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FOREWORD

The recent enlargement of the European Union brought
together countries that had dramatically different recent histories.
The history of the ex-communist countries that joined the EU had
been brutal and the policies adopted by communist governments
had been economically disastrous. To a greater or lesser extent,
these countries have adopted more open markets, and this has led
to some economic improvement.

Despite recent reform, New and Old Europe are marked by
huge differences in income levels. As the author shows, partic-
ular regions within New Europe have very low productivity, low
employment and very low growth. The differences in income
levels between EU regions are stark. The income level of the richest
EU region is over twelve times the level of that of the poorest. Even
ignoring the extremes, which are distorted by special factors,
income differences of over threefold between richer and poorer
regions are common. To put this in context, these income differ-
ences are arguably bigger, for example, than the income differ-
ences between the UK and Botswana.

What should be done? Surely, income redistribution on an
EU-wide level must be ruled out. There is no intrinsic reason
why the poorer regions of the EU cannot become reasonably well
off, and surely even the most diehard pro-Europeans could not
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envisage an EU welfare state. Whatever policies are followed must
be oriented towards promoting more widespread prosperity.

The author argues that old-style regional policies will not be
helpful here either. They have failed. They rely on government
providing subsidies to industries in which the targeted region
does not have a comparative advantage.

So what could work? There has been a resurgence of interest
in the region as a unit of economic development, and the author
gives a moderate welcome to newer types of regional policy.
At least these policies are aimed at increasing general levels
of productivity rather than subsidising failing industries. EU
regional subsidies could also be used to provide infrastructure
which, though in principle would be better provided privately,
in practice is not generally privately provided in the countries
concerned.

In the end, though, regional policy can only be a springboard
for considering wider issues. Using Poland as a case study, the
author shows how policy must be oriented towards removing
government impediments to working and to the establishment of
businesses. Employment protection legislation has to be the main
target for reform, though social security systems are high on the
list too.

The problem is, it appears, that those who are at the centre
of decision-making are asking the wrong question. Politicians are
asking what they can do for the regions, instead of asking what
it is that they currently do which is an impediment to industry
and job creation. As ever, labour market regulation penalises and
prices out of work the least productive.

The regional problem in the EU must be taken seriously and

FOREWORD

the IEA commends this publication as an important contribution
to the debate.
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SUMMARY

Some of the old industrial and agricultural regions of the
newly admitted members of the EU are desperately poor by
‘Old Europe’ standards.

The richer regions of the EU have twelve times the income
levels of the poorest region. Though this is an extreme case,
there are many regions of the EU where income levels are just
one third of the level enjoyed by a number of richer regions.
Income differences within the EU are greater than the income
differences between richer EU countries and parts of Africa.
Conventional regional policy will not close this gap. Policies
of ‘picking winners’ or subsidising industries in which a
region does not have a comparative advantage come from
precisely the same stable as the sorts of policies that made the
regions poor in the first place.

Low levels of income are also complemented by high levels
of unemployment and low levels of productivity. There are
tenfold differences between unemployment levels across the

EU’s regions and twenty-fold differences in productivity levels.

Such differences, in fact, provide economic opportunities
within the context of a free-trade area. Most notably, there
is an abundance of low-cost labour in many regions. As
has been noted, however, this low-cost labour is also low-
productivity labour.

SUMMARY

While traditional regional policy can entrench rather than
alleviate these problems, there has been a resurgence of
influence in the region as a unit of economic organisation. It
is possible that the ‘new regionalism” might provide a better
route to closing regional income gaps. The new regionalism
focuses on raising productivity through education, provision
of infrastructure and so on. While large-scale government
intervention may not be the best way to achieve these goals,
this type of regional intervention is certainly more benign
than old-style regional policy.

The new regionalism can only be the starting point for
considering wider issues. Even new approaches to providing
regional aid should not be the main thrust of policy. Raising
productivity is crucial to raising incomes and employment.
This can only happen with substantial market liberalisation —
particularly within labour markets.

A genuine devolution of governmental power to the regions
by individual countries is necessary and regions should be
given greater responsibility for welfare and labour market
policy. Poor regions would then have a strong incentive to
reduce impediments to employment, including minimum
wages and taxes.

Poor regions do not have to become centres of innovation and
new technology as is often implied in the ‘new regionalism’.
Comparative advantage may well lie in service industries that
employ large amounts of labour that is not especially skilled.
There are wider lessons for the structure of the EU. If we are
to see dynamism and flexibility, as well as the devolution of
power, the EU must develop in a way that allows countries to
opt out of new legislation. If some countries wish for further

13
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integration, they should be content to leave the rest of the EU
behind. This will help the process of ensuring that regulation
is tailored to the circumstances of a country or region, so that
the lack of liberalism in the EU as a whole does not translate
into unemployment for New Europe’s old regions.
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AUTHOR’S PREFACE

The entry of the ex-communist countries from central and
eastern Europe into the EU in 2004 and 2007 was a truly historic
event. The admission of these young democracies put an end
to the Yalta-imposed rift that had divided western and eastern
Europe for more than five decades. Yet, despite the progress made
since the fall of the Berlin Wall, the new entrants to the EU still
lag behind their EU-15 counterparts in several respects. There is a
big development gap between new and old member states which
manifests itself in, among other things, national differences in
GDP per capita, poverty rates, labour productivity and the quality
of social capital, human resources (HR) and infrastructure. Not
only are new entrants less wealthy than old members, but they are
also culturally and politically different from them. The ex-commu-
nist states, having experienced years of oppression, are naturally
more sensitive to all questions related to sovereignty and freedom.
Enlargement to the east, therefore, made a far greater impact on
the EU’s character than any previous accession round. This, in
turn, rendered the EU a less homogeneous organisation, thereby
necessitating a rethink of its modus operandi.

Itis at regional level that the EU’s newly acquired heterogeneity
comes most conspicuously to the fore. If a new member somehow
naturally differs from other countries, its regions — which likewise
differ among themselves within the national borders — seem to

17
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be even more different from their European counterparts. Hence
the enlarged Union’s mosaic-like diversity. There are obvious
economic differences, at the aggregate level, between countries
within the EU. Within countries, there are significant differences
between regions. But the differences in the level of economic
development between regions of different EU member states are
now huge. To put it bluntly, New Europe contains within it a number
of regions that are extremely poor, have low levels of employment and
productivity and which are dominated by outdated agricultural and
manufacturing industries. These are New Europe’s Old Regions.

All this has profound implications. On the one hand, marked
income differentials and high unemployment rates were the
driving force behind an unprecedented migration wave after 1
May 2004 (with approximately two million Poles going in search
of employment and better prospects to the UK, Ireland and other
European countries). On the other hand, the existence of consid-
erable regional disparities in GDP per capita has led to an increase
in the amount of money spent by the EU on regional assistance of
various forms.

Indeed, the promotion of economic convergence has been
Europe’s long-standing objective and has brought forth a wide
range of structural polices. Nevertheless, it seems that cohesion
policy is awkwardly positioned within two overlapping sets of
tensions. The first is between distributive and allocative object-
ives, while the second is between the imperatives of the Lisbon
strategy and the demands of convergence in economic activity
(Begg, 2008: 8). Is the EU’s active regional policy actually inhib-
iting economic development and productivity growth? This
concern reflects more general concerns over the EU’s apparently
limited capacity to respond to the challenges of a new era.

AUTHOR’'S PREFACE

The old industrial regions of what some have called ‘New
Europe’ have a tendency to exhibit serious poverty and unemploy-
ment. Europe’s regional policy, at least as currently conceived,
may entrench rather than alleviate those problems. We examine
this problem mainly in the context of the regional problems faced
by Polish regions. In so doing, we address the challenges posed
by globalisation and further enlargement, the performance of
EU businesses and the rationale of economic liberalisation, the
ramifications of European regionalism and its future mode of
functioning. Hence the monograph, by focusing on the regional
and the central and eastern European dimension, provides an
important contribution to the current debate on the condition of
the European Union and its need to reinvent itself. Specifically it
addresses EU regional policy, something that is a large part of EU
spending but rarely discussed in the UK.

The monograph lays great stress on policy implications for
Poland, the UK and the EU more generally. It has to be emphas-
ised that, although the monograph focuses chiefly on Poland, the
conclusions may well be generally applicable to any country with
big regional socio-economic disparities and an active regional
policy. It argues, among much else, that, to be truly effective,
European regional assistance needs to be combined with free-
market reform and, in the Polish context at least, devolution of
power from supranational and national government to more local
levels. The monograph also makes a case for the EU’s enlarge-
ment to the east and south, claiming that, for all its flaws, the EU
is a groundbreaking project that is highly successful at spreading
democracy, stability and prosperity. This does not have any
implications, of course, for the desirability or otherwise of any
particular state remaining a member of the EU.

19



1 INTRODUCTION

Old Europe welcomes New Europe

Enlargement of the EU in 2004 marked a turning point in
the modern history of Europe. The accession of eight former
communist states — the Czech Republic, Estonia, Hungary,
Latvia, Lithuania, Poland, Slovakia and Slovenia (plus Malta
and Cyprus)' — can be regarded as a definite end to the Yalta-
imposed division of Europe. When the Iron Curtain fell in 1945
and central and eastern Europe de facto became part of the Soviet
empire, it seemed as if the communist regime and the cleavage
of the old continent would last for ever (Davies, 1996). All the
eight countries had experienced — to varying degrees — political
dictatorship, economic mismanagement, technological retarda-
tion and degrading poverty. The Baltic republics, having been
directly annexed to the USSR, disproportionately bore the brunt
of ruthless repression and economic folly. In contrast, Slovenia, as

1 The present monograph, for the sake of convenience, will use the following ab-
breviations: the EU-15 — all the old EU member states prior to the 2004 enlarge-
ment; the EU-8 — all the new EU member states from central and eastern Europe
(without Malta and Cyprus); the EU-10 — the EU-8 plus Malta and Cyprus; the
EU-12 — the EU-10 plus Romania and Bulgaria. It is important to make a distinc-
tion between the EU-8 and the EU-10 as Malta and Cyprus differ markedly from
other countries from central and eastern Europe. Note also that Poland, the
Czech Republic, Hungary and Slovakia are sometimes referred to as the Visegrad
countries, after the declaration of cooperation they signed in 1991.

21



B

NEW EUROPE S OLD REGIONS

INTRODUCTION

pakojdwa uosiad sad sdd ut dant
spaepue)s jamod bBuiseyding,
/na edoinanaeisoina-dda//:dny e s|ge|ieae ‘(uljuo) 1LISOINT (U0 Paseq SUON.INDRD S JOYINY 224105

uoneirsp
Seg €99 8l 8°/S1 YAra4 piepuels
¥'96 ool (184 6'8S1L €8l uesay
wopbury|
L'zLL ozl L€ 8'1bC 609 panun
8CLL vzl L€ 601l L'6 uspams
0001 €0l o€ 8'v0S S ureds
1'/8 z6 9y £0¢ 07 BIUSAO|S
$'S/ 89 0/ 0'6v v’ enjeAols
L6 6€ 09 v'8€ 917 eluBWIOY
€89 v/ 8L 6'L6 90l [ebniog
29 SS $'9 9°z7zs L'8€ puejod
Ll €el L'C S’y 79l SpuepayIaN
(upaA snoinaid

©0L=22N3) (49 = /7-n3) w5dd U0 2BUDY> 95) 2304 (wy 220mbs
Auanpnpoad anogo7  up pydod ad ggn  ymmoib ggo pay  jo spupsnoyl) baty (W) uonpindod Anunos n3
6’88 9/ L'e €0 7’0 BleN
8€8l 8¢ Ly 9T S0 Banoquiaxn
9'L9 29 S/ 2'S9 ¥'e eluenyin
£9S L9 [y 9'¥9 14 eiajen
9°601L €0l vl €°10¢ L'6S Aley
6'Ccel 44" 3 €0s 154 puejai|
65, $9 97 0'€6 Lot Arebuny
8'8LL 86 8¢ 6lEl Ll 929310
€901 vLL L¢ 0°4S¢€ €'¢C8 Auewssn
R4 48} 0'¢ 0'¥¥S ¥'e9 oduely
eeLL 8Ll e L'8¢¢ 1Y puejui4
€49 [44 79 Sy €l eluo3sy
c'/0L 9l €L L'ey 'S Jjewus
R YA 8 0'S 6’8/ ¢olL dlgnday yaszd
$'/8 6 8'€ €6 80 snudAD
¥9¢ 6¢ 09 60LL L'/ euebing
y'SelL 4" L¢ g'0¢ 9'0lL wnibag
Leel ocl €'t 6'¢8 €8 elysny

(upaA snoinaid

001=2203) (49 = y7-03) s5dd 0 2BuDY> 96) 101 (wsy 210

Auandnpoad anogo7  ui pydod sad ggn  yimoub ggo pay  jo spupsnoyl) basy (W) uonpindod Anunos n3

(£002) s103ed1pul d1wouodd pue diydesbowsap diseq :/Z-nN3 | 3|qel

23

22



NEW EUROPE’S OLD REGIONS

24

the richest part of a Russia-defying Yugoslavia, came out relatively
unscathed from the period of communist rule. That said, all the
countries of central and eastern Europe were affected by commu-
nist ideology, with its negation of market forces and utter disre-
gard for human rights (Mises, 1949; Hayek, 1960; Balcerowicz,
2003).

When the Berlin Wall crumbled in 1989 and the Soviet Union
disintegrated two years later, a painful process of transforma-
tion from a centrally planned system to a relatively free-market
economy began. At the same time, democracy was restored and
political pluralism enshrined in the constitutions of the newly
born states (Zielonka and Krok-Paszkowska, 2004). The promise
of distant (but not unrealistic) European Economic Community
(EEC) membership came to be seen as an effective way to consol-
idate the rule of law and the market mechanism. After many years
of strenuous efforts to restore democratic institutions, to entrench
market economies and, ultimately, to absorb the acquis commu-
nautaire, these countries were officially admitted to the EU in
2004. Romania and Bulgaria then joined the EU in January 2007.
The process of enlargement is supposed to continue to embrace
Albania, Bosnia, Croatia, Serbia, Macedonia and Turkey in the
future (Rennie, 2008: 16).

Old Europe and New Europe — economic and political
differences

Indeed, the accession of the new members in 2004 (and then in
2007) not only dramatically affected the EU character (Zielonka,
2001) but also proved particularly challenging (Cottrell, 2003:
19). Enlargement from 15 to 27 countries not only increased the

INTRODUCTION

EU’s total population to more than 495 million people,? but also,
even more importantly, reduced a comparatively high degree of
western European homogeneity,’ thereby rendering the EU a less
uniform and more loosely knit organisation (see Table 1).

In view of the memories of Soviet rule, the first problem is
closely related to the new member states’ intrinsic reluctance
to cede (part of) their newly regained sovereignty to any supra-
national entity* and their willingness to maintain strong trans-
atlantic ties (Poland was even billed as the USA’s Trojan horse in
Europe). This stance is viewed with suspicion by the proponents
of an ‘ever-closer’ union. The traditional EU core (mainly France,
Belgium, Luxembourg, Italy, Germany and arguably the Nether-
lands) aspires — in the name of ‘deepening’ the Union — both to
harmonise the areas of social and economic policy that still fall
into the purview of national authorities (taxes, welfare benefits,
labour laws) and to reinforce political unity.

The second cause of the EU’s increasing heterogeneity is
economic in character. Despite noteworthy progress, in terms of
GDP per capita the 2004 new entrants still lag far behind the
EU-15. The entry of even poorer Romania and Bulgaria threw this
issue into particularly sharp focus. But there is another, equally
significant, dimension to the economic argument. Given the
considerable wage differentials between the west and the east

2 With a combined GDP per capita (at PPP) equalling US$28.213 (2007).

3 Arguably, claiming that the EU-15 prior to enlargement was marked by a high de-
gree of homogeneity might be an oversimplification; indeed, there have existed
remarkable cultural and socio-economic differences among ‘Old Europe’ coun-
tries since the very beginning of the integration processes. Nevertheless, as seen
from the perspective of the Soviet bloc, they constituted a more or less homo-
geneous grouping adhering to the principles of democracy and capitalism.

4 This attitude is illustrated by the typical slogan of central and eastern European
eurosceptics: ‘In the past it was Moscow that called the tune, now it is Brussels’.
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of the EU, the accession countries — offering low-cost labour,
a business-friendly climate and a continually growing market
potential — have become especially attractive to foreign and other
EU investors. With the progressive dismantling of barriers to
the free flow of capital and labour,’ and the rapid propagation
of information and communication technologies (ICTs), many
EU-15 (as well as US and Asian) companies have decided to shift
production and outsource office tasks to EU-12 countries. Also,
thousands of central and eastern Europeans — mostly highly
skilled manual workers and university graduates — have gone
in search of employment to the UK, Ireland and other EU-15
member states.

These processes provoked a backlash in many EU-15 countries
and prompted emotional protests against various stereotypes:
(i) Polish plumbers stealing French jobs; (ii) national companies
betraying compatriots and shifting production (hence axeing local
jobs) to lower-cost Slovakia or Estonia; (iii) central and eastern
European governments introducing free-market reforms and
pursuing a sort of ‘beggar-thy-neighbour’ policy vis-a-vis their
western counterparts, thus striking at the heart of (peculiarly
understood) European unity. Hence it is argued that the EU is
currently undergoing a sort of identity crisis — a presupposition
that was reinforced by French and Dutch voters’ rejection of the

5  The principle of free flow of goods, services, workers and capital, being enshrined
in the successive European treaties, constitutes the fundamental ‘pillar’ of the EU.
That said, there is no doubt that barriers to free flow still exist. This takes the
form of: (1) restrictions on labour mobility (in 2007 seven EU-15 member states
still kept their markets shut for workers from central and eastern Europe) and
(2) attempts by national governments (chiefly France, Germany and Spain,
but also Poland) to thwart takeovers of so-called national ‘treasures’ by foreign
companies.

INTRODUCTION

draft constitutional treaty in 2005, and the Irish ‘no’ to the Treaty
of Lisbon in 2008.

A Europe of regions?

The implications of the economic argument are central to this
monograph. Marked GDP per capita differentials, higher-than-
average poverty rates and other socio-economic disproportions,
together with the dilemmas associated with liberal reform, struc-
tural change and development aid, are most illustrative when
looked at from the regional perspective. It is at regional level
that the disparities between the west of the EU and the east are
particularly conspicuous. In other words, even though central
and eastern European countries have become richer on aggre-
gate and have thus reduced the distance to their western neigh-
bours (European Commission, 2007b), regional disparities within
the enlarged EU seem to be diminishing at a slower pace. Some
regions of new member states are desperately poor. More gener-
ally, most new member states are marked by persisting urban—
rural, core—periphery divides.

But it is also at regional level that the consequences of
enlargement (and globalisation in general) are most intensely
experienced by the citizens of the EU-15. As deindustrialisation
— boosted by restructuring processes, which involve relocation
of production and outsourcing of business functions — gathers
momentum, many traditional (industry-dominated) and/or
peripheral regions in ‘Old’ Europe have seen jobs disappear and
reconversion efforts slow down (OECD, 2006: 30). The regional
perspective seems even more pertinent in view of the emphasis
the EU places on its cohesion policy (Leonardi, 2005), which,
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governed by Articles 2 and 4, and Title XVII of the Treaty Estab-
lishing the European Community (TEC), accounts for 25 per cent
of the EU budget (Esposti, 2008: 14).

Indeed, as has been noted, the promotion of economic conver-
gence has been the EU’s long-standing objective. In practice,
economic and social cohesion is defined in terms of reducing
regional disparities as measured by GDP per head (relative to the
EU average) in PPP terms. In consequence, a wide array of struc-
tural policies has been in place since the late 1980s, the impact of
which on the process of convergence among European regions is
subject to much debate (De Michelis, 2008; Esposti, 2008). In this
context, it is important to note that the Lisbon Treaty (assuming
it is adopted) will somehow modify the definition of cohesion
through the addition of the word ‘territorial’, ‘implying a focus on
spatial balance in economic development’ (Begg, 2008: 3).

How EU regional policy can work against the Lisbon
Agenda

Since the relaunch (in 2005) of the Lisbon Strategy — whose over-
arching (and unrealistic) objective is to turn Europe into the most
competitive economy in the world by 2010 — structural polices
have been supposed not only to reduce regional differences, but
also to enhance the EU’s aggregate competitiveness. Indeed, the
European Commission (2007b) highlights that cohesion policy
is confluent with the goals of the Lisbon Strategy by promoting
growth and employment. Yet this assertion is highly problematic.
For one thing, regional policy is regarded primarily as a distribu-
tive policy whose ‘supply-side’ effects on growth are at best hard
to evaluate (Esposti, 2008: 15; Begg, 2008: 7-8) and, for another, it

INTRODUCTION

allocates resources to areas where they are less productive, which
is in principle in conflict with the promotion of growth (Santos,
2008).

On the other hand, the shift to a knowledge-based economy
(Smith, 2000; Dolfsma, 2008) has coincided with the resur-
gence of interest in the region as a scale of economic organisation
(Scott, 1996, 1998; Storper, 1997; Armstrong and Taylor, 2000).
Proximity-facilitated innovation generation, technology diffusion
underpinned by knowledge spillovers, social-capital-lubricated
collaboration and networking-driven inter-cluster cooperation
have all come to be seen as vital elements of regional development
strategies (see, inter alia, Simmie, 1997, 2003; Cooke and Morgan,
1998; European Commission, 2007¢; Breschi and Malerba, 2005;
Cumbers and MacKinnon, 2005; Porter, 2007; Dolfsma, 2008).
Much hope has also been pinned on the capacity of ICT to trans-
form the fortunes of disadvantaged, remote regions (Cornford et
al., 1996; OECD, 2001b). Furthermore, the concept of the learning
region® — shifting the focus from R&D activity and technological
progress to institutional and cultural factors — has offered novel
insights into the mechanisms of regional economies (Lundvall
and Johnson, 1994; Morgan 1997; Maskell and Térnqyist, 1999).

This finds its reflection in the EU’s documents. In the inte-
grated guidelines for the Lisbon Strategy, innovation poles or
clusters are mentioned in Guideline 8, which refers to ‘helping to
bridge the technology gap between regions’. Likewise, Guideline
10 centres on networking between clusters (Begg, 2008: 4). Yet
doubts are currently being cast both over the new regionalism’s
ability to deliver the processes it promises as well as over whether

6 It was even hailed as a ‘revolution’ in regional thinking (Armstrong and Taylor,
2000: 292).
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development processes are actually as critical to the spatial
workings of the economy as the new paradigm assumes (Hudson
1999; Lovering, 1999; MacKinnon et al., 2002; Martin and Sunley,
2003; Purcell, 2004). In a similar vein, it is increasingly clear that
many of the supposed benefits of ICT have failed to materialise
(cf. Jaeger and Storgaard 1997; Clark, 2001; Gillespie et al., 2001;
Schmied, 2002). That said, as will be demonstrated later on, these
reservations should not be uncritically accepted either.

New Europe’s old industrial regions

Regional differences in incomes exist in most developed coun-
tries.” Nevertheless, from a purely pragmatic conservative perspec-
tive, they ought not to be too conspicuous and disproportionate.®
This is because conspicuous income disproportions risk upsetting
the delicate social balance and, in turn, risk undermining the capi-
talist framework in a democracy. In ex-communist countries at the
very beginning of the transformation entire professional groups
got impoverished, while ex-apparatchiks-turned-democrats used
their connections to seize opportunities offered by the advent of
capitalism and the yawning gaps in the law resulting from the

7 Just as some people will always be more affluent than others because of differ-
ences in: (1) skill (human capital); (2) approach to work and leisure; (3) propen-
sity to save (and invest); (4) size of family and life expectancy, we can expect these
differences to exist between the average incomes of people grouped by region.

8  Of course, one might justifiably ask how we tell what is ‘too” much difference. We
do not make such a value judgement here. It is worth noting, however, that, if
the government of a particular country guarantees a particular minimum level of
income through the social security system and large numbers of people in a given
region cannot achieve a level of income greater than that minimum through em-
ployment, then there are going to be lasting differences between employment
levels in different regions.

INTRODUCTION

inexperience of the early reformers. This, in turn, provoked an
anti-capitalist backlash and a yearning for the comeback of equal-
ity-imposing ‘good socialist times’.

From a more economically liberal perspective, if regional
differences exist because of interventionist policies that hold back
particular regions, then this is unambiguously bad policy.

Equally significantly, by focusing on the regional agenda in
central and eastern Europe, the monograph attempts to address
issues of general interest to the entire European project. Thus it
both examines through the prism of New Europe’s regionalism
the rationale of the EU regional development agenda (its cohesion
policy and its apparent drive for innovation and competitiveness)
and comes up with concrete policy recommendations designed to
improve the situation in disadvantaged EU-12 regions.

The monograph chiefly focuses on Poland, contrasting its
regional experience with that of other EU countries (both old and
new members). This approach takes as its premise the presup-
position that Poland, the biggest new member state,’ which is
endowed with sizeable regions and an increasingly uncompetitive
and business-unfriendly economy (Heritage Foundation, 2008;
World Bank, 2008; World Economic Forum, 2008a, 2008b),
can serve as an illustration of certain processes and phenomena
typical, to varying degrees, of all EU countries — but especially the
new entrants.

9  Poland accounts for roughly 50 per cent of the EU-10 population and 40 per cent
of its GDP. In 2006 — that is, prior to the accession of Romania and Bulgaria — it
was the poorest EU-25 member state (with the EU-25 equalling 100, its GDP per
capita at PPP stood at 52.3).
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Summary

The monograph proceeds as follows. Chapter 2 presents statistical
data for EU-27 regions to provide a background against which
to discuss general regional issues. Chapter 3 then examines how
enlargement to the east has affected the EU’s character and func-
tioning. It explores the economic and political ramifications of the
accession of the ex-communist countries for the entire Commu-
nity and individual member states. In this context, we discuss the
condition of European business and the structural weaknesses of
the EU economy. In further chapters, we then discuss the impli-
cations of European regionalism and the wider framework of EU
cohesion policy and analyse the challenges posed to the regions by
globalisation and EU integration.

Chapter 6 discusses the discourses and doctrines associ-
ated with the new regionalism, placing special emphasis on the
concept of the learning’ region and the importance of social
capital. Chapter 7 then uses Poland as a case study. Specifically, it
discusses the transformation of the Polish economy, examines the
problem of lack of social capital, and contrasts its performance
with that of other central and eastern European countries.

Chapters 8 to 10 focus on important policy issues. First, we
examine ‘non-solutions’: that is, regional and other policies which
ought to be avoided. Then we examine the effectiveness of EU
cohesion policy. The main proposal is for a strategy combining
economic liberalisation and further decentralisation with the
fundamental premises of the new regionalism. The key to success
in reducing regional differences is the ability for continual change
and adaptation as well as cooperation between local actors: this
cannot happen without liberalisation. This leads into a discussion
of the EU’s raison d’étre and its regional agenda. We argue that the

INTRODUCTION

EU should allow ‘coalitions of the willing’ combined with further
enlargement. This is more likely to lead to openness and diversity
rather than the harmonisation-driven uniformity that results
from the current approach.
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2 REGIONAL DISPARITIES AT EU AND
MEMBER STATE LEVEL

It is between regions rather than between countries that the
differences in the level of economic development in the EU are
particularly manifested. Indeed, many of the central and eastern
European capital regions are thriving and are soon likely to catch
up with the EU-27. Accordingly, the emphasis here is placed on
growing urban-rural, core—periphery divisions within the EU-12.
The problem is not so much regional disparities per se, however.
Rather, it is stagnation and non-functioning labour markets in
certain areas which pose the main challenge.

