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StructureStructure

Context: What is inequality and why is it Context: What is inequality and why is it 
important?important?
Is integration good for reducing inequities?Is integration good for reducing inequities?
What is the EU policy for reducing in What is the EU policy for reducing in 
inequality?inequality?



ReadingsReadings
••

 
Chapter 13Chapter 13, The Economics of European , The Economics of European 
IntegrationIntegration, 3rd Edition, R. Baldwin and C. , 3rd Edition, R. Baldwin and C. 
WyploszWyplosz, 2009. , 2009. 337.142 BAL337.142 BAL

••
 

Chapter 15, Chapter 15, The European Union, Economics, The European Union, Economics, 
Policies and History, Policies and History, 2nd edition, Susan Senior 2nd edition, Susan Senior 
NelloNello, 2009. , 2009. 337.142/SEN337.142/SEN

••
 

Canova, F. (2001). Canova, F. (2001). ““Are EU polices Fostering Are EU polices Fostering 
Growth and Reducing Regional InequalitiesGrowth and Reducing Regional Inequalities??””, , 
CREI working paper 8, May 2001. CREI working paper 8, May 2001. 



What is inequality?What is inequality?

Disparities in certain factors across Disparities in certain factors across 
regions and/or countriesregions and/or countries……these these 
includeinclude

•• Income per capita (which is the indicator generally used Income per capita (which is the indicator generally used 
by the EU)by the EU)

•• The availability and accessibility of jobsThe availability and accessibility of jobs

•• The standard of living, which involves also taking into The standard of living, which involves also taking into 
account the environment, the health service, cultural account the environment, the health service, cultural 
infrastructure, leisure activities etc.infrastructure, leisure activities etc.



GDP per inhabitant in Selected European countries, in PPS, 2007 
(in % of the EU-27 average, EU-27=100)

Country National average Capital region
Bulgaria 37.7 62.0
Czech Republic 80.1 171.8
Denmark 121.3 150.3
Germany 115.8 97.8
Estonia 68.8 68.8
Ireland 148.1 166.1
Greece 92.8 128.1
Spain 105.0 136.8
France 108.5 168.8
Italy 103.4 122.3
Latvia 55.7 55.7
Luxembourg 275.2 275.2
Hungary 62.6 102.9
Netherlands 132.2 150.1
Poland 54.4 87.1
Portugal 75.6 104.7
Romania 38.4 83.8
Slovakia 67.7 160.3
Finland 118.0 135.6
United Kingdom 116.7 334.2
Croatia 60.2 74.9
Turkey 44.4 61.3



GDP per inhabitant in Selected European countries, in PPS, by 
NUTS 2 regions, 2007 

(in % of the EU-27 average, EU-27=100)

country region_min min value region_max max value
Bulgaria Severozapaden 25.6 Yugozapaden 62.0
Czech Republic Severozápad 61.7 Praha 171.8
Denmark Sjælland 91.4 Hovedstaden 150.3
Germany Brandenburg-Nordos 76.1 Hamburg 192.0
Estonia 68.8 68.8
Ireland Border, Midland and 99.2 Southern and Eastern 166.1
Greece Dytiki Ellada 59.8 Attiki 128.1
Spain Extremadura 72.4 Comunidad de Madrid 136.8
France Guyane 48.7 Île de France 168.8
Italy Calabria 65.8 Lombardia 134.8
Latvia 55.7 55.7
Luxembourg 275.2 275.2
Hungary Észak-Alföld 39.4 Közép-Magyarország 102.9
Netherlands Drenthe 103.6 Groningen 164.9
Poland Podkarpackie 36.7 Mazowieckie 87.1
Portugal Norte 60.3 Lisboa 104.7
Romania Nord-Est 24.7 Bucureşti - Ilfov 83.8
Slovakia Východné Slovensko 46.0 Bratislavský kraj 160.3
Finland Itä-Suomi 88.8 Åland 143.0
United Kingdom West Wales and The 73.4 Inner London 334.2
Croatia Središnja i Istočna H 42.7 Sjeverozapadna Hrvatska 74.9
Turkey Van 15.0 Istanbul 72.7



??



