
Schmidt, Peter

Conference Paper

Market failure vs. system failure as a rationale for
EU regional policy? A critique from an evolutionary
economic perspective

55th Congress of the European Regional Science Association: "World Renaissance:
Changing roles for people and places", 25-28 August 2015, Lisbon, Portugal

Provided in Cooperation with:
European Regional Science Association (ERSA)

Suggested Citation: Schmidt, Peter (2015) : Market failure vs. system failure as a rationale for
EU regional policy? A critique from an evolutionary economic perspective, 55th Congress of the
European Regional Science Association: "World Renaissance: Changing roles for people and
places", 25-28 August 2015, Lisbon, Portugal, European Regional Science Association (ERSA),
Louvain-la-Neuve

This Version is available at:
http://hdl.handle.net/10419/124716

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor dürfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dürfen die Dokumente nicht für öffentliche oder kommerzielle
Zwecke vervielfältigen, öffentlich ausstellen, öffentlich zugänglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfügung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewährten Nutzungsrechte.

Terms of use:

Documents in EconStor may be saved and copied for your
personal and scholarly purposes.

You are not to copy documents for public or commercial
purposes, to exhibit the documents publicly, to make them
publicly available on the internet, or to distribute or otherwise
use the documents in public.

If the documents have been made available under an Open
Content Licence (especially Creative Commons Licences), you
may exercise further usage rights as specified in the indicated
licence.



Market failure vs. system failure as a
rationale for EU regional policy? A critique
from an evolutionary economic perspective

Peter Schmidt†

University of Potsdam
Department of Economics and Social Sciences
Discussion Paper - Draft, please do not cite

September 1, 2015

Abstract
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their approach as incompatible with its neoclassical counterpart. In addition, it is shown
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regional policy interventions in local, regional or national innovation systems. The paper
argues that in order to prevent the fruitful and more realistic evolutionary approach from
undermining its own criticism of neoclassical economics and to create a consistent as well as
objective evolutionary policy framework it is necessary to eliminate the equilibrium spirit
from it. Finally, the paper delivers an alternative evolutionary explanation of EU regional
policy which is able to overcome the theory-immanent contradiction of the hitherto evolu-
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1 Introduction

The living and working conditions of the citizens of the European Union (EU) differ
tremendously. This is well-known not only since the beginning of the current European
financial crisis in 2009. Yet, with the economic and financial problems of southern Eu-
ropean countries like Greece it becomes ever more apparent. Since its foundation by the
Treaty of Rome in 1957 the EU conducts a regional policy which is supposed to improve
and harmonise the living and working conditions of its citizens.1 The EU defines regional
policy as its “main investment policy [which, P.S.] targets all regions and cities in the
European Union in order to support job creation, business competitiveness, economic
growth, sustainable development, and improve citizens’ quality of life” (European Com-
mission 2015). The main instruments to execute this policy are the so-called structural
funds. In the current planning period 2014-2020, these include the European Regional
Development Fund (ERDF), the European Social Fund (ESF) and the European Cohesion
Fund (ECF).2

The task of economics as a science with regard to EU regional policy is usually seen as
a threefold (see Witt 2003). First, it should provide a positive explanation of EU regional
policy. Second, this positive knowledge should be used for practical policy purposes, i.e.
economists should formulate policy instruments with the help of which given regional pol-
icy goals could be achieved. This is the so-called prescriptive or instrumental dimension
of economics. Third, the normative dimension of economics determines the policy goals
which EU regional policymakers should pursue and delivers a legitimisation for EU re-
gional policy. Whether economists should do normative economics, however, is disputed
because it requires subjective value judgements. The latter are not objectively and inter-
subjectively comprehensible which is why anti-normativistic some economists regard these
approaches as unscientific. Hence, the lowest common denominator among economists is
1 Aptly named, it was not the EU but the European Economic Community (EEC) that was founded by
the Treaty of Rome in 1957. Together with the European Coal and Steel Community (ECSC) estab-
lished by the Treaty of Paris in 1951, however, the EEC and the European Atomic Energy Community
(EURATOM) constituted the European Communities (ECs) since the Brussels Treaty of 1967. With
the Treaty of Maastricht entering into force in 1993 the ECs were renamed to European Community
(EC), which was incorporated into the EU by the Treaty of Lisbon in 2009 as one of its three pil-
lars (besides the “Common Foreign and Security Policy” and the “Police and Judicial Co-operation in
Criminal Matters”).

2 The original structural funds are the ERDF and the ESF. The ECF is a separate fund aiming at
fostering European cohesion (European Parliament and the Council of the European Union 2013, p.
337). Since this clear-cut distinction is barely found in the literature all three of them are allotted to
the term “structural funds” in this paper.
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Figure 1: Rationales for and against regional policy in neoclassical and evolu-
tionary economics

positive role of government
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to sharply distinguish positive from normative economics and to explicitly reveal value
judgements in economic theories. As depicted in figure 1, EU regional policy is positively
and normatively explained in different ways in neoclassical equilibrium and evolutionary
non-equilibrium economics. This usually includes the prescription of policy instruments.
In the neoclassical strand EU regional policy is generally explained by resorting to alloca-
tive and distributive market failures in the European single market (see, e.g., Holtzmann
1997, pp. 37-85; Krieger-Boden 2002, pp. 3-5; Molle 2007, pp. 104-105; Vanhove 1999,
pp. 1-63). In different static trade, growth and regional economic theories such market
failures are identified. Those should be tackled by public interventions in order to im-
prove and harmonise the living and working conditions of EU citizens. Depending on the
belief in the government’s ability to efficiently correct market failures, more state-oriented
neoclassical economists opt for EU regional policy interventions in the European single
market. More market-oriented neoclassical economists believe in government failure and
the EU’s inability to do so. Such economists consequently disapprove EU regional policy.
In contrast to that, figure 1 shows that a (neo-)Schumpeterian and an Austrian-Hayekian

strand of non-equilibrium evolutionary economics can be distinguished. Both hold oppos-
ing views on economic policy (Wegner and Pelikan 2003, p. 3). Hayekians disapprove state
interventions altogether due to the “Impossibility Theorem”, a term coined by Wegner
(1997, p. 485), according to which the state is not “better informed than private agents on
the optimal nature of market outcomes” (Moreau 2004, p. 872). Neo-Schumpeterians opt
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for an active role of the state and can be further divided into two different camps (Bleda
and del Río 2013). They either explicitly accept the market failure notion of neoclassical
economics and extend it by a system failure rationale for EU regional policy or the market
failure rationale is rejected and substituted by the system failure justification.
Evaluating these evolutionary explanations of EU regional policy, especially the for-

mer neo-Schumpeterian view appears to be surprising and contradictory. It explicitly
accepts the neoclassical notion of market failure although evolutionary economists gener-
ally see their approach as incompatible with and separate from this strand of economics.3