The EU is a unique alliance of markedly different nation-states
undergoing a process of integration. Its uniqueness stems from
the fact that nominally independent countries voluntarily agree to
cede part of their sovereignty in the name of the overarching aim
of European unity. It follows that in the eyes of most Europeans
(or at least their democratically elected governments) the benefits
of joining the EU outweigh the potential disadvantages associ-
ated with the loss of independence. Never before has a project
of comparable scope and vision been carried through (see also
Davies, 1996).

Both from the perspective of an individual country and from
that of the entire EU, the decision to apply for membership and
then the accession itself are heavy with implications. The obliga-
tion to meet all the membership criteria dramatically affects a
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candidate country’s functioning, while the need to accommodate
a new member might entail a rethink of the existing procedures
and policies within the EU itself. Furthermore, the entry of a new
country invariably brings with it its own peculiar problems and
unique cultural heritage, which risks decreasing the EU’s homo-
geneity, thereby making it a less closely knit grouping.

But there is a significant regional dimension to the acces-
sion process, so enlargement makes a profound impact both on
the regional agenda of a member state and on the EU. Not only
does a new entrant naturally differ in some respects from other
members, but also its regions — which likewise differ among
themselves within the national boundaries — will be different
from other EU regions. If there are noticeable regional differ-
ences within Spain — say, between Andalusia and Navarra — it
seems likely that the differences will be even more pronounced
between (say) Andalusia and the Polish region of Lubelskie. They
will be mainly of linguistic, cultural and historical character (we
will explore the ramifications of European regionalism for the
standing of national governments in Chapter 4).

This pan-European regional diversity also manifests itself in
the area of economics, taking the form of regional disparities in
terms of GDP per capita, income, unemployment rates or labour
productivity.' Enlargement to the east indeed contributed to
widening disparities within the EU both at national and regional
levels (Eurostat, 2007: 26; Begg, 2008: 3). Yet it is at regional level
that the differences are most conspicuous (Eurostat, 2006: 33). In
2004, for instance, GDP per head was almost five times higher in
the top 10 per cent of regions (ranked by GDP per capita) than in

1 Regional economic disparities exist in most modern states, well-developed and
less prosperous countries alike (OECD, 2005).
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the bottom 10 per cent (Eurostat, 2007: 26). Moreover, as will be
demonstrated when analysing Poland’s regional agenda, consider-
able disproportions exist within the regions themselves, normally
resulting from an urban-rural, core-periphery dichotomy. It
is instructive, therefore, to examine statistical data for 268 EU
regions, placing special emphasis on the situation in central and
eastern Europe.”

We thus look at basic socio-economic indicators such as GDP/
income per capita, employment/unemployment rates, labour
productivity and productivity growth. The values of these indica-
tors, giving a picture of both regional wealth and the situation in
the local labour market, illustrate not only the level of the general
development of a given region, but also the living standards of its
inhabitants.

GDP per capita

We first analyse the regional distribution of GDP per head (2003)
in purchasing power standards (PPS), as calculated by Eurostat

2 Note that all statistics at regional level within the EU are based on the nomen-
clature of territorial units for statistics (NUTS). It was established by Eurostat
more than thirty years ago in order to provide a single uniform breakdown of
territorial units for the production of regional statistics for the EU. In each mem-
ber state, a three-level hierarchy of regions — NUTS1, NUTS2 and NUTS3 — was
established on the basis of existing administrative regions or groupings of these.
Regions at NUTS level 1 are large subnational units (such as Scotland or Bavaria),
each of which usually comprises a number of NUTS2 regions (such as comuni-
dades autonomas in Spain or voivodships in Poland). In turn, these are made up of
NUTS3 regions (such as the Kreis in Germany). Fundamentally, regional analysis
in this section is based on the NUTSz2 classification. This means that in some
countries the number of NUTS regions corresponds with the number of official
administrative units (Poland) or, more frequently, that it does not (for instance,
in the case of the UK).
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Table 2 Some EU-15 and EU-12 regions (GDP per capita in PPS, 2003)

Region Country Place GDP per capita
Inner London The UK 1 60,342
Brussels Belgium 2 51.658
Luxembourg Grand Duchy of 3 50,844
Luxembourg
Hamburg Germany 4 40,011
fle de France France 5 37,687
Prague Czech Republic 19 30,052
Bratislavsky Kraj Slovakia 53 25,190
Kb6zép Magyarorszag Hungary 130 20,627
Slovenia Slovenia 190 16,527
Mazowieckie Poland 203 15,833
Malta Malta 204 15,797
Nord-Est Romania 268 4,721

Source: Eurostat (2006: 27-8)

(2006: 27). This indicator offers a simple yardstick of regional
prosperity. By this gauge, Inner London is the richest region in the
EU-27 (PPS 60,342), whereas Nord-Est in Romania is the poorest
region (PPS 4,721). Brussels (PPS 51,658) and Luxembourg (PPS
50,844) follow in second and third places (see Table 2). It is worth
noting the very high standing of Prague (nineteenth place) — the
region with the highest GDP per capita in the new member states
(PPS 30,052). Yet the Czech capital is an exception among the
EU-12 regions, which lag far behind.* Altogether, in 74 of the 268
EU-27 regions, the per capita GDP in PPS in 2003 was less than 75

3 Botswana’s GDP per head in 2001 (US$3,832) is higher than that of the Polish
region of Lubelskie (approximately US$3,620), which — prior to the accession of
Romania and Bulgaria—was the poorest region in the entire EU, in the same year.
Note that the above GDP per capita values are not calculated on a PPP basis.
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per cent of the EU-25 average. As might be expected, most of those
regions are situated in new member states as well as in eastern
Germany and in the southern and western periphery of the EU-15.

At the upper end of the spectrum, 36 regions had a per capita
GDP of more than 125 per cent of the EU-25 average in 2003. Most
of these affluent regions are in southern Germany, in the south
of the UK, in northern Italy, in northern Belgium and in Luxem-
bourg, the Netherlands, Ireland and Scandinavia. Madrid, Paris
and, most interestingly, Prague also fell into this category.

There are also substantial regional differences within the EU
countries themselves. In the EU-15, the largest regional differ-
ences are in the UK and Belgium. By contrast, the lowest values
are in Sweden and in Ireland. But conspicuous regional differ-
ences in GDP per head are a characteristic of the EU-12 countries.
Also worth noting is that in all the new member states and in a
number of the old ones, a considerable share of economic activity
is concentrated in the capital regions. Certainly, it is in the capital
regions that the highest per capita GDP is generated. Hence, with
the notable exceptions of Berlin and Rome, the regions of Brussels,
Prague, Madrid, Paris, Lisbon, Budapest, Bratislava, London, Sofia
and Bucharest occupy a prominent position in national economies.

In 19992003 the process of catching up — in terms of a
region’s per capita GDP — was concentrated in the EU’s periph-
eral areas, both in the EU-15 and the EU-12 countries. Among the
former, it was Greece, Spain, Ireland and the UK where economic
growth was strongest. Other EU-15 peripheral states, however,
such as Italy and Portugal, did not experience comparable
economic dynamism: no Italian and Portuguese region (except
for Madeira) achieved the average growth of the EU-25. The same
can be said about Germany and France, where most of the regions
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also fell short of the EU average in terms of economic growth. In
sharp contrast to the European core, many regions in the EU-12
countries experienced above-average growth. This happened
in the capital regions of the Baltic republics, Slovenia, Hungary,
Bulgaria and Romania. The biggest disappointment was Poland,
where the regional increases in GDP per capita values were only
slightly above the EU-25 average (despite the low level of GDP
overall).

Nord-Est, in Romania, was the non-capital EU-12 region with
the strongest growth. Its GDP per capita in PPS increased by 6.7
percentage points in 1999—2003 from 22.4 per cent to 29.1 per
cent of the EU-25 average. The Portuguese region of Norte was the
least prosperous in the EU-15. Norte’s GDP per head (57.4 per cent
of the EU average) was exactly the same as that of the Romanian
capital, Bucharest.

On average, the new member states seem to be catching up
with the EU-25 average at a rate of 0.8 percentage points every
year, which, at first sight, seems to bode well for the future in
terms of reducing regional differences in income. It transpires on
closer inspection, however, that not all EU-12 regions followed the
pattern of dynamic growth. This applies in particular to Poland,
Malta, Cyprus and, to some degree, the Czech Republic and
Bulgaria. By and large, 24 of the 55 regions in the new member
states grew by fewer than 3 percentage points, which was below
the average. Of those 24 regions, twelve were in Poland, six in the
Czech Republic and three in Bulgaria. Worryingly, six regions fell
even farther behind: four in Poland, one in Bulgaria and one in
Romania.*

4  The dynamics of economic development across the regions in one country can
diverge almost as widely as between regions in different countries. The most
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Income

As Eurostat (2007: 36) observes, GDP per capita in PPS has a
number of drawbacks as an indicator of regional wealth. One of
them is that a “place-of work’ figure (the GDP produced in the
region) is divided by a ‘place-of-residence’ figure (the popula-
tion living in the region). This inconsistency is relevant whenever
there are commuter flows (more or fewer people working in a
region than living in it), as with the Inner London region. Equally,
other factors can cause the regional distribution of actual income
not to correspond to the distribution of GDP. These include, for
instance, income from rent, interest or dividends obtained by the
residents of a certain region, but paid by the residents of other
regions.’

In 2004 the centres of prosperity — with primary income
of private households per inhabitant above 18,000 PPCS
(purchasing power consumption standards) — were to be found,
inter alia, in southern England, Paris and Alsace, northern Italy,
Vienna, Madrid, Flanders, the western Netherlands, Stockholm,
Bayern and Baden Wiirttemberg (Eurostat, 2007: 36). One can

conspicuous differences in dynamics can be seen in the Netherlands and Ro-
mania, where the per capita GDP in the most economically dynamic regions
increased by around 20 percentage points more than in the least. The corre-
sponding figures for the UK and Portugal were 17 and 15 percentage points re-
spectively. At the opposite end of the spectrum lie Sweden and Belgium, with a
regional range of 8 percentage points. The glaring regional differences within the
new member states can be put down largely to the dynamic growth of the capital
regions.

5 Inthetext, a distinction will be made between the primary and secondary income
as well as the disposable income of private households (for the exact definitions,
see Eurostat, 2006: 39). Owing to lack of data, Cyprus, Luxembourg, Malta, Slov-
enia and Bulgaria, as well as the Autonomous Provinces of Bolzano and Trento
(Italy), and the French Overseas Departments, are not included in the analysis in
this section.
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also notice a clear north-south divide in Italy and a west—east
one in Germany. To a lesser extent, a south-north divide is also
visible in the UK and Belgium. Household primary income in
the new member states lay considerably below the EU average.
Only the capital regions — Prague, Mazowieckie (Poland), K6zép
Magyarorszag (Hungary) and Bucharest — found themselves
within the 6,000-12,000 PPCS range. The eastern peripheral
regions of some of the new member states were even farther
behind the respective national level, giving a clear west—east
division not only in Poland but also in Romania and Slovakia.

As with the GDP per capita values, the least affluent region on
an income per head basis was Nord-Est in Romania (2,696 PPCS),
whereas the wealthiest one was the UK region of Inner London
(29,411 PPCS). The ten regions with the highest per capita income
included five regions in the UK, three in Germany and one each
in France and Belgium. A comparison of primary income with
disposable income highlights the levelling impact of state inter-
vention (income redistribution). Government-conducted redistri-
bution increases the relative income level in southern Italy, central
and southern Spain, the west and the north in the UK, and in
parts of eastern Germany and central Greece. Redistribution also
levels disposable income across the regions in the new member
states. Yet the levelling out of private income levels in New Europe
was generally less manifest than in Old Europe. And, despite state
intervention, the capital regions maintain their edge over the
periphery. At 11,038 PPCS per head, K6zép Magyarorszag was the
region with the highest disposable income in the accession coun-
tries (followed closely by Prague, which came top in 2003).

State activity reduced the ratio between the highest and the
lowest regional value from a factor of 10.9 to 6.9. The largest
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regional disparity in wealth within a given country — a factor
of 2.05 — can be observed in Romania. Income in the Bucharest
region was more than double that in Nord-Est. Poland had the
lowest income disparity among the new member states. Yet, given
the potentially insidious effects of the government intervention
that results in increases in regional disposable income (Smith,
2006: 119-37), this does not have to be interpreted as a positive
aspect. In the EU-15 the smallest regional income disparities
(11-32 per cent) were to be found in Ireland, Austria, the Nether-
lands and Sweden.

In this context, it might be instructive to compare Ireland
and Poland (a comparison frequently made in the Polish litera-
ture). The latter country had the lowest income disparity in the
EU-12, the former in the EU-15. Poland was also the country with
the largest number of regions (thirteen out of sixteen) in which
disposable income exceeds the primary income (which suggests a
high degree of income redistribution).® Ireland, in sharp contrast
to Poland, has the lowest GDP per capita disparity (a factor of 1.6)
in the entire Community. This may imply that in Ireland wealth is
generated in a more or less uniform way all over the country. That
is not the case in Poland, where only a few core regions experience
above-average economic growth and end up subsidising the less
affluent periphery (mainly in eastern Poland).

6  Apart from monetary social benefits from the state, other transfer payments too
— for instance, remittances from abroad or other regions — can cause disposable
income to exceed primary income. Prior to 2004 many Poles worked illegally in
the EU-15 and the money they sent home may have contributed to the increase
in disposable income. In Poland intra-national labour mobility, unlike transna-
tional labour mobility (witness the mass exodus of Polish workers to the UK and
Ireland after 1 May 2004), is generally low, so transfers from people working in
other Polish regions had no significant effect on regional disposable income.
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Employment and unemployment rates

The EU as a whole compares unfavourably with the USA in terms
of unemployment and employment levels: the average joblessness
rate in the EU is roughly twice as high as in the USA. With the
accession of the central and eastern European countries in 2004,
labour market statistics were not improved as some of the new
entrants — notably Poland — were plagued by very high unemploy-
ment. In some Polish regions unemployment exceeded 25 per cent
and in many subregions it even topped 35 per cent.” Hence again it
is at regional level that disparities seem to be most conspicuous. It
might be informative to look at labour market indicators from the
regional perspective so as to see the magnitude and causes of the
differences, and hence to understand the nature of the problems
facing many EU regions, especially those situated in the EU-12
countries.

In 2004 the employment rate at EU level stood at 63.1 per cent
compared with 62.8 per cent in 2003. At national level, Denmark
(75.5 per cent), Sweden (72.1 per cent) and the UK (71.6 per cent)
were the countries with the highest employment rate (yet, given
high hidden unemployment in Sweden, one should treat its
second place with suspicion). Malta (54.1 per cent) and Poland
(51.7 per cent) found themselves at the other end of the spectrum.®
Regions with an employment rate of over 67 per cent can be found
in Belgium (the central region of Vlaams-Brabant), the Nether-
lands (all twelve regions), the UK (31 out of 37 regions), the Czech
Republic (the capital region of Prague and the central region of
Sttedni Cechy) and Slovakia (the capital region of Bratislava).

7 Unemployment fell to 9.3 per cent in September 2008. This was due, however, to
mass emigration to Britain and Ireland rather than to any supply-side reform.
8  Poland’s employment rate was, therefore, the lowest in the entire Community.
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By contrast, rates below 55 per cent were recorded in 42 regions;
these included: five in Spain, seven in southern Italy, four in
Hungary, two in Slovakia and as many as fourteen out of sixteen
regions in Poland.

In 2004 the unemployment rate in the EU was 9.2 per cent. At
regional level, the worst situation was observed in Polish and east
German regions (see Table 3), where unemployment exceeded
20 per cent. In Romania unemployment was far lower, ranging
from 6.2 per cent (Nord-Est) to 9.9 per cent (Sud-Est). The unem-
ployment rate in Inner London in the UK is around 3 per cent
compared with 28 per cent in Warminsko-Mazurskie in Poland.
Clearly, the regional disparities in unemployment levels are much
more conspicuous than those in GDP or income per head.

Table 3 Selected regions with lowest and highest unemployment

(2004)
Regions with lowest unemployment Regions with highest unemployment
Region Country Rate Region Country  Rate
(%) (%)
Aland Finland 2.6 Warminsko-Mazurskie Poland ~ 27.8
Nord Est Italy 3.2 Zachodniopomorskie Poland  25.8
Oost Nederland The Netherlands 3.5 Lubuskie Poland  25.6
South-East The UK 3.8 Mecklenburg (East) 20.1
Germany
Kézép Magyarorszag Hungary 4.0 Sachsen Anhalt (East) 19.6
Germany

Sources: Eurostat (2006); Office for National Statistics; Central Statistical Office
(2004), Statistical Yearbook 2003, Warsaw
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Labour productivity and productivity growth

Regional differences in labour productivity are even larger than
those in unemployment rates. To begin with, there is a fairly clear-
cut west—east division line. Western Europe (with the notable
exception of some regions in Italy and Portugal) is characterised
by far higher labour productivity than the ex-communist countries
of central and eastern Europe. This, of course, is the legacy of the
communist past, when the absence of market forces — coupled with
crass mismanagement, technological backwardness, a socialist
work ethos and the substandard quality of human resource
management — all resulted in extremely low labour productivity.
There is no doubt that increasing labour productivity is the key to
fast economic growth and hence higher living standards. It is one
of the main challenges faced by the EU-12 in the near future.

In 2004, for instance, more than €80,000 per person
employed — to use one possible gauge of productivity — was gener-
ated in southern and eastern Ireland, the Grand Duchy of Luxem-
bourg, the fle-de-France region and Brussels. By contrast, less than
€10,000 per person employed was generated in all Bulgarian and
Romanian regions (apart from Bucharest). As might be expected,
labour productivity was also very high (over €60,000 per person
employed) in other regions of Old Europe (Vlaams-Brabant,
Alsace, Oberbayern), as well as in large urban areas such as Inner
London, Stockholm or Hamburg. Nevertheless, there are vast
interregional differences in labour productivity within individual
EU-15 countries. Predictably, owing to the reunification, this is the
case in Germany (a maximum difference of €32,897 per person
employed), but also in the UK (a maximum difference of €28,420
per person employed).

Not surprisingly, labour productivity in all regions of new
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REGIONAL DISPARITIES AT EU AND MEMBER STATE LEVEL

for human resources and technology upgrading as well as infra-
structure development. All those issues will be discussed below.

In the light of the above analysis, it is clear that there still
exist vast regional disparities within the enlarged EU. The differ-
ences in unemployment and labour productivity levels between
EU regions are particularly conspicuous. Even though one can
observe substantial differences in terms of basic socio-economic
indicators within some of the EU-15 countries (north—south in
Italy or west—east in Germany) as well as in some of the EU-12
countries (west—east in Poland and Romania), it is between EU-15
regions and EU-12 regions that disparities are at their most acute.
There now exists one economic union within which there are huge
disparities between the economic performance and wellbeing of
different areas. The description above has used a number of statis-
tics, mainly taken from the time of accession of the new members.
In Table 5, the extreme regional differentials are brought out by
showing the three most successful regions and the three least
successful regions by each of GDP per capita, unemployment rates
and labour productivity. The most recently published consistent
data are used in each case.

Despite the noteworthy progress made by most central
and eastern European regions (especially the capital region of
Prague) since 1989, the west—east division line is likely to char-
acterise Europe’s spatial distribution of income wealth for some
time in the future. Yet, with EU-12 metropolitan areas facing
bright developmental prospects, this might be accompanied by
the emergence of another division line that would take the form
of core—periphery, urban—rural divisions running across eastern
Europe. The aggregate performance of the EU-12 may well hide
the dire performance of substantial regions within the EU-12.
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3 ECONOMIC AND POLITICAL STRUCTURE
OF EUROPE

The chapter examines the impact that enlargement to the east
has made on the character and functioning of the EU. It explores
the economic and political ramifications of the accession of the
ex-communist countries for the entire Community and for indi-
vidual member states. In this context, we discuss the condition
of European business and the structural weaknesses of the EU
economy.

Economic and political ramifications

The demise of communism in 1989 ushered in a new era of
European integration: the fall of the Iron Curtain put an end to
the Yalta-imposed division of the old continent into two hostile
blocks. The process was further bolstered by the accession of eight
former Soviet satellites into the EU in 2004. The ex-communist
countries voluntarily pledged to abide by the standards of
democracy and, even more remarkably, agreed to cede part of
their newly regained sovereignty to a supranational institution
(Zielonka and Krok-Paszkowska, 2004). Yet not only did they
become fully fledged EU members on a par with well-established
democracies such as Britain or France, but they also brought with
them a ‘scent’ of utter penury as well as experience and values not
always understood in the West.
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As a result of enlargement to the east, the EU is now charac-
terised by a far higher degree of heterogeneity than in the not-so-
distant past. This is discernible in both the political and economic
dimensions. Politically, the homogeneity of the Union is likely
to be challenged by the newcomers’ strong ties with the USA,
as already exemplified by the decision of Poland and the Baltic
republics to send their troops to help the Americans fight in Iraq
and by their understandable mistrust of Russia. This is bound to
run counter to the anti-American and pro-Russian instincts of the
European core of France and Germany.

In the newly restored democracies of central and eastern
Europe, politics is also plagued by immaturity and instability,
sometimes a consequence of adopting proportional represen-
tation. This often brings forth politicians who have few inhibi-
tions and who defy the EU tradition of reaching a compromise
at all costs. Once on the European stage, they are undiplomatic-
ally outspoken and resort to the veto threat if their interests
are jeopardised. In this regard, Poland is widely seen as the ‘EU
troublemaker-in chief. The country voiced its opposition to
German-Russian plans to build a gas pipeline in the Baltic Sea
and blocked the signing of a new EU-Russia trade agreement
in 2007 because of Russia’s embargo on Polish meat (when the
embargo was finally lifted in late 2007, Poland gave up its veto).

Economically, enlargement has affected the EU’s homogeneity
even more dramatically, widening intra-EU national disparities
far more than during previous accessions. The Community incor-
porated countries that not only are markedly poorer (see Table 1
in Chapter 1) than old members, but also have different economic
structures, with many people still employed in manufacturing
and agriculture. The process of convergence in average income
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per person is likely to take decades. The EU now comprises both
well-developed high-income countries such as Sweden and the UK
and middle-income countries such as Poland or Bulgaria (interest-
ingly, the combined GDP of the EU-10 is only about 25 per cent of
the UK’s GDP alone).

Yet such economic heterogeneity has far-reaching implica-
tions. First, new members offer low-cost labour, which attracts
EU-15 companies seeking to cut production costs through reloca-
tion and outsourcing. But cheap labour also acts as a magnet for
American or Asian businesses. Lured by a growing market poten-
tial and, above all, by the opportunity to establish a foothold
for further expansion in the entire EU, they increasingly tend to
favour the EU-12 over the EU-15 when making location decisions.

The competition for international capital is seen in some old
member states as unfair. This is compounded by the fact that
most EU-12 countries have been more successful in implementing
free-market reforms and offer a more friendly investor environ-
ment than most old members. For instance, several new entrants
not only introduced flat-tax regimes, but also cut red tape and
made labour markets more flexible (World Bank, 2008). This
overall business friendliness, coupled with low-cost labour, more
than offsets low (but rising) labour productivity in the new EU
countries.

This all risks giving rise to intra-EU tensions. Proponents of
further integration (‘ever-closer’ union) who see in the (upward)
harmonisation of taxes and social security contributions the
solution to Europe’s political and economic problems find the
East’s penchant for liberalisation difficult to accept. Furthermore,
rich countries — net contributors to the EU budget — may start to
chafe at supporting poorer neighbours, which, in the eyes of their

ECONOMIC AND POLITICAL STRUCTURE OF EUROPE

citizenry, ‘steal” jobs through ‘unfair’ competition. For instance,
in 2004 President Chirac of France criticised the ex-communist
countries for undermining European unity by bringing in low
corporate taxes and Chancellor Schroder of Germany pointedly
remarked that they took aid from Brussels while stealing busi-
nesses from western Europe.

Yet whatever the problems for producers, it is undeniable that
more competition brings huge benefits to EU customers in the
form of cheaper goods and services. And EU-15 firms can enhance
their competitiveness by redeployment of investment and labour.
Of course, that may inflict (short-term) pain, chiefly on those who
are made redundant as a result of relocation or outsourcing. But it
is what renders countries more affluent: ‘A policy locking people
into jobs that could be better done elsewhere is self-defeating’
(Economist, 2007a: 12). Integration — and, more generally, globali-
sation — highlights the need for a flexible, dynamic labour market
and a well-educated, adaptable workforce (see below).

Thus enlargement provides a major opportunity to liber-
alise European economies. The entry of countries from central
and eastern Europe can be metaphorically seen as an injection
of fresh blood (see also Rennie, 2008: 3). By enhancing hetero-
geneity, spurring competition and undermining the old ways,
the process of enlargement constitutes a powerful impulse to
change and reform. This is of particular relevance in the context
of the abortive attempts to implement the Lisbon Strategy
(Munkhammar, 2007). Yet, for that to happen, politicians and
technocrats have to convince Europeans (and themselves) that
globalisation and market forces should be seen more as a chance
for prosperity than a menace.
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The condition of European business

In sharp contrast to the USA or Asia, continental Europe is often
portrayed as a has-been whose potential is shackled by the hostile
business climate resulting from excessive government interven-
tionism. High income redistribution and generous welfare provi-
sions, ubiquitous red tape and tightly regulated product markets,
high non-wage labour costs and a heavy tax burden, stringent
labour laws and militant trade unions dominating old indus-
tries are all seen as the root causes of Old Europe’s unimpressive
economic performance in recent years.

In 2001-06 the USA managed an average growth rate of 2.5
per cent a year. That of Europe (EU-15) was only 1.5 per cent. Over
the same period, unemployment in the USA stood at 4—5 per cent;
in the EU it was 9-10 per cent. The USA’s advantages include a
truly single market, a youthful population, higher labour produc-
tivity and first-rate universities (see below). Compared with
the USA and Asia, the EU is regarded as less dynamic, entrepre-
neurial, innovation-oriented and less willing to embrace globalisa-
tion. Many European politicians, fearful of the rise of China and
India as well as the dynamism and business friendliness of several
eastern European countries, take the view that protectionism in
its multifaceted forms is an appropriate way of defending national
interests and local jobs. Blocking foreign takeovers, hindering
EU-wide labour mobility, obstructing trade liberalisation and
inveighing against production relocation to the east all exemplify
this stance: Nicolas Sarkozy’s ‘anti-undiluted-competition’ change
to the EU constitution is a case in point here.

