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A new regional balance: Regional specialization and growth: An analysis of spatial divergence in Northern
Europe. (Extended abstract; work in progress!)

Changing pattern of global specialization and trade has affected the regional economic landscape in Europe
significantly during the last decades, often even more than endogenous factors or policy measures. After a period of
conversion, processes of diversion has reentered the scene, particularly along functional rather than administrative
regional divisions. The main focus in this paper is on the Northern part of Europe to avoid the direct economic impacts
of the European debt crisis.

The purpose of the current paper is to investigate these patterns with special attention on rural regions, intermediate city
regions, the vicinity of the large urban agglomerations and the metropolitan regions. The project is both explorative and
explanatory, aiming at to detect and discuss how different types of functional regions are affected by changes in the
international division of production, and to identify the global and national drivers behind the process. The empirical
analysis is mainly based on the development of local employment, total as well as industry wise. The empirical study is
designed as a 2 step analysis based on data from Eurostat for Northern European regions in the first step, and an in
depth study of Denmark in the second step. The conceptual anchor of the study is mainly based on new economic
growth theory and to a minor extent on concepts international trade.

The central research questions are to identify theoretical and conceptual explanations and well as to provide empirical
evidence based on data from Northern Europe. Who are the winners or losers in this polarization process, and what
characterize the well performing regions compared to the declining regions.

Danish evidence from previous studies points toward a mixed pattern. Central and economically well-structured city-
region can maintain growth; more peripheral located city-regions face problems. In the longer run the fundamental shift
in business and industry away from traditional manufacturing and service toward knowledge intensive service and
products may become decisive for the success of these regions.
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1. Introduction

Historical changes in regional growth patterns and economic performance often occurred as a
consequence of structural changes, either caused be endogenous forces or by trickle down effects
due to changes in adjacent or other regions. In this process industries with higher on average return
on capital providing higher income for their employees replaced less effective employment.
Structural change caused an increase in earning and regional GDP. This was the usual pattern found
in the traditional western industrial societies after the Second World War, often driven by the move
out of manufacturing industries to cheaper location in the periphery, and the availability of labor
laid off due to the mechanization of agriculture. This was the usual response to the problem of
increasing costs of agglomeration. This was a new way to solve the old contradiction whether to
‘bring the people to the job or the job to the people’ as it was posted by Arne Gaardmand in a
NordREFO report in the late 1980°s.

The current changes seem to follow a total different pattern. Trickle down is almost absent, many
low skilled jobs in manufacturing disappears to low wage countries and historical stable public
employment is concentrated in larger or intermediate cities. The most peripheral regions face the
problem de depopulation and aging, with serious impacts also on the person related service sector,

public as well as private.

The purpose of this explorative study is to identify the drivers of regional change with special
attention on the urban rural and city- size issue, as a supplement to the traditional focus on inter-
and intraregional convergence and divergence. The size of a city and the functional division of tasks
have always been a central issues in regional development and spatial economics, and these
concepts have to some extent reentered the spatial agenda in Northern Europe as well as in other

parts of the world in the context of the processes of economic transformation and specialization?.

! <Jobbet til manden eller manden til jobbet? Om dansk regionalpolitik fra 1945-1985° (Gaardman 1988)
2 For a brief introduction to the classical works of Christaller, Lésch etc, see McCann (2001) pp. 71-81, and ESPON
(2013) for an empirical assessment with special attention on ‘second tier cities’. See section 2.2 below.



2. Conceptual framework®

Convergence and divergence in economic development have been crucial issues in the European
Union since the early years of European integration. Nevertheless the focus has shifted during the
years. The dominant dimension has always been on convergence or the lack of convergence
between countries, since the early 1990’s reinforced by the process of economic and monetary
integration®. The second focus, in particular within the member state, has usually been on the urban
rural dimension. Structural change in business and industry, initiated through external chocks or by
the process of integration itself has been the most important driver of regional alterations in Europe.
Nowadays changes in the international system of production and the ability of countries and regions
to adapt to these processes are of specific importance. This has reinforced the interest in the
modification of the role for cities, their vicinity and in particular, the role of different categories of
cities. In this context innovation and entrepreneurship are among the key factors of economic
growth and competitiveness. Current strategies of policy (European as well as national and
regional) are often derived from the concepts based on new economic growth theory, highlighting
non-linear growth factors. These are predominantly based on a factor endowment favoring larger
urban areas. This section of the paper provides a brief introduction to the empirical and theoretical

aspects of the issue.