Contrastingly, the latter neo-Schumpeterian view, at least at first glance, seems to be
consistent when market failures are seen as part of the rejected equilibrium economics.
However, as this paper argues, neither of these two rationales is compatible with a truly
evolutionary perspective on EU regional policy. Both rationales, the one accepting the
market failure concept and the one rejecting it, still represent the spirit of neoclassi-
cal (optimal) equilibrium economics that evolutionary economists reject. This critique
also applies to the recent attempt of Bleda and del Río (2013) who integrate the two
neo-Schumpeterian explanations in an evolutionary “functional technological innovation
systems (TIS) approach”. Thus, the prevalent evolutionary regional policy rationales are
barely able to provide better and more realistic insights than their neoclassical coun-
terparts in terms of a positive as well as prescriptive and normative explanation of EU
regional policy.
To substantiate this point of view, the second section of the paper analyses the origins

of failure thinking in neoclassical economics. It also elaborates why the evolutionary con-
cept of system failure extends but is still rooted in the neoclassical notion of market or
government failure, respectively. Beyond that, it is outlined that the Austrian-Hayekian
standpoint on evolutionary economic policy is also too narrow a view, when “unsatis-
factory courses of economic development ... [are seen as, P.S.] the unavoidable price of
market evolution or the consequence of detrimental economic policy” (Wegner and Pelikan
2003, p. 3). This negative attitude towards public policy neglects that regional policy,
just like phenomena termed as market, government and system failure, is not exogenous
to modern market economies but inherent to them. Hence, from a proper evolutionary

3 A good example for this discrepancy can be found in Boschma (2009, pp. 14-16) who, as an evolutionary
economist, does not claim market failures to be irrelevant but to be complemented by system failures.
At the same time, in another publication together with Ron Martin (2010, p. 31, note 2), they claim
the combination of neoclassical and evolutionary economics undertaken by Jovanović (2009) to be “a
rather forced and - incompatible - marriage of perspectives.”
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angle it cannot be blamed as futile or harmful a priori.
Section three is devoted to show why all the prevalent evolutionary regional policy ratio-

nales just mentioned are not in line with truly evolutionary economic thinking. It argues
that the “fallacy of failure thinking” is a problem of internal consistency for this fruitful
strand of economics which needs to be eliminated from it. This would not only make
the evolutionary approach unambiguous and explicitly sets it apart from its unrealistic
neoclassical counterpart. It also strengthens its scientific character and its usefulness for
a realistic explanation of EU regional policy. This in turn allows to provide objective and
practically applicable evolutionary policy implications to EU regional policymakers which
the prevalent approaches do not yet provide.
Section four provides an alternative positive explanation of EU regional policy from an

evolutionary point of view. The fifth section of the paper analyses what proper evolution-
ary economics brings to the policy table. Finally, the paper draws the conclusion.

2 The origins of neoclassical failure thinking and its
application in evolutionary economics

To understand why the prevalent evolutionary rationales behind EU regional policy are
rooted in neoclassical economic thinking it is necessary to understand how the latter
approach conceives the modern market economy.
The neoclassical approach is based on the ahistorical idea of a “natural order” of eco-

nomic interactions in markets in which “consumption is the sole end and purpose of all
production” (Smith 1776, Vol. II, Book IV, Chapter VIII, p. 179). Accordingly, the nat-
ural aim of every citizen is to maximise the satisfaction of its needs. Thus, neoclassical
economics assumes that also the social economic goal and the goal of public policy is to
maximise welfare of all members of society. To put it differently, pleonexia as a social
principle is the ideological basis of (neo)classical economic theory (Kramm 1975, p. 97).
As Gunnar Myrdal (1953) has shown, this normative postulate emanated from the theory
of natural law and was influenced by utilitarian thinking in political economics in the
18th and 19th century.
In the standard neoclassical general equilibrium model of perfect competition, which

can be traced back to “Smith through Ricardo, Walras, Marshall, right up to Debreu and
the most sophisticated of present-day Americans” (Kaldor 1972, p. 1241), a decentralised
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market economy is led by an invisible hand. Without central planning by a public author-
ity the price mechanism automatically aligns demand and supply in the market. It brings
the various opposing plans of rational utility and profit maximising market participants
to congruence and harmony. In this model the market is understood as the first-best
mechanism to solve the alleged “economic problem” of scarce resources on the one hand
and infinite human needs on the other. It not only allocates the factors of production
(capital, labour, land) to the most efficient utilisation with respect to social wants. It
also distributes the output generated with those factors in a Pareto-optimal and just way
according to marginal factor productivity.
It is clear that in this optimal neoclassical world economic policy is only legitimate when

the price mechanism fails to allocate capital, land as well as labour to production efficiently
or fails to distribute the generated incomes in a socially just or politically wanted way.
Depending on their view some neoclassical economists approve and others disapprove
regional policy interventions in the internal European market. Based on insights from
Public Choice theory the latter usually argue that government failures regularly occur
and that EU regional policymakers are not able to manage market failures with the
taxpayer’s money efficiently. Hence, no regional policy ought to be conducted by the
EU. The former believe that the EU is “able to correct market failures efficiently and to
lead the economic system to a Pareto-optimal equilibrium” (Moreau 2004, p. 850). In a
nutshell, in neoclassical economics EU regional policy is discussed against the background
of an unsolvable a priori “state versus market debate” (Sälter 1989, p. 18).4