Yet the overall picture is ambiguous. EU business argues that,
despite operating in a difficult political, social and economic envir-
onment, it has managed to retain 16 of the top 30 international
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companies by revenue. Indeed, the EU has around 30 per cent of
the world’s leading 2,000 companies, approximately in line with
its 30 per cent share of world GDP (Carson, 2007: 4). EU compa-
nies not only successfully vie with US and Asian businesses, but
also make equally high returns on equity as their US counterparts.
Notwithstanding the hostile business climate, EU business has
proved resilient in the face of competition from Asia. German
small and medium-sized enterprises (Mittelstand), in particular,
have succeeded in becoming world leaders in tiny niche markets.
That said, it is necessary to bear in mind a number of serious
caveats. Above all, Europe excels only in ‘old-economy’ industries
such as car-making or luxury goods; in high-tech sectors, it lags
far behind the USA. The broadly defined ICT and bio-tech indus-
tries are dominated by US firms such as Google, Intel, Microsoft,
IBM, Amgen and Genetech.’ There are many reasons for that: the
USA accounts for 40 per cent of total world spending on R&D
and produces 63 per cent of the most frequently cited publica-
tions (National Defence Research Institute, 2008: 46—7). It is
home to 30 of the world’s 40 leading universities (Shanghai Jiao
Tong University, 2008), and employs 70 per cent of the world’s
living Nobel laureates. Last but not least, the USA produces 38 per
cent of patented new technologies in the OECD and employs 37
per cent of the researchers (National Defence Research Institute,
2008: 63). And, being particularly strong in downstream innova-
tion and entrepreneurship, it successfully turns numerous scien-
tific advances into profitable businesses. All of which might go

1 American firms annually spend approximately $200 billion on research and de-
velopment. In 2006, for example, Microsoft spent $6.6 billion on research and
development, IBM and Intel around $6 billion, and Cisco Systems and HP $4
billion each.
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some way towards explaining why the innovation gap between the
USA and the EU, albeit declining of late, is still considerable (PRO
INNO Europe, 2008: 15).

Structural weaknesses of continental Europe

The USA’s ‘new-economy’ dominance is intertwined with the
structure of its economy. In modern developed economies (the
USA, Japan and western Europe) it is the service sector, which
encompasses a wide array of activities from low-tech plumbing
to software writing or website design, which generates new jobs.
In Anglo-Saxon economies services account for three-quarters of
income and four-fifths of jobs. Yet in France, Germany and Italy
the service sector accounts for six to ten percentage points fewer
in terms of income and jobs. In continental Europe a relatively
large proportion of the workforce is still employed in union-
dominated manufacturing.

Services should not only be associated with low-skilled jobs
in hotels and restaurants, but also with high-skilled occupa-
tions. Big retailers are now the world’s most high-tech-intensive
companies. Considering the stress laid in the Lisbon Strategy on
the necessity to develop a knowledge-based economy, the size of
the service sector might be regarded as an emblem of modernity.
From this point of view, continental Europe can be regarded as
less advanced than the USA (and other Anglo-Saxon countries,
including the UK and Ireland). The flow of jobs and capital from
declining to expanding industries in Germany, France and Italy
has not been as high as in Britain or the USA (Zientara, 2006a:
49).

Why does continental Europe lag in this important respect
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behind the USA and the Anglo-Saxon EU member states? What
really lies behind this phenomenon is strict employment protec-
tion legislation (EPL) coupled with high union protection.
Countries with stricter employment protection legislation and
higher union protection have lower rates of employment in the
service sector. They prevent the movement of labour from low-
productivity to high-productivity occupations. In recent years,
owing to globalisation-driven trade and the rapid pace of techno-
logical progress, the process of job churning has intensified. Busi-
nesses are set up and wound up on a larger scale than in the recent
past. The acceleration of job churning is spurred by innovation. As
new products — often intangible products — are devised, service-
sector firms are established to bring them to the market. Further-
more, an increasing number of tangible goods are endowed with a
‘knowledge input’ in the form of design, technology or customer
service (Woodall, 2000: 29). For example, the latest models of cars
are so technologically advanced that no amateur mechanic can
repair the simplest defect without recourse to a service station.
Thus stringent EPL, by imposing additional costs and
constraints on existing and potential employers, acts as an impedi-
ment to the creation of more productive jobs and growth of the
service sector in continental Europe. EPL also acts as a disincentive
to existing employers to lay off labour (because the costs are
higher) and to existing employees to change jobs (because they
are protected in their existing environment). Yet the laying off
of labour is a crucial part of the process of jobs moving from less
productive to more productive sectors. In the same vein, excessive
red tape, which complicates and lengthens the process of starting
up businesses, stifles entrepreneurship and is not conducive to
generating new employment. While deindustrialisation, or the
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disappearance of industrial jobs, is often regarded as a sign of
economic decline, in a deregulated economy it can be a sign of
renewal.

In continental Europe, a considerable proportion of the work-
force still holds posts in the manufacturing sector, which is also
dominated by trade unions. Unions in the manufacturing sector
thwart efforts to ease EPL to protect their own jobs (Gelauft and
Pomp, 2000). EPL has two opposite effects. It both prevents some
existing employees becoming unemployed and makes it harder
for job-seekers to get employment. This suggests that EPL may
cause the emergence of an ‘insider-outsider’ labour market.

Insiders — people on permanent contracts in well-protected
employment — see free-market reform as ending their privi-
leged status as protected insiders (Zientara, 2008a). To them,
the possible gains from change are worth less than the risk of
losing what they already possess (Economist, 2006b: 32). As a
result of the success of insiders in protecting their own status,
outsiders — that is, job-seekers and those on temporary contracts
— do not benefit from employment security and stand less chance
of entering the inner circle. Thus, a two-tier system emerges.
According to this analysis, the campaigns of trade unionists are
entirely rational from a self-interested point of view.

This could provide a causal explanation of the statistical
correlation between employment protection legislation, unioni-
sation and slow growth in services: high protection of unionised
jobs that are predominant in manufacturing* reinforces unions’
power as insiders; unions use their clout to preserve labour

2 Inthe words of Paul Hotheinz: ‘We [Europeans] tend to think of the economy as
manufacturing, and of jobs in terms of industrial jobs, with a big salary, lots of
benefits and security’ (cited in Economist, 2006a: 28).
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market rigidities which hold back the expansion of job-providing
services; those outside employment lose as new service industries
do not expand; those already inside the labour market gain from
increased job security, at least in the short term.

Yet there is far more to it than that. Under union pressure, in
Europe priority is given to current consumption — in the form
of generous welfare provisions or public aid to agriculture and
declining industries — rather than either private or government
investment in education or R&D. In 2007 Europeans spent an
average of $10,191 per student (measured at PPP) compared with
$22,476in the USA. They devoted only 1.3 per cent of GDP to higher
education, compared with 2.9 per cent in the USA (Economist,
2008: 35). In the same year total expenditure on R&D amounted
to 1.8 per cent of GDP in the EU and 2.6 per cent in the USA (PRO
INNO Europe, 2008: 39). Likewise, in the EU public spending on
ICT stood at 6.4 per cent of GDP, and in the USA at 6.7 per cent.
Less money spent on education and R&D affects the capacity to
innovate, which is seen as the key to preserving a competitive
advantage in a knowledge-based economy (Porter, 1990; European
Commission, 2007c: 7). There is a growing risk, therefore, that
the entire EU — and continental economies in particular — will fall
behind the USA and parts of Asia (PRO INNO Europe, 2008).

Equally importantly, spending on innovation and new tech-
nologies enhances productivity. Higher rates of investment in ICT
in the USA and the UK have led to faster productivity growth in
services. Since 1995, productivity growth in the service sector has
been less than o.5 per cent a year in the euro zone, 2 per cent in
the UK and 3 per cent in the USA (Economist, 2006a: 28). This
not only boosts service industries, but also translates into higher
living standards.
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Furthermore, the key to long-term development requires
removal of the barriers that prevent labour and capital flowing
from declining to prospective industries (Zientara, 2006a). As
the industrial revolution gathered strength 200 years ago, labour
moved from agriculture and low-scale production to manu-
facturing. This was possible because in the nineteenth century
employment protection legislation and union protection were
very low or non-existent. Today, with the shift to a knowledge-
based economy, resources have to be transferred from (declining)
manufacturing to expanding services. For this to happen, we
need more flexibility — which implies less strict EPL, lower union
protection, less generous welfare benefits and less regulation. In
sum, notwithstanding the resilience and record profits of EU busi-
nesses, the biggest continental economies are still structurally
weak.

Granted, progress has been made in liberalising financial
markets, but this was the least controversial area, whose reform
did not run counter to powerful vested interests. Likewise,
markets for goods and, to a lesser extent, services were consid-
erably freed. But liberalisation of labour markets — the most
important and most difficult — has markedly failed to materialise.?
Reluctant to press on with free-market reform, some politicians
increasingly speak of pan-European harmonisation. That would

3 Suchasequence of reforms is typical. First, financial markets are liberalised, then
markets for goods and services, and finally labour markets. In theory, financial
liberalisation renders job-market reform easier; by reducing the cost of capital, it
lowers consumer prices and hence increases real wages. Competitive markets for
products also squeeze profit margins and drive consumer prices down, thereby
pushing real wages up. Businesses will then attempt to reduce labour costs and to
loosen fire-and-hire constraints. At that point, however, insiders (trade unions)
— aware that their vital interests are threatened — intervene and frustrate liberali-
sation efforts.
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entail harmonising labour laws, welfare benefits and tax rates so
that central and eastern European countries could not use their
comparative advantage of lower labour costs.

From the perspective of EU-12 countries, yielding to that
pressure and backtracking on free-market reform would spell
disaster. With far lower labour productivity, lower-quality
infrastructure and very few world-class companies, accepting
a Western-style welfare state together with restrictive fire-and-
hire procedures might act as a disincentive to foreign investors
and local entrepreneurs alike, and slow down economic growth
and the catching-up process. The negative results of such a
policy would fall disproportionately on the poor living mainly in
depressed, retarded regions of the EU-12. Thus, as will become
clear throughout this monograph, the key to the ‘catching up’ of
the EU regions does not lie in a harmonisation of social benefits
and employment protection legislation — that would prevent the
very economic change that is necessary. Neither does it lie in an
active regional policy involving redistribution. Rather the key
lies with the removal of barriers to growth. The regional income
and productivity differences in New Europe are very significant as
a result of the economic legacy of communism. The EU-12 must
be allowed, indeed encouraged, to liberalise their economies in
order to help them catch up with the EU-15 and to allow the most
backward regions to catch up with the most prosperous.
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4 TWO ASPECTS OF EU REGIONAL POLICY

This chapter focuses on the implications of EU regionalism in
general and the concept of a ‘Europe of regions’ in particular for
the standing of national governments. We present — within the
wider framework of cohesion policy — the instruments of regional
policy, as well as the principles of national regional state aid, to
show the magnitude and mechanisms of the support designed to
help less prosperous regions.

Socio-political implications of EU regionalism

Some regard the EU as a mosaic of regions, which differ from one
another — economically, politically, linguistically and culturally —
to a larger degree than the member states themselves differ. This
perspective has laid the foundations of an increasingly popular
school of thought, known as the ‘Europe of regions’. Seen in this
way, the EU comes across not as an alliance of nation-states deter-
mined to follow the path of deeper integration, but as an over-
arching grouping of more or less self-governing regions. While
accepting a common European identity, they cultivate their local
distinctiveness and pursue their own development agenda. As
Ederveen and Pelkmans (2006: 9) note, the principle of subsidi-
arity, which constitutes one of the fundamentals of the EU’s
rationale, should not be synonymously identified with lower-level
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decision-making; ‘rather, it involves a careful assessment of the
optimal level at which decisions should be taken’.!

This has profound ramifications for governance issues
within the EU itself and for the increasingly complex relation-
ship between the EU institutions, member states and regions
themselves. It is sometimes argued that the Commission, while
constantly referring to the significance of subsidiarity, somehow
purposefully ‘invents’ regional problems so as to deal directly with
the regions that are often conceived by EU bureaucrats.” That view
is not completely baseless.

It is also argued in this context that the regional focus of
cohesion policy is not appropriate (Sapir et al., 2004; Santos,
2008). ‘Instead, it should be at the level of the Member State
that the distributive element of cohesion policy operates,
leaving Member States to determine their own priorities’ (Begg,
2008: 7). This has particularly significant ramifications for the
recently acceded countries of central and eastern Europe, which,

1 It has to be stressed that the principle of subsidiarity can also be interpreted as
implying the dichotomy ‘government’ versus ‘non-government’. Such an inter-
pretation shifts the focus from the optimal level of institutional/governmental
decision-making to the question of whether a given decision should be taken by
any sort of government — be it central or regional — or by an individual himself.
The principle of subsidiarity is not new and appears in Catholic Church doctrine
— though the EU interpretation of it is far more state-centric than the Catholic
Church interpretation.

2 Some argue that the intensification of globalisation processes leads to the decline
of the state (Ohmae, 1995) and to the erosion of state territoriality (see Chapter
5). This is because the greater mobility of capital enfeebles — if not undermines —
the state’s capacity to regulate economic activity within its boundaries. As Bren-
ner (1999) points out, ‘this on-going re-scaling of territoriality is simultaneously
transferring state power upwards to supranational agencies such as the European
Union (EU) and devolving it down towards the state’s regional and local levels,
which are better positioned to promote and regulate urban-regional restructur-
ing’ (p. 439).
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as we have seen, not only lag behind the old members, but also
are marked by the biggest regional disparities. It follows that
— if the focus of cohesion policy were to shift from the regional
scale to the national one — central and eastern European policy-
makers might decide to promote national development — by,
for example, supporting economically strong regions acting as
drivers of growth — disregarding territorial imbalances and core—
periphery divides. This postulate, irrespective of its rationale and
wider implications (see also Chapters 8 and 9), touches upon the
question of decentralisation and power devolution.

Under communism, Poland and other Soviet-bloc members
were highly centralised. Communism not only did away with
market forces (Mises, 1949; Hayek, 1960), but also suppressed
democracy at national and regional level (Balcerowicz, 2003).
One-party rule stifled political dissent and frowned upon any
grassroots activism; it also ruled out power devolution and
regional self-government. It was apparatchiks — appointed by
capital-city-headquartered, central politburo members — who
headed urban and regional governing institutions.

Indeed, one of the most significant achievements of the
reforms carried through after 1989 was to devolve some power
to regions and to give local residents the right to elect directly
city mayors, heads of local administrative units and municipal
councillors. It is fair to claim that there has been a progressive
revival of broadly understood regionalism in many central and
eastern European countries. This manifests itself in various forms,
visible in the sociocultural sphere and also in matters of politics.
In many Polish regions after the November 2006 local elections,
for example, the parties that were unable to build a consensus
at national level succeeded in forming local ruling coalitions
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(National Electoral Office, 2006). Local party leaders pointed
out that certain ideological differences must be (pragmatically)
brushed aside for the sake of the prosperity of their region.

Moreover, this newly born regionalism has moved — together
with hundreds of thousands of Poles leaving their country in
search of better prospects — beyond the Polish borders and taken
on a new significance. As EU citizens, Poles working in the UK,
Ireland and other European countries have the right to participate
in local (but not national) elections. Considering the massive scale
of the post-accession migration, they constitute a potentially influ-
ential electorate, whose voices might prove decisive in many local
elections held in the EU-15. Before the 2007 elections, Scottish
politicians were busy currying favour with thousands of Poles
living in Scotland.

But there is more to the renaissance of local civic activism
than meets the eye. That sense of civic belonging — which for
years had been discouraged by communist authorities — is closely
intertwined with such key notions as interaction, cooperation,
trust, partnership and consensus-seeking, which increases the
capacity of a community to achieve a common objective. This,
in turn, bears upon a wider question — namely, the part social
capital plays in regional development (Putnam, 1995; Pastor et
al., 2000; Maskell, 2001; Trigilia, 2001; Tura and Harmaamkorpi,
2005), which, as we will see, is of great pertinence to Poland (see
Chapters 7 and 10).

Although communism is a thing of the past, its control-and-
command nature still has an alluring charm for many central
and eastern European politicians. The emphasis placed by
the EU on both subsidiarity and regional issues does not have
to be a prelude, as some commentators imply, to increasing
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Community-wide income redistribution. But if money transfers to
depressed EU regions are combined with nationwide free-market
reform, they may well help solve some regional problems.

The principles and instruments of EU cohesion policy

EU cohesion policy, governed by Articles 2 and 4, and Title XVII
of the Treaty Establishing the European Community (TEC),
aims to promote socio-economic convergence (Leonardi, 2005).
Article 158 of the TEC stipulates that the Community ‘shall aim
at reducing disparities between the levels of development of
the various regions and the backwardness of the least favoured
regions or islands, including rural areas’. In practice, as has
been noted, economic and social cohesion is defined in terms
of reducing regional disparities as measured by GDP per head
(relative to the EU average) in PPP terms. It follows that EU
cohesion policy is de facto regional in character, although the
Lisbon Treaty (assuming it is ever adopted) will slightly shift its
focus from regional to ‘territorial’ (Begg, 2008: 3).

Given that enlargement contributed to widening socio-
economic regional disparities, as the European Commission
(2007b) pointed out, cohesion policy was redesigned in the
context of an enlarged Union as well as in the context of the
progress of globalisation and the increasing importance of a
knowledge economy. Furthermore, the European Commission
(ibid.) highlights that cohesion policy is not in conflict with the
goals of the Lisbon Strategy of promoting growth and employ-
ment. The Community Strategic Guidelines also play up that link,
listing three overarching priorities: (1) improving the attractive-
ness of regions; (2) encouraging innovation and entrepreneurship;
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(3) fostering better jobs and developing human resources
(European Council, 2006).

These assertions, however, are somehow problematic given
that, for one thing, cohesion policy is regarded primarily as a
distributive policy and, for another, growth requires resources
to be concentrated on where they are most productive (Santos,
2008) (see also Chapter 9). In fact, what it comes down to is
that, in the words of Begg (2008), ‘cohesion policy is awkwardly
positioned within two overlapping sets of tensions. The first is
between distributive and allocative objectives, while the second is
between the imperatives of the Lisbon strategy and the demands
of convergence in economic activity’ (p. 4).

The simplified framework of cohesion policy is based on
three objectives — (1) convergence; (2) regional competitive-
ness and employment; (3) EU territorial cooperation. The three
main sources of financing for these actions include the European
Regional Development Fund (ERDF) and the European Social
Fund (ESF) — the Structural Funds — and the Cohesion Fund.?
The creation of a new cross-border cooperation structure was
also proposed with a view to allowing members’ regional and
local authorities to cope with the traditional legal and admin-
istrative problems that come up when managing cross-border
programmes and projects.

Member states with a gross national income (GNI) less than
90 per cent of the EU average are eligible for assistance through

3 The Cohesion Fund finances up to 85 per cent of the eligible expenditure of major
projects involving the environment and transport infrastructure. This is sup-
posed to strengthen cohesion and solidarity within the EU. Eligible are the least
prosperous member states of the Union whose gross national product (GNP) per
capita is below 9o per cent of the EU-25 average. So, in addition to the EU-12, in
2007 Greece, Portugal and Spain were also eligible.

67



NEW EUROPE’S OLD REGIONS

68

the Cohesion Fund. More pertinently, regions with per capita
GDP less than 75 per cent of the EU-25 average qualify for the
ERDF and ESF support under the ‘Convergence Objective’ (former
‘Objective 1). What is more, temporary support is also made
available to those regions where per capita GDP would have
been below 75 per cent of the EU-15 average (the so-called statis-
tical effect of enlargement). All remaining regions are eligible
for support through the ‘Competitiveness and Employment
Objective’ (‘Objective 2"). Likewise, all regions are eligible for the
‘Territorial Cooperation Objective’ (‘Objective 3°).

The ERDF aims to reduce disparities between the levels of
development of various regions and the backwardness of the
least-favoured regions, including rural and peripheral areas. Its
resources are mainly used to co-finance infrastructure, productive
investment leading to the creation or maintenance of jobs, as
well as local development initiatives and the business activities of
small and medium-sized enterprises. The ESF, in turn, provides
significant support to achieve progress towards full employment
and to improve quality and productivity at work, as well as to
promote social inclusion and cohesion. It promotes investment
in human resources management, equal opportunities and boosts
human potential/capital in the domain of R&D. The Cohesion
Fund assists the eligible member states to catch up with Europe’s
better-off regions by contributing to the improvement of trans-
port, energy and environmental infrastructure.*

As explained in European Commission (2007b), the priority
has shifted to help fund programmes focusing on innovation,

4 As we will see, this emphasis on infrastructure is of great importance to Po-
land, whose development is hindered by, among other things, infrastructure in
disrepair.

TWO ASPECTS OF EU REGIONAL POLICY

environmental protection, risk prevention, accessibility to trans-
port and telecommunications infrastructure and investment in
human capital. This is, as noted in the Introduction, in recog-
nition of the role the cohesion policy can play in helping the
EU reach the goals of the Lisbon Strategy of higher growth and
employment.

Still, the fundamental role of cohesion policy is to ensure that
regions lagging behind the European average in terms of develop-
ment are offered the means to catch up via investment in infra-
structure and human resources. As well as the added value to the
member states that comes through the exchange of experience,
expertise and best practice, the funds also promote good govern-
ance and provide secure funding over a seven-year period. In the
programming period 2007-13, some €35 billion per year will be
spent on the various Structural Funds, while the amount spent
on the Cohesion Fund will grow from €7 billion to €10 billion in
2013 (European Commission, 2007a).

But all this should not be accepted without question, not
least because much more needs to be done (in the area of internal
structural change in the EU) so as to make best possible use of the
European taxpayer’s money.

The rationale of national regional state aid

In addition to the EU Structural Funds and the Cohesion Fund,
individual countries provide regional state aid. This is often
addressed to large companies that carry out economic activity or
intend to set up in selected disadvantaged areas. The idea is again
to redress regional disparities and ensure socio-economic develop-
ment in poor regions by supporting investment and job creation
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(European Commission, 2006: 13). Specifically, it is directed to
companies that decide to: (1) establish a new business in economic-
ally weak regions; (2) expand an existing company; (3) diversify
production so as to launch a completely new product; (4) change
the production process; or (5) take over a company that has just
been shut down or risks being wound up (if no buyer is found).

The Commission (ibid.) takes the view that national regional
aid —which is supposed to promote the economic, social and terri-
torial cohesion of the EU as a whole — may be considered, on the
basis of Article 87 (3) (a) and (c) of the EC Treaty, to be compatible
with the common market (p. 13). In other words, the Commission
deems national assistance potentially effective and hence justified
on competition grounds. It explicitly states, however, that — while
designed to assist the development of the most disadvantaged
regions — national regional assistance should be used sparingly
and proportionately.

The criteria applied by the Commission when examining
the compatibility of national regional aid with the principles
of the common market were codified in the 1998 guidelines on
national regional aid, which cover the period 2000-06 (European
Commission, 1998). They were subsequently modified to allow for
the consequences of enlargement. Hence the 2007-13 guidelines
fix the limit for the overall population coverage of 42 per cent of
the Community of 25 member states, which was expected to rise
to 45.5 per cent following the accession of Romania and Bulgaria
(European Commission, 2006: 15). Likewise, the Commission
considers that the conditions are fulfilled if a region has a per
capita GDP (at PPP) of less than 75 per cent of the Community
average (27.7 per cent of the EU-25 population lived in such
regions in 2006).

TWO ASPECTS OF EU REGIONAL POLICY

In addition, other regions that theoretically do not meet the
above eligibility criteria are allowed — owing to specific circum-
stances — to benefit from national regional aid. These include
among others: (1) those regions whose GDP per capita exceeds
75 per cent of the Community average solely because of the statis-
tical effect of enlargement; (2) so-called ‘economic development’
regions; (3) low-density regions.’ Table 6 presents the share of
the population of EU countries that lives in regions eligible for
national regional aid in 2007-13.°

To summarise, poorer regions can benefit both from EU
regional aid (that is, the Structural Funds and the Cohesion Fund)
as well as national regional state aid. Nearly all of New Europe’s
population live in regions that are eligible for the two kinds of
assistance. Whereas the rationale of EU regional subsidies may be
justifiable, the raison d’étre of national state aid is open to doubt;
the Commission itself stresses that it should be used sparingly and
under exceptional circumstances.

Indeed — in view of the Commission’s (2007b) recognition
of the implications of a knowledge-based economy as well as
the aforesaid (putative) relaunch of the Lisbon Strategy — one
can discern the tendency to shift the emphasis from the tradi-
tional welfare transfers of a permanent character’” and sector-
oriented subsidies to help targeted on concrete projects aiming
to encourage innovation generation as well as to improve (ICT)
infrastructure and human capital (computer skills).

5 For the full list of eligible regions, see European Commission (2006: 18-19).

6  Note that the table includes only the main categories of eligible regions.

7  For instance, so-called (EU-funded) structural pensions for Polish farmers who
decide to give up work and hand their farms to their children.
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5 THE CHALLENGES OF GLOBALISATION

This chapter, while referring to the basic classification of
Europe’s regions and urban areas, analyses the general char-
acter of challenges posed by the globalisation and integration
processes. Particular attention is paid to the question of whether
globalisation might indeed be undermining urban and regional
democracy.

European regions and the challenges of globalisation

The acceleration of globalisation, the shift to a knowledge-based
economy and the propagation of ICT have dramatically affected
the regional agenda. These phenomena coincided with the resur-
gence of interest in the region as a scale of economic organisation
(Scott, 1996, 1998; Storper, 1997; Armstrong and Taylor, 2000).
As the OECD (2006: 26) points out, ‘globalisation and the
shift to services-based (particularly knowledge-based) econo-
mies increasingly challenge countries to make the best of their
regional assets. In this process, sub-national areas are competing
across national boundaries’. Whereas the European Commis-
sion (2006: 13) places special emphasis on the necessity to
redress regional disparities, the OECD adopts a slightly different
approach to regional issues. It unambiguously states that ‘regional
development policies are no longer considered a tool to reduce

THE CHALLENGES OF GLOBALISATION

socio-economic disparities across national territory, but an
active strategy to foster regional innovation, and to turn place-
based competitive advantages into drivers of national economic
growth’ (OECD, 2006: 26). In this sense, it is essential to stress the
contrast between the EU’s preoccupation with reducing regional
disparities and the OECD’s concern with promoting economic
growth.

Globalisation, while increasing competition, offers areas new
investment and trade opportunities. Indeed, regional differences
remain the principal source of regions’ comparative advantage.
As such, globalisation can emphasise local characteristics but, at
the same time, allowing local areas to capitalise on foreign direct
investment (FDI) and international commerce, which, in turn,
translates into higher rates of economic growth and prosperity
(see also Krugman and Venables, 1995). In sum, the two scales —in
line with the main tenet of liberalism — are not incompatible with
each other and result in ‘win-win’ outcomes.