Germany 2000 2007 2010
DE11:Stuttgart 70.4 73.9 73.7
DE12:Karlsruhe 66.8 72.6 72.3
DE13:Freiburg 68.8 75 75.8
DE14:Tübingen 71.9 73.7 74.7
DE21:Oberbayern 72.1 74.5 75.6
DE22:Niederbayern 70.9 74.7 75.4
DE27:Schwaben 71.1 73 75.7
DE30:Berlin 64.3 62.4 65.6
DE41:Brandenburg - Nordost : 67.6 71.9
DE42:Brandenburg - Südwest : 70.1 73.9
DE50:Bremen 61.4 64.5 65.8
DE60:Hamburg 66 69.7 71.6
DEA1:Düsseldorf 62.1 66.8 67.4
DEA2:Köln 63.6 67.2 68
DEA3:Münster 62.4 67.2 68.4
DEA4:Detmold 67.1 69 69.2
DEA5:Arnsberg 61.2 64.8 66.3
DEB1:Koblenz : 71.8 72.9
DEB2:Trier : 73.1 75.6
DED2:Dresden 62.8 68.7 72.8
DEE0:Sachsen-Anhalt 59 66 71.3

Regional Employment Rates for Selected Regional Employment Rates for Selected 
European CountriesEuropean Countries



Regional Employment Rates for Selected Regional Employment Rates for Selected 
European CountriesEuropean Countries

United Kingdom 2000:2000 2007:2007 2010:2010
UKC2:Northumberland and Tyne and Wear 63.9 68.3 65.1
UKD3:Greater Manchester 69.9 68.8 66
UKD4:Lancashire 71.6 70.6 71.5
UKD5:Merseyside 61.5 64.2 63.8
UKE2:North Yorkshire 75.4 74.2 73.4
UKE3:South Yorkshire 66.1 66.8 65.5
UKF1:Derbyshire and Nottinghamshire 70.5 70.1 67.9
UKG3:West Midlands 65.5 65.5 63.6
UKH3:Essex 73.5 74.3 71.7
UKI1:Inner London 64.8 65.5 64.2
UKI2:Outer London 71.7 70.4 69.7
UKJ1:Berkshire, Buckinghamshire and Oxfordshire 80.1 77.5 75.3
UKJ2:Surrey, East and West Sussex 77.3 76 75.1
UKJ3:Hampshire and Isle of Wight 76.1 75.2 73.3
UKK1:Gloucestershire, Wiltshire and Bristol/Bath area 79.1 77.5 74.5
UKK3:Cornwall and Isles of Scilly 65.4 69.1 67.9
UKL1:West Wales and The Valleys 63.5 66.9 63.8
UKL2:East Wales 70.5 71 70.2
UKM3:South Western Scotland 64.8 70.8 66.1
UKM5:North Eastern Scotland 77.4 77.3 77.6
UKN0:Northern Ireland (UK) 63.2 66.9 65.1



Regional Employment Rates for Selected Regional Employment Rates for Selected 
European CountriesEuropean Countries

Ireland 2000:2000 2007:2007 2010:2010
IE01:Border, Midland and Western 61.9 67.6 57.5
IE02:Southern and Eastern 66.3 69.6 60.9

Bulgaria
BG31:Severozapaden : 57.1 53.8
BG32:Severen tsentralen : 57 54.8
BG33:Severoiztochen : 59.8 56.7
BG34:Yugoiztochen : 59.7 58.5
BG41:Yugozapaden : 68.5 67.6
BG42:Yuzhen tsentralen : 60.5 57.4

Croatia 
HR01:Sjeverozapadna Hrvatska : 62.4 60.4
HR02:Sredisnja i Istocna (Panonska) : 52.5 48.3
HR03:Jadranska Hrvatska : 55.1 51.7









