


INFER ADVANCES IN ECONOMIC RESEARCH 

The International Network for Economic Research (INFER) was established 
in 1998 as an independent, non-profit research network. It supports high­
profile research in all fields of economics and related areas through 
congresses, seminars, workshops and publications. The main objective of 
INFER is to foster interactions among academics, business practitioners and 
policy makers with a view to finding solutions to economic problems. 
Further details are available from the INFER web site at: www.infer­
research. net 

The INFER Advances in Economic Research series publishes cutting-edge 
research findings in all aspects of economics. A multi-stage referee process 
and a Scientific Advisory Board of distinguished academics, business 
practitioners and policy makers ensure the quality of the publications. 

The INFER Advances in Economic Research series is edited on behalf of the 
Board of INFER by Michael Pickhardt. 

Members of the Scientific Advisory Board: 

John T. Addison 
Moore School of Business 
University of South Carolina, USA 

Juergen G. Backhaus 
University of Erfurt, 
Erfurt, Germany 

John Bradley 
The Economic and Social Research Institute, 
Dublin, Ireland 

IngeKaul 
United Nations Development Programme 
Office of Development Studies, New York, USA 

Gordon Tullock 
George Mason University 
Fairfax, Virginia, USA 



Regional Economic 
Policy in Europe 

New Challenges for Theory, Empirics and 
Normative Interventions 

Edited by 

Ulrike Stierle-von Schlitz, Michael H. Stierle, 
Frederic B. Jennings, Jr. and Adrian T.H. Kuah 

Edward Elgar 
Cheltenham, UK . Northampton, MA, USA 



© Ulrike Stierle-von Schiitz, Michael H. Stierle, Frederick B. Jennings, Jr. and 
Adrian T .H. Kuah 2008 

All rights reserved. No part of this pUblication may be reproduced, stored in a 
retrieval system or transmitted in any form or by any means, electronic, 
mechanical or photocopying, recording, or otherwise without the prior 
permission of the publisher. 

Published by 
Edward Elgar Publishing Limited 
The Lypiatts 
15 Lansdown Road 
Cheltenham 
Glos GL50 2JA 
UK 

Edward Elgar Publishing, Inc. 
William Pratt House 
9 Dewey Court 
Northampton 
Massachusetts 01060 
USA 

A catalogue record for this book 
is available from the British Library 

Library of Congress Control Number: 2008932887 

ISBN 978 1 84844 038 8 

Printed and bound in Great Britain by MPG Books Ltd, Bodmin, Cornwall 



Contents 

Editors' biographies 
List of contributors 
Preface 

PART ONE OVERVIEW 

I. New Challenges in Regional Economics: An Overview 
Ulrike Stierle-von Schiltz. Michael H. Stierle. 
Frederic B. Jennings. Jr. and Adrian T.H. Kuah 

PART TWO THE ECONOMIC LANDSCAPE IN EUROPE: 
REGIONAL DISPARmES, CATCHING-UP AND 
CONVERGENCE 

VII 

ix 
x 

3 

2. Human Capital, Growth and Inequality in the Spanish Regions 15 
Angel de La Fuente and Rafael Domenech 

3. What Helps Regions in Eastern Europe Catch Up? The Role of 
Foreign Investment. Human Capital and Geography 45 
Gabriele Tondl and Goran Vuksic 

PART THREE LOCALISATION OF ECONOMIC ACTIVITIES: 
THE ROLE OF TECHNOLOGY SPILLOVERS, 
CLUSTERS AND FISCAL POLICY 

4. Asymmetric Economic Integration in a Two-Region Model 
and the Effects on Unemployment and Growth 75 
Pascal Hetze 

5. Intra-Industry Trade and Technological Spillovers: 
The Case of Belgian Manufacturing 97 
Filip Abraham and Jail Will Have 



vi Contents 

6. Industrial Clusters and Transaction Cost 
Hailin Sun and Luoping Sun 

7. Fiscal Design and the Location of Economic Activity 
Ulrike Stierle-von Schiltz 

PART FOUR EUROPEAN REGIONAL POLICY: 
EXPERIENCES AND LESSONS 

8. Do Economic Models Tell Us Anything Useful about 

119 

133 

Cohesion Policy Impacts? 159 
John Bradley and Gerhard Untiedt 

9. Conditions for a Contribution by the Structural Funds to Real 
Convergence of the Recently Acceded Member States 181 
Michael H. Stierie and Anita Halasz 

10. Convergence and Public Investment in Spain: 
Regional Policies Revisited 209 
Santiago Lago-Penas and Diego Martinez-LOpez 

11. European Cohesion Policy and the Spanish Economy 235 
Simon Sosvilla-Rivero and Jose A. Herce 

Index 253 



Editors 

Ulrike Stierle-von Schlitz studied at the University of Bristol and Trier 
University, from where she holds a degree in Economics. Currently, she is 
working as research and teaching assistant at RWTH Aachen University, 
Department of Public Economics. Her main fields of expertise are economic 
integration, regional economics and fiscal federalism. She is editor of several 
publication series of INFER, has served as an elected member of the INFER 
board in 2004/06 and is co-ordinator of the INFER Working Group Growth 
and Business Cycles. 

Michael H. Stierle is economist at the European Commission, Directorate 
General Economic and Financial Affairs. He studied economics at Trier 
University and UNAM, Mexico City, and holds a PhD from Speyer 
University. He has worked in economic departments in the private financial 
sector as well as in academic research. He is a founding member and now 
Honorary Chair of INFER after chairing the network from 1998 to 2005. 
Michael's policy-oriented research is mostly concentrated on international 
economics, financial markets, growth and business cycles as well as regional 
economics. 