Examining the prevalent evolutionary rationales for EU regional policy it turns out
that they seem to assume the same optimal “maschine model” (Koch 1996, p. 16) like
neoclassical economics. Both neo-Schumpeterian regional policy rationales, i.e. the one
accepting as well as the one rejecting the concept of market failure, simply augment the
neoclassical market failure idea by a concept of system failure. The latter “builds on the
notion that innovation processes are social learning processes that take place in a context
of networks and institutions ... [which, P.S.] implies that public intervention is legitimate
and needed if the complex interactions that take place among the different organisations
and institutions involved in innovation do not function effectively” (Asheim et al. 2013,

4 To put it with Dahlman’s (1979, p. 156) words: “You cannot show analytically that the government, in
principle and in all cases, handles externalities better than the market; nor can you prove the opposite:
it all depends on what point of reference you choose. And that is not a question of positive economics.
By choosing the appropriate point of reference, the “conclusion” is reached that government intervention
(or no government intervention) is optimal.”
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p. 7).5

Similar to neoclassical economics the concept of system failure presumes a normative
yardstick against which it can be assessed whether a local, regional or national system of
innovation works effectively. In evolutionary economics such a benchmark does not only
have to be the effective or optimal maintenance of evolution itself. It could also be the
encouragement of innovation, the generation of new variety and technological diversity,
experimentation, new knowledge, the extension of the division of labour, the promotion
of learning, maximum social welfare like in the traditional neoclassical approach or even
a mixture of these normative goals (van den Bergh and Kallis 2013, pp. 285-287). Hence,
both neo-Schumpeterian versions of the system failure rationale for EU regional policy
emanate from the same notion like the neoclassical market and government failure justifi-
cations. Again, the idea prevails that the modern market economy works as if an optimal
societal plan exists under which production and distribution of material and immaterial
wealth should be subsumed (Sälter 1989, p. 70). Thus, the prevalent evolutionary nor-
mative policy goals like new variety, new knowledge, the promotion of learning, etc. are
not ends in themselves. They eventually reflect the (neoclassical) idea that the end of all
economic activity are the optimal living and working conditions of EU citizens. This time,
however, not only the market but also the organisations and institutions in which the mar-
ket is embedded fail to bring about the optimal amount of experimentation, new variety,
learning, new knowledge and so on. Clearly, the market failure concept is extended by
an institutional or systems component. This definitely is a very important amendment to
explain phenomena like EU regional policy from an economic perspective and should not
be criticised here. What yet remains to be criticised is that the neo-Schumpeterian evolu-
tionary rationales for EU regional policy remain deeply rooted in neoclassical optimality
thinking.
Neoclassical optimality thinking can also be discovered in the Austrian-Hayekian Im-

possibility Theorem. Just like state-oriented neoclassical economists neo-Schumpeterians
seem to believe in the possibility to attain a conceived optimum. Similar to the neoclas-
sical idea of government failure the “model Platonic” (Albert, Arnold and Maier-Rigaud
2012; Kapeller 2013, pp. 208-212) analogue to this view in the prevalent evolutionary
approach is the Austrian-Hayekian rejection of government intervention. The Hayekian
5 Tödtling and Trippl (2005) suggest to distinguish three different types of system failures such as “or-
ganisational thinness”, “lock-in” and “fragmentation”. For a more detailed explanation of these three
and further types of system failures see, e.g., Boschma (2009, pp. 15-16) and Asheim et al. (2013, p.
6).
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Impossibility Theorem assumes that the state is not able to bring about a better economic
result than the market. Just like in neoclassical economics the state is seen as an inter-
ventionist evil that exists outside the economic reality.6 In case a regional policy measure
fails to achieve its goals the government is judged against a more or less optimal market.7

To sum up, in the dominant evolutionary approach to economics and regional policy
one is left with the same unsolvable a priori state vs. market debate like in traditional
economics. Regional policy or no regional policy is optimal. This is more than surprising
since neoclassical economic thinking is usually rejected by evolutionary economists who
grasp their strand of economics as unique and separate from it.

3 Why the “fallacy of failure thinking” needs to be
eliminated from evolutionary economics

The fact that the prevalent evolutionary regional policy rationales a priori emanate from
a normative postulate like their neoclassical counterparts is not sufficient to refuse them
as a proper explanation of EU regional policy. Therefore, this section examines why
neoclassical failure thinking is a logical caveat for this strand of economics which needs
to be eliminated from it. Two arguments to substantiate this view are put forward in this
section. First, an examination of the origins of evolutionary economics leaves no other
option than to get rid of the fallacy of failure thinking. Second, in order to prevent the
evolutionary economics explanation of EU regional policy from being a pseudo-objective
theory without any practical content for EU policymakers in the real world an elimination
of the fallacy of failure thinking is inevitable.
To begin with the first argument, following Chandra (2004), Kaldor (1972, pp. 1240-

1242) and Richardson (1975, p. 351) the source of the distinction between neoclassical
and evolutionary economics can be localised in the first seven chapters of Vol. I, Book
I of Adam Smith’s (1776) Wealth of Nations. This is where Smith develops a theory
of economic equilibrium and a dis- or non-equilibrium theory of economic evolution.8

6 As Gallas (2015) argues this reasoning might be due to Hayeks anti-socialist eclecticism stemming from
contradicting moral philosophy approaches, namely evolutionism, utilitarianism and deontology, which
characterise the normative dimension of his work.

7 More or less optimal because “Hayekians interpret unsatisfactory courses of economic development to
be either the unavoidable price of market evolution or the consequence of detrimental economic policy”
(Wegner and Pelikan 2003, p. 3).

