mit entwicklungspolitis-
chen Beispielen”, Wirtschaftswissenschaftliche und wirtschaftsrechtliche Untersuchungen, J.C.B. Mohr,
Tübingen.

Krieger-Boden, C. (1995): “Die räumliche Dimension in der Wirtschaftstheorie: ältere und neuere
Erklärungsansätze”, Kieler Sonderpublikationen, Kiel Institute for the World Economy.

(2000): “Globalization, integration and regional specialization”, Kiel Working Papers No. 1009,
Kiel Institute for the World Economy.

(2002): “European integration and the case for compensatory regional policy”, Kiel Working
Papers No. 1135, Kiel Institute for the World Economy.

Krieger-Boden, C., E. Morgenroth, and G. Petrakos (2008): “The Impact of European Inte-
gration on Regional Structural Change and Cohesion”, Routledge Studies in the European Economy,
Routledge, New York.

Krugman, P. R. (1991a): “Geography and Trade”, Gaston Eyskens Lecture Series, MIT Press, Cam-
bridge, Mass.

(1991b): “Increasing returns and economic geography”, Journal of Political Economy, 99(3),
pp. 483–99.

(1994): “Rethinking international Trade”, 1st paperback , MIT Press, Cambridge, Mass.
(1998): “What’s new about the new economic geography?”, Oxford Review of Economic Policy,

14(2), pp. 7–17.
Lambooy, J. G., and R. A. Boschma (2001): “Evolutionary economics and regional policy”, The
Annals of Regional Science, 35(1), pp. 113–131.

Lammers, K. (1999): “Europäische Integration und räumliche Entwicklungsprozesse: wo bleibt die
nationale Ebene?”, Discussion Paper 75, Hamburg Institute of International Economics.

Lammers, K., and S. Stiller (2000): “Regionalpolitische Implikationen der Neuen Ökonomischen
Geographie”, Discussion Paper 85, Hamburg Institute of International Economics.

Loasby, B. J. (1990): “The firm”, in: Foundations of Economic Thought, ed. by J. Creedy, Blackwell,
Oxford.

Maneschi, A. (2000): “How new is the "New Trade Theory" of the past two decades?”, Working Paper
No. 00-W27, Department of Economics, Vanderbilt University.

Marshall, A. (1890): “Principles of Economics”, Macmillan, London.
Martin, P. (2005): “The geography of inequalities in Europe”, Swedish Economic Policy Review, 12(1),

28



pp. 83–108.
Martin, R. (1999): “The new ’Geographical Turn’ in economics: some critical reflections”, Cambridge
Journal of Economics, 23(1), pp. 65–91.

(2001): “EMU versus the regions? Regional convergence and divergence in Euroland”, Journal
of Economic Geography, 1(1), pp. 51–80.

(2008): “National growth versus spatial equality? A cautionary note on the new ’trade-off’
thinking in regional policy discourse*”, Regional Science Policy and Practice, 1(1), pp. 3–13.

Martin, R., and P. Sunley (1996): “Paul Krugman’s geographical economics and its implications for
regional development theory: a critical assessment”, Economic Geography, 72(3), pp. 259–292.

McCombie, J., and M. Roberts (2009): “On Competing Views of the Importance of Increasing
Returns, Cumulative Causation and Path Dependence”, in: The Foundation of Non-Equilibrium Eco-
nomics. The Principle of Circular and Cumulative Causation., ed. by S. Berger, Routledge, New York.

Metcalfe, S. J. (2003): “Equilibrium and Evolutionary Foundations of Competition and Technology
Policy: New Perspectives on the Division of Labour and the Innovation Process”, in: The Evolutionary
Analysis of Economic Policy, ed. by P. Pelikán, and G. Wegner, Edward Elgar Publishing, Cheltenham.

Midelfart-Knarvik, K. H., and H. G. Overman (2002): “Delocation and European integration: is
structural spending justified?”, Economic Policy, 17(35), pp. 321–359.

Molle, W. (2007): “European Cohesion Policy”, Regions and Cities Series, Routledge, New York.
Morgenstern, O. (1972): “Thirteen critical points in contemporary economic theory: an interpreta-
tion”, Journal of Economic Literature, 10(4), pp. 1163–1189.

Mosini, V. (2007): “Equilibrium in Economics: Scope and Limits”, Routledge Frontiers of Political
Economy, Taylor & Francis, London.

Mundell, R. A. (1957): “International trade and factor mobility”, The American Economic Review,
47(3), pp. 321–335.

Myrdal, G. (1957): “Economic Theory and Under-developed Regions”, Duckworth, London.
Overman, H. G. (2004): “Can we learn anything from Economic Geography Proper?”, Journal of
Economic Geography, 4(5), pp. 501–516.