Frederic B. Jennings, Jr. is president of the Center for Ecological Economic 
and Ethical Education (CEEEE) in Ipswich, Massachusetts. He holds a BA in 
economics from Harvard University, and an MA and a PhD in economics 
from Stanford University. His professional experience includes academic 
teaching and research at Tufts University and Bentley College in 
Massachusetts, and over twenty years as an economic consultant in economic 
litigation, transfer pricing analysis and other areas at Charles River 
Associates in Boston, Arthur Andersen in Washington, DC, and 
EconoLogistics in Ipswich, Massachusetts. Fred is an elected member of the 
INFER board. 

Adrian T.H. Kuah is a faculty member of the Bradford University School of 
Management. He has international experience in organizations and improving 
business performance after working in the civil service and companies like 
Silicon Systems and AT&T. He holds a PhD in Business Administration 
from Manchester Business School and MBA from Strathclyde Graduate 
Business School, where he pursued his interest in analysing the 

vii 



Vlll Editors 

competitiveness, strategies and characteristics of industry clusters. Currently, 
he lectures on strategic management and international competitiveness issues, 
and occasionally reviews for the Academy of Management Journal and 
Business Ethics: A European Review. 



Contributors 

Filip Abraham, Catholic University Leuven, Leuven, Belgium 

John Bradley, Economic Modelling and Development Systems, Dublin, 
Ireland 

Rafael Domenech, Universidad de Valencia, Valencia, Spain 

Angel de la Fuente, Institute for Economic Analysis (IAE), Barcelona, Spain 

Anita Halasz, European Commission, Brussels, Belgium 

Jose A. Herce, FEDEA and Universidad Complutense of Madrid, Madrid, 
Spain 

Pascal Hetze, University of Rostock, Rostock, Germany 

Jan van Hove, European University College Brussels, Brussels and Catholic 
University Leuven, Leuven, Belgium 

Frederic B. Jennings, Jr., Center for Ecological Economic and Ethical 
Education in Ipswich, MA, United States of America and INFER 

Adrian T.H. Kuah, University of Bradford, Bradford, United Kingdom and 
INFER 

Diego Martinez-Lopez, Centro de Estudios Andaluces and University Pablo 
de Olavide, Seville, Spain 

Santiago Lago-Peiias, University of Vigo, Ourense, Spain 

Simon SosviUa-Rivero, FEDEA and Universidad Complutense of Madrid, 
Madrid, Spain 

Michael H. Stierle, European Commission, Brussels, Belgium and INFER 

Ulrike Stierle-von Schiitz, RWTH Aachen University, Aachen, Germany 
and INFER 

Hailin Sun, University of Western Ontario, Stockton, Canada 

Luoping Sun, Dalhousie University, Halifax, Canada 

Gabriele Tondl, Vienna University of Economics and Business 
Administration, Vienna, Austria 

Gerhard Untiedt, Gesellschaft fUr Finanz- und Regionalanalysen, MUnster, 
Germany 

Goran Vuksic, Institute of Public Finance, Zagreb, Croatia 

IX 



Preface * 

Regional policy in Europe is entering a new phase. After the enlargement of 
the European Union in 2004, the programming period 2007 to 2013 is the 
first in which these new economic challenges are being addressed by 
European regional policy. With the corresponding new regulation, more 
responsibility is being granted to national authorities to implement policy in 
many regions via substantially increased funding. At the same time, funding 
levels allocated to some regions are shrinking as a result of these regions' 
successful convergence and/or due to the new economic landscape in a newly 
enlarged European Union. For both types of regions, this change brings some 
substantial challenges concerning three main questions: How can national 
policy best support the effectiveness of the European funds? What is the best 
possible strategy to achieve a maximum impact on growth and employment? 
How should regional policy be implemented on all governmental 
administrative levels? 

Against such a background, this collection presents a selection of policy, 
empirical and theoretical perspectives on contemporary dimensions of 
regional economic policy in the European Union. It concentrates on three 
areas: (a) the dissimilarities and resulting convergence of disparate regions 
within the European Union; (b) the localisation of economic activities and 
how regions can understand and manage them; and finally, (c) the 
experiences and lessons from European regional policy. 

While exploring EU cohesion and regional development more generally, 
the book presents a variety of perspectives on their effects and examines 
some Spanish, Belgian and Eastern European experiences on growth, human 
capital, foreign investment and technological spillover. In this edition, we 
have included substantive contributions from renowned government and 
research institutes based in numerous European countries and the US, which 
offer a diverse array of vantages on the challenges for theory, empirics and 
normative interventions. 

This collection will be of particular interest to policy makers, planners and 
researchers seeking to understand regional economic development issues, 
existing policies and their implementation, along with various Member State 
experiences in the European Union. 

This book is a compilation from the 7th Annual Conference of the 
International Network for Economic Research (INFER), in London during 

x 



Preface Xl 

the month of October 2005. Where appropriate, the papers have been updated 
before publication of this volume. We are indebted to all authors for their 
insightful contributions and for adhering to our tight deadlines in making this 
collection possible, as well as to Theresia van Reimersdahl for formatting this 
volume. We gratefully acknowledge the generous and important sponsorship 
from Carillion pic. Finally, we would like to thank all the participants in the 
conference for their fruitful contributions to intense discussions in a friendly 
and helpful atmosphere. 
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