8 It might be better to speak of a non-equilibrium instead of a disequilibrium theory in this context.
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The equilibrium part has developed to the strand of traditional neoclassical economics
while the non-equilibrium part differentiated into different heterodox economic theories.
The latter include, e.g., theories of circular and cumulative causation, Post Keynesian
Economics, Austrian Economics, Institutional and Evolutionary Economics or Complexity
Economics (see Berger 2009, pp. 2-3 and Tieben 2009, p. 422).
The most important and fundamental difference between the equilibrium and non-

equilibrium theories is the understanding of the economy as either a static or a dynamic
system. This in turn mainly depends on how these two strands grasp the role of increasing
returns to scale for the economy (see also Metcalfe 2003; 2005). In neoclassical economics
increasing returns to scale are mainly a technical, static and partial concept (Toner 1999,
pp. 8-11 and 29-38). Since Alfred Marshall’s (1890) Principles of Economics increasing
returns to scale are examined via the concepts of internal and external economies to scale,
i.e. declining unit costs on the level of the individual firm or the industry to which this
firm belongs. This is due to the fact that only these two conceptions of increasing returns
to scale are compatible with a static concept of economic competition. According to the
invisible hand theorem only the latter implies an efficient allocation of production factors
as well as a just and harmonic distribution of incomes in accordance with marginal factor
productivity.
With Allyn Young’s (1928) influential paper, though, the Smithian idea was revisited

that increasing returns are an economy-wide phenomenon not only occurring within firms
and industries but also between industries. The latter especially comprises the idea that
the technological environment, which is exogenously given in the constrained optimisa-
tion problems in neoclassical economics, is constantly changing over time. Hence, mod-
ern market economies will never attain a static equilibrium situation which neoclassical
economists have in mind and in which the plans of all economic agents do necessarily coin-
cide. Moreover, in Young’s world of circular and cumulative causation increasing returns
to scale are not at all a problem for the maintenance of economic competition. It is rather
competition which is the constant and main driver for the exploitation of economies of
scale and specialisation by firms in the production process (Richardson 1975, p. 354).
Constantly changing economic conditions and the non-existence of an equilibrium in

the neoclassical sense imply that something like an optimal allocation of the factors of

There are also neoclassical economists who are interested in disequilibrium situations but who share
the idea of the existence of an equilibrium. Evolutionary and institutional economists, however, usually
reject the notion of an equilibrium altogether since they view the economy as a dynamic and constantly
changing system (see also Tieben 2009, pp. 421-535).
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production and a just distribution of incomes according to marginal factor productivity
does not exist (Schubert 2012, pp. 592-593). The normative point of reference against
which phenomena like market and government failures are assessed in neoclassical eco-
nomics falls apart. The same holds true, of course, for the concept of system failure. An
optimal system with optimal organisations and institutions which are subsumed under
a societal plan is a fiction not existing in an evolutionary world. These institutions and
organisations in which the internal European market is embedded do constantly change
as well. The latter holds also true for the values and norms of EU citizens. A social
objective function does not exist. What remains is the need to switch perspective on
market, government and system failures away from deviations from an optimal equilib-
rium case to inherent and systematic patterns of capitalism.9 The alleged failures are
rather the movens of modern market economies, without them no economic development
and progress would exist. Hence, failure thinking is intrinsically incompatible with a
proper evolutionary economics point of view.
The second argument for the necessity to eliminate the fallacy of failure thinking from

the evolutionary approach to economics is linked to the first argument. The normative
yardstick is not only indeterminable in an evolutionary world. Its a priori introduction to
explain EU regional policy has no epistemological value at all.10 Following the research
programme of Keynes (1904) a theory derived in such a way is unscientific, pseudo-
objective and has no relevance for practical public policy.
As far as the positive explanation of EU regional policy is concerned the “failure ap-

proaches” are unscientific because they do not emanate from the observable facts. They
rather a priori presume an optimal world and compare the economic reality of the Euro-
pean internal market with it. Whenever the reality deviates from that optimal world this
is not an objection against the theory but against the suboptimal reality (Sälter 1989,
pp. 7-8). Accordingly, the regional policy of the EU is explained as an instrument to
approach the optimal state of the market or the system, i.e. as a means to correct market
and system failures. Such a theory can neither be verified nor falsified. It is impossible to
empirically show that EU regional policy was used by EU policymakers to correct market
and system failures in the internal European market. These failures are concepts bounded
to what Demsetz (1969) terms a “nirvana theory”. The theory is thus immunised against
9 See also Sälter (1989) who explains this view at length for the case of market failures.
10This does not imply, though, that a normative evolutionary theory (of EU regional policy) is redundant.
See, e.g., Schubert (2012, pp. 594-596) who presents convincing arguments for the usefulness of such a
theory.
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experience (Albert, Arnold and Maier-Rigaud 2012). It is sometimes objected against this
argument that the failure approaches are normative theories which do not claim to explain
how EU regional policy factually is. In the literature, however, these normative theories
are continuously used to positively explain EU regional policy (see, e.g., Holtzmann 1997,
pp. 41-42, who frankly admits this for the neoclassical market failure approach). This
is probably due to the fact that the theories combine positive, prescriptive and norma-
tive elements such that the boundaries between these three dimensions of a theory are
blurred.11

The lack of epistemological value also applies to the justification of EU regional policy
and thus to the practical application of the aprioristic failure approaches to EU regional
policy purposes. The policy recommendations for EU regional policymakers derived from
such theories are pseudo-objective and inapplicable in the real world. As Mantzavinos
(2005, p. 212, own translation) puts it, they have “a crypto-normative character, since
the .. value judgements [presumed to their deduction, P.S.] are most often not explicitly
reconstructed.”
Albert (1958, p. 35) points out that the normative postulate implicitly underlying in

the failure approaches must be designed as an empty formula in order to seemingly keep
up the scientific character of the theory. The problem with such an empty formula is
that it is open to every arbitrary and subjective interpretation. No one can objectively
and scientifically determine what exactly the optimal amount of evolution, innovation,
learning, new knowledge, new variety or maximum social welfare is that policymakers
should try to approach. Any attempt to do so depends on the point of reference. In
other words, a value judgement must be rendered by EU regional policymakers before
the policy instruments derived from these theories can be applied in practice. Hence, the
neoclassical as well as the prevalent evolutionary regional policy rationales face a dilemma
when they want to provide practical policy implications to EU regional policymakers
(Albert 1958, p. 35). They either have to obviously sacrifice their scientific objectivity
by explicitly introducing their presumed value judgements or they formulate normative
principles without any practical content for EU regional policymakers in the real world.
To circumvent this dilemma economists usually fall back on the instrumental dimension