The reason d’étre of regional development efforts is closely linked to the fact that some regions
perform worse compared to others, and that this leads to a (comparative) derogation of the quality
of living, and will create unequal conditions within a country or Europe as a whole. These complex
processes may vary over time, and are dependent on external as well as internal factors. This section
will sketch some light on theoretical based explanation, before section 2.2 turns into a brief

empirical assessment.

Traditional economic growth models have their focus on capital and labor as growth drivers. This
type of growth has contributed significant to the reduction of international disparities within the EU
area for several decades until the beginning of the 21th century. Since the end of the 1990’s the
pattern has changed, in particular in the mature industrial societies in North Western Europe. More
refined concepts of growth and new growth models are operating with a wider range of growth
drivers nowadays, and will have increasing importance in future, in particular in a global

perspective. Central factors like human capital, knowledge and innovation and even intangible

! This section is based on Cornett 2015.
2 For a general discussion and assessment until the introduction of the Euro see Cuadrado-Roura & Parellada( ed.) 2002.
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factors like entrepreneurial spirit (Audretsch 2006) are in the center of economic development
policy. It has been recognized that some of the mechanisms behind economic growth are
endogenous in a certain economic system rather than independent of previous performance (see
Romer 1994). Innovation and the capacity to innovate are central factors for economic growth and
regional development in this new context. The set-up of the regional and national system of
innovation becomes crucial for the functioning of a modern business environment. Innovation has
to be seen as both independent variable (i.e. a growth driver) and as a dependent variable with
regard to policies aiming at stimulating innovative behavior in the firm or educational sector. In this
perspective, the role of knowledge and innovation is at least twofold. In the short run, innovation
and knowledge creation becomes necessary instruments in the process of regional adaptation to
industrial change as a response to changes in the competitive environment. In a longer perspective,
innovation and knowledge are preconditions for a successful restructuring of the economic base,
nationally as well as regionally and locally. As a consequence, attention has been on the role of
innovation policy in economic policy in general (i.e. OECD 2001), or Lisbon Strategy® or Euro
2020 (European Commission 2010) and on regional development in particular (see Acs & Varga
2002).

Contrary to traditional growth theory in the non-linear approach to economic growth? the
knowledge sector, innovation and entrepreneurship have become the crucial growth-drivers, and
have attracted much attention a public policy perspective. Figure 1 below modifies the more
common framework (see Cornett & Ingstrup 2010) with special attention on the nature of the
mechanisms, the micro and macro aspects of growth, as well as the regional setting (i.e. the regional
innovation system). In the current context the main focus is on the linkage between growth drivers
and how they influent economic growth and development, direct as well as indirect in various types
of city-regions, see figure 1 below. In particular the importance of the particular factor endowments
for regional growth and balance is assessed in a period of severe economic challenges regional,

national as well as international.

! For an assessment of the original and the revised Lisbon Strategy see Mancha-Navarro & Garrido-Yserte (2008).
% For an assessment of traditional vs. new growth theory with special attention on to what extent growth factors are
endogenous, see Solow (1994).
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Figure 1: From growth driver to regional economic growth
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3. The European Context

The process of economic convergence and divergence determinates the degree of internal

homogeneity and coherence with regard to the economic aspects of the societies or regional

economic associations. In a study of the long-term development of regional disparities between

European regions by Molle & Boeckhout (1995: 106) delimitated the concept of coherence

tentatively as:

“The concept of cohesion is a rather vague one. It is probably best explained as the degree to
which disparities (imbalances) in economic welfare between countries or regions within the
European Union are socially and politically tolerable. In practice, indicators like income per
capita are used to measure disparity. We assume that an increase in disparity is detrimental for
cohesion and vice versa”

Regional economic cohesion is to a large extent the result of existing homogeneity or created

through a process of convergence. If processes of divergence dominate, inter regional cohesion will

usual disappear or be reduced over time. Convergence implies that in economic terms in the long

run a pattern of steady state growth will be reached. The long term trend before the economic crisis

and the factor behind the pattern of spatial and regional change (European Commission 2009, better
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known as the ‘Barca report’) are still operating. The impacts of these factors have become more

varied after the financial crisis and the European debt crisis.