The critics of globalisation

Yet a growing number of critics highlight the negative conse-
quences of globalisation (see, inter alia, Leitner and Shepard,
1997; Keil, 2000; Goodhart, 2001; Davis, 1998; Featherstone,
2003; DeFilipis, 2004; Purcell, 2006). It is argued that globalisa-
tion, on the one hand, intensifies the process of deterritorialisa-
tion (Appadurai, 1996) and, on the other, prompts restructuring
and ‘creative destruction’ of politico-economic spaces at various
geographical scales. It is assumed that capital intrinsically
seeks to do away with assorted obstacles to its circulation — an
objective that can be attained mainly through ‘the construction
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of relatively fixed and immobile transport, communications and
regulatory-institutional infrastructures’ (Brenner, 1999: 433). In
consequence, as Jensen and Richardson (2004) point out, one
can discern a perceived drive to create a single economically fric-
tionless European space, with a transportation infrastructure
designed and built according to the apparent need for global
competitiveness.

It is further argued that, owing to the ever more intense
necessity to attract foreign direct investment, the decision-
making process at local level risks being ‘hijacked’ by forces that
are global in character and hence unaccountable to the local
public (Holston, 1999; Goodhart, 2001; DeFilipis, 2004; Purcell,
2006). Of course, given the vital role cities play in today’s
increasingly globalised reality (Sassen, 1993), it is urban areas
which find themselves particularly exposed to the local-global
interaction. It follows that decisions that determine the urban
environment are perceived to be taken with a view to serving the
interests of shareholders rather than those of citizens. In other
words, it is argued that: ‘urban governing institutions ... are
becoming less a democratic forum for citizens to make decisions
and more a tool to ensure that the area competes effectively for
capital investment ... Thus institutions like public—private part-
nerships, appointed competitiveness councils and quasi-public
agencies are increasingly making decisions that were formerly
made by elected officials directly accountable to the public’
(Purcell, 2006: 1922—-3).

Furthermore, globalisation allows firms to restructure and
cut costs on a far bigger scale than in the past. They increas-
ingly shift production or outsource business functions to lower-
cost countries, which leads to redundancies and plant closures.

THE CHALLENGES OF GLOBALISATION

This, coupled with the scale-down of state-financed welfare
programmes and the stress on deregulation and privatisation, it is
argued, increases the sense of insecurity and prompts the growth
in material inequality (Gill, 1996). Drawing on the experience of
Los Angeles, Davis (1998) points out that, while the high-wage
service sector expands, well-paid manufacturing jobs are trans-
ferred elsewhere and replaced by lower-paying service jobs. On the
whole, they assume that globalisation reduces welfare and fosters
inequality (see also MacLeod, 2002)." For these reasons, it is even
suggested that the principal political division line at urban/local
level runs between those who favour democracy, social justice and
environmental sustainability and those who advocate the neces-
sity of free-market-based solutions (Keil, 2000: 760).

The complex reality of the impact of globalisation

There is little doubt that globalisation is a long-term and uneven
process. But the analysis of the critics of globalisation and its
impact on governmental autonomy is too simplistic. Some profes-
sional groups and regions suffer disproportionately in the short
term (see also Economist, 2007a). This might justify temporary
assistance to such groups in the form of requalification schemes.
Of course, central and eastern Europe have benefited from inter-
national capital flows — but not all regions have done so. It is large
metropolitan areas and core regions which seem to have benefited

1 Tellingly, several well-known American economists, including Paul Krugman,
the 2008 Nobel Prize laureate, and Larry Summers, a former Treasury secretary,
have begun to doubt whether globalisation is really beneficial to Americans.
They also suggest that, rather than improving living standards, ‘global integra-
tion may be causing wage stagnation, widening inequality and greater insecurity’
(Beddoes, 2008: 32-3).
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Box 1 Classification and hierarchy of EU urban centres
All European cities fall into one of the three basic categories,
defined on the basis of population size: (1) large cities (with
populations over 250,000); (2) medium-sized cities with
populations between 100,000 and 250,000; and (3) small
cities with populations not exceeding 100,000. But even the
European average varies across member states. For example,
nineteen French cities have a population of over 250,000
(2001) each, but Clermont-Ferrand (261,000 inhabitants)
and Nancy (258,000) are regarded as second-tier cities. In
contrast, Portugal has only six cities with populations of over
100,000. Owing to their role of provincial capitals, smaller
cities such as Aveiro (73,000) are identified as medium-sized.
Twelve Polish cities have populations of over 250,000. Cities
in new accession countries are generally not as populous as
their Western counterparts.

What is more, a system has been developed based on the
analysis in the European Spatial Development Perspective
(ESDP) with a view to capturing the geographical relationship
within the European urban hierarchy:

1 Central High-Level Service Cities: the largest cities
(national capitals) and major commercial cities situated
in the so-called ‘Pentagon’: London, Paris, Milan,
Munich, Frankfurt, Hamburg, Amsterdam, Brussels and
Luxembourg. They are all endowed with the highest
multi-modal transport accessibility within the EU-27.

2 Gateway Cities (Sub-Continental Capitals): national
capitals and major commercial cities outside the
‘Pentagon’ which act as first-rate service centres for

major parts of Europe: Madrid, Barcelona, Rome, Athens,
Vienna, Berlin, Copenhagen, Prague, Warsaw, Budapest,
Manchester, Lyon, Stuttgart and Leipzig.

3 Smaller Capitals and Provincial Capitals: smaller-scale
equivalents of Gateway Cities: Dublin, Edinburgh, Lisbon,
Helsinki, Stockholm, Bratislava, Ljubljana, Sofia, Bristol,
Bordeaux, Strasbourg, Hanover, Poznar, Wroctaw and
Krakow.

4 County Towns: rural administrative and service centres for
a surrounding area of 40-60 kilometres in radius, of which
hundreds exist in Europe.

Source: OECD (2006: 27-8)
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the most (see Box 1). Other smaller and traditional industry-
dominated city regions together with peripheral (often rural)
areas both in the EU-15 and the EU-12 are at a disadvantage and
may struggle to benefit from the globalisation process.

Large metropolitan areas and economically strong city regions
are characterised by advantages such as: (i) high-skilled HR (a
highly qualified, educated workforce); (ii) well-developed infra-
structure (roads, railways, airports, access to the Internet); (iii)
availability of capital; (iv) higher-than-average market potential
(considerable local purchasing power); (v) concentration of busi-
nesses (inter-firm linkages); and (vi) comparatively high quality of
life* (see also Krugman, 1990; Sassen, 1993). Labour productivity

2 Given traffic congestion and higher crime rates, some may consider the quality
of life there low, whereas others might value social and cultural amenities that
smaller (provincial) towns and the countryside do not offer.
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is also rather high in metropolitan areas and this can offset a rela-
tively high cost of labour.?

Indeed, it could be argued that businesses establishing
themselves in big cities and strong regions boost local economic
activity, thereby further stimulating development arising from
economies of agglomerations. That leads the greatest potential for
growth to be in the regions already characterised by the greatest
degree of economic activity (Krugman, 1995). It is also argued that
large metropolitan areas act as contexts for innovation genera-
tion, thereby becoming engines of growth and sources of wealth
(see also Sassen, 1993; Scott, 1996; Castells, 2001).

By contrast, other medium-sized city regions,* often situated
in more peripheral areas, can be seen as less attractive owing to a

3 In this context, it is necessary to refer to geographical economics. One of its key
findings is that free markets may not lead to economic equality across regions
when firms can benefit from economies of scale. Krugman argues that firms
might cluster near to a large market, leaving behind sparsely populated areas so
as to make the most of scale economies and reduce the cost of transporting goods
to their customers. Accordingly, as Brakman and Garretsen (2005) claim, thanks
to increasing returns to scale, there has been a tendency towards increased con-
centration and agglomeration of economic activity in Europe (see also Janelle,
1969). Furthermore, due to the centripetal forces that continue to pull economic
activity towards established centres, these areas can preserve tax rates that are
higher than those in peripheral regions. This finding can both go some way
towards explaining why increased economic integration within the EU has not
led to a race to the bottom in socio-economic policy and, crucially, substantiate
claims for more income redistribution (de facto from affluent regions to remote
disadvantaged areas). However insightful these conclusions might appear, it is
hard to accept the policy implication. Drawing on the experience of East German
regions, we will make a case against pouring money into depressed areas while
shunning economic reform (see Chapter 9).

4 A medium-sized city region (both in the EU-15 and the EU-12) is defined around
one major medium-sized urban centre or possibly a number of smaller medium-
sized cities. The medium-sized urban centres are in most cases regional or pro-
vincial capitals (see also Box 1).
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less diversified skill base, lower productivity levels, less developed
infrastructure (often in disrepair), and the obsolete structure of
local economies. This applies in particular to those medium-sized
regions whose local economic base was dominated by traditional
industry (coal mining, steel making, low-end manufacturing)
both in the EU-15 (North-East, Limburg in Belgium) and the
EU-12 (Slqskie in Poland, Morawskoslezko in the Czech Republic,
Nord-Est in Romania).’

In the past the competitive advantage of these old indus-
trial regions, which came into being in the heyday of the Indus-
trial Revolution, often derived from geographical proximity to
raw materials (coal, iron ore). Yet, with deindustrialisation, this
advantage has been lost.

For American or western European companies operating
within national boundaries, the difference between the cost of
labour in a big city and in a remote area might be significant. But
for the same companies looking to invest in central and eastern
Europe, wage differentials between large urban areas and periph-
eral regions are not sufficiently great to tempt companies to locate
in the more distant regions. There is a big difference between the
cost of labour in western and in central and eastern Europe: a
Polish worker living in a big city costs 60—70 per cent less than his
German counterpart. A Polish worker in a well-developed urban
region, however, will cost only slightly more than a Polish worker
in a peripheral region, with much less suitable human capital. It
should be remembered that wage levels are always underpinned

5  Nonetheless, by offering a lower-cost skilled labour force, old industrial regions
in eastern Europe have a relative edge over their western counterparts. This con-
stitutes a short-term threat to traditional areas in the EU-15, which need to de-
velop alternative sources of growth by drawing on the pool of existing experience,
skill and knowledge (OECD, 2006: 32).
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by social security benefits. This has the effect of reinforcing
regional differentials.

This trend might be strengthened, if, as Graham and
Marvin (2001) suggest, ICT networks polarise places and socie-
ties. As big urban areas enter the global network, they increas-
ingly downplay the links with their surrounding regions. ‘Glocal
nodes’ within large regions and cities link up with similar areas
around the world, at the same time being increasingly loosely
integrated with less developed neighbouring places. Residents
of metropolitan areas all over the world tend to be better
educated, share similar interests and, above all, speak English,
which facilitates the polarisation of local communities. In
EU-12 countries regional disparities in terms of education and
ICT infrastructure are more conspicuous than in the EU-15,°
so the consequences of these ‘polarisation-inducing’ processes
might be even more dramatic. Central and eastern Europe’s
metropolitan areas have become increasingly cosmopolitan and
internationalised. This presupposition is also borne out by the
voting patterns in national and local elections: big cities across
central and eastern Europe generally tend to vote for open-
minded, economically liberal, technology-savvy politicians; the
underdeveloped periphery tends to vote for traditionalists who
often look at the Internet and the outside world with overt
suspicion.

Graham and Marvin’s (2001) insights might have far-reaching
economic implications. What is at issue here is the emergence
of a complex, non-linear relationship between ICT networks,

6  The residents of provincial towns and peripheral regions in central and eastern
Europe are less likely to speak English and to be IT literate, compared with the
situation in the West.
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knowledge sharing and economic growth. Given that the develop-
ment of ICT somehow plays down the importance of proximity,
innovation generation might increasingly be transferred into and
carried out in the global network, benefiting in the first place inter-
connected large metropolises, with the less developed periphery
being progressively marginalised. So knowledge generated in this
way, rather than spilling over to less technologically advanced
surrounding areas, might enter the global network — which may
be a network of prosperous urban regions — and thence be trans-
ferred or ‘spirited away’ elsewhere (see also Castells, 2001).

This, in turn, would be likely to enhance the already privi-
leged standing of large urban areas, at the same time reinforcing
the tendency towards a ‘lopsided’ distribution of technological
advancement and economic growth. It follows that capital cities
and well-developed regions in central and eastern Europe are, in
all likelihood, on course to catch up with the EU average in the
near future. But already depressed areas in the EU-12 periphery
(and in the EU-15 for that matter) might develop at a far slower
pace or be marginalised. This could cause regional disparities
at European level to persist or even to widen. There is therefore
a need to ensure that poorer regions can make best use of their
comparative advantages and prevent these disparities from
growing.

There have been concerns that the process of globalisation
undermines local democracy and therefore centralises political
decision-making. As it happens, there have been reforms to
devolve power to Polish cities and regions and establish local and
municipal self-government. This was largely a response to almost
half a century of communist rule, when all decisions shaping the
city and the region were taken by centrally and undemocratically
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appointed Communist Party members. In the eyes of those
seeking devolution, a democracy functioning only at national level
would not be tantamount to a genuine democracy. With little
experience to draw on and the economy teetering on the brink of
collapse in 1989/90 (Balcerowicz et al., 1997), the reformers were
naturally inclined to see localised decision-making as more demo-
cratic and hence ‘more desirable’. What they all had in mind was,
above all, a conviction that in a truly democratic society people
living in cities and regions have the right to govern themselves
and to make decisions that shape their local environment (see also
Chapter 7).

The biggest cities in Poland and elsewhere in central and
eastern Europe are booming, being successful in attracting and
keeping FDLI. In the local elections held in Poland in November
2006, the residents of the metropolitan areas voted for those
candidates who came out in favour of attracting international
investors and encouraging local entrepreneurship, rather than
those who wanted to increase public expenditure on social services
and welfare benefits (National Electoral Office, 2006). Also, the
inhabitants of the largest cities tend to see threats coming not
from outside (from globalisation, multinationals, etc.), but from
inside (cronyism, dishonesty and managerial incompetence on
the part of municipal officials).

Big-city dwellers realise that without the inflow of interna-
tional capital, the process of reducing the gap between the West
and the East might be considerably slowed down (Zientara,
2008b). If the inhabitants of Poland’s metropolitan areas elect
pro-business, globalisation-friendly officials — thereby empow-
ering them to pursue concrete development policy (which, among
much else, consists in attracting foreign capital and managing EU
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funds) — so much the better. That is democracy at work. But there
is more to this than meets the eye. ICT is a powerful vehicle for
developing grassroots activism and reinforcing pluralism.’ In fact,
new technologies lend themselves particularly well to promoting
democracy and citizenship awareness. In Poland local Internet
forums, especially in the biggest cities, function as a platform for
voicing one’s discontent with municipal officials or discussing
ways to sort out concrete problems such as traffic jams or infra-
structure planning.

In this way, ICT, commonly associated with the global scale,
also supports localisation and the more effective accountability of
local government officials and representatives. Thus globalisation
does not have to be seen as undermining urban democracy. This
has wider implications for democracy in provincial towns and

7 This, in turn, is connected with another distinct — yet related — issue, namely
the impact of ICT on regional development in general and the fortunes of disad-
vantaged, remote areas in particular. Much hope was pinned on the transforma-
tive effect of ICT (e-working, outsourcing). The OECD (2001b) came up with the
endogenous-exogenous development approach (p. 32). The former implies that
businesses in peripheral regions can make use of ICT to gain access to markets
located in core areas, the latter that businesses in rich regions can, via ICT, take
advantage of assets (mainly labour) in less favoured areas (Cornford et al., 1996;
Castro and Jensen-Butler, 2003). It is increasingly clear, however, that some of
the supposed benefits of ICT have failed to materialise (cf. Jeeger and Storgaard,
1997; Clark, 2001; Schmied, 2002). A few studies demonstrate, for example, that
e-working is a phenomenon typical of large cities rather than remote areas, where
there are high commuting costs (Clark, 2001). As Gillespie et al. (2001) observe,
for routine knowledge-based activities, there is a cost-driven tendency to their
dispersal from high-cost metropolitan districts to lower-cost metropolitan areas
—that is, from urban centres to suburbs and not from cities to remote regions (p.
22). And, with EU integration gathering momentum, office functions and busi-
ness tasks that can be performed by means of ICT (call centres, say), rather than
being outsourced to the West’s periphery, are being contracted out to central
and eastern European cities or even farther afield (see also Richardson and Belt,
2001).
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technologically retarded peripheral areas. If they continue to lag
behind big cities in terms of computer literacy and ICT infrastruc-
ture, not only might polarisation gather momentum, but local
democracy might also be less effective.

All of this suggests that globalisation — rather than driving
political changes and socio-economic development processes on
the ground - is actually the result of various multifaceted inter-
actions taking place at different geographical scales (McGuirk,
1997; Torrance, 2008; cf. Park, 2003; Cox, 2005). Indeed,
McGuirk (1997) points out that it is erroneous ‘to regard locali-
ties and regions as being at the mercy of external uncontrollable
and mythologized global forces, because they are themselves a
formative part of global processes’ (p. 493). It follows that, rather
than resisting ‘external’ forces, localities — to repeat — should try
and capitalise on trade and investment opportunities (Kanter,
1995; Rusk, 1999) by, among other things, ensuring a favourable
business climate (Dreier et al., 2001: 135). This implies that we
should not agree with those researchers (Davis, 1998; Falk, 2000;
MacLeod, 2002; Featherstone, 2003; Purcell, 2006) who call upon
citizens to ‘resist’ neoliberal globalisation.



6 THE LEARNING REGION AND SOCIAL
CAPITAL

In this chapter we discuss the ideas associated with the new
regionalism, placing special emphasis on the concept of the
‘learning region” and the significance of social capital. Having
presented the critique of the new regionalism, we examine its rele-
vance to the EU-12.

Innovation, learning and regional development

Nowadays knowledge in general and technological progress in
particular are seen as principal determinants of growth (Porter,
1990; Barro and Sala-I-Martin, 1995). In practice, the rate of
technological change and economic growth depends both on
governments and firms. It is both politicians and managers
who decide on how much to invest in research and devel-
opment (R&D) and education (see Kealey, 1996). This high-
lights the significance of human capital. As economies are
increasingly based on information processing and knowledge
creation (Nonaka and Takeuchi, 1995), they require well-
educated, highly skilled labour. There is evidence that coun-
tries investing in human capital and education grow faster than
those spending less (Barro and Sala-I-Martin, 1995), while the
presence of high-quality human capital has a positive effect on
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innovation generation (Armstrong and Taylor, 2000).’

There are two basic prerequisites of successful innovation:*
information and the capacity to process and interpret it. Informa-
tion has no meaning until it is complemented by personal know-
ledge and experience: i.e. until it is interpreted by a skilled person
(Te Velde, 1999). It is also argued that innovation is inextricably
entwined with employee creativity (Utterback, 1994; Amabile et
al., 1996). Scott and Bruce (1994) point out that ‘creativity has to
do with the production of novel and useful ideas [...] and innova-
tion has to do with the production and adaptation of useful ideas
and idea implementation’ (p. 581). In fact, organisational crea-
tivity in an R&D milieu is a subset of the broad domain of innova-
tion (Chen and Kaufman, 2008).

Yet, critically, innovation processes have undergone a trans-
formation from a basically linear process, whereby investment
in R&D was supposed to produce inventions and innovation
in relatively predictable contexts, into a non-linear, context-
driven phenomenon (see, for instance, Kline and Rosenberg,
1986; Nonaka et al., 2000; Nonaka and Toyama, 2002; European
Commission, 2007c; Peltokorpi et al., 2007). Thus innovation,
underpinned by tacit-knowledge (Polanyi, 1966) transmission, is
generated through interaction and cooperation that is specific to

1 Though it should not be assumed that government spending on these things gen-
erates growth — it can simply crowd out more efficient private spending.

2 Innovation should be distinguished from innovativeness. While the former takes
the form of technological, product and process (TPP) innovations, the latter
refers either to the importance of innovation (Garcia and Calantone, 2001) or
to an organisation’s capacity to innovate (Hurley et al., 2005). ‘Innovativeness
relates to a series of individual and group level properties that are characteristics
of group idea generation, learning, creativity and change. In this vein, innovative-
ness reflects the potential of organisations to produce innovative products [...]’
(Paleo and Wijnberg, 2008: 4).
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particular contexts (see also Castro and Jensen-Butler, 1991). That,
in turn, accentuates the significance of (geographical) proximity
(Fritsch and Schwirten, 1999) and the importance of institutions
and social capital.

This is because, for one thing, distance hinders the exchange
of tacit knowledge (Jaffe, 1989) and, for another, institutions and
social capital facilitate cooperation. ‘Proximity may thus econo-
mise on communication and interpretation costs involved in the
creation of new knowledge” (Dolfsma, 2008: 69). This partially
explains the resurgence of interest in the region, rather than the
country, as a scale of economic organisation. In other words, it
is the region which, by ensuring proximity and fostering local
identity-based social bonds, seems to provide an environment
particularly supportive of the above processes.® All of this led to
the formulation of theories and doctrines that are associated with
the new regionalism.*

The old regionalism focused on the support of inefficient
industries, where there was no comparative advantage. The new
regional economics focuses on encouraging local-scale coopera-
tion between all regional actors and attempts to promote learning

3 Florida (2004) — who propagated the concept of the creative class whose ‘mem-
bers engage in work whose function is to “create meaningful new forms™ (p. 68)
— argues that regions, in order to enhance their competitiveness, need to attract
and retain creative people.

4 Generally speaking, the new regionalism is associated with a wide array of dis-
courses and conceptualisations that came into prominence in the 1990s and dif-
fer considerably from the main tenets of the old regionalism (which itself refers to
abody of theory and practice dominant in regional thinking approximately from
the 1880s to the 1980s). It is possible to present in a simplified way the principal
differences between the old and new regionalism in terms of notional dichoto-
mies. Hence, while the old regionalism laid stress on government, coordination,
formalism and closeness, the new regionalism emphasises the importance of gov-
ernance, cooperation, trust and openness.
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as well as to provide benign support to innovation-generating,
technologically advanced industries, where there is a comparative
advantage. This also applies to government-led initiatives aiming
at forming clusters (European Commission, 2007¢: 20). After
all, the origins of Silicon Valley — the world’s most renowned
cluster (see also Saxenian, 1994) — could be traced back to the
high levels of central government investment in defence during
the cold war. Of course, the very conceptualisation of the cluster
is deeply rooted in Marshall’s (1890) industrial district argument
(according to which there are three main factors — labour market,
agglomeration externalities and knowledge infrastructure — that
lie behind firms’ location decisions).

There is, though, in the words of Michael Porter (2007), ‘still
confusion about policy implications. Should clusters be allowed
to form spontaneously, which is what has usually occurred, or
should there be some sort of policy intervention’ (p. 20). In a
letter to The Economist, Porter points out that

Cluster-policy thinking is very different from ‘industrial
policy’ thinking, though many economists lump the two
together. Cluster theory is neutral, rather than about picking
winners, intervention, protection and subsidies. Clusters
are good in any field because they boost productivity and
innovation, and cluster policy seeks to reduce constraints
and encourage externalities to raise the productivity of
competition ... There are literally hundreds of cluster
initiatives all over the world today that are pursuing varying
approaches to public—private collaboration to improve the
business environment ... While some of these initiatives
will have limited impact, and a few may do harm ... there
are strong reasons to believe the cluster/region level will be
a growing focus of economic policy. (Ibid.: 20-21)
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Thus it is assumed that innovation generation proceeds most
efficiently either in specialised clusters (Breschi and Malerba,
2005), where intra-firm links play a part (see also Wolfe and
Gertler, 2004; Feldman et al., 2005), or in areas where industry,
academia and other regional actors collaborate with each other to
produce innovative solutions that trickle down to other entities or
regions via the mechanism of knowledge spillovers (Jaffe, 1989).5
Revilla Diez and Kiese (2006) point out that ‘the extent to which
a region succeeds in generating a continuous stream of TPP [tech-
nological, product and process] innovations depends primarily
on its endowment with innovation actors (agents), and espe-
cially with innovating manufacturing firms, knowledge-intensive
business services (KIBS) as well as research institutions’ (p. 1006).

Furthermore, Malizia and Faser (1999) argue that the concen-
tration of several companies in the same area is likely to give rise
to positive externalities,® while Etzkowitz (2001) makes a case
for the ‘triple helix’, which advocates localised synergies within
the university—business—government triad. Anselin et al. (1997)
confirm a positive link between university research and innovative
activity. So the proximity of a university acts as an incentive for
firms to locate near by in order to gain access to highly skilled

5  European Commission (2007c¢) points out that ‘the traditional linear model of in-
novation [...]isno longer relevant. [...] Clusters may embody the characteristics
of the modern innovation process’ (p. 7).

6  The Marshall-Arrow—Romer (1890; 1962; 1986) concept of spillover externality,
accentuating the role of specialisation, takes as its premise that industries cluster
geographically to absorb knowledge spilling over between businesses. Regionally
specialised industries grow faster because neighbouring firms learn from each
other more effectively than geographically isolated firms. In contrast, Jacobs
(1969) sees heterogeneity and diversification — not specialisation — as the essen-
tial factor behind concentration and, ultimately, regional growth. The externality
in question stems from the cross-fertilisation of ideas between highly diversified
businesses.
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labour and to benefit from innovation (Lund, 1986; Jaffe, 1989). In
a similar vein, Storper (1997) notes that, although academic R&D
functions outside industry, innovation initially diffuses through
personal contacts and interactions. It follows, to quote Dolfsma
(2008: 69), that ‘agglomerations not only offer the advantages of
Marshall’s “traded linkages”, but possibly also the more elusive
“untraded interdependencies” (Storper, 1997)".

Of course, these ideas on their own do not make a case
either for or against government intervention. Privately run and
financed educational institutions may have better incentives than
government-run and -financed institutions to participate in the
process of creating a ‘learning region’ benefiting from externalities
arising from innovation. Similarly, the development of industrial
agglomerations with demand for an educated workforce may be
a sufficient incentive for universities to orientate their education
and research towards the needs of local industry. Whether govern-
ment should be involved in this process is a separate matter from
that of simply identifying that clusters and agglomerations are
beneficial.

The concept of the learning region

This interplay between innovativeness, networking and prox-
imity, in turn, lies at the core of the concept of the learning region,
which some analysts regard as a breakthrough or a ‘revolution in
thinking’ in regional policy (Armstrong and Taylor, 2000: 292).
It shifts the focus from technological progress to wider socio-
economic change, highlighting that institutional and cultural
factors are instrumental in ensuring such a transformation. Still,
the learning region is an ambiguous concept with various nuances
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and connotations ascribed to it (see, for instance, Asheim, 1996;
Morgan, 1997; Simmie, 1997; OECD, 2001a; Boekema et al.,
2000).

In the event, Morgan (1997) sees it as the new generation of
regional policy which, unlike traditional regional policy, accentu-
ates the need to concentrate efforts on ‘infostructure’ (instead of
infrastructure), integrated solving of local problems, permanent
organisational learning and development of an information
society. According to the OECD (2001a: 24), the learning region is
characterised by ‘regional institutions, which facilitate individual
and organisational learning through the coordination of flexible
networks of economic and political agents’. In consequence,
the capacity of a region to create an environment supportive
of processes of learning and innovation is seen as critical to
preserving its competitive advantage.