of economics. All value judgements are put into the normative policy goal and allegedly
11The following quote of Zerbe and McCurdy (1999, p. 560) with regard to neoclassical market failure
theory again confirms the above statement: ”What began as a simple attempt to provide a normative
explanation for the existence of government expenditures has developed into a quasi-scientific full-scale
diagnostic test with the prescription of cures.”
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value-free policy instruments with which these goals could be achieved are formulated.
However, as Myrdal (1933, 1953) and Streeten (1954) have shown, such an attempt can
easily become a “teleological fallacy”. As soon as the presciptive dimension of the theory is
left and the policy instruments are justified or recommended with the help of the normative
policy goal, they are value-laden and therefore pseudo-objective and unscientific. Witt
(2003, pp. 87-89) rightly argues that on the prescriptive level the dichotomy between
factual means and normative ends per se can be maintained. It can be objectively analysed
whether a statement about the means-ends relation is true or false. Thus, economists can
derive policy implications from normative policy goals and show alternative opportunities
for regional policy action to EU regional policymakers. Yet, to recommend a certain
policy measure to EU regional policymakers or to justify it with a normative policy goal
is scientifically inadmissible. This already forestalls the subjective value judgement which
is required for every application of science to practical policy problems (Albert 1958, p.
36). To put it with Dahlman (1979, p. 156): “this is not science; it is metaphysics”.12

Since the evolutionary failure approaches justify EU regional policy with market and/or
system failures and do not stick to the instrumental level of economics they end up with
the same dilemma that was just mentioned above.13 The policy instruments derived in
such a way must either be based on an explicit value judgement or they must be de-
signed as empty formulas with no practical value for EU regional policymakers at all.
To give an example for the latter case, Bleda and del Río (2013, pp. 1049-1051) recom-
mend that evolutionary policymakers should “assure an adequate education system”, that
they should “encourage creativity, exploration, experimentation and failure” or that they
should “intervene at the level of constitutional rules in order to provide the adequate un-
derlying structure of regulations, financial institutions, and public infrastructure”.14 All

12On the prescriptive level, value judgements cannot be the subject of a scientific analysis. They simply
lack the opportunity of an ultimate justification. Any attempt to justify a value judgement necessarily
leads to the so-called “Münchhauen Trilemma” which leaves three options for allegedly providing a
proof of the value judgement: dogmatism, a circular argument or an infinite regress (Albert and Rorty
2014, pp. 16-20). The market and system failure approaches use dogmatism for the justification of their
policy recommendations because the normative postulate presumed (innovation, new variety, maximum
social welfare, etc.) is presented as a quasi-natural and self-evident goal (see also Mantzavinos 2005, p.
214).

13So the appraisal of Schubert (2012, p. 593) “that most evolutionary economists, when examining
policy-related issues, have tried to remain safely on instrumental ground” cannot be shared here.

14These are typical policy recommendations by evolutionary economists who recommend or justify policies
on the basis of a normative postulate. They are not only given by Bleda and del Río (2013). One can
also find them, e.g., in (Asheim et al. 2013), Boschma (2009), Dodgson et al. (2011), Lambooy and
Boschma (2001), (Metcalfe 2003; 2005) and (Tödtling and Trippl 2005). The only difference between

12



these policy recommendations have in common that their practical content is not speci-
fied. How exactly should EU regional policymakers encourage creativity? What in detail
is an adequate education system and what are adequate financial institutions or public
infrastructure? To use these policy recommendations for practical policy purposes EU
regional policymakers must make a subjective value judgement to specify in detail what
to do in practice.
It follows from the foregoing considerations that evolutionary economists must take

the origins of their own theory more serious if they really want to provide a consistent
and scientific alternative to neoclassical economics. This is especially true when it comes
to the development of an evolutionary policy framework. As was shown above, optimal
economic situations in a neoclassical sense simply do not exist if one comprehends the
economy as a complex evolutionary system. In that sense the “optimum optimorum” in
an evolutionary world is always the path-dependent current economic situation. Phenom-
ena termed as market, government and system failure in neoclassical economics belong
to that current situation. They are not an economic evil which needs to be tackled by
government interventions. Thus, the state or in that case the EU is not a counterforce
to the market. The EU internal market is rather embedded in the European political
institutions and organisations. These are endogenously managed and guided by EU cit-
izens, usually termed as EU policymakers and bureaucrats, who significantly influence
the conditions under which economic competition in the internal European market takes
place. One way they did and still do this is by conducting a regional policy, as will be
explained in the next chapter.
When the prevalent evolutionary regional policy rationales draw on notions of market,

government and system failure or the Impossibility Theorem they fall back into neoclas-
sical reasoning. As this section has shown, the latter is rightfully rejected by evolutionary
economists because neither fruitful positive nor practically applicable and scientific in-
strumental insights on EU regional policy can be gained in this way. This must be reason
enough for a proper evolutionary approach to get rid of the fallacy of failure thinking.
An analysis of the origins of evolutionary thinking and the general logic of the sciences
actually permit no other option. This would clearly make the evolutionary approach to
economic policy consistent and separates it from its neoclassical counterpart. Beyond
that, it offers a real alternative to deliver a better, scientific as well as realistic expla-

these papers is the varying degree of policy instruments designed as empty formulas and the justification
of certain policy instruments on the basis of a subjective value judgement.
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nation of EU regional policy and to provide objective policy implications with practical
content for EU regional policymakers.