Economic development in the last two decades has in most developed countries been characterized
by two overlapping trends. The long-term trend toward a change in the global system of production,
away from traditional manufacturing and products with relative low knowledge content, has been
visible since the early 1990’s. This trend was further powered by the break-up of the Iron Curtain
and the introduction of a marked economy in the former command economies of Eastern Europe.
The development of new marked economies, but probably more important, the opportunity to take
advantage of new locations with an affordable and well educated labor force for production and
service functions just outside the doorstep of the industrial centers of Europe. The global financial
crisis in 2008 and the European debt crisis becoming visible 2010, have been reinforcing the trend
by a number of short-term chocks, first and foremost in the so-called ‘PIIGS’ states’. Overall
economic growth slowed down, and the differences in the regional development pattern were

reinforced ,

Turning to the national level the trend toward convergences between the EU member states
debilitated (the North South divide among the Euro countries growth deeper) and on the regional
level the trend toward divergence continued in most of the EU. The pattern is scattered, but
common for all is a trend to become more divert compared to the EU at large. Internal the urban-
rural divide persists in most countries with increasing disparities between metropolitan and
peripheral regions (see European Union 2010). In many countries the problem has become more
complex, since the urban rural divide nowadays also has become increasingly visible on lower

layers of the city system.?

! Portugal, Ireland, Italy, Greece and Spain, for details see Cornett 2013a.

% The impact of the recession on various group of EU countries has been assesses in the Eighth progress report on
economic, social and territorial cohesion (European Commission 2013). Surprisingly the 12 newest members (accessed
2004 & 2007) have been affected the least, with Poland as the best performing country (European Commission 2013:
19). A similar mixed picture can be found with regard to GDP and changes of GDP per capita in and urban-rural
perspective (European Commission 2013: 22, 23 32 & 44).



Figure 2: Capitals and ‘Second Tier Cities’
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In most countries the second tier cities are lagging behind the capital cities, but catch up often took
place in the years before the financial crisis. In general federal organized countries like Germany or

Belgium have more and faster growing ‘second tier cities’.

The remaining part of this paper attempts to dig deeper into the issue and determinants of the
process based on figures for the Nordic countries and Denmark, analyzing a third layer of cities,
significantly smaller than the cities analyzed in the ESPON study. Furthermore the geographical
location of the cities in the national city system will be included in the analysis, since not only size,
but also connectedness to the larger urban agglomerations is decisive for the future development
perspectives.



Figure 3:

Spread in GDP/cap. (in PPS) in capital and second tier cities 2007
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Figure 4: Settlement pattern in Europe

E S P lN © University Rovira i Virgili, TOWN Project, 2013

EURQPEAN UNION
Part-financed by the European Regional Development Fund
INVESTING IN YOUR FUTURE

Prevailing population settlement type

- High Density Urban Clusters as the prevailing type of population settlement
- Small and Medium Towns as the prevailing type of population settlement
D Very Small Towns as the prevailing type of population settlement

- Other population settlements as prevailing type

NO DATA

Source: ESPON 2015

v S o

Cananas

-’

!
Madeira

.

o,
S\

%

Ly
Acores

© EuroG

This map does not
necessarily reflect the
opinion of the ESPON

Monitoring Committee

! 4

0 250 500

km

Regional level: NUTS 3
Source: Own elaboration on GEOSTAT data

Origin of data:
Authors: F. Brandajs, A.P. Russo, D.
ics A iation for ini

DG Regio

Serrano Giné
ive boundaries

Overseas territories not shown on map because of missing cover in GEOSTAT grid database



4. A new ‘periphery of the periphery’?
(To be continued)

5. Summary and perspectives.
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