Above all, it is accepted that modern economic systems are
increasingly turning themselves into knowledge-driven econo-
mies. Hence, to follow the line of argument of Lundvall and
Johnson (1994), if knowledge is the most important resource
— and a driving force behind economic growth and societal
advancement — learning is the most important process. Learning,
therefore, is not viewed as an absorption of fixed and particular
scientific knowledge, but as the process of (continual) change in
institutional and organisational forms and economic structures.
That is why socio-economic systems that are able to transform
their structures in reaction to changed circumstances could best
be described as learning economies.”

Furthermore, it is accepted that learning is, in essence, a

7 Itshould be noted that for Lundvall and Johnson (1994), the learning economy is
a ‘mixed economy’ (p. 41), with the conspicuous presence of the public sector.
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collective and interactive process.® And the regional level — rather
than larger population units — may well be a very important level
at which this takes place. So the regional scale is critical to turning
‘old” economies into learning ones. Although regions affected by
industrial decline are — as a rule — hard to reinvent (Cooke, 1995),
this task is not impossible if there exists an environment that is
adaptive to change. This will make it possible to avoid promoting
employment simply through an economy of low skills, low wages
and low value-added.

The development of an adaptable ‘learning region’ calls for
cooperation between various local institutions: both formal and
informal. Commonly shared habits and values in a given locality,
underpinning reciprocal trust and understanding, facilitate coop-
eration and, ultimately, change. At this juncture, therefore, the
learning region is relevant to debates about how to generate social
capital (see: Putnam, 1995; Pastor et al., 2000; Maskell, 2001;
Trigilia, 2001; Tura and Harmaamkorpi, 2005).

Implications of social capital

Even though definitions of social capital vary (Coleman, 1988;
Putnam, 1995; Trigilia, 2001; Meadowcroft and Pennington,
2007), it is generally accepted that the concept refers to asso-
ciational activity that fosters trust and reciprocity, and hence

8  Itis essential to note that here the term collective should not be seen as referring
to those under the government of particular political structures as such. As von
Mises pointed out, ‘it is always a person who thinks: society does not think, any
more than it eats or drinks’. But in this particular context that is to miss the point.
Collective needs to be associated not with society but with a group of individuals
who, by interacting with each other, share (tacit) knowledge and thus learn. It is
still a person who thinks ...
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cooperation between strangers (Field, 2003: 32). Social capital
requires networks of civic engagement between people who are
not well known to each other.

Indeed, Jacobs (1961), who coined the term, originally argued
that social capital was critical to the success of cities. Tura and
Harmaamkorpi (2005) point out, for instance, that social capital
plays an important role in creating an innovative capability at
regional level. Likewise, Pastor et al. (2000) make a case for
‘community-based regionalism’, whereby community- and
neighbourhood-based advocacy groups cooperate with local elites
with a view to ensuring economic growth, social equity and a
clean environment. They see local community-building as instru-
mental to enhancing social capital, which, in turn, lies at the heart
of an economically dynamic, socially equitable and environmen-
tally friendly region.

But there is far more to the concept of social capital than that.
Not only is it heavy with implications for regional development,
but also, crucially, for liberal markets. Some researchers (of left-
wing or social democratic orientation) tend to contrast the market
with civil society and uncritically regard market forces as under-
mining the development of social capital in communities. They
point out that it is (soulless and uncontrollable) market forces
which bring about the atomisation of our societies, which, in
turn, risks producing all sorts of undesirable, negative outcomes.
These include the weakening of social bonds, the erosion of trust
and the destabilisation of democratic governance. Moreover, it is
suggested that the failure of some past interventionist policies was
also due to the absence of social capital. The state should build
social capital first, they argue, then government intervention in
the economy would be more effective.
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But there is an important, contrary voice. Meadowcroft and
Pennington (2007: 24) stress that they believe social capital is
important. They argue, ‘the operation of a market economy,
which involves multiple exchanges between decentralised indi-
viduals and organisations, depends in large part upon the exist-
ence of trust between market participants’. They further argue
that markets themselves are the best institutions for the creation
of social capital and civil society. This is because the market,
to use Peter Boettke’s words, is ‘a school of rules, where good
behaviour is rewarded, and bad behaviour is penalised. We learn
through our experience with markets various habits and values’
(in Foreword to ibid.: 9). Indeed, trustworthiness, industrious-
ness, promise-keeping and honesty are all qualities that underpin
the functioning of the markets and condition long-term value
creation: the bankruptcy of Enron, caused by the executives’ greed
and dishonesty, is a case in point.

It is no coincidence that, as will be demonstrated later on,
under communism the quality of social capital was very low
(Sztompka, 2002; Hryniewicz, 2007). Indeed, there was little trust
among Communist Party officials themselves (who rightly feared
Stalinism-style internal purges), between ordinary people and
apparatchiks (who suspected the former of plotting to overthrow
the regime), as well as among citizens themselves (who often spied
on their colleagues and denounced them to the secret police, espe-
cially in such countries as East Germany and Romania, where the
Stasi and the Securitate had hundreds of thousands of informers).
It is, therefore, the communism-imposed lack of market forces
and the elimination of political pluralism through one-party rule
which wreaked havoc with civil society in central and eastern
Europe before 1989 (see also Chapter 7).
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The fact that market forces can generate their social capital
is an important result. Social capital is important for regional
development but that fact alone does not justify interventionist
policies.

Critique of the new regionalism and its relevance to
central and eastern Europe

The new regionalism and, principally, the concept of the
learning region have come in for criticism (see, for instance,
Hudson, 1999; Lovering, 1999; MacKinnon et al., 2002; Martin
and Sunley, 2003; Purcell, 2004). Purcell (2004: 762) notes that
it is problematic to uncritically assume that regions all over the
world exhibit similar trends as in Western developed countries.
Hence it is equally presumptuous to think that the patterns
of regional development as identified in America and western
Europe can be easily mimicked in diverse circumstances. The
new paradigm seems to bear the characteristics of ‘one-size-fits-
all’ regional policy — that R&D investment and the concept of an
adaptable, innovative, ‘learning’ region are a recipe for success
everywhere.

Lovering (1999), drawing on evidence from Wales, high-
lights the inadequacies of the new regionalism, claiming that
the narrative of ‘new-regional’ development — marked by vague
conceptualisation (imprecise definitions and terms) — is detached
from reality. In this context, Morgan (1997) illustrated his point
through the example of the Welsh Development Agency, which
shifted the focus from hard infrastructure to soft infrastructure.
Yet the agency was wound up in 2005 and its actual impact on
the situation in Wales is hard to unequivocally assess. It is telling
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that the region is still lagging behind its UK counterparts, most
notably in terms of GDP per head (Smith, 2006: 123).

Fundamentally, MacKinnon et al. (2002) claim that, although
the focus on knowledge and learning is highly relevant, much of
the literature fails to provide empirical inquiry evidence. Simi-
larly, Hudson (1999), while recognising its general importance,
suggests that knowledge should not be not treated in a dogmatic
fashion. He points to a growing body of literature that examines
changes in production and work organisation while placing
emphasis on other determinants.’

Furthermore, intra-regional business links seem to be over-
emphasised at the expense of external linkages (Amin and Thrift,
2002). In this sense, MacKinnon et al. (2002) argue that there
is a tendency to underemphasise the significance of wider extra-
local networks and structures. Questions are also raised about
the rationale for clusters. Martin and Sunley (2003) use the word
chaotic to describe the concept in its entirety, again underscoring
the ‘fuzziness’ of the definition. To quote one report, ‘many,
possibly exaggerated, claims are made concerning the existence
and economic role of clusters ... Probably many supposed and
frequently identified clusters do not exist’ (BISER, 2002: 15).

Likewise, it is questioned whether the benefits of close inter-
firm cooperation — while indeed of great usefulness to partic-
ular sectors — actually ‘trickle down to (or across) other sectors’
(Purcell, 2004: 763). In the same vein, some hypothesise that
knowledge and innovation generated in high-tech clusters are
likely to enter the global network rather than be transmitted to

9  Itisargued that while the UK has been relatively good at ‘research’ — that is, gen-
erating knowledge — compared with the USA, it has been much less successful at
‘development’ — that is, turning knowledge into commercial advantage.
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less technically advanced regions (see also Castells, 2001). This
might happen because, as Graham and Marvin (2001) suggest,
ICT networks can splinter or polarise places and societies owing
to the existence of ‘glocal nodes™ within cities which link up with
similar areas around the world. Given that ICT facilitates inter-
action and plays down the importance of proximity, innovation
generation might increasingly be transferred into and carried out
in the global network, benefiting in the first place interconnected
large metropolises, with the less developed periphery being
progressively marginalised.

Indeed, another tenet of the new regionalism can be doubted
—namely, that proximity is intrinsically conducive to learning and
innovating. It is suggested people can share — with the help of the
same ICT that facilitates technology transfer — tacit knowledge. A
case in point is modular work over the Internet, in which several
people located in different places around the world collaborate on
one project, without actually experiencing the physical presence
of their colleagues, yet sharing and exchanging knowledge. Thus
physical proximity, albeit of great importance, does not neces-
sarily have to be a sine qua non condition for tacit knowledge
transmission (see also Breschi and Lissoni, 2001)."

Symptomatically, some researchers make a case for non-terri-
torial systems of innovation, in which the territorial dimension

10 In its broadest sense, ‘glocal’ is used to describe the space where globalisation
and localisation meet (see also Swyngedouw, 1989; 1997). More specifically, ‘glo-
cal’is often employed to refer to the situation in which local infrastructure assets,
while being owned by global entities, are controlled by (nation-state) public regu-
lators (Torrance, 2008, p. 5).

11 Recent work makes a distinction between different dimensions of proximity:
geographical, behavioural, technological, industrial and cognitive (see Boschma,
2005; Lang, 2005).
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—in contrast to technological or industry criteria — does not play
an important part (see Moulaert and Sekia, 2003). At best, it is
just a complement. Carlsson and Stankiewicz (1991) define a
technological system as a network of vertically and horizontally
linked actors and organisations interacting in a given industry
to generate, diffuse and apply technological knowledge. It is also
argued that innovation generation should be viewed as a multi-
scalar phenomenon, in which the territory (that is, the regional
scale) is just one of the determining dimensions. It follows that
innovation processes not only cut across different scales (global,
national, regional, local), but also involve non-territorial (sectoral)
factors. Oinas and Malecki (1999) capture the multi-scalar nature
of innovation in their functional concept of spatial innovation
systems, which refers to ‘overlapping and interlinked national,
regional and sectoral systems of innovation which are all mani-
fested in different configurations in space’ (p. 10).

Some think that the role of soft, cultural factors might be over-
stated, too (Rodrigues-Pose, 2001). The new regionalism also,
arguably, fails to acknowledge the impact of nation-state policies
on the fortunes of regions. That problem again bears upon the
situation in Poland and other EU-12 states, which, despite being
officially recognised by the European Commission as functioning
free-market economies, have not totally accomplished the process
of transformation.

The new regionalism is — like any comprehensive theoretical
approach — vulnerable to criticism. Specifically, the arguments
about the role of external linkages and nation-state policies
are not easily dismissed. Moreover, regions in different parts
of the world indeed do not have to exhibit similar trends — or
follow similar developmental paths — as identified in the West.
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Yet, the doubts cast over these doctrines and theories, however
well founded and insightful, should not be unproblematically
accepted either. After all, in some places genuine clusters exist
(Cumbers and MacKinnon, 2005). North Carolina, for instance,
is now home to 88 biotech companies and approximately one
hundred biotech-related businesses. Most of them are located
in the so-called ‘research triangle’, which includes the cities of
Raleigh, Durham and Chapel Hill. And clusters can also be found
in central and eastern Europe. Let us one more time cite Porter
(2007: 20): ‘there are literally hundreds of cluster initiatives all
over the world today ... there are strong reasons to believe the
cluster/region level will be a growing focus of economic policy’.
Fundamentally, there is already sufficient empirical evidence that
suggests that regions with a higher share of employment in indus-
tries that belong to strong clusters are generally more prosperous
(European Commission, 2007c¢: 9).

Modular work over the Internet is a relatively limited phenom-
enon and hence is unlikely to seriously undermine the necessity
of face-to-face contact. It is hard to dispute the importance of
flexibility and the need to continually change and adapt to new
circumstances. As for the global/national scales of innovation
and the use of ‘glocal’ networks, it is still the case that many small
and medium-sized enterprises (SMEs) operate predominantly in
the local environment and that it is their region which still matters
most.

So, despite reservations about some of the ideas underpin-
ning the new regionalism, certain premises of that set of ideas are
important and should be an important part of a regional policy
framework. The concept of the learning region — regional-scale
learning and continual change coupled with cooperation lubricated
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by social capital — is of great relevance to all Polish regions. It
follows that new-regionalism concepts ought to be incorporated
into more eclectic strategies of regional development.

Whether acceptance of the new regionalism implies a case for
any government intervention is a moot point. We shall come to
these issues later. It certainly does not, however, provide a case for
the form of regional policy that involves ‘picking winners’ or large
cash transfers. What is certainly required, though, is economic
liberalisation to facilitate adaptability, so that poor regions can
adapt to economic change that arises from membership of the EU
and the process of globalisation more generally.

In the next chapter, Poland’s regionalism will act as a sort of
case study and an illustration of the tendencies and phenomena
that are typical of New and Old Europe members alike. The
Polish regional agenda acts as a context for analysis of regional
problems across the EU. This will allow us both to formulate
policy recommendations and, by extension, to discuss the ques-
tions of much broader scope that bear upon the European project
in its entirety. First, we will look at the character and effects of the
systemic transformation in Poland, which, as we will see, has had
a profound impact on the picture of Polish regionalism.

7 POLAND’S SYSTEMIC TRANSFORMATION
AND ITS IMPACT ON REGIONALISM

We begin with an examination of the results of the systemic
transformation of the Polish economy. We highlight the regional
implications of national policy and the overall business climate.
Special emphasis is placed on the issue of social capital. Poland’s
regional agenda is then examined to try to understand better the
nature and causes of regional disparities.

Poland’s stalled reform

Since 1989, Poland, like other ex-communist countries, has under-
gone a transformation from a centrally planned socialist system
to a more free-market economy' (Balcerowicz et al., 1997; Balcero-
wicz, 2003; cf. Siemianowicz, 2006). In the early 1990s, the Polish
economy, marked by dynamic growth, falling (though still high)
inflation and a relatively friendly business climate, was regarded
as a ‘tiger’ of central and eastern Europe and held up as the best

1 Infact, transformation processes began just before the fall of communism. Some
say that the beginning of the transformation of the Polish economy can be sym-
bolically traced back to 1988, when a law on economic activity was passed. Au-
thored by Mieczystaw Wilczek (the minister of industry in the last communist
government), it is justifiably seen as far more liberal than similar laws later en-
acted after 1989. It is ironic, therefore, that a nominally communist minister was
the one who de facto gave Poles the largest degree of economic freedom. As time
has passed, however, this freedom has been systematically restricted.
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Table 7 Poland’s basic macroeconomic indicators (1990-2007)

Unemployment (%)  Budget balances (% Public spending (% of Inflation (%)

GDP growth (%)
(change on previous

GDP)

of GDP)

year)

585.8

39.8
49.0

0.4
-3.8

6.5
12.2

-11.6

1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

70.3
43.0

-7.6
2.6

-6.0 50.4

-2.8

14.3

353

50.5

16.4

4.0

32.2

27.8

49.6

-2.7

16.0

5.2

49.6

-2.6

14.9

7.0

19.9

49.2

-2.5

13.2

6.0

14.9

48.1

-2.5

10.3

6.5

11.8

10.7

44.0

-2.6

10.4

4.3

45.0

-2.1

13.0

4.0

11.0

55

48.7

-2.7

15.1

4.1

45.3

19.4 -4.5

20.0

1.0

1.5

1.9
0.8
4.4
0.7

47.0

-5.1

2002
2003

45.0
47,1

-5.0
=53

20.0

3.7
6.9

19.5

2004
2005
2006
2007

49.0

-5.0
-3.9
-3.0

17.7

3.2

1.3
2.6

43.9

18.0

5.8

42.0

11.4

6.4
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example of successful systemic change (see Table 7). Unfortu-
nately, by 2008 that favourable impression seemed to have all but
vanished. In sharp contrast to many EU-12 countries that pressed
ahead with free-market reform (Slovakia, Romania, the Baltic
republics), Poland has evidently gone backwards with regard to
the liberalisation agenda.

Ubiquitous red tape, labour market rigidities, high taxes
and non-wage labour costs, underdeveloped infrastructure (in
bad repair), inefficient courts, obsolete agriculture and powerful
vested interests (such as public-sector trade unions) are all
impediments to reform. Thus there are now well-substantiated
doubts as to whether Poland’s decision-makers have wholeheart-
edly embraced the principles of economic liberalism (Zientara,
2007). In fact, all governments (apart from the first two from
1989 to 1991), disclosing mistrust of the market mechanism
and progressively restricting economic freedom,” championed
— to varying degrees — interventionism and aspired to build a
Polish version of the Continental welfare state (Balcerowicz et
al., 1997).

All this has found its reflection in Poland’s very low places in
rankings of competitiveness and business friendliness (Heritage
Foundation, 2008; World Bank, 2008; World Economic Forum,
2008a, 2008b). Poland occupies 83rd position in the Index of
Economic Freedom (Heritage Foundation, 2008) and 51st in the
Global Competitiveness Index (World Economic Forum, 2008a).
Unsurprisingly, being ranked 76th, Poland fares equally badly

2 Whereas many western European parties that are described as ‘right-wing’ or
‘conservative’ will tend to favour markets to a greater degree than their social-
ist counterparts, the Polish right-wing parties tend simply to be socially conser-
vative while in economic policy being anti-market and dirigiste.
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for ease of doing business (World Bank, 2008). That not only
confirms the view that Polish decision-makers have had little faith
in the merits of free-market reform,? but also casts a shadow over
the country’s longer-term development prospects.

Poland has a high unemployment rate. In September 2008 it
stood at 9.3 per cent. This was, however, 10.7 percentage points
less than the all-time high of 20 per cent at the beginning of 2004.
This fall in unemployment was not due to reform, but to economic
recovery and, more importantly, to the mass emigration to the
UK and Ireland* that ensued after Poland’s accession to the EU.>
The root cause of high unemployment is seen in strict employ-
ment protection legislation (EPL) and high non-wage labour
costs, which discourage job creation (Economist, 2001: 33). The
tax wedge® (on an average low wage) reached 42 per cent in 2004.
Furthermore, high joblessness is accompanied by other adverse
labour market trends. Poland has a remarkably low employ-
ment rate of workers aged 16—64 (57 per cent). And the employ-
ment rate of workers aged 55-64 — at 28.1 per cent (which is 15
percentage points below the EU-27 average) — is the lowest (bar
Malta) in the EU (Eurostat, 2008). Compared with countries such

3 Many Polish decision-makers denounce Anglo-Saxon liberalism as socially
unjust, forgetting that hundreds of thousands of Poles have voted with their
feet, leaving for Britain and Ireland — the European epitomes of market-based
capitalism.

4 It is estimated that roughly two million Poles (although estimates vary) emi-
grated to the UK and Ireland.

5  Itis hard to see emigration per se as a negative phenomenon; yet there is a subtle
difference between people who leave a country because they want to broaden
their horizons and/or get better education and those who emigrate because they
cannot find work or are unable to support their families. The mass emigration
to the UK and Ireland is a symptom of the latter and is tantamount to the loss of
(often first-rate) human capital.

6  The tax wedge is constituted by income tax and social security contributions.
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as Sweden (69.6 per cent) and Norway (67.4 per cent), Poland has
fared particularly badly in this respect.

The Polish labour market is regulated by the labour code,
dating back to 1974, which is deeply rooted in the communist-
inspired ideology of a job for life (Zientara, 2008a). According to
the OECD (2004: 117), the overall EPL index for Poland totals 2.1,
much higher than in the USA (0.7) or the UK (1.1). That the labour
code has not so far been seriously modified nor payroll taxes
lowered is chiefly down to the activism of trade unions, which —
having played a significant role in the demise of the old system
— still influence many areas of economic policy.

This is the case despite falling unionisation rates: only
approximately 10 per cent of Polish employees belong to a union
(Zientara, 2008a).” Their power derives from favourable legisla-
tion, which is reflected in the high value of the union protection
index (UPI). For Poland, the value of the UPI is 0.57, compared
with 0.26 for the United States and only 0.19 for the UK (Botero
et al., 2004; website dataset). This legislation plays at least as
important a part in underpinning union strength as union density
(or sheer membership numbers). As Figure 1 shows, union density
in Britain is much higher than in France or Poland. Nonetheless,
UK unions are no longer as powerful as in the past. In this sense,
itis hard to agree entirely with Schnabel and Wagner (2007), who
assert that in Europe ‘[unions’] economic and political power
depends on the number of members and on union density’ (p. 5).

As strong unions foster labour regulation, the two types of

7 Schnabel and Wagner (2007) claim, however, that the figure is 15.7 per cent
(p. 8). Note that our computations are based on data provided directly by the
public-relations departments of Poland’s main trade unions, whereas Schnabel
and Wagner’s are based on data from the 2002/03 European Social Survey,
which might explain the disparity.

107



NEW EUROPE’S OLD REGIONS

108

Figure 1 Union density (%)

60— — UK
USA
Germany

= France

ewe Poland

50—

40—

30—
s\~~~
20—° “sss
\~~
Seo
10—
0
1970 1980 1990 2000

Sources: Economist, ‘Power without responsibility’, 27 April 2006, p. 32; Central Statistical Office
(2004), Polish Statistical Yearbook 2003, Warsaw; PR departments of Solidarity and OPZZ

regulation — the strictness of EPL and the degree of union protec-
tion — tend to go together (Siebert, 2005: 3). This is certainly the
case in Poland. Yet, crucially, the anti-reformist activism of trade
unions, together with restrictions on hiring and firing procedures,
give rise to an insider-outsider labour market, which discriminates
against job-seekers and those on temporary contracts or — in the
case of Poland — on so-called civil-law contracts.® It is interesting,

8  InPoland there are two basic forms of employment, regulated by different legis-
lation, so a Pole can be employed under two different regimes. Open-ended con-
tracts and fixed-term contracts are covered by the labour code, whereas so-called
‘commission contracts’ and ‘per-piece contracts’ fall under civil law. The latter
form of employment grants no protection or entitlements and is used as a way to
circumvent the onerous labour code.

POLAND’S SYSTEMIC TRANSFORMATION AND ITS IMPACT ON REGIONALISM

Table 8 Correlations between employment protection legislation and
union protection and unemployment

Unemployment EPL (0-6) Union protection
rate (%) index (0-1)
Australia 55 1.5 0.37
Austria 5.2 2.2 0.36
Belgium 13.2 2.5 0.42
Canada 7.2 1.1 0.20
Denmark 4.8 1.8 0.42
Finland 8.4 2.1 0.32
France 9.8 2.9 0.67
Germany 11.6 2.5 0.61
Greece 9.8 2.9 0.49
Ireland 4.2 1.3 0.46
Italy 7.7 2.4 0.63
Japan 4.4 1.8 0.63
Netherlands 4.7 2.3 0.46
New Zealand 3.9 1.3 0.25
Norway 4.6 2.6 0.65
Poland 17.7 2.1 0.57
Portugal 7.6 3.5 0.65
Spain 9.2 3.1 0.59
Sweden 6.3 2.6 0.54
UK 4.7 1.1 0.19
USA 5.1 0.7 0.26
Correlation with 1.0 0.4 0.33

unemployment

Sources: Unemployment rate, OECD (online), Paris (accessed 12 July 2006), available
at: www.oecd.org; EPL, OECD (2004); union protection index, Botero et al. (2004)
(website dataset)
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therefore, to look at statistical links between EPL, unionisation
and unemployment, accepting that, of course, correlation does
not prove causation. Table 8 shows that there are positive corre-
lations between EPL, unionisation and unemployment. The link
between the strictness of EPL and employment is statistically
significant, and Poland fares badly in comparison with the Anglo-
Saxon countries.

Despite this, Poland’s economic performance has been
reasonably good (see Table 7). Economic growth of 6.4 per cent,
albeit lower than Latvia’s 10.2 per cent or Slovakia’s 9.8 per cent,
compared favourably with that of Italy or France (around 1—2 per
cent). This is, of course, growth from a low base, however, and it is
largely due to liberalisation in other areas, including foreign direct
investment. The economy still lacks the structural strengths which
condition long-term development.

Poland and the challenges of a knowledge-based
economy
Economic challenges

Poland ranks low in indicators of the extent of a ‘knowledge
economy’ and indicators of innovation. It is ranked 32nd out of 37
countries on the Summary Innovation Index and 24th out of the
27 EU member states (PRO INNO Europe, 2008: 7). What is more,
Poland occupies 72nd place in the Network Readiness Index
(Forbes, 2005), which measures the propensity for countries to
exploit the opportunities offered by ICT. She lags behind not only
all other EU member states except for Bulgaria, but also behind
very poor countries such as Ghana or Pakistan.

This should not come as a surprise, given the character of

POLAND’S SYSTEMIC TRANSFORMATION AND ITS IMPACT ON REGIONALISM

government redistribution policy, which favours (inefficient
and fragmented) agriculture, (loss-making) state-owned heavy
industry and (bloated) bureaucracy to the detriment of factors
that improve a country’s knowledge-based potential. Dispropor-
tionate amounts of taxpayers’ money are distributed to farmers,
industry workers, civil servants and early retirees (Rzorca and
Wojciechowski, 2008) in the form of subsidies, tax breaks, debt
write-offs and pensions, and this has two effects. It reduces
government finance of education, innovation, R&D and ICT. It
also reduces private incentives to invest in these fields because
factors of production are given incentives to remain deployed in
obsolete or low-value-added activities or to remain unemployed.
Scientists, teachers and well-educated young people, who embody
high-quality human capital, have migrated to other parts of the
EU.

In 2007 government spending on R&D amounted to 0.39 per
cent of GDP (Figure 2) (PRO INNO Europe, 2008: 40). Tellingly,
in the same year, business spending on R&D was only 0.18 per
cent of GDP, while only 13.8 per cent of SMEs carried out in-house
innovation. Only 8 per cent of the population have broadband
access to the Internet (compared with 35 per cent in Denmark).
Government support for specific industries, together with
employment protection legislation, is discouraging privately led
innovation and training in skills relevant to industries in which
Poland may have a comparative advantage if resources were not
encouraged to remain in unproductive industries.

Furthermore, as primary and secondary education is
co-financed both by central government and local administrative
units, sometimes in poorer areas (where tax revenues are compar-
atively low) the quality of teaching suffers. This is particularly
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Figure 2 Government and corporate spending on R&D in selected
new member states (2007)
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evident as far as English and ICT are concerned. Equally impor-
tantly, Poland’s university education — being ‘inward-looking’
and ‘backward-looking” (OECD, 2008: 46) — is institutionally
and mentally still rooted in communism. Rote learning is still
favoured, with little stress being placed on individual analysis
and creative thinking (conditions sine qua non of innovation) or
practical skills. In sum, Polish tertiary education is ‘insufficiently
responsive to the diverse needs of the present-day economy and
society’ (ibid.: 46).