The view that integration leads The view that integration leads 
to less income disparityto less income disparity

••
 

Free tradeFree trade permits regions to specialise on the basis of permits regions to specialise on the basis of 
comparative advantage. comparative advantage. EgEg: Germany abundant in high skilled labour : Germany abundant in high skilled labour 
and Portugal abundant in low skilled labour. With trade Germany and Portugal abundant in low skilled labour. With trade Germany specialises in specialises in 
pharmaceuticals and trades them for cloth from Portugalpharmaceuticals and trades them for cloth from Portugal

••
 

Labour migration and capital mobilityLabour migration and capital mobility. Labour will tend . Labour will tend 
to leave regions with lower wage levels, and move to to leave regions with lower wage levels, and move to 
regions where wages are higher, bringing about a process regions where wages are higher, bringing about a process 
of wage equalisation.of wage equalisation.

••
 

Capital accumulationCapital accumulation. According to orthodox neo. According to orthodox neo--
 classical growth theory,classical growth theory,

 
in regions with higher productivity in regions with higher productivity 

and per capita incomes growth will prove more difficult as and per capita incomes growth will prove more difficult as 
capital accumulation runs into diminishing returns.capital accumulation runs into diminishing returns.



The view that integration may The view that integration may 
lead to more income disparitylead to more income disparity

Modern Growth TheoryModern Growth Theory
••

 
Long term economic growth may come Long term economic growth may come 
from factors such as technological from factors such as technological 
advances or institutional efficiencyadvances or institutional efficiency

New Economic GeographyNew Economic Geography suggests suggests 
that integration tends to concentrate that integration tends to concentrate 
economic activity spatially.economic activity spatially.

••
 

Agglomeration Forces (e.g. concentration of financial Agglomeration Forces (e.g. concentration of financial 
sector in London and economic activity and sector in London and economic activity and 
population increasingly concentrate in the South of population increasingly concentrate in the South of 
England)England) 15



Agglomeration & NEGAgglomeration & NEG
••

 
When productive factors can cross When productive factors can cross 
borders integration may have very borders integration may have very 
different effects.different effects.

••
 

Scale economies & trade costs generate Scale economies & trade costs generate 
forces that encourage geographic forces that encourage geographic 
clustering of economic activity.clustering of economic activity.
––

 
"Overall clustering"Overall clustering““

 
= some areas with lots of = some areas with lots of 

economic activity, others empty economic activity, others empty ““corecore--
 peripheryperiphery””..

––
 

""SectoralSectoral
 

clustering" = each sector clusters in clustering" = each sector clusters in 
one  region, but most regions get a cluster.one  region, but most regions get a cluster. 16



Agglomeration Forces Agglomeration Forces 

••
 

Many agglomeration forces:Many agglomeration forces:
––

 
Technological Technological spilloversspillovers

 
(e.g. Silicon valley),(e.g. Silicon valley),

––
 

Labour market pooling (e.g. City of London),Labour market pooling (e.g. City of London),
––

 
Demand linkages (Demand linkages (a.k.aa.k.a

 
backward linkages),backward linkages),

––
 

Supply linkages (Supply linkages (a.k.aa.k.a
 

forewardforeward
 

linkages).linkages).

••
 

Demand & Supply links are clearly Demand & Supply links are clearly 
affected by economic integration (lower affected by economic integration (lower 
trade costs).trade costs).

17



Circular Causality & Demand LinkagesCircular Causality & Demand Linkages

18



Circular Causality & Supply Circular Causality & Supply 
LinkagesLinkages

19



Dispersion ForcesDispersion Forces

••
 

Many forces lead to a tendency of firms to Many forces lead to a tendency of firms to 
avoid agglomerations:avoid agglomerations:
––

 
Rents and land pricesRents and land prices

••
 

The NEG focuses on The NEG focuses on ““local competitionlocal competition””, , 
force.force.
––

 
As trade costs fall, distance provides less As trade costs fall, distance provides less 
protection from distant competitors.protection from distant competitors.