4 EU regional policy explained from a “proper”
evolutionary perspective

If the market, government and system failure rationales for EU regional policy must be
abandoned from a proper evolutionary perspective it needs to be clarified why then a
regional policy is conducted by the EU.
In contrast to a neoclassical and Public Choice explanation of EU regional policy, a

proper evolutionary economics point of view on that issue offers different advantages.
Evolutionary economics recognises that economic decisions taken in the internal Euro-
pean market are not reversible like in traditional neoclassical models. The irreversibility
implies that current economic situations are path-dependent and that the neoclassical
concept of logical time needs to be replaced by the concept of real or historical time.
As Witt (2003, p. 79) argues this “allows the consequences of changing knowledge con-
straints to be accounted for.” This leads to another important evolutionary aspect which is
that EU citizens and policymakers do not have exogenously given or perfect information.
They have to cope with true uncertainty and their cognitive capacities are bounded, i.e.
househoulds, entrepreneurs and policymakers merely have bounded rationality. This also
includes that future economic developments and outcomes cannot be predicted in advance.
They cannot be deduced from the given data in a constrained optimisation problem like
in neoclassical economics. Economic development is rather non-deterministic. Moreover,
evolutionary economics is not tied to solve constrained optimisation problems and is thus
able to incorporate explanations from different scientific disciplines. Besides economic
factors also political, geographical, cultural, biological, institutional as well as sociological
factors can be considered when complex socio-economic activities in the European single
market are explained. In neoclassical economics such factors are most often either left
out of account due to the reason that they are not mathematically tractable or they are
exogenously given and constant (Martin 1999, p. 75). Thus, the evolutionary approach
to economics offers a much more realistic and a richer multi-causal approach to explain
complex economic phenomena in the internal European market. It does not necessarily
have to operate in a social, political, institutional or geographical vacuum.
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The elements of an evolutionary theory just mentioned can be used to provide a positive
explanation of EU regional policy. It is now possible to resort to the historical development
of EU regional policy in order to explain it. EU regional policymakers which have bounded
rationality and which are confronted with true uncertainty can no longer be seen as
neoclassical optimisers. They rather adapt to the constantly changing regional policy
environment (Metcalfe 1995, pp. 30-31). Moreover, when EU regional policy must be
grasped as inherent to the European market economy from an evolutionary point of
view the point of departure for its explanation become the economic interests of EU
member states.15 These economic interests can be different and diverse but in modern
market economies they are nevertheless subsumed to the fact that “countries compete
economically because they compete politically to gain regional and worldwide power and
influence” (Dunn 1994, p. 305). Despite this political and economic competition among
the member states of the EU they already agreed to conduct a common regional policy
in the internal European market with the foundation of the EU by the Treaty of Rome
in 1957.
The motives behind this political cooperation are particularly twofold. On the one

hand, the foundation as well as the subsequent deepening and enlargement of the EU
aimed at the establishment of an internationally influential economic and currency area
mainly vis-à-vis the USA and the US dollar (Thirlwall 2000, p. 9). On the other hand,
European economic integration should enlarge the market and thus the profit opportuni-
ties of European companies situated in the different member states. This in turn enhances
the economic potential and political power of these states. A common market and cur-
rency, however, increase internal European economic competition. Barriers to trade as
well as transaction costs arising from exchange rate risks are reduced. The policymakers
of the different member countries were well aware that European economic and monetary
integration would generate economically losing member countries and regions in the EU.
Due to true uncertainty, imperfect information and the bounded cognitive capacities of
the policymakers it was and is unclear which countries and regions will lose and which
will win. Hence, to introduce, maintain and extend the European project in the different
rounds of the deepening and enlargement of the EU it was always necessary to compen-

15To emphasise it again, this does not mean that a neo-institutionalist or new political economy per-
spective should be proposed to explain EU regional policy. These approaches criticise some important
aspects missing in traditional economics like institutions and self-interest of policymakers but neverthe-
less they use genuine neoclassical techniques to do this. As outlined above proper evolutionary thinking
is incompatible with neoclassical economics (for a similar view see, e.g., Witt 2003, pp. 79-83).
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sate the current and prospective losing countries and regions by installing a mechanism
which supports them in difficult economic situations. As a consequence, EU regional pol-
icy can only be explained as a cumulative politico-economic policy process in which the
current and prospective member states of the EU used the structural funds as a means
of negotiation in the different rounds of the deepening and enlargement of the EU (for a
similar view see Heinelt et al. 2005 and Rolle (2000)).16

Looking into the history of EU regional policy confirms the political bartering hypoth-
esis about the structural funds of the EU. When Belgium, Germany, Italy, Belgium,
Luxembourg, France and the Netherlands signed the Treaty of Rome in 1957 the Euro-
pean Investment Bank (EIB) and the ESF as the first regional policy instruments have
been founded.17 The ESF and the EIB were concessions to Italy which requested a fi-
nancial reward for its economically weak Mezzogiorno region to sign the Treaty of Rome
(Dedman 2010, p. 93). The introduction of the ERDF in 1975 was a concession to the
United Kingdom (UK) which joined the EU together with Ireland and Denmark in 1973.
Supported by Italy and Ireland the UK demanded financial compensation for its acces-
sion to the EU (Rolle 2000, pp. 136-137). The ERDF should compensate the UK for its
relatively large net payment to the EU budget. It was also a domestic political means to
overcome the opposition of UK regions likely to loose from increased internal European
competition. In 1993 the Maastricht Treaty entered into force and at the same time the
ECF was established. The main goal of the Maastricht Treaty was the introduction of
a common European economic and monetary union (EMU). The ECF was a concession
to Ireland, Greece, Spain and Portugal. These countries threatened to vote against the
introduction of the EMU (Rolle 2000, pp. 141-143). The ECF supports member states
with less than 90% of the average per capita income of the EU so that these four countries
were the only beneficiaries at that time.
Without going further into the historical details of EU regional policy, the literature

substantiates that it emerged in a cumulative policy process as a means of negotiation in
the different phases of the deepening and enlargement of the EU. Over the course of time it

16Ironically, some authors who use a neoclassical perspective to explain EU regional policy even refer to
the ”political bargainig hypothesis” when the historical development of EU regional policy does not
fit to the explanation of the structural funds as a means to correct allocative and distributive market
failures in the single European market (see, e.g., Holtzmann 1997, pp. 97-101 and Schindler 2005, pp.
35-37).

17Until the Single European Act (SEA) was introduced in 1987 the ESF was designed to support an active
labour market policy. Only after the SEA the ESF was aligned to the interventionist and discretionary
type of EU regional policy which is still existent today.