To summarise, the whole country is neither innovative nor
oriented towards technological progress. In the Polish version
of a mixed economy priority is given to short-term consumption

POLAND’S SYSTEMIC TRANSFORMATION AND ITS IMPACT ON REGIONALISM

and maintaining economic resources in unproductive indus-
tries. Quite apart from the orientation of government spending,
the overall tax burden makes it difficult for private businesses to
invest in R&D and human resources development. We now move
on to examine the problem of social capital.

Social capital

As the process of learning is interactive and systemic in character,
to create an educated and adaptive workforce and commercial
sector that is capable of promoting information, there needs to
be close cooperation between individuals, corporations, institu-
tions of civil society and, where appropriate, public-sector institu-
tions.’ This must be lubricated by mutual trust — or social capital.
And although, as we have indicated in Chapter 4, the revival of
regional civic activism has contributed to reinforcing local social
bonds, it is fair to say that the quality of social capital is generally
low across Poland (Sztompka, 2002; Grosse, 2006; Zybertowicz
and Splawski, 2006; Hryniewicz, 2007, Gardawski, 2007; Jasiecki,
2007). This, as mentioned in the previous chapter, is the legacy
of communism, which hampered the formation of social capital
in all central and eastern European countries (Grabowska and
Szawiel, 2001; Hryniewicz, 2007). It might be instructive to refer
to Poland’s dramatic history to see what the process of social-
capital destruction consisted of.

The Solidarity trade union played a crucial role in the
collapse of communism. Its activity is rightly seen as an extra-
ordinary manifestation of social capital: a grassroots movement

9  Even in the more liberal states today, public-sector institutions are involved,
rightly or wrongly, with matters to do with planning.
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par excellence, uniting blue-collar workers, the middle classes
and the intelligentsia in the struggle against a common enemy
(Tischner, 1992). Interestingly, in fact, this is the crux of the
matter. Generally, it is assumed that social capital is associated
with constructing and compromising (that is, with something
positive). In a culture of dishonesty, suspicion and corruption —
characterised by the absence of social capital — constructive coop-
eration is much more difficult (see also Hryniewicz, 2007: 29). The
social bonds formed in communist times were linked to behaviour
associated with fighting, opposing and deconstructing. Consensus
and cooperation were necessary only on a limited basis because
the key coordinating characteristic was confronting a common
enemy.

In fact, for centuries, the entire Polish society has been
pervaded by the spirit of confrontation and polarisation
(Sztompka, 2002), by a sort of ‘us-versus-them’ philosophy that
is central to fighting an enemy (Zientara, 2008b). That confronta-
tional and mistrustful attitude has its roots not just in the struggle
against communism, but in that against the Nazis and, indeed, the
foreign rulers that partitioned Poland in the eighteenth century.
Under communism people distrusted the government, while
the Communist Party mistrusted ordinary citizens, suspecting
them of plotting to overthrow the system, and thus discouraged
bottom-up initiative. This is not conducive to consensus-seeking
and cooperation, which are part and parcel of a market economy.

Ultimately it was a compromise reached between the commu-
nists and the opposition which made it possible to accomplish a
bloodless transfer of power (Watesa, 1990; Tittenbrun, 1992). Yet
that is to miss the point. In fact, shortly after the collapse of the
regime, the narrative of conflict and polarisation — coupled with
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the anti-market rhetoric and calls for more state intervention —
began to run through public debate, poisoning not only relations
between politicians and citizenry, but also between employers
and employees (Grosse, 2006; Zybertowicz and Splawski, 2006),
citizens and big business, and so on. This reached its culmination
in 2006/07, when the then government launched a campaign to
verify who had collaborated with the communist secret police.

What are the ramifications of low rates of social capital for
Polish regional policy? If social capital, by enhancing cooperation,
plays a critical part in region-level learning and, by extension,
regional development, then in Poland the prospects for the imple-
mentation of such strategies are not bright. How can a learning
region be built if local inhabitants are distrustful, unwilling
to compromise and disinclined to cooperate? This problem is
thrown into particularly sharp focus in the areas that were home
to collective state-owned farms. In those communities social
bonds were conspicuously weak and everyday life was marked by
over-reliance on the state as a provider of rudimentary welfare,
grassroots passivity, overall indifference and mutual mistrust.
Little has changed since then. This only confirms the view that
whenever market forces — which, as Meadowcroft and Pennington
(2007) show, generate their social capital - are seriously restricted
or eliminated, ‘civicness’ and other values collapse.

Poland’s regional agenda

As has been mentioned, it is at regional level that disparities
between New and Old Europe are particular marked. All Polish
regions, or voivodships, are classified as NUT2 regions (bar the
capital district of Warsaw; see also Chapter 2, note 2). And, prior
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to the accession of Romania and Bulgaria, Lubelskie voivodship
was the poorest area (on a GDP per capita basis) in the entire
Community (see Table 9). One can observe significant disparities
between underdeveloped and rich regions within Poland* and
also between the poorest Polish areas and the richest European
ones (within the enlarged Union). The accession of Romania and
Bulgaria in 2007 threw the issue into even sharper focus (Begg,
2008: 3).

Regional differences are conspicuous not only in terms of
basic economic indicators, but also as far as knowledge-economy
potential is concerned (Table 10). While less-developed, periph-
eral regions are suffering from comparatively high joblessness
levels and higher-than-average poverty rates, Poland’s biggest
cities are booming and function as regional ‘poles’ of growth. It is
there that jobs are being created and wealth generated, not least
thanks to the inflow of FDI. Hence core—periphery, urban—rural
divides are likely to be reinforced (Zientara, 2008b).

But even if in Polish cities unemployment is comparatively
low (and in some labour market segments non-existent), else-
where — even in many subregions (powiaty) situated only 50-100
kilometres from the largest cities — it is over 10 per cent. In the
capital region of Mazowieckie there were subregions (such as
Makowski and Szydtowiecki) with an unemployment rate of more
than 15 per cent (in March 2008). And the situation is worse in
the underdeveloped peripheral voivodships in the eastern part

10 The symbolic border between a better-off Poland and a worse-off Poland is the
Wista river. The areas situated to the east of the river, informally called ‘Poland
B’, are commonly associated with agriculture, backwardness and underdevelop-
ment, whereas those located to the west — ‘Poland A’ — are seen as industrialised,
(relatively) modern and developed (with the notable exception of the north-
western part).
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of Poland and in some areas in the north-west. There unemploy-
ment and poverty rates far exceed the national averages and many
inhabitants stand little chance of finding employment or do not
even look for it. They live off meagre social assistance, which, in
turn, perpetuates their dependence on the state and reinforces a
feeling of frustration.

The problem is thrown into particularly sharp focus in those
subregions (chiefly in Zachodniopomorskie and Warminsko-
Mazurskie voivodships) where under communism state-owned
collective farms, mostly inefficient and mismanaged, formed the
backbone of local economies. The collapse of the communist
regime and the subsequent introduction of market mechanisms
laid bare their economic unsoundness. Accordingly, most of them
were shut down, which triggered off large-scale redundancies.
As a result, thousands of employees, who for years had become
accustomed to a socialist work ethos (characterised by little effort
and insufficient work commitment coupled with very low labour
productivity, low pay and an aversion to change and to new tech-
nologies), found themselves simultaneously unemployed and
unemployable. This also explains very low rates of social capital
— this was not a situation that would naturally engender bonds of
trust between individuals and business and between individuals
and government. Yet regional disparities, rather than being a
recent phenomenon associated with the hardships of the trans-
formation, have their roots in the eighteenth-century partitions
(Hryniewicz, 2007: 35) (see Box 2).

Politicians saw an administrative reform as one of the ways to
address the regional lopsidedness (Szomburg, 2001). Apart from
reinforcing local democracy, this was supposed to prevent the
core—periphery, urban-rural divide from growing. Prior to 1999,
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Box 2 Implications of the eighteenth-century partitions
for today’s Polish regions
As a result of the consecutive partitions, carried out in 1772,
1793 and 1795 by Prussia, Russia and Austria, Poland (then
a monarchy) lost its sovereignty and ceased to exist as an
independent state. Hence in 1795-1918 Polish territories
found themselves under the sway of the neighbouring
countries. In practice, this meant that all Polish regions had
been incorporated into different states and were thereafter
ruled, respectively, from Berlin, Moscow and Vienna. So today’s
western and northern areas became part of Prussia (and later,
after 1871, of the unified Germany), southern regions were
integrated with Austria (which, after 1848, came to be known
as Austria-Hungary), while central and eastern provinces
(including territories now in Ukraine and Belarus) were annexed
by Russia. This dramatically affected the socio-economic
development of particular areas. The places under German
rule (especially Silesia) experienced the Industrial Revolution
and underwent a period of industrialisation-driven economic
growth and dynamic development. In effect, in 1918 — when
Poland regained its independence - they turned out to be the
most advanced regions in a newly born democratic state. By
contrast, the areas under Austrian and Russian sway — with the
notable exception of today’s t6dzkie voivodship and the district
of Warsaw — lagged behind, being just neglected faraway
provinces of two ailing empires. They were mainly rural (and
agricultural) in character and far less economically developed
than the industrialised western regions. In between the wars
(1918-1939), regional disparities were not reduced. And after
1945, when Poland again lost its independence, becoming a
communist satellite of the Soviet Union, those disproportions
persisted (see also Hryniewicz, 2007: 34-42).
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Figure 3 Map of Polish regions after the administrative reform in 1999
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there existed (under the centralised regime inherited from the
communist times) 49 voivodships — too small and economically
weak to pursue effectively independent policies appropriate to
their own needs. As a result, sixteen larger voivodships came into
being in 1999 (Figure 3). The idea was to create fewer but stronger
regions, capable of shaping and implementing their local agenda
on their own.

Unfortunately, the authors of the reform (owing mainly to
political pressure) were not determined to be sufficiently radical.
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More responsibility could have been given to regions, especially
in the area of taxation and labour market regulation. Experts
criticised the number of voivodships and the inadequate extent
of devolution. Considering both the historical aspects and the
average size of corresponding administrative units in the EU, it
is reasonable to claim that six — instead of sixteen — larger, really
significant voivodships should have been established. Figure 3
suggests that a more appropriate designation of regional space
would have entailed ‘merging’ the following voivodships: (i)
Pomorskie and Zachodniopomorskie; (ii) Lubuskie, Wielko-
polskie and Kujawsko-pomorskie; (iii) Mazowieckie, Lodzkie
and §wietokrzyskie, (iv) Dolnoslaskie, Opolskie and Slaskie; (v)
Matopolskie, Podkarpackie, Lubelskie; (vi) Warminsko-mazurskie
and Podlaskie.

Such a designation would have also reflected economic,
cultural and historical ties that — in most cases — naturally bind
those regions together (Zientara, 2008b). Another argument
against setting up so many voivodships and disregarding these
natural ties was the resulting diminished capacity of Polish
voivodships to make use of EU regional funds (which require
co-financing in line with the principle of additionality (Begg,
2008: 8)): bigger regions might potentially have managed to
co-finance and hence to implement a greater number of projects.
Likewise, in larger regions bigger economies of scale and scope
could have been achieved. The establishment of fewer voivodships
would also have allowed regions to make substantial administra-
tive savings.

As a result, the reform somehow seems to have stopped
midway. The effect is a sort of partial decentralisation, in which
the designation of regional space tends to cut across the more
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organic regional economic and cultural structures.” This holds
true, in particular, in the case of three (now) separate voivodships:
Dolnoslaskie (Lower Silesia), Opolskie (Opolskie Silesia) and
Slaskie (Upper Silesia together with neighbouring areas), which
form one historical Silesia region (see also Bafoil, 1999).

The reform also established a regional parliament respons-
ible, among other things, for drafting a budget, managing EU
funds and carrying out a development strategy. In addition, in
each region there is a central government-nominated official
(accountable to the prime minister) whose main task is to oversee
the functioning of a regional parliament. City mayors, municipal
councillors, heads of smaller local administrative units (gminy and
powiaty) as well as regional parliament members are all chosen in
direct elections.

The most serious problems affecting Polish regions and
subregions are high unemployment and lower GDP per head.
The present monograph takes as its premise that what lies at
the core of Poland’s regional agenda is economic stagnation and
socio-technological backwardness of some voivodships and many
subregions. This is not to say that regional disparities per se are
something inherently wrong. Differences in economic outcomes
are a fact of life. Such differences, however, ought not to be too
conspicuous and disproportionate (such that they almost imply
a gap in the level of civilisation). Also, where differences arise
from existing policy arrangements preventing areas from capital-
ising on their potential, such impediments should be removed.
The underlying point is whether all regions can exploit their

11 This has a bearing on the question of whether the choice of regional scale or type
actually affects the ability of regions to achieve economic growth (see also Jones
and MacLeod, 2004; Marston et al., 2005).
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comparative advantage. We believe that the administrative and
economic policy framework currently in place in Poland, and
most likely in other EU-12 countries too, fails in this respect,
which might, among other things, deepen the core—periphery,
urban-rural divides.

That is why there is a growing risk that depressed regions,
having too little leeway and too few instruments under the present
arrangements, are likely to develop at a slower rate and, as a
consequence, to lag disproportionately behind booming big cities,
which new technology allows to grow as ‘glocal’ networks, with
commercial links to big cities in other countries. Profound change
of structural character — potentially running counter to various
vested interests — ought to be brought in to reverse the unfavour-
able trends.

8 PROPOSED POLICY RECOMMENDATIONS

The next three chapters examine policy recommendations
aiming both at increasing economic growth in poor regions and at
reducing regional disparities where that is appropriate. We begin
in this chapter by looking at ‘non-solutions’ in terms of policies
of a more general nature that should be avoided. Then we move
on to examine ‘non-solutions’ in terms of regional policies that
should be avoided.

‘Non-solutions’: general policies to be avoided
Centralisation

Many activist regional policies as well as other central govern-
ment interventions principally prevent economic adjustment in
depressed regions by imposing rigidities. The principles of labour
market regulation, the setting of minimum wages and the provision
of welfare payments can be discussed on their own merits. As far
as the regional dimension is concerned, however, nationwide regu-
lation that does not allow for inter-regional differences in labour
productivity or the cost of living can cause long-term unemploy-
ment. Although Polish (locally elected) regional authorities enjoy a
relatively considerable degree of self-rule, they have no say in setting
the minimum wage or social security contributions, which are
uniform all over Poland. And this has far-reaching consequences.
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Also, if a country — and especially one with a centralised form
of government regime — is perceived as being business friendly,
on balance its regions are also likelier to be viewed as such.
Poland, however, does not fare well in competitiveness and busi-
ness-friendliness rankings, but, as a 38-million-strong EU member
state, has a sizeable market potential and offers a foothold to the
entire EU (especially for Asian and American companies). Hence,
whenever Poland attracts international capital foreign investors
usually decide to locate production and/or create outsourcing
jobs in economically strong and more productive regions. This
is a reflection of one of the many problems with labour market
and business regulation — such regulation tends to affect most
detrimentally the least-productive members of society. At the
aggregate level, the greatest effect of a general environment of
high business and labour market regulation is likely to be high
unemployment in the least productive regions. As the actual
decision on where to invest is always a complex process whose
result depends on many, often locally specific, determinants,
well-developed voivodships have an edge over poor ones (wage
differentials between the core and the periphery in an EU-12 state
are — from the perspective of multinationals — not decisive; what
really matters is the difference between the cost of labour in the
West and in the East).

The peripheral location of less-favoured voivodships, coupled
with very bad road infrastructure, lower-than-average per capita
GDP and relatively low-quality human capital, renders them less
attractive in the eyes of potential investors (Zientara, 2008b).

Regional authorities have too few prerogatives to make them-
selves look attractive to investment — foreign and local alike (see
also Szomburg, 2001). They are unable, for instance, to offer
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Table 11 Special Economic Zones in Poland: basic economic indicators
(1994-2006)

Special Economic Zone Total investment ~ Number of Number of jobs
outlays (billion  permissions for generated in SEZ
euros)* starting economic  (thousand)
activity in an SEZ

Kamiennogdérska 0.3 29 3.2
Katowicka 2.7 126 24.7
Kostrzynsko-Stubicka 0.4 79 4.6
Krakowski Park Tech 0.1 30 2.4
Legnicka 0.8 46 6.1
tédzka 0.8 72 6.3
Mielecka 0.8 78 10.8
Pomorska 0.5 42 6.7
Stupska 0.1 30 1.7
Starachowice 0.6 56 3.7
Suwalska 0.1 59 4.0
Tarnobrzeska 0.5 91 8.6
Watbrzyska 1.6 72 13.9
Warminsko-Mazurska 0.4 44 3.4
Total 9.7 854 101.1

Source: Author’s calculations based on the data provided by the Ministry of
Economy; available at: www.mgip.gov.pl/

*In all cases of currency conversion in this monograph, the prevailing rate was 1
euro = 3.4 Zlotys.

(potential and actual) local employers lower labour costs. To
attract foreign investors, they can only lower local real-estate taxes
and conjure up an aura of business friendliness by cutting red tape
at the margins. This does not compensate for the productivity
differentials between the regions. As a result, richer city regions
are being successful at attracting FDI and are becoming richer,
while peripheral ones are lagging behind.

To alleviate this problem, in 1994 the then government
proposed to establish Special Economic Zones (SEZs). The idea
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was to grant potential investors special tax privileges in order to
encourage them to set up in particularly disadvantaged areas.
This was supposed to stimulate economic growth there and
thus to reduce joblessness and accelerate the catch-up process.
Fourteen SEZs, covering approximately 12,000 hectares, func-
tioned in 2007 (Table 11). It is estimated that in 1994—2006 more
than 100,000 jobs were created in these areas. Their functioning
—which is frowned upon by the European Commission on compe-
tition grounds —is due to end in 2015-17, although there are plans
to prolong it to 2025-30.

It is true that the zones have managed to attract much-needed
investment and generated a relatively large number of jobs. Yet, as
the Commission overtly points out, the rationale of SEZs is open
to question. If a given area is designated to be an SEZ, usually
this is because of high unemployment and economic retardation.
But in the Polish circumstances an area may suffer from a 15 per
cent unemployment rate and may not be granted the privileged
SEZ status as a 15 per cent unemployment rate is not especially
high compared with the national average. Crucially, the decision
to establish an SEZ is taken by the Ministry of Economy, which
— despite a set of seemingly objective criteria — behaves in an arbit-
rary fashion. SEZs are therefore a stopgap and not a cure for the
regional problem.

From this point of view, the idea of national regional state
aid is also open to doubt. The stance of the European Commis-
sion is marked by inconsistency. On the one hand, it disapproves
of Polish SEZs and, on the other, it finds that national state aid
is compatible with the common market (although, to be fair, the
Commission does say it has to be used extremely sparingly). In
both cases, to encourage potential investors to pursue economic
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activity in more or less arbitrarily selected areas, the government
offers substantial privileges.

Agricultural support

While analysing the potentially harmful effects of various forms
of regional support, it is necessary to mention the Common Agri-
cultural Policy (CAP), which accounts for 45 per cent of the EU
budget (Esposti, 2008: 14)." Even though the CAP is meant to help
farmers (that is, it is sectoral rather than geographically based)
there is a clear regional dimension to it (Shucksmith et al., 2005).
Research has been undertaken into the territorial and regional
impact of the CAP in the EU-15 (Laurent and Bowler, 1997;
Shucksmith et al., 2005). Although the findings are inconclusive
and controversial (Esposti, 2008: 16-17), it is often argued that
the Common Agricultural Policy conflicts with the EU’s growth
objective and is inconsistent with regional cohesion (Tarditi and
Zanias, 2001; Rodrigues-Pose and Fratesi, 2002).

The regional impact of the CAP is likely to be even more
significant in central and eastern Europe, where there are far
more agricultural areas, which often happen to be poor. Hence
the CAP, alongside regional aid for rural areas (see below), will
indirectly affect national- and local-level efforts to deal with the
growing urban—rural divide. In Poland, irrespective of whether
direct payments will actually translate into a higher regional GDP
per capita, the CAP is set to have a negative effect on the local
economic base. This is because subsidies are bound to conserve

1 The CAP costs European taxpayers over €40 billion a year, or around 45 per cent
of the EU budget (Esposti, 2008: 14). That is a huge sum, given that farming ac-
counts for less than 2 per cent of the EU’s workforce.
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the fragmented structure of the country’s agriculture (Chaplin
et al., 2007), at the same time fostering dependence on the state
as a provider of welfare and, critically, acting as a disincentive to
change.” This, in turn, risks, among much else, slowing down the
diversification of local economic activity.

Many farmers who possess tiny plots receive direct income
payments from the EU taxpayer, which induces them to keep culti-
vating their land, even though there is no economic rationale to
do so. It discourages farmers from selling their plots and looking
for other jobs. Admittedly, high unemployment and lack of skills
do not help either since those considering giving up their subsist-
ence farming simply have few prospects for alternative employ-
ment (ibid.). In addition, given that all farmers are exempt from
paying income tax and pay far lower social security contributions,
they are de facto subsidised by the Polish taxpayer — and by other
industries in the poor regions. As mentioned above, in the worse-
off rural areas hit by closure of collective farms, all this has bred
passivity and degradation.

In 2006, within the framework of the CAP, approximately 1.4
million Polish agricultural households received 7.8 billion zlotys
(against 6.6 million zlotys in 2005).} The agricultural land entitled
to the subsidies covered 13.7 million hectares (92.8 per cent of
total cultivated land). Specifically, a Polish farmer was given
276 zlotys for each (uncultivated) hectare and 313 zlotys for each

2 This fragmented structure of the Polish agricultural sector has its roots in a post-
war agricultural reform, whereby all private land was first confiscated and na-
tionalised, and then —in the name of socialist justice — earmarked for the creation
of collective farms and redistribution to individual smallholders.

3 InSlovakia 70 per cent of the population live in rural areas, but only 5 per cent is
engaged in agricultural activity. By contrast, in Poland the respective figures are
approximately 30 per cent and 18 per cent.
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wheat-planted hectare (note, for the sake of comparison, that the
minimum gross monthly wage in 2007 was 936 zlotys). In relative
terms, the amounts Polish farmers received constituted 65 per
cent of the EU-15 average. Of course, in Poland, as in other EU
countries, it is farmers holding the largest plots (that is, usually
the most affluent ones) who are the biggest beneficiaries of the
CAP.#

In addition to that, many Polish farmers will receive support
from the Rural Development Programme, financed by the
European Agricultural Fund for Rural Development® (EAFRD)
(Meisinger, 2006). Within the framework of the Rural Develop-
ment Programme, which targets three core objectives by means
of 41 detailed measures, €17 billion will be earmarked for Polish
rural areas in 2007-13, of which one third will be spent on the
promotion and development of ecological farming.

Notwithstanding the existence of a few modern farms which
successfully export Polish produce abroad (Zigba and Kowalski,
2007), the fragmented agricultural sector in its entirety is gener-
ally regarded as inefficient and outdated (Chaplin et al., 2007).
From a certain point of view, agriculture is, like the coal industry
and the public health service, a relic of real socialism. And the
CAP, being par excellence socialist in character, helps to maintain
the status quo. Yet abolishing the CAP (or at least modifying its
principles) — which falls completely under the purview of the
EU — will be fiercely opposed both by France, the single biggest
beneficiary, and Polish farmers’ trade unions. As a consequence,

4 InFrance over a quarter of payments go to just 5 per cent of the farmers. It is cal-
culated that the biggest thirty farmers (among them, Prince Albert of Monaco)
get an average of over €390,000 each a year.

5  Note that rural areas cover 9o per cent of the EU’s territory and are home to
around 50 per cent of its population.
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the stigma attached to Polish rural subregions — commonly seen
as backward, retarded and economically sluggish — is unlikely to
be removed soon.®

‘Non-solutions’: regional policies to be avoided

Let us now turn to regional policies to be avoided. As Smith
(2006) demonstrates, government-led welfare redistribution
from richer to less prosperous regions risks having damaging
effects on local employment and output (pp. 119-37). This sort
of assistance can equally be harmful to the entire economy by
entrenching vested interests and leading potential entrepreneurs
to engage in rent-seeking rather than wealth-creating. Poland
is a country with the largest number of regions (thirteen out of
sixteen) in which disposable income exceeds the primary income.
As Poland is characterised by high GDP per capita disparity, this
may imply that wealth is generated mainly in a few economically

6  Nonetheless, irrespective of the future course of CAP reform, some measures to
restructure Poland’s agriculture (for which, as mentioned above, money will be
available from the Rural Development Programme) could be taken. This would
entail the elimination of the above-mentioned fragmentation and, consequently,
the consolidation of land and the creation of far bigger, highly specialised, farms
which — thanks to economies of scale and the good reputation of Polish food —
could successfully vie with their western European counterparts (Chaplin et al.,
2007). A step in the right direction would be to speed up the process of grant-
ing elderly farmers EU-funded structural pensions in return for their tiny plots.
The land would then be taken over by a state agency (and/or by their children)
and resold to farmers willing to expand their acreage, which, in turn, would be
conducive to consolidation. This might also be attained through the bottom-up
formation of farmers’ cooperatives with a view to cutting costs and enhancing
efficiency. On the other hand, the development of smaller-scale higher-margin
ecological farming, for which financial resources are also available, would need to
be intensified. At the moment, the payment of subsidies and transfer payments
provides no incentives for consolidation or efficiency.
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strong regions that end up subsidising the underdeveloped
periphery.

These policies are connected with the ‘old regionalism’,
whereby the state supports with taxpayer’s money loss-making
sectors (especially heavy industry), located mainly in traditional
industrial regions. In Poland such assistance was granted, among
others, to state-owned coal mining, steel making and ship-
building — all heavily unionised. The coal sector, with almost all
pits located in Silesia, received (in 1990-2003) 63 billion zlotys (in
2002 prices) in all forms of aid — direct subsidies, debt write-offs,
tax exemptions, early retirement schemes, etc. Even though so
much money had been pumped into the industry, in 2007 it was
not economically sound. Undoubtedly, such policy fostered the
culture of ‘corporatism’, whereby the most powerful professional
groups force governments to yield to their financial demands.

With the availability of EU pre-accession and post-accession
regional aid at the beginning of this decade, the shift from
Warsaw-led to Brussels-led redistribution began. The Commis-
sion’s tight control of the legality of state aid also played a part
in this shift. As things stood in 2008, the financial assistance allo-
cated from the central budget to regions in the form of so-called
‘voivodship contracts’ constituted a minor part of the total
regional aid, which comes chiefly from the EU.” But the problem
resurfaced in a different guise. As Brussels money comes to
regions indirectly via Warsaw — where Polish civil servants both
allocate resources to individual voivodships and approve so-called

7 In2002-06, for example, Pomorskie voivodship received €2.8 billion, of which
only €240 million came from the central budget. In addition, all Polish regions
(bar the capital district of Warsaw) qualify for national regional state aid.
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Regional Development Strategies® — there has been heated debate
on whether to direct more financial resources to economically
strong core regions (which, functioning as poles of growth, would
then drive nationwide socio-economic development) or to under-
developed eastern regions.