20



Policy Response in EuropePolicy Response in Europe

••
 

EU has designed a regional policy that EU has designed a regional policy that 
aims to.. aims to.. 
––

 
to promote a harmonious, balanced and sustainable to promote a harmonious, balanced and sustainable 
development of economic activitiesdevelopment of economic activities

––
 

convergence of economic performanceconvergence of economic performance
––

 
economic and social cohesion and solidarity between economic and social cohesion and solidarity between 
member statesmember states

Article 2 of the EC TreatyArticle 2 of the EC Treaty



The evolution of EU regional The evolution of EU regional 
policypolicy

••
 

19581958--1975 1975 national measures, but no real national measures, but no real 
Community policy.Community policy.

••
 

19751975--1988 1988 the introduction of new measures, the introduction of new measures, 
the wider use of existing instruments, and a the wider use of existing instruments, and a 
gradual increase in the funds available for gradual increase in the funds available for 
redistributive measures.redistributive measures.

••
 

Since 1988Since 1988 the development of regional policy the development of regional policy 
with the reforms of 1988, 1993,1999 and from with the reforms of 1988, 1993,1999 and from 
2007.2007.



The Structural FundsThe Structural Funds
••

 
the European Social Fund (ESF)the European Social Fund (ESF)

••
 

the European Regional Development Fund the European Regional Development Fund 
(ERDF)(ERDF)

••
 

the Guidance Section of FEOGA (or the the Guidance Section of FEOGA (or the 
European Agricultural Guidance and Guarantee European Agricultural Guidance and Guarantee 
Fund, or EAGGF)Fund, or EAGGF)

••
 

the Financial Instrument for Fisheries Guidance the Financial Instrument for Fisheries Guidance 
(FIFG) (FIFG) 

••
 

Related instruments are the European Cohesion Related instruments are the European Cohesion 
Fund and the European Investment Bank.Fund and the European Investment Bank.



The The instrumentsinstruments
 

ofof
 

cohesion policy cohesion policy 
20072007--20132013

••
 

AA
 

reduction reduction in the in the number number of of financial financial 
instruments for cohesion  to threeinstruments for cohesion  to three::

••
 

The ESFThe ESF
••

 
The ERDFThe ERDF

••
 

The The Cohesion FundCohesion Fund



The European Social Fund The European Social Fund 
(ESF)(ESF)

Created in 1960, according to the Treaty Created in 1960, according to the Treaty 
of Rome, the aim of the European Social of Rome, the aim of the European Social 
Fund (ESF) was to increase employment Fund (ESF) was to increase employment 
opportunities and contribute to the opportunities and contribute to the 
improvement of living standards. improvement of living standards. 

The strategy for realising this aim is dual: The strategy for realising this aim is dual: 
through creating job positions, and through creating job positions, and 
assisting training.assisting training.



The European Regional The European Regional 
Development Fund (created in Development Fund (created in 

1975)1975)
The largest of the Structural Funds, the ERDF The largest of the Structural Funds, the ERDF 

provides financing for projects in disadvantaged provides financing for projects in disadvantaged 
areas, such as:areas, such as:

••
 

modernizing and restructuring production;modernizing and restructuring production;
••

 
infrastructure projects; infrastructure projects; 

••
 

education and professional training;education and professional training;
••

 
environment;environment;

••
 

health services;health services;
••

 
culture; andculture; and

••
 

the reduction in disparities between regions.the reduction in disparities between regions.



The Cohesion FundThe Cohesion Fund
••

 
Introduced in 1993 to help prepare for EMU.   Introduced in 1993 to help prepare for EMU.   

••
 

The criterion for eligibility is that the country has The criterion for eligibility is that the country has 
a GDP per capita less than 90 per cent of the a GDP per capita less than 90 per cent of the 
Community average. Community average. 