16



changed from a passive and regulative kind of policy to a discretionary and interventionist
policy. Depending on the politico-economic circumstances during European integration,
it was organised by European policymakers in a variety of ways, pursued different policy
objectives, encompassed several funds and comprised different, mostly increasing, financial
amounts.18 Until today, it developed to one of the largest policies conducted by the
EU with an available budget of €352 billion for the current planning period 2014-2020
(European Commission 2015).
To sum up, an explanation of EU regional policy like the one just given is only possible

from a proper evolutionary economics perspective. The different elements of an evolution-
ary economic theory, mentioned in the beginning of this section, are necessary prerequi-
sites to explain and understand EU regional policy as an endogenous and path-dependent
politico-economic policy process taking place in real calendar time. The prevalent evolu-
tionary approach, which remains rooted in neoclassical failure thinking, can hardly deliver
such a politico-economic explanation of EU regional policy. From its basic approach, to
start the explanation of EU regional policy with the ideological prejudice of an optimal
system, it is like neoclassical economics rather doomed to empirically show when and
where EU regional policy was used by EU policymakers to correct market and system
failures in the internal European market. Of course, it must also fail to fulfil this task
because the optimal world which it presumes to explain EU regional policy as a means
to attain it is an ideological fiction. Such a theory was shown to be unscientific and
pseudo-objective. It is without any epistemological value and can hardly be an explana-
tion for anything. In contrast to that, a proper evolutionary economic perspective grasps
the alleged failures as inherent to the economic system. It is based on historical time,
imperfect information, true uncertainty, boundedly rational economic agents and is able
to incorporate explanatory factors from different scientific disciplines. It is thus able to
deliver a scientific and realistic explanation of why the EU structural funds have been
introduced and how they have evolved over time.

18For a more detailed discussion of the historical development of EU regional policy see, e.g., (Axt 2000,
51-122), (Holtzmann 1997, pp. 86-130), (Rolle 2000, pp. 27-66 and 134-147), (Schindler 2005, pp.
39-89) and (Wellenhofer 1997, pp. 30-174).
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5 Evolutionary policy implications for EU
policymakers

In light of the preceding sections the question remains which policy implications for EU
regional policymakers can be derived from a proper evolutionary economics perspective?
First of all it became evident that in an evolutionary world it is indeterminate whether

the state or the market is the better “mechanism” to achieve a political goal. The aprior-
istic state vs. market debate of the failure approaches is irrelevant. In market economies
it is in the nature of the process of economic competition to discover the most effective
and efficient investments. This is independent of the fact that they have been privately
or publicly undertaken.
The second insight is that in an evolutionary world it is simply impossible to predict

the success or failure of a policy measure ex ante. It is only feasible to identify ex
post and at a certain point in time whether a regional policy measure was effective and
efficient in accomplishing a certain policy objective. In a constantly changing world with
technological improvements the effectiveness and efficiency of a policy measure is time
specific, i.e. it can also change over the course of time. A structural fund investment
might not immediately deliver the expected economic returns within a region of the EU
but in the future it might be a strategic and important economic asset which shapes the
economic development of a whole region. Contrariwise, a policy measure that is effective
and efficient today might become the worst regional investment in the future. Hence, EU
regional policymaking is not a static true or false decision. It is rather a dynamic process
in which EU regional policymakers must constantly react to changes in the evolutionary
policy environment.
A third implication is that it is impossible to objectively recommend or justify certain

regional policy instruments to EU regional policymakers a priori. As was shown in sec-
tion three, any attempt to use economic theory in practice requires a subjective value
judgement. On the one hand, these value judgements themselves are subject to constant
change in an evolutionary world. So it is impossible to deduce once and for all policy
implications to EU regional policymakers from them. On the other hand, objective and
scientific policy advice is only possible when the evolutionary economist remains safely
on instrumental ground. In an evolutionary world where firms, labourers, capital, regions
and nation states compete for the scarce material and immaterial wealth proper evolu-
tionary economic theory can therefore only show alternative opportunities for regional
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policy action. This implies that regional policy instruments are no longer tried to be ul-
timately justified with the help of a normative policy goal. The instruments must rather
be deduced in a context, time and region specific way against the background of available
knowledge and experience with other policy measures in the past. These instruments
must be subject to ongoing critical discussion and improvement in light of newly occur-
ring regional economic problems that need to be solved. Thus, the policy instruments
derived in such a way always have to be seen as fallible. Only in that sense EU regional
policymakers must be seen as adaptors and not as optimisers. They do not adapt to an
optimal system or state of the economy but adapt to constantly changing regional eco-
nomic situations. Conducting EU regional policy is a trial and error process in which EU
policymakers can learn and can gather new experience for future policymaking. Hence,
proper evolutionary economists do not have to answer the questions “what ought to be
done” and “how a rational economic system can be achieved”. They rather have to cope
with regional economic problems in a rational way which implies that the question has
to be answered “what can be done if a specific regional economic problem needs to be
solved” Mantzavinos (2005, pp. 215-216).
If this idea is transferred to the definition of EU regional policy presented in the in-

troduction of this paper, evolutionary economists must deduce policy instruments which
can support job creation, business competitiveness, economic growth, sustainable devel-
opment, and can improve citizens’ quality of life. This must be done in a context, region
and time specific way. It also includes an analysis of the side-effects of the derived policy
instruments on these different normative policy goals. Yet, the value judgements nec-
essary to decide which of the policy instruments should be applied in practice must be
gained in a democratic policy process in the EU.19 The democratic decisions taken by
EU citizens might turn out to be economically good or bad for a region or a city in the
future. But this depends on the prospective economic situation and circumstances. The
latter are unknown to the policymakers as well as the economist at the time the decision
for or against the policy has to be taken.
The issues just mentioned do not mean that the typical evolutionary regional policy im-

plications given by distinguished evolutionary economists like, e.g., Asheim et al. (2013),
Bleda and del Río (2013), Boschma (2009) and Lambooy and Boschma (2001) are wrong.
It is true that in an evolutionary world the success or failure of a regional policy measure