Overman, H. G., and D. Puga (2002): “Unemployment clusters across Europe’s regions and coun-
tries”, Economic Policy, 17(34), pp. 115–148.

Perridon, L., and M. Steiner (2004): “Finanzwirtschaft der Unternehmung”, Vahlens Handbücher
der Wirtschafts- und Sozialwissenschaften, 13th , Vahlen, München.

Perroux, F. (1955): “Note sur la Notion de Pôle de Croissance”, Economie Appliquée, No. 1–2, pp.
307–320.

Pflüger, M., and J. Südekum (2005): “Die Neue Ökonomische Geographie und Effizienzgründe
für Regionalpolitik”, Vierteljahrshefte zur Wirtschaftsforschung / Quarterly Journal of Economic Re-
search, 74(1), pp. 26–46.

Porter, M. E. (1998): “The Competitive Advantage of Nations”, The Free Press, New York.
Puga, D. (2002): “European regional policies in light of recent location theories”, Journal of Economic
Geography, 2(4), pp. 373–406.

Richardson, G. B. (1975): “Adam Smith on Competition and Increasing Returns”, in: Essays on
Adam Smith, ed. by A. Skinner, and T. Wilson, Obras series, Clarendon Press, Oxford, pp. 350–360.

Rolle, C. (2000): “Europäische Regionalpolitik zwischen ökonomischer Rationalität und politischer
Macht: eine föderalismustheoretische und politökonomische Analyse”, Beiträge zur Raumplanung und
zum Siedlungs- und Wohnungswesen, Institut für Siedlungs- und Wohnungswesen, Münster.

Schindler, C. P. (2005): “Die Regionalpolitik der Europäischen Union”, Untersuchungen zur
Wirtschaftspolitik No. 128, Institut für Wirtschaftspolitik, University of Cologne.

Schöndorf-Haubold, B. (2003): “Die Strukturfonds der Europäischen Gemeinschaft: Rechtsformen
und Verfahren europäischer Verbundverwaltung”, Europäisches Wirtschaftsrecht, Verlag C. H. Beck,
München.

Schumacher, R. (2012a): “Adam Smith’s theory of absolute advantage and the use of doxography in
the history of economics”, Erasmus Journal for Philosophy and Economics, 5(2), pp. 54–80.

29



(2012b): “Free Trade and Absolute and Comparative Advantage: A Critical Comparison of Two
Major Theories of International Trade”, WeltTrends-Thesis, Universitätsverlag Potsdam, Potsdam.

Schumpeter, J. A. (1912): “Theorie der wirtschaftlichen Entwicklung”, Duncker & Humblot, Leipzig.
Smith, A. (1776): “An Inquiry Into the Nature and Causes of the Wealth of Nations”, Edwin Cannan

edition of 1976, originally published 1904, University of Chicago Press, Chicago.
Thirlwall, A. P. (2000a): “The Euro and ’Regional’ Divergence in Europe”, New Europe Research
Trust, London.

(2000b): “European unity could flounder on regional neglect”, The Guardian, January 31.
Tieben, L. A. W. (2009): “The Concept of Equilibrium in Different Economic Traditions: A Historical
Investigation”, Tinbergen Institute research series, VU University Amsterdam.

Toner, P., and G. Butler (2009): “Cumulative Causation and Northeast Asian Post-war Industry
Policy”, in: The Foundation of Non-Equilibrium Economics. The Principle of Circular and Cumulative
Causation., ed. by S. Berger, Routledge, New York.

Vanhove, N. (1999): “Regional Policy: A European Approach”, 3rd , Ashgate Publishing, Aldershot.
Weeks, J. (2012): “What is economics? A parable for our time”, World Economic Association Newslet-
ter, 2(4), pp. 3–4.

Witt, U. (2001): “Wirtschaft und Evolution”, Zeitschrift für Sozialökonomie, 38(130), pp. 3–10.
Wohlgemuth, M. (2003): “Democracy as an Evolutionary Method”, in: The Evolutionary Analysis
of Economic Policy, ed. by P. Pelikán, and G. Wegner, Edward Elgar Publishing, Cheltenham, pp.
96–127.

Yang, X., and S. Ng (1998): “Specialization and Division of Labour : A Survey”, in: Increasing
Returns and Economic Analysis, ed. by K. J. Arrow, Y.-K. Ng, and X. Yang, Macmillan, London, pp.
3–63.

Young, A. A. (1928): “Increasing returns and economic progress”, The Economic Journal, 38(152), pp.
527–542.

30


	Introduction
	The equilibrium foundations of EU regional policy
	The non-equilibrium foundations of EU regional policy
	A different understanding of EU regional policy and different policy implications
	Conclusion
	References