••
 

The countries receiving assistance through the The countries receiving assistance through the 
Cohesion Fund (initially Greece, Ireland, Cohesion Fund (initially Greece, Ireland, 
Portugal and Spain) are obliged to adopt Portugal and Spain) are obliged to adopt 
economic policies conducive to convergence.economic policies conducive to convergence.

••
 

In return they receive financial assistance for In return they receive financial assistance for 
projects in favour of the environment and projects in favour of the environment and 
transport infrastructure.transport infrastructure.



The European Investment BankThe European Investment Bank

The EIB helps to finance projects in the The EIB helps to finance projects in the 
member states, and in certain third member states, and in certain third 
countries.countries.

The EIB raises funds on financial markets The EIB raises funds on financial markets 
using its name as a guarantee, and using its name as a guarantee, and 
provides subsidised loans to finance provides subsidised loans to finance 
projects carried out by public authorities projects carried out by public authorities 
and private firms.and private firms.



Cohesion policy 2007Cohesion policy 2007--2013 2013 €€bn,2004 pricesbn,2004 prices
BE  2.0BE  2.0 ES 31.5ES 31.5 LT 6.1LT 6.1 Pl 59.7Pl 59.7 UK 9.5UK 9.5

CZ  23.7CZ  23.7 FR  12.7FR  12.7 Lux 0.1Lux 0.1 PT 19.1PT 19.1 BG 6.0BG 6.0

DK   0.5DK   0.5 IE   0.8IE   0.8 Hu 22.5Hu 22.5 SV 3.7SV 3.7 RO 17.3RO 17.3

D    23.4D    23.4 IT 25.6IT 25.6 MT 0.8MT 0.8 SK 10.3SK 10.3

EE   3.1EE   3.1 CY 0.6CY 0.6 NL 1.7NL 1.7 FI   1.5FI   1.5

EL  18.2EL  18.2 LV 4.1LV 4.1 AT 1.3AT 1.3 SW 1.7SW 1.7



PriorityPriority
 

objectives for structural actions objectives for structural actions in in 
the 2007the 2007––13 13 periodperiod..

••
 

ConvergenceConvergence, , 
••

 
CompetitivenessCompetitiveness

 
and and employment employment coco--

 operationoperation
••

 
European territorial European territorial coco--operationoperation

 
objectiveobjective

A A wider delegation wider delegation of of responsibilities to responsibilities to the the 
Member States Member States and and regionsregions



ConvergenceConvergence
 (81.6 % of(81.6 % of

 
contributions for cohesion contributions for cohesion 

actionsactions))
••

 
TheThe

 
aim is to speed aim is to speed up the up the economic convergence economic convergence 

of of less developed regionsless developed regions..
••

 
TheThe

 
convergence objective will concern regions convergence objective will concern regions 

whose whose per capita per capita gross domestic product  gross domestic product  (GDP) (GDP) is is 
less than less than 75 % of the 75 % of the average for average for the the enlarged enlarged EU.EU.

••
 

A A ‘‘phasingphasing--inin’’
 

arrangement  for countries covered by arrangement  for countries covered by 
the former Objective 1 for the 2000the former Objective 1 for the 2000--2006 period, 2006 period, 
whose GDP now exceeds 75 per cent of the whose GDP now exceeds 75 per cent of the 
average GDP of the EU(15).average GDP of the EU(15).

••
 

A A ‘‘phasingphasing--outout’’
 

arrangement for arrangement for ‘‘statistical effectstatistical effect’’
 regions that would have been eligible for funding if regions that would have been eligible for funding if 

the threshold had been calculated for EU(15) rather the threshold had been calculated for EU(15) rather 
than EU(25).  than EU(25).  