is highly context, time and region specific. It does not make sense, for example, to invest
19See also Wohlgemuth (2003) who discusses “democracy an evolutionary method” in more detail.
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structural funds money into hydroelectric power plants in regions without any access
to water, i.e. where the geographic circumstances will never allow a profitable usage
of this investment. The most important task for EU regional policymakers becomes to
increase the probability of economic success of a regional policy measure although they
are faced with true uncertainty. To increase the probability of success of a regional
policy measure policymakers can rely on past experience with other policy projects, on
policy monitoring and policy evaluations. To take into account the regional, temporal
and contextual specificity policymakers can also conduct feasibility studies before they
implement a certain regional policy. An evolutionary view on the economy also implies
that policy measures can be undertaken bottom up as well as top down, i.e. there exists
no need for a one size fits all policy.
To stimulate innovation and the international competitiveness of the internal European

market EU regional policymakers can support R&D activities and all kinds of networking
activities between firms, universities and research institutes. The latter can be especially
important in order to foster knowledge spillovers which feed back into the innovation pro-
cess. In order to create new variety in the production process, in products and services
and to develop and strengthen creativity EU regional policymakers can also invest in edu-
cation at all possible levels. This is not only tied to higher level education or education of
adults, it can already be done in the kindergarten. Another important aspect necessary to
cope with the dynamic aspects of an economy is infrastructure. EU regional policymakers
can invest the structural funds into railways, highways, airports, urban and regional plan-
ning and different forms of energy transportation facilities. High speed communication is
another important field where EU regional policymakers can invest to support economic
growth and to reduce income disparities in the internal European market.
This list of alternative evolutionary possibilities for regional policy action can surly be

further extended. It could also encompass regulative regional policy actions like, e.g.,
labour mobility, land and capital regulations. In a truly evolutionary world there are
always different regional policy opportunities to achieve certain policy goals. However,
a hierarchy, a specific form and financial amount these policy measures should encom-
pass cannot be recommended or justified by evolutionary economists in an objective
and context-independent way. This would require a subjective value judgement and the
economist would sacrifice his scientific objectivity. Moreover, no economist can predict
the future economic development and is therefore able to know in advance which of the
manifold regional policy measures should be chosen in order to effectively and efficiently
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achieve a certain policy goal.
The prevalent evolutionary EU regional policy rationales, however, pretend to be able

to predict the future when specific policy implications are deduced from a normative
postulate. At the same time the theory and its policy implications are immunised against
any critical revision with the help of empty formulas or subjective value judgements. The
policy measures can either be interpreted as successful in achieving the pursued policy
goal or as insufficiently implemented. Both depends on the point of reference that is
chosen. The practical value of such policy recommendations approaches to zero. In
contrast to that, a proper evolutionary point of view on EU regional policy does not
neglect the fact that the future economic development cannot be predicted. This includes
that neither simple and once and for all policy recommendations can be given nor that
success and failure of a certain policy measure can be predicted ex ante. The latter is
always time, context as well as region specific and depends on whether the process of
creative destruction discovers the policy measure as profitable and successful or not.

6 Conclusion

This paper attempted to show that the prevalent evolutionary neo-Schumpeterian and
Austrian-Hayekian rationales behind EU regional policy do not offer an alternative expla-
nation of it in comparison to the dominant neoclassical market and government failure
approach. This is more than surprising since evolutionary economists usually see their
approach as incompatible with neoclassical economics.
All evolutionary approaches to explain EU regional policy remain deeply rooted in

neoclassical economic thinking. They likewise start the explanation and justification
of EU regional policy by introducing a normative principle against which it is assessed
whether the internal market of the EU and its local, regional or national systems of
innovation work effectively or not. In case the market or the system does not work
effectively EU regional policymakers should intervene into the internal European market
in order to correct these market and system failures. This, however, presumes that the
EU can deliver better economic results in terms of the normative policy goal than the
market or system. Evolutionary economists who do not share this assumption and argue
that the EU does even worse consequently disapprove regional policy interventions in the
internal European market. Hence, in the prevalent evolutionary approach to EU regional
policy one is left with the same unsolvable a priori state versus market debate like in
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neoclassical economics.
That is why the paper argued that the “fallacy of failure thinking” must be removed

from evolutionary economics for two reasons. First, a revision of the origins of the evo-
lutionary approach to economics reveals that neoclassical failure thinking is incompatible
with a truly evolutionary perspective on economics. In a constantly changing evolution-
ary world a normative principle under which production and distribution are subsumed
does not exist. Market, government and system failures are inherent characteristics of
modern market economies which are embedded in the constantly changing European sys-
tem of organisations and institutions. The latter are endogenously shaped by EU regional
policymakers. They significantly determine the content and the tempo of economic com-
petition in the internal European market. Hence, EU regional policy can no longer be
seen as an intervention into this system and its market which has to correct market and
system failures. Second, the fallacy of failure thinking must be removed from evolutionary
economics because a theory which presumes a normative principle to the explanation of
an economic phenomenon is pseudo-objective and unscientific. In addition to that, policy
recommendations derived from such a theory are without any practical content for EU
regional policymakers. They can either be arbitrarily interpreted or they are unscien-
tific policy recommendations based on value judgements which are not intersubjectively
comprehensible.
Since it was shown that the prevalent evolutionary rationales behind EU regional policy

are incompatible with a proper evolutionary perspective on EU regional policy an alter-
native explanation as well as alternative policy implications were offered in the paper.
According to the former, EU regional policy emerged in a cumulative policy process as
a means of negotiation in the different rounds of the deepening and enlargement of the
EU. It was shown that such a politico-economic explanation, which is congruent with the
historical development of EU regional policy, can only be given within a proper evolu-
tionary policy framework. The discussion of alternative policy implications revealed that
it is impossible to objectively recommend certain policy measures to EU regional policy-
makers a priori. Any attempt to do this necessarily includes a value judgement. That
is why objective evolutionary economists can only offer different opportunities for policy
action to EU regional policymakers. The decision for or against a certain regional policy
can thus only be solved with the help of a democratic process. This does not, however,
ensure that a policy measure chosen in this way will definitely be successful in delivering
the expected economic return since no one is able to predict the future. The process of
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economic competition will eventually discover whether the regional policy decision taken
at a certain point in time will turn out as the right or the wrong one in the future.
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