This is a multifaceted, contradiction-ridden issue. For one
thing, it is argued that some of the European money might be
wasted as the eastern periphery is not fully (technically) prepared
to deal with such considerable resources. This was borne out by
the fact that some authorities from the eastern voivodships had
substantial difficulties coming up with coherent 2007-13 Regional
Development Strategies and almost missed the deadline for their
submission. It has to be said, however, that much needs to be
done in terms of infrastructure improvement to bridge the gap
between eastern regions and other regions of Poland.

It is certainly clear that regional aid, of itself, is not going to be
the driver of growth and that it might well foster institutions and
attitudes that prevent poor regions from growing. The capacity
of the central Polish government to handle regional aid has also
been found wanting. If regional aid is to have any beneficial effect
then it should be accompanied by devolution to regions. To
some extent, the inflow of EU money is somewhat forcing coop-
eration on local actors, thereby promoting qualities and patterns
of behaviour (compromise-seeking, collaboration, integrated
problem-solving) that underpin the build-up of social capital and
strengthen the formation of local identity.

8 It has to be said, though, that regional authorities can receive some financial
resources directly from Brussels within the framework of Regional Operational
Programmes (ROPs). An ROP, listing the proposals of investment projects in a
given voivodship, is prepared by local authorities and sent directly to the Euro-
pean Commission for approval.
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It follows that European regional policy constitutes a complex
and multifaceted issue that — especially in central and eastern
Europe — needs to be conceptualised in different contexts. The
next chapter analyses the effectiveness of EU cohesion policy
through a review of the literature and examination of the evidence
from other EU countries. It is possible in theory that some types of
regional aid might be helpful, but it is by no means clear that the
disadvantages do not outweigh the advantages.
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9 EU REGIONAL AID AND EVIDENCE FROM
OTHER MEMBER STATES

This chapter focuses on the effectiveness of EU regional aid.
This is done through a review of the literature and examination of
the evidence from selected member states, namely Ireland, Spain,
Germany and Romania.

General assessment of the effectiveness of European
cohesion policy

Given the emphasis the EU places on regional convergence and
the financial resources it earmarks for this objective, it is pertinent
to investigate the effectiveness of European cohesion policy.
In other words, has EU regional policy fulfilled its overarching
objective of contributing to reducing regional disparities in GDP
per capita?' This has been the subject of much debate since the
first programming period of Structural Funds (1989—93). In this
context, Esposti (2008: 14) points out that:
... it may be surprising to realise after almost 20 years that

empirical evidence on [cohesion policy’s] impact is still
controversial and, in fact, incomplete. Whether growth

1 Itisimportant to remember, however, that European cohesion policy has histor-
ically addressed — apart from its overarching goal of reducing disparities — three
objectives: (1) promoting European legitimacy; (2) improving overall competitive-
ness; (3) increasing citizens’ equity (De Michelis, 2008: 10).
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convergence really occurred in the EU and whether cohesion
policy played a significant positive role in this respect is an
empirical question, to which no conclusive answer can be
provided at the moment.

It emerges from the Commission’s Fourth Cohesion Report
(European Commission, 2007b) that convergence can be
observed both at national and regional levels (but, at the same
time, it identifies — in line with what has been argued in Chapter
2 — progressing regional divergence within many member states).
Yet a number of studies find little evidence that cohesion policy
increases growth rates (Ederveen et al., 2006; Santos, 2008)
or that it has a positive impact on the convergence process
(Abraham and Van Rompuy, 1995; Molle and Boeckhout, 1995).
All this suggests that regional subsidies may be much less useful
than European officials seem to believe (Funck and Pizzati, 2003;
Sapir et al., 2004).

In fact, cohesion policy appears to function as a second-best
substitute for labour mobility. In other words, ‘it can help bring
jobs to people in backward areas, when people in those areas
will not go to the jobs’ (Cottrell, 2003: 11). Yet this is achieved at
a cost to efficiency since it encourages businesses to make invest-
ments where they would not otherwise have made them. In other
words, European cohesion policy, as Santos (2008) notes, pursues
conflicting objectives by allocating resources to regions where
returns on capital are low. It might thus help reduce regional
disparities, but at a cost to national growth.

That said, some macroeconomic modelling studies present a
more sanguine view, ‘partly because they attempt to look beyond
the immediate effects’ (Begg, 2008: 5). Bradley et al. (2007), while
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analysing the mechanism of regional aid, discern two phases: in
an initial, implementational time phase’, subsidies affect a local
economy mainly through the demand side (demand is boosted by,
for example, construction and renovation); later improvements
in infrastructure and/or human capital give rise to ‘supply-side’
effects. The European Commission seems to reason along similar
lines. In one of its reports on social and economic cohesion, it
argues that:

... transfers from the Structural Funds added directly to
demand and economic activity, but more importantly, since
they were concentrated on investment ..., they were aimed
at increasing growth potential in the medium and long
term ... The estimates of the ‘supply-side’ effects on growth
... become predominant in the long term ... Although
structural polices are ultimately judged in terms of their
effect in narrowing regional disparities in GDP per head of
employment, it is their impact on the underlying factors
which determines economic development. (Cited in Esposti,
2008: 15)

But these ‘supply-side’ effects need to be reinforced by more
profound change. Hence Structural Funds are likely to produce
most beneficial outcomes if they are combined with free-market
reform. They are, indeed, best used to improve transport, ICT,
power and water infrastructure as well as to upgrade human
capital via education and training. Such uses of regional aid,
as they are not inherently discriminating in favour of or against
particular industries, yield benefits that are on balance far more
lasting than if they are used to finance, for instance, schemes
designed to back the development of particular small and
medium-sized enterprises. Nonetheless, if simultaneously nothing
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is done to ameliorate a poor nationwide business climate then the
EU taxpayer’s money will mostly be wasted.

Indeed, ultimately it is national policies, in particular in
taxation and labour market regulation, which condition a
region’s attractiveness to investment. Subsidies may, therefore,
be ineffective and even counterproductive, if — by masking the
long-term effects of mistaken government policies — they weaken
decision-makers’ determination to introduce structural change.
Besides, as public choice economics suggests, regional aid can also
orientate entrepreneurial activity upwards towards those providing
grants rather than to creating wealth. It also produces client
groups that have a vested interest in more state activity as well as
diverting the attention of regional and national government away
from their proper day-to-day business towards obtaining grants,
and justifying earlier grants, given by higher levels of government.

In trying to separate the various strands of policy that are
important for development, it is informative to examine the expe-
rience of countries that have been major recipients of regional
support. Specifically, in the following sections, we will examine
how Ireland, Spain and East Germany made use of the EU’s vast
financial resources. In addition, we refer to Romania, albeit —
given that it joined the EU only in 2007 — for a different purpose.
There are certain similarities between these countries and Poland.

Success stories: evidence from Ireland and Spain

Ireland was one of three countries that were admitted to the then
EEC in the first wave of new entrants (the UK and Denmark were
the others). In 1973 Ireland was a poor Catholic country with
an obsolete economic structure (a large agricultural sector). At
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that time many Irishmen, like many Poles today, were leaving
their motherland for the USA, the UK and elsewhere in search
of employment and brighter prospects. Ireland did not start to
experience fast economic growth until the late 1980s, when the
then government — not least thanks to the cooperation of trade
unions, which agreed to sign the so-called social pact in 1987
(Zybata, 2006: 57-8) — pressed on with nationwide liberalisation.
The reform was accompanied by the effective use of European
regional aid, which was used in a way that helped to enhance the
country’s productivity. Ireland, unlike Greece, did not ‘consume’
EU financial resources, but, broadly, spent those resources on ICT
and road infrastructure and R&D, which — in line with the above
reasoning — produced ‘supply-side’ effects. This, in turn, helped to
attract FDI, including the capital brought by many re-emigrants
who decided to return.

In consequence, Ireland has become one of the richest coun-
tries in the EU (with a GDP per capita of almost $44,000, it now
comes second behind Luxembourg and, with an average rate of
growth of 5 per cent per annum in 2000-06, it is one of its most
dynamic old members).” Ireland enjoys virtually full employment,
with one in ten workers now a foreigner (many from Poland). In
every Irish region GDP per capita in PPS is well above 75 per cent
of the EU-25. Ireland is also characterised by the lowest GDP per
capita disparity (a factor of 1.6) in the entire Community. Likewise,
regional labour productivity is higher than the EU average. In
sum, Ireland is perceived as a success story and held up as a good

2 In 1988 Ireland’s GDP per head was 15 per cent above that of Portugal, but Ire-
land’s GDP per head in 2008 was double that of Portugal, even though both
countries have enjoyed comparable support from the Structural Funds (Begg,
2008: 3).
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example of how a country can spectacularly reinvent itself with the
help of the right policies (Munkhammar, 2007: 117-21).

Admittedly, Ireland is endowed with a number of inherent
advantages that facilitated this reinvention. Its economy is
comparatively small and it is arguably easier to reform smaller-
sized systems. It has an English-speaking population and a rich,
influential diaspora in America, willing not only to invest in
Ireland, but also to lobby in defence of its interests. This is not to
belittle the magnitude of the success, which is mainly due to the
adoption of a consistent strategy that combined liberalisation and
EU aid.

There are even more analogies between Spain and Poland.
Spain, admitted to the EEC together with Portugal in 1986, had
experienced, like Poland, a long period of dictatorship. This meant
that both countries — having roughly comparable territories and
populations — first had to restore democracy and put into place
the institutional framework® indispensable to the proper func-
tioning of the market. Furthermore, Spain resembles Poland in
that it is formally Catholic and has a similar number of sizeable
regions (seventeen). When the old regime came to an end, many
of the newly created comunidades — in particular, rural ones in the
interior — were extremely poor. But the regional disparities are
now much less conspicuous than two or three decades ago.

But here the similarities end: in Spain the system of national
governance is much more decentralised than in Poland. As a
result, Spanish regions enjoy more autonomy than their Polish
counterparts (the Spanish comunidades control some 36 per cent

3 Institutions such as regulators, supervisory bodies and politically independent
courts, which are sometimes described as ‘institutional thickness’ (De Michelis,
2008: 11).
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of public spending). It follows that they have much more leeway
in shaping and pursuing their development agenda. That is not
to suggest, of course, that Poland’s relationship between the
centre and the regions should be modelled on the Spanish one: in
Spain the cultural and historical differences between comunidades
autonomas are much more pronounced than in Poland. None-
theless, more power devolution from the centre to the regions
(resulting in higher degrees of self-rule) would definitely consti-
tute a step in the right direction.

During the decade that followed accession (1986-96), Spain —
despite introducing a relatively bold programme of privatisation
and deregulation — made less progress than expected. Under the
socialist government of Felipe Gonzalez, unemployment topped
20 per cent, inflation was high and budget deficits kept rising.
Even though the socialists managed to restructure Spain’s ineffi-
cient heavy industry, they failed both to cut public spending and,
equally importantly, to liberalise the labour market and weaken
the power of trade unions.

It was only after the government of José Maria Aznar carried
through free-market reform — in particular, in the area of labour
law — that economic growth accelerated. This coincided with the
massive inflow of EU regional aid, which was again used for infra-
structure, as in the case of Ireland, to help connect rural areas with
booming agglomerations. Prior to the entry of the ex-communist
countries, Spain — alongside Ireland, Portugal and Greece —
was the largest recipient of EU assistance. It is estimated that in
1986—2006 Spain received net transfers of €93.3 billion (at 2004
prices), the equivalent of an extra 0.83 per cent of GDP growth
each year for twenty years (Rennie, 2008: 10).

With Poland and other eastern European states nearing
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accession, the Spaniards knew that the lion’s share of the Struc-
tural Funds would be shifted to the east. But in recent years Spain
has experienced a period of dynamic growth (double the euro
zone average), falling unemployment (to 8—9 per cent) and rising
living standards. This allowed Spain to reduce markedly the devel-
opment gap between it and more prosperous EU-15 countries.
Unsurprisingly that favourable state of affairs has had a profound
impact on the situation in Spanish regions. Although fairly signif-
icant regional differences in terms of GDP per capita and labour
productivity still exist (in two regions — Andalusia and Extre-
madura — GDP per inhabitant is below 75 per cent of the EU-25
average), the catching-up process continues to proceed at a relat-
ively fast pace. At the same time, we can notice the same tendency
of large metropolitan areas (Madrid, Barcelona, Valencia) to
develop fastest and hence to act as engines of economic growth.

East Germany and the pitfalls of reunification

East Germany, in contrast, offers a different tale. The country was
the first ex-communist state to have joined the EEC through reuni-
fication with West Germany in 1990. Despite being slightly better
developed than Poland, just before the fall of the Berlin Wall,
East Germany’s economy — mismanaged during four decades
of communist rule — was equally inefficient and economically
unsound. Hence the incorporation threw into sharp focus the
huge development gap between the western and eastern Ldinder.
Not surprisingly, it immediately turned out that an average
inhabitant of the prosperous west (Wessi) was several times as
wealthy as an average easterner (Oss7). This made the creation of
one Germany look like attaching or ‘gluing’ the poor East to the
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affluent West, rather than reunifying the two parts. This, in turn,
highlighted the need to adopt a policy that could speed up the
catching-up process.

In the event, this policy took the form of vast financial trans-
fers from the western regions to the eastern ones. All this took a
heavy toll on the economy in general and the state of the public
finances in particular. At the same time, with the symptoms of
euro-sclerosis intensifying (an annual growth of 1—2 per cent,
unemployment exceeding 10 per cent),* voices were raised to
push ahead with free-market reform. Yet, despite some attempts
to make the labour market more flexible (known as the ‘Hertz
IV’ reform), little was achieved as the powerful vested inter-
ests (mainly trade unions) forced the governments of Gerhard
Schroder and Angela Merkel to back down (though labour organi-
sations did restrain their wage demands).

The experience of East Germany clearly demonstrates that
pouring considerable amounts of money into depressed regions
while shunning structural change is not the right solution.
Since reunification, a total of €1.3 trillion has been pumped
into the East with a view to accelerating its integration with the
rest of the country; currently the eastern Léinder receive trans-
fers of €80 billion a year — about 4 per cent of Germany’s GDP
(Siegele, 2006: 5). This becomes evident if we compare GDP per
capita and disposable income in eastern regions. Whereas the
majority of East Germany’s Léinder have GDP per inhabitant
below 82 per cent of the EU-25 average, in all of them disposable
income per household in PPCS is between €10,000 and €15,000

4 As we remember from Table 5, the East German region of Mecklenburg-
Vorpommeren had the highest unemployment rate in the entire EU (17.4 per
cent) in 2007.
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— a comparatively high value by EU-27 standards (in Romanian
regions, for instance, it is far below €5,000). Hence the spatial
redistribution of German national income produces a double
‘enriching and levelling’ effect.

Even so, the overall results of the transfers are unconvincing
and the policy is thought of as counterproductive, if not wasteful.
High welfare benefits act as a disincentive to work, fostering
passivity and reliance on the state. New roads and refurbished
buildings might be necessary, or at least provide positive returns
on investment, but are insufficient to ensure entrepreneurial
dynamism, a prerequisite of fast-paced economic convergence.
Without cutting red tape, easing EPL and lowering payroll taxes,
it was naive to expect that income transfers alone could possibly
lay the foundations of a vibrant local economy likely to guar-
antee long-term economic growth and successful social develop-
ment. Moreover, a generally lower quality of social capital in the
East than in the West (the legacy of communism) plays a part,
too.

East Germans are generally considered far less entrepren-
eurial than Poles. While Polish areas situated near the border
buzz with small-scale economic activity (low-end services such as
hairdressing thrive since many Germans, attracted by low prices,
cross the border to have their hair cut or their teeth filled),’ neigh-
bouring districts on the other side of the Oder river are stagnant.
There is a lower quality of human capital in the East than in the
West (in terms of skills and a work ethos). It comes as no surprise,

5 This is consonant with economic theory which says that, when economies at dif-
ferent stages of development undergo an integration process, prices of tradable
goods tend to get harmonised first. In contrast, prices of non-tradable goods
(say, haircuts) get harmonised far more slowly. Hence the differences in prices of
many services are a de facto testament to real convergence disparities.

145



NEW EUROPE’S OLD REGIONS

146

then, that East German workers are still much less productive
than their western colleagues (although their productivity is a
little higher than that in other EU-12 countries). As a result, high
non-wage labour costs discourage low-end job creation in the
eastern Lander. Unlike in the western regions, they are not offset
by high productivity rates.

But that problem has more profound implications. When
deciding on where to locate investment, a potential foreign or
national investor is likely to discriminate against East Germany.
A few kilometres eastward (in Poland or the Czech Republic), they
can benefit from far cheaper labour, whose productivity, albeit
lower than in East Germany, is going up rapidly (especially in
manufacturing). In other words, its ex-socialist neighbours — by
offering relatively low-cost labour which more than compensates
for slightly lower productivity — undercut East Germany and thus
stand more chance of attracting much-needed FDI. East German
labour costs are raised and underpinned by social security trans-
fers, effectively from western taxpayers.

It follows that East Germany risks missing out on the oppor-
tunities offered by globalisation and European integration. Relo-
cation of production and service outsourcing from the high-cost
West to the low-cost East might actually pass it by. It is true
that some areas in the eastern Ldnder have attracted investment
(for instance, the urban districts of Jena and Dresden) and are
developing at a relatively fast pace, but the fact remains that it
was thanks to classic SEZ-like enticements or political pressure
(Volkswagen in Dresden). Other regions, in particular in the
north, seem to be lagging behind. In Mecklenburg-Vorpommeren
and Brandenburg GDP per capita in PPS is below 75 per cent of
the EU-25 average. In 1999—2003 in most eastern Linder GDP per

EU REGIONAL AID AND EVIDENCE FROM OTHER MEMBER STATES

inhabitant actually decreased by five percentage points compared
with the EU average (Eurostat, 2006: 33).

In short, East Germany fell into a trap. A generous western
welfare state — with its high social benefits, heavy taxation and
strictly regulated product and labour markets — was somehow
‘grafted’ on. And that was the last thing East Germany needed
as the Continental social model is seen as the root cause of the
malaise of the biggest euro-zone economies (sluggish economic
growth, low employment rates, unsustainable budget deficits).
Instead of following in the footsteps of most ex-communist coun-
tries that have reformed their economies along Anglo-Saxon lines
— which soon translated into dynamic economic growth and low
unemployment — East Germany was burdened with a system that
neither encourages job creation nor promotes socio-economic
advancement.

Latvia and Estonia — the ex-soviet republics that for 40 years
belonged to the same bloc as the former German Democratic
Republic — are growing at above 10 per cent a year. Compared
with that, the dynamism of East Germany’s regional econo-
mies is unimpressive, to say the least. Furthermore, while in the
Baltic republics few people stay out of work for any period, in the
eastern regions of Germany unemployment is double the (already
high) national average. Worse, from a sociological point of view,
high joblessness, coupled with generous unemployment benefits
and low (trans-border) labour mobility,® not only breed violent
behaviour among an idle and frustrated youth, but also foster

6 In sharp contrast to Poles, who flooded into the UK in search of employment
after 1 May 2004, East Germans did not find it attractive to look for work on the
other side of the Channel even though they were allowed to work in the entire EU
long before 2004. Note that in 2004 unemployment rates in most Polish regions
and eastern Léinder alike exceeded 20 per cent.
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xenophobia. This has been borne out by the electoral successes of
the neo-Nazi parties in the East.

Romania’s economic agenda and lessons for Poland

It is the combination of free-market reform and the appropriate
use of regional aid coupled possibly with an improvement in
human and social capital which has seemed to promote growth
in poor regions. In other words, if regional assistance is to be
effective, the implementation of EU-financed projects has to be
accompanied by nationwide liberalisation. In this sense, Romania,
in contrast to Poland, appears to be heading in the right direction.
This Balkan country, which joined the EU in the last wave, has a
comparable size and demography to Poland. It is still less affluent
than Poland, and all of its regions (except the capital region of
Bucharest) are poor even by central and eastern European stand-
ards. They lag far behind their EU counterparts in terms of GDP
per capita and productivity levels.

Nonetheless, it is the Romanian government, not the Polish
one, which decided to press on with sweeping economic reform
(introducing a low flat-tax regime, cutting red tape, tackling
corruption, reforming the judiciary, etc.) and it is Romanian
regions, not Polish ones, which have developed more dynamic-
ally (albeit from a lower base) and have experienced the highest
increases in GDP per capita (Eurostat, 2006: 33).” Romania
(47th place) ranks higher than Poland (76th) in the ease-of-
doing-business ranking (World Bank, 2008) and in the Index
of Economic Freedom (Romania is in 68th position and Poland

7 Onaverage, in 2000-06 the Romanian economy grew by more than 5 per cent a
year.
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in 83rd) (Heritage Foundation, 2008). The World Bank (2008)
ranked Romania second in the world in terms of the progress the
country had made to ensure an investor-friendly environment.
Symptomatically, in January 2008 Nokia decided to relocate its
factory from Bochum in Germany to Cluj in Romania (Rennie,
2008: 4).

Apart from the market potential, Poland’s greatest advantage
— especially for western European manufacturers that shift
production from high-cost Germany or France — lies mainly in
relatively low labour costs and, thanks to geographical proximity,
low transport costs. The availability of a comparatively well-
skilled workforce in such regions as Slaskie plays a part, too. Yet
the cost of Polish labour is low only in relation to EU-15 wages. In
the longer run, relying only on wage differentials could prove a
short-sighted strategy, given that Romania and most central and
eastern European countries (Latvia, Lithuania, Ukraine, Estonia) —
not to mention India and China — have lower wages than Poland
and a growing pool of well-educated and high-skilled labour. It
follows that if other countries from central and eastern Europe
single-mindedly continue to liberalise their economies they are
bound to be more successful in attracting FDI than Poland.

In other words, even though today Poland’s cities and richest
regions see jobs being generated by the inflow of foreign capital,
tomorrow these jobs risk being transferred farther east or south.*
Indeed, even medium-sized Polish enterprises — in an attempt
both to remain competitive and to skirt a constantly worsening

8  In2000-06 Poland’s southern regions lost out to Slovakia and the Czech Repub-
lic while trying to attract such international car producers as Toyota, PSA and
Hyundai. It is true that Toyota set up an engine/gearbox factory in Watbrzych
in Dolnoslaskie region, but the fact remains that its car plant was located in the
Czech Republic.
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business climate — are increasingly shifting (low-end) production
to China and Ukraine.

To recapitulate, it transpires that the successful way to trans-
form poor regions is to combine free-market reform with regional
aid that is used to build/renovate infrastructure rather than
encourage unproductive industries to locate in poor regions. The
quality of local HR practices and social capital is also important.
The evidence from East Germany suggests that throwing money
at less prosperous areas without structural and cultural change
or while burdening them with excessive regulation and heavy
taxation is a recipe for failure.

In the following chapter we present strategies that need to
be followed with a view to transforming the fortunes of Poland’s
depressed regions: though the policy suggestions could easily be
adapted to other regions in ‘New Europe’.

10 STRATEGIES FOR REINVIGORATING THE
REGIONS

This chapter argues for the adoption of a strategy that is
premised on political decentralisation and economic liberalisa-
tion. Such a policy would enable rich and poor regions alike to
make best use of their comparative advantages. The chapter
presents specific policy recommendations and provides — by
concentrating on real-life examples — an explanation of what in
practice the mechanism of change in Poland could consist of. The
final section provides a brief case study from Silesia, which bears
some of the characteristics of a learning region. We stress the role
of social capital in regional development. It is important to point
out that the conclusions can be generalised. These strategies can
be followed in all EU-12 countries. Indeed, many of them have
been derived from lessons learnt in other countries.

Liberalisation

All post-communist countries need to follow a strategy of liber-
alisation. Poland, in particular, urgently needs to improve its
business environment to ensure development in poor regions.
The fact that Poland comes very low among other EU member
states in business-friendliness and competitiveness rankings bears
witness to its structural weaknesses. It has lost its status as ‘a
tiger’ of central and eastern Europe and urgently needs economic
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liberalisation. Poland helps to explain why backtracking on free-
market reform hinders entrepreneurship and hampers long-term
development. The country, in other words, is a showcase of the
ineffectiveness of misguided (and populist) interventionism.
With high unemployment and mass emigration, it represents an
example of missed opportunities and wasted potential.

The importance of liberalisation to the regions cannot be
underplayed. Illiberal business and labour market policies tend to
have the effect of making factors of production less productive as
well as reducing entrepreneurial activity. It is the least productive
individuals and regions which are likely to suffer most from this
as productivity falls below the levels of income achievable from
social security systems.

The economy’s relatively good performance in 2006 and
2007 should not be seen as a sign of strength or as a harbinger
of change. On the contrary, the upturn, mainly cyclical in char-
acter, had a perverse effect on reformist efforts and allowed politi-
cians to defer making unpopular decisions. Worse, it prompted
a union-led escalation of pay demands, which coincided with
the wage inflation in those segments of the labour market where
the labour shortages resulting from the mass outflow of skilled
workers to the UK and Ireland were most acute.

Thus the question of nationwide free-market reform comes
to the fore. Instead of setting up new SEZs, which distorts the
allocation of resources, Poland could be declared a single SEZ by
introducing a flat tax, lowering non-wage labour costs (thereby
reducing the tax wedge), cutting more red tape and easing strict
EPL (thus rendering the labour market more flexible). This, of
course, should be accompanied by a profound reform of the
public finances (which, in turn, would entail reducing public
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spending and overhauling retirement arrangements) and by a
viable privatisation programme (which would relieve the budget
of loss-making state-owned enterprises).

One of the main obstacles to public finance reform — the
lack of which is, itself, a huge obstacle to raising the productivity
of ‘old’ regions — is the state social security system. The main
components of the national pension system are the nationwide
pay-as-you go scheme (ZUS), and the (separate) farmers’ pension
fund (KRUS). Both ZUS and KRUS — beset by the constantly rising
deficits due to the disproportionate number of early pensioners
and disability-benefits claimants as well as the huge cost of
farmers’ pensions — are annually subsidised with billions of zlotys.
In 2006, for instance, ZUS had a deficit of 34.3 billion zlotys
(which is expected to rise to 50 billion zlotys in 2020) (Rzornca and
Wojciechowski, 2008: 21). Likewise, in 2007 KRUS had a deficit of
16 billion zlotys. It is estimated that in 2000—07 the annual cost of
all sorts of early retirement schemes amounted to 2.6—2.8 per cent
of GDP (ibid.: 21).

A putative reform would necessitate increasing employment
rates by (apart from easing employment protection and cutting
payroll taxes) eliminating easy access to early retirement schemes
and disability benefits as well as raising farmers’ social security
contributions. That would doubtless produce a fierce backlash.
Likewise, privatisation of state-owned companies (including
railways and the national post), involving cost rationalisation and
redundancies, would run counter to the interests of trade unions.
Nevertheless, such reform programmes need to be embarked
upon if prosperity in the urban centres and peripheral regions
alike is to be forthcoming.