Regional competitiveness Regional competitiveness and and employmentemployment’’
 15.9% of 15.9% of resources for cohesion actionsresources for cohesion actions

••
 

ForFor
 

the the rest rest of the EU:of the EU:
••

 
RegionalRegional

 
development  programmes  to development  programmes  to 

strengthen regional competitiveness  strengthen regional competitiveness  and and 
attractiveness by anticipating economic attractiveness by anticipating economic and and 
social  social  change change and and supporting supporting innovation.innovation.

••
 

ProgrammesProgrammes
 

financed by financed by the ESF the ESF to to help  help  
workers workers and and companiescompanies, on the , on the basis basis of the of the 
European  employment strategyEuropean  employment strategy..



EuropeanEuropean
 territorial cooperation territorial cooperation 

objective objective 
2.52.5% of the total % of the total for for cohesioncohesion

••
 

TheThe
 

purpose purpose of of this objective  is to strengthen this objective  is to strengthen 
cooperation cooperation at  at  three levelsthree levels: : 

••
 

CrossCross--borderborder
 

cooperation cooperation through through joint  joint  
programmesprogrammes;;

••
 

CoCo--operationoperation
 

between transnational zonesbetween transnational zones; ; 
••

 
NetworksNetworks

 
for cooperation  for cooperation  and the and the exchange exchange of of 

experiences throughout experiences throughout the EU.the EU.



Has there been convergence in the Has there been convergence in the 
EU?EU?

 Evidence from Real GDP growthEvidence from Real GDP growth
Country Growth in 2000 Growth in 2006
Czech Rep 3.6 6.4
Estonia 10.8 11.2
Cyprus 5 3.8
Latvia 6.9 11.9
Lithuania 4.1 7.7
Hungary 5.2 3.9
Malta N/A 3.9
Poland 4.3 6.1
Slovenia 4.1 8.5
Slovakia 1.4 5.7
EU 15 3.8 2.8



Has there been convergence in Has there been convergence in 
the EU?the EU?

••
 

The disparities in income and in employment The disparities in income and in employment 
between EU countries have narrowed over the between EU countries have narrowed over the 
past decade.past decade.

••
 

The conclusions of studies of whether there is The conclusions of studies of whether there is 
convergence at the level of regions within each convergence at the level of regions within each 
EU member state differ.EU member state differ.

••
 

Variations in results may arise because different Variations in results may arise because different 
time periods, regions and indicators of regional time periods, regions and indicators of regional 
disparities are taken into account.disparities are taken into account.



Difficulties in assessing the Difficulties in assessing the 
effectiveness of structural effectiveness of structural 

measuresmeasures
••

 
The impact of many projects and programmes The impact of many projects and programmes 
(e.g. infrastructure) can only be assessed in the (e.g. infrastructure) can only be assessed in the 
long run.long run.

••
 

Problems arise in isolating the effects of regional Problems arise in isolating the effects of regional 
policies from other factors (including other EU policies from other factors (including other EU 
policies with regional implications).policies with regional implications).

••
 

It is difficult to separate the impact of national It is difficult to separate the impact of national 
and EU regional policies.and EU regional policies.

••
 

Recipients tend to overestimate the impact of Recipients tend to overestimate the impact of 
regional measures.regional measures.



SummarySummary

••
 

Inequalities exist across Europe in terms of income and Inequalities exist across Europe in terms of income and 
employment employment 

••
 

Reducing these inequalities is importantReducing these inequalities is important
••

 
Some theories suggest economic integration should help Some theories suggest economic integration should help 
reduce these inequalitiesreduce these inequalities

••
 

Others suggest otherwiseOthers suggest otherwise
••

 
The EU does have a dedicated regional policy to help deal The EU does have a dedicated regional policy to help deal 
with these issuewith these issue

••
 

Seems to have helped when looking across countriesSeems to have helped when looking across countries
••

 
But still a lot of inequalities on a regional levelBut still a lot of inequalities on a regional level

••
 

Difficult to measure the Difficult to measure the ‘‘exactexact’’
 

impact of EU regional policyimpact of EU regional policy
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