Furthermore, much needs to be done in the area of higher
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education. As mentioned earlier, the ossified public education
system — itself the legacy of communist times — that stifles internal
competition and breeds academic mediocrity seems absolutely
unsuited to the challenges of the information age (OECD, 2008).
Public universities, often resembling change-averse bureaucracies,
are run as fiefs” where innovations such as teaching by outside
practitioners or introducing teamwork are resisted. Rote learning
is still favoured, with little emphasis being placed on individual
analysis and creative thinking. In sum, the Polish system could
do much more to enable students to compete in a modern-day
labour market, where an employee’s greatest assets are flexibility,
capacity to innovative and creativity.

In the same vein, a reprioritisation of public spending — that
is, cutting down on expenditure on inefficient agriculture, loss-
making industry and bloated administration — might allow
both the government and businesses to increase investment in
R&D, innovation and ICT deployment. Unless disproportionate
amounts of taxpayers’ money stop flowing to farmers, industry
workers and civil servants, the country’s knowledge-economy
potential will suffer, which, in turn, will affect its competitiveness
and longer-term development prospects. It is obviously a moot
point whether or how much the government should spend on
R&D, education and training. Such spending, however, at least
has the potential to raise productivity. Spending regional develop-
ment money on subsidising industries that are unable to be profit-
able in their own right, however, systematically keeps resources in
low-productivity industries.

Regional development works best when there is strong
social capital. Some authors have emphasised the role of ‘social
dialogue’ (Gardawski, 2007; Jasiecki, 2007). An aspect of this, of
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course, is harmonious employment relations, which have under-
pinned economic success in Ireland and Spain. What is needed
is reciprocal trust and willingness to compromise. Yet Polish
society, pervaded by the spirit of polarisation and mistrust,
encouraged by communism, has considerable difficulty with
dialogue and consensus-seeking. This view was partly borne out
by a spectacular wave of union-led strikes and protests that swept
through Poland in mid-2007 and at the beginning of 2008. To a
wider public, this epitomised, on the one hand, the confronta-
tional nature of Polish industrial relations and the government’s
inept handling of negotiations and, on the other, emphasised the
necessity of reform. Management styles in Poland tend to give
little room for the employee voice (Maczynski, 1994; Parikow and
Gaciarz, 2006). This state of affairs is somewhat reminiscent of
that in the UK in the 1980s, which was resolved by radical change
to reduce the power of trade unions both in the workplace but
also in the political and economic decision-making structures.
Forcing through such liberalisation would call for a politician of a
Thatcher-like calibre, with vision, courage and single-mindedness,
and a big majority due to a split opposition. Unfortunately, the
vast majority of Polish decision-makers are — ideologically and
psychologically — the antithesis of Lady Thatcher. Indeed, the
ruling coalition that won the parliamentary elections in 2007 is
loath to take tough, unpopular but indispensable decisions, and
has actually deferred free-market reform.

The merits of further decentralisation

Large-scale economic liberalisation would have to be accom-
panied by further decentralisation. More power should be
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devolved from the centre to the regions so that voivodships can
eliminate the barriers that prevent economic adjustment. This,
in turn, would enable them to make optimal use of their local
resources and comparative advantage and hence pursue their
individual development agenda. Admittedly, this is of relevance
to all regions — poorer and richer alike. But it is the fortunes of
depressed (peripheral) voivodships as well as many disadvantaged
subregions (even within the prosperous regions) which depend
most on the progress of decentralisation and liberalisation.

Indeed, to less-favoured regions, decentralisation (together
with liberalisation) would offer the opportunity to ‘enliven’ or
‘reinvigorate’ (non-functioning) local labour markets. Thus decen-
tralisation must be far reaching and relate to regulation rather
than just to public finance and administration. Regional author-
ities should be allowed to set their own minimum wage — or to
abolish it for that matter — and to adjust social security contribu-
tions to local wages. The idea would be to allow regions to reflect
differences in productivity and the cost of living so as to stem the
process of pricing the less productive out of legal employment.
This de facto regionalisation of payroll taxes and the minimum
wage would facilitate the creation of badly needed jobs in lower-
productivity service industries.

Decentralisation, entailing the devolution of power in the
area of taxation, could also benefit poorer voivodships. They are
usually discriminated against by foreign businesses, for which
the regional differences in labour costs resulting from the lack of
economic adjustment play a marginal role in location decisions.
To multinationals, what really matters is well-developed infra-
structure and highly skilled human resources, which are available
in better-off regions. Why not allow regional authorities, then,
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to set their own corporate income tax rates, thereby fostering
inter-regional competition? This would enable depressed and/or
peripheral regions — potentially unattractive to foreign investors —
to offset their inherent disadvantages and also create tax competi-
tion, which, of itself, can restrain the power of government. Such
a proposal would not distort competition and could constitute a
viable systemic solution." In contrast, the aforesaid SEZs, which
offer tax breaks and other investment incentives, are designated
by Warsaw-based ministers on an arbitrary basis.

In this context, it is worth mentioning the Regional Inno-
vation Strategies (RIS) programme, which was carried out in
2004-06 with a view to boosting the innovation potential of the
voivodships. Specifically, the idea was to enhance the competitive-
ness of small and medium-sized enterprises through the intro-
duction of new technologies, the upgrading of ICT skills and the
reinforcement of links between businesses and universities. Each
voivodship was supposed to prepare an RIS that laid out concrete,
locally specific tasks to be undertaken in order to achieve the
above-mentioned objectives. Even though the implementation of
the programme left much to be desired, its actual rationale was
problematic.

Such efforts, if not accompanied by decentralisation and liber-
alisation, are bound to be ineffective (Zientara, 2008b). The belief

1 This is also important because of the co-financing character of EU regional aid.
Since Brussels co-funds initiatives proposed by local authorities in Regional De-
velopment Strategies, richer voivodships might potentially be able to earmark
more financial resources for the co-financing and, as a result, to implement
more (bigger-scale) projects. In consequence, with rebuilt infrastructure and
upgraded human resources, there is a risk that well-developed regions will be-
come even more attractive to investment, which might foster further regional
disproportions.
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that such undertakings per se may resolve the problems of Polish
regions seems to be unrealistic and naive. It comes across as just
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ties with a view to promoting self-employment and technolog-
ical advancement — but uncoordinated with structural change
and power devolution — are unlikely to unfetter entrepreneurial
dynamism. That the Polish have business acumen and a German-
like work ethic is borne out by the spectacular small-business
boom in 1989-93 — when economic freedom was still relatively
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Table 12 Total EU regional aid for Polish regions (2004-13)
Source: Author’s calculations based on the data provided by the Ministry of Regional Development; available at: www.mrr.gov.pl/
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unrestrained and the country was deservedly regarded as a ‘tiger’
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of eastern Europe — and the generally excellent reputation Polish
workers have recently earned in the UK, Ireland and elsewhere in
the EU. The next section demonstrates the nature and dynamics
of change.

The process of change

We will now look at the mechanism of coordination of economic
liberalisation and institutional decentralisation with the use of the
Structural Funds and the application of some new-regionalism
concepts, focusing on concrete examples. Before moving on,
however, it might be informative to have a look at the volume of
regional support earmarked for Poland. In absolute terms, Poland
is the biggest beneficiary of EU aid among the new member states.
In 2007-13, the country will receive in total €67.3 billion from the
Structural Funds and the Cohesion Fund, of which one third will
be managed by regional authorities (Table 12).

Regional transport initiatives

As noted above, one of the main characteristics of Polish region-
alism is that it is within regions themselves that the socio-
economic differences are most conspicuous. While in large urban
areas unemployment may well be as low as 3—4 per cent, in many
subregions situated in the same voivodship it might easily top
15 per cent. This means that it is in big and medium-sized cities
that jobs are mainly generated and intra-regional labour mobility
— that is, commuting from the local periphery to the urban areas
(50-60 kilometres one way) — should be facilitated.

In Poland, the railways function as a primary means of
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transport. Yet the Polish railway company (PKP) is a state-owned
monopolist dominated by trade unions that successfully block
downsizing and rationalisation. In voivodships railway services
are provided by the PKP regional companies (so-called Przewozy
regionalne). Predictably, as strong unions thwart restructuring
efforts, the quality of services is low and the tickets are expensive,
which is very important given low disposable incomes in the
most disadvantaged subregions. Usually, local authorities have
a minority stake in these companies though in practice they are
unable to influence their policy.

This should be changed. First, deregulation of the railways —
through letting in other (private-owned foreign and/or national)
providers of railway services — would intensify competition. To
achieve that, union opposition would also have to be overcome,
hence the need to reduce union power, which is an important
facet of free-market reform. More competition would generally
mean lower prices and better quality of service. The appropriate
mechanism to fund railways in a free-market economy is a matter
of some debate.” Nevertheless, arguably a productive use of avail-
able EU money would be a sorely needed modernisation of railway
infrastructure.’ Similar points can be made regarding the need to
modernise the road system and airport infrastructure.*

2 Some economists would argue for fully private finance, others have argued for a
levy on land values (or on businesses benefiting from infrastructure), still others
argue that, because of the low marginal cost of railway travel, there has to be
some government involvement in infrastructure finance.

3 Again, it is a matter of debate to what extent regional aid from the EU should be
provided. But, given that it is provided, the renewal of infrastructure is one of the
more productive ways to use it.

4 In2006 in Warmirisko-mazurskie region there were 815 deaths per 1 million pas-
sengers, one of the highest ratios in the entire EU. In the region of Bremen, for the
sake of comparison, there were only 23 deaths per 1 million passengers.
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Once again, though, we see the link between regional policy
and the need for labour market and business liberalisation. Many
of the poor regions are potentially attractive for tourism and
relatively low costs should allow tourism and related industries
to flourish. Better infrastructure would be helpful in promoting
tourism. Unless, however, there are conditions in which business
can flourish and employ labour at pay rates justified by an employ-
ee’s productivity, then such service industries will not develop.

The role of EU regional aid

By Western standards, the magnitude of infrastructure neglect is
enormous. Without EU regional subsidies, it will be practically
impossible to build and/or renovate roads, railway tracks, edifices
or treatment plants in the foreseeable future. We do not debate
the long-term merits of EU regional aid here, nor whether the
aid programme is beneficial for the EU as a whole. Regional aid
used in an appropriate way is, however, an important ingredient
if regional development is going to happen quickly in the new
EU countries. Whereas Polish big cities (and in particular their
centres) do not differ much from their western European counter-
parts, small provincial towns and villages still look as if commu-
nism had not ended. And this holds true not only for poor rural
regions situated in the east, but also for many subregions located
in the more prosperous west and centre.

Arguably, such regional disparities and, especially, intra-
regional contrasts are typical of the whole of central and eastern
Europe (with the possible exception of Slovenia). All the capital
regions — with higher-than-average GDP per capita and high levels
of foreign direct investment — are vibrant with economic activity.

STRATEGIES FOR REINVIGORATING THE REGIONS

By contrast, in Lithuanian or Romanian remote rural regions, the
situation is even worse than in their Polish counterparts. Across
central and eastern Europe the periphery has borne the brunt of
communist mismanagement and post-communist neglect.

Thus there is a need to make optimal use of EU regional subsi-
dies. Where regional aid is provided it should be used in a way
that allows regions to make best use of their comparative advant-
ages. Depressed areas do not have to become milieus of innova-
tion. They should be allowed to focus on job creation in lower-end
services such as tourism and higher-value-added farming. Big
cities and more prosperous regions, by contrast, may well have a
comparative advantage in ICT and related industries which rely
on continual innovation.

What is necessary is a combination of national-level liberal-
isation (which should be supported, where relevant, by liberali-
sation at the EU level too) and decentralisation to enable regions
to develop policies that allow them to exploit their comparative
advantage. Government intervention and regional policy should
be of the form that is likely to be benign, at worst, promoting
infrastructure development, ICT deployment and HR upgrading.
Innovation, the development of social capital and adaptation
in the context of a free-enterprise society will also be vital for
regional development. The evidence from Silesia suggests that this
is possible.

Silesia: towards the learning region

Slaskie voivodship or, to be more precise, its subregion of Upper
Silesia is a traditional old industrial region that is in the process
of turning itself around. Compared with other Polish regions, it
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Box 3 Slaskie (Silesia): a historical background

For centuries, Silesia was not part of Poland, being either a
quasi-independent principality or a province governed by the
Czechs or the Austrian Habsburgs. In 1742 it was annexed by
Prussia. In 1922, as a result of the plebiscites commissioned
by the League of Nations, the eastern part of Upper Silesia

(a subregion of Silesia) was incorporated into Poland. Only
after World War Il did the whole of Silesia find itself within
the boundaries of the country. All this affected the region’s
development and its relationship with the rest of Poland. In
the eighteenth and nineteenth centuries Upper Silesia, in
contrast to most Polish territories, experienced the Industrial
Revolution. Coal mining and heavy industry stimulated
economic growth and intensive urbanisation, which, in turn,
made Upper Silesia reminiscent of typical coal districts in

the UK. The region was as technologically advanced and
dynamically entrepreneurial. Industrial activity was so intense
and labour in such demand that migrants, especially from the
territories under Russian and Austrian rule, arrived, causing
cities to grow. Once within the confines of Poland after the
end of World War II, Upper Silesia stood out from the rest

of the country owing to a long history of separation from

the Polish state and a different pattern of socio-economic
development, a non-standard language, the presence

of a considerable German minority, strong social bonds

and a distinctive work ethic. Those differences persisted —
notwithstanding the communists’ attempts to eradicate
them — only to resurface with intensity after 1989, when a
few local activists voiced separatist demands in reaction to

a growing sense of despair stemming from the decline of

the coal industry and the hardships of the transformation.
Under communism, Upper Silesia’s mines and steel works
became a driving force behind the country’s industrialisation.
Unsurprisingly, the authorities perceived Upper Silesia as a
national treasure, while the miner toiling down the pit was
put on the communist pedestal. Hence political patronage
and exceptional privileges were lavished on miners and on
the region. Roads and hospitals were built there and miners

shops.
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could buy products unavailable in the rest of Poland in special

is atypical in many respects (see Box 3). The entire area is highly
urbanised and marked by the concentration of heavy industry
(including the state-owned coal-mining sector, which has for
years generated huge financial losses). Overall, there are seven-
teen comparatively large cities in Upper Silesia, whose boundaries
touch each other. Of course, typical woes affecting such regions,
such as air pollution, industrial dereliction, landscape devasta-
tion and environmental degradation, still affect the quality of life.
Socioculturally, the region also stands out: a German-like work
ethic coupled with the strong social bonds and spirit of solidarity
that characterise communities where — owing to dangerous condi-
tions of work — trust and cooperation play a pivotal role. All this
explains the comparatively high quality of Silesian social capital.
When communism came to an end and triggered the closure
of several state-owned enterprises, the region found itself on the
brink of a precipice. There was an urgent need to turn it around.
And, as things stood in 2008, it is fair to say that the region has
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managed to capitalise on its strengths and — notwithstanding
the unresolved question of the mining industry — has asserted its
prominent position among Poland’s regions, on a par with the
capital region of Mazowieckie (Table 8).

In the event, the entire region has an inherent edge over
other Polish areas. These include: (i) geographical proximity to
Germany and the Czech Republic; (ii) well-developed road and
ICT infrastructure; (iii) a highly-skilled workforce; (iv) a compar-
atively large number of universities and R&D institutes (Table 9);
and, crucially, (v) high levels of social capital. All this somehow
helps to outweigh the relatively lower quality of life stemming
from mining-induced environmental degradation and industrial
dereliction.

Critically, Silesia has managed to take full advantage of
globalisation and EU integration, successfully attracting FDI. The
region has an automotive industry and advanced-engineering
cluster. From 1989 to 2004 the car industry invested $4 billion in
the area. It is also notable that 54 out of Poland’s biggest national
and foreign-owned firms (many of them are in the high-tech
sector) are situated in Silesia, whose share of the country’s total
FDI amounts to 14.4 per cent. Only the capital region of Mazo-
wieckie scores better on that count.

Compromise-building, partnership and cooperation have
been important ingredients of growth. Take, for instance, the
Siemianowice Employment Pact (a grassroots, bottom-up initia-
tive and the first of its kind in the whole country), which is aimed
at fighting unemployment in the voivodship (Zientara, 2008b). It
is modelled on the Dublin Employment Pact and was built around
the partnership between local job centres, city mayors and coun-
cillors, church officials (with the archbishop of Silesia to the fore),
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craftsmen’s guilds, trade unions and private businesses. The initi-
ative, albeit formally signed by all the actors, has no trappings of
a typical bureaucratic institution. It simply promoted openness,
flexibility and creativity. This pact is a genuine novelty in Poland
but has been important in rebuilding social capital.

In a similar vein, plans are currently afoot to set up a huge
conurbation consisting of the region’s seventeen biggest cities.
The city mayors have voluntarily agreed to implement this. In
effect, they form a federation with power being distributed by
bottom-up agreement and not by top-down diktat. The initiative
could be regarded as an example of ‘interlocal co-operative agree-
ments that generate collective benefit by producing efficiencies
and economies of scale in the provision and production of services
and by internalising spillover problems’ (Feiock, 2007: 49). In this
sense, the plan in its conceptualisation touches upon the issue of -
to use Feiock’s term — institutional collective action (ICA), deeply
rooted in ‘second-generation’ rational choice models (Ostrom,
2005). ICA refers to the mechanisms — decentralised voluntary
governance arrangements — by which ‘two or more governments
act collectively to capture the gains from providing or producing
services across a larger area’ (Feiock, 2007: 48).

The Silesian authorities believe that a metropolis of that
stature — apart from providing efficiencies and savings — could
possibly enter the top tier of the European urban hierarchy. In this
way, one can see the process of institutional learning, innovation
and adaptation to new circumstances resulting from bottom-up
cooperation, albeit at governmental level.
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117 CONCLUSION

In this monograph, we have focused predominantly on
Poland, while analysing regional differences within the EU and the
effectiveness of regional aid. We have examined the relationship
between a country’s nationwide business climate and the attract-
iveness of its regions as well as highlighted the merits of certain
aspects of the new regionalism together with the concept of the
learning region. In principle, Poland — despite being bigger and
having a complicated history — is not much different from other
recent EU entrants and can serve as an illustration of regional
problems. The policy approach we have proposed is not intended
to be Polish-specific but general in character and hence applicable
to other European countries. That is why the emphasis is placed
upon a combination of nationwide liberalisation and decentralisa-
tion with the appropriate use of EU regional aid and the applica-
tion of some new-regionalism prescriptions.

Yet we should also consider issues of far broader scope. These
concern the underlying strengths and weaknesses of the EU’s
economic model and the challenges brought forth by enlarge-
ment and globalisation, as well as the political ramifications of
European regionalism for the standing of national governments
and, ultimately, the future modus operandi of an EU of 27 or more.
We believe that the regional perspective has provided a number of
informative insights. The EU as a whole and — to varying degrees
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— its individual member states need more economic and political
freedom as well as the recognition of the necessity of change if the
process of economic development is to exist. This holds true espe-
cially for countries such as Poland — a new poor entrant that has
been outclassed in the area of free-market reform by its central
and eastern European neighbours.

All this has affected the situation in Poland’s most disad-
vantaged regions. With liberalisation and decentralisation stalled,
these voivodships — being deprived of adequate instruments to
pursue their development strategies — might have considerable
difficulty in catching up not only with their richer counterparts
in the West, but also in central and eastern Europe. The current
institutional arrangements make it difficult for depressed regions
to make best use of their potential. Thus economic and political
reform is needed both at EU and member state level.

New entrants from central and eastern Europe, rather than
copying the Western social model, should press ahead with
economic liberalisation, thereby providing a powerful incentive
for change in Old Europe. EU-15 countries, in turn, ought to
liberalise their economies far more rapidly. This is particularly
relevant given the rise of China and India as well as the underlying
strengths of the USA. Liberalisation of labour markets should
be given top priority. Compared with the USA, Europe’s average
unemployment rates are still high and joblessness rates in many
regions are of the order of 15 per cent. EU regional aid designed
both to requalify the unemployed and to build/renovate infra-
structure is bound to be ineffectual unless it is accompanied by
deep structural change. The experience of East Germany clearly
demonstrates this.

It is encouraging that many central and eastern European
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countries (the Baltic republics, Romania, Slovakia, but also Mace-
donia and Bosnia), in sharp contrast to Poland, have decided to
press on with free-market reform. Although one can detect clear
symptoms of reform fatigue — witness the electoral victories of
populist parties in Slovakia and Lithuania which promise to end
‘inhumane neo-liberal experiments’ — those countries should
not change course and settle for a watered-down version of Old
Europe-style welfarism.

Judging by the results of the reformist efforts in Ireland and
Spain, this drive for liberalisation, coupled with appropriate
regional policy, can help reduce the development gap between
regions. Of course, it is the capital regions which are bound to
catch up fastest. Yet the fruits of rapid economic growth are likely
to lift living standards in most depressed regions, too. That is
why the accession process might be seen as an injection of fresh
blood, giving momentum to necessary reform. But, in the eyes of
an increasingly large number of EU-15 citizens, the most visible
consequences of enlargement are not lower prices of goods and
services, but what some regard as the ‘stealing’ of jobs as a result
of ‘unfair’ competition. All this risks producing a backlash against
integration in general and further enlargement in particular,
as exemplified by the rejection of the European constitution by
French and Dutch voters. Hence, with doubts being cast over the
EU’s raison d’étre, one can discern enlargement fatigue both in
Brussels and many EU-15 capitals.

Crucially, this state of affairs has led some high-ranking poli-
ticians and officials alike to rekindle the debate on the merits
(and shortcomings) of a ‘two-speed’ or, more generally, ‘multi-
speed’ Europe. So the notions and mechanisms of differentiated
integration — as implied by the very idea of multi-speed Europe
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— have become the subject of much controversy. The Lisbon
Treaty — which, despite the Irish rejection, might eventually
come into force — is not in principle consonant with the concept
of differentiated integration. The treaty, seen by its proponents
as a sine qua non condition of the Community’s more efficient
functioning, comes across as a uniformity-imposing endeavour.
By contrast, the idea of a multi-speed Europe suggests that ‘some
countries could push ahead, others could hold back and the union
as a whole would evolve from a monolithic one-size-fits-all block
into a club in which membership would mean different things to
different people’ (Economist, 2007b: 34).

So the idea of a multi-speed Europe might ease the tensions
resulting from countries’ differing attitudes towards integra-
tion and, at the same time, lay the foundations of a new modus
operandi. In practice, it could possibly take one of two basic
forms. The first type — variously described as ‘core Europe’,
‘concentric circles” or ‘two-speed Europe’ — would entail creating
an inner circle of countries determined to press ahead with inte-
gration in all areas; they would constitute a sort of club within the
club. The other members, forming the outer ring, would coop-
erate only on selected issues. In the second type — called ‘coali-
tions of the willing’, ‘enhanced cooperation’ or ‘variable geometry’
— all countries would agree to abide by a basic set of rules (most
probably, the common market). Then smaller groups would
voluntarily cooperate in particular areas (say, foreign affairs or
immigration policy). In fact, there could be many such groupings
with overlapping memberships (all countries would simultane-
ously belong to different groups according to their interests).

The latter concept seems to offer an interesting and plausible
alternative. Its undeniable merit is that it actually works. Suffice
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Box 4 Eastern European countries and early euro
membership
On 1 January 2007 Slovenia became the first ex-communist
state to enter the euro zone. On 1 January 2009 Slovakia
also did so. Whereas for such small and open economies
as Slovenia, Slovakia or Estonia the advantages of entering
the euro zone are likely to outweigh the drawbacks, for big
open economies such as those of Poland and Hungary, the
adoption of the euro in the near future will be less beneficial
than many economists believe. To simplify, the adoption
of the euro involves the loss of an independent monetary
policy. This means that the European Central Bank will set the
interest rates both for well-developed Old Europe economies,
which grow slower, and for poorer New Europe ones,
which grow faster. A single monetary policy is inappropriate
for such a diverse group: the fast-developing countries of
eastern Europe may require higher interests rates, while the
EU-15 requires lower rates. If lower rates are adopted in new
European countries then the resulting accommodation would
have to be facilitated by fiscal policy, wage flexibility and
enhanced labour mobility. Yet all eastern Euro-candidates
have - to varying degrees — difficulty implementing such
policies. That said, in smaller open economies (such as those
of Latvia, Estonia and Lithuania), the benefits of early euro
membership stemming from greater stability and market
liquidity as well as increased trade may outweigh its negative
consequences. In bigger economies (such as those of
Poland, Hungary and the Czech Republic) — where, indeed,
the governments struggle with budget deficits and wage
flexibility is relatively low — early entry into the euro area,
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coupled with the Balassa-Samuelson effect, risks producing,
among much else, serious problems with high inflation.* We
must also remember that one of the essential preconditions
for the proper functioning of the optimal currency zone is

a substantial degree of real convergence between member
countries. Needless to say, none of the would-be candidates
for euro membership from eastern Europe meets this
prerequisite. The financial crisis and the sudden depreciation
of the zloty in October 2008, however — in sharp contrast to
the Slovakian krona — highlighted the significant advantage of
euro membership (safe haven). As a result, the government
declared that it would like Poland to adopt the euro in 2012.

Source: Zientara (2006b: 3-10)
*For discussion, see Grauwe and Schnabl (2004) and Zientara (2006b).

it to say that, out of 27 countries, fifteen have so far adopted the
euro (see Box 4), de facto forming a coalition of the willing to
cooperate in the area of monetary policy, and that fifteen coun-
tries (including three non-EU states) signed up to the Schengen
agreement, thereby collaborating in the (narrow) area of the
passport-free flow of people. In this way the idea of ‘variable
geometry’ could enable countries interested in closer integra-
tion in specific (and often controversial) domains to move ahead
without pressurising those who simply want to stand by.

This would not only lead to an EU that was more democratic
and pluralistic, but would also eliminate the potential source of
intra-EU friction and might simultaneously pave the ground
for the accession of such contentious candidates as Turkey. It
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follows that, with a higher degree of heterogeneity, the idea of
‘coalitions of the willing” lends itself far better to constituting
the fundamental guiding principle of an enlarged EU than the
above-mentioned concept of ‘core Europe’. The latter would auto-
matically produce a sharp dividing line between two groups of
countries, whereby members of the group moved at the same pace
as each other and the groups as a whole moved at different paces.

The adoption of the ‘coalition of the willing’ model would be in
the interests of most new member states. They might more easily
deflect the pressure applied by French or German politicians
to harmonise labour legislation, tax rates and welfare benefits.
In this context, it has to be remembered that, as mentioned in
Chapter 3, would-be members such as Macedonia or Bosnia have
already introduced even lower (flat) taxes and cut red tape more
radically than, say, Estonia or Latvia, and, therefore, are likely to
be more attractive to investors than most existing EU countries.
Transplanting a Western-style welfare state into central and
eastern Europe (as the case of East Germany exemplifies) would
be a step in the wrong direction, though this does not have to rule
out benign government involvement in promoting ICT and inno-
vation generation, as in the case of Estonia.

It seems that both new and would-be member states as well
as the entire EU might be better off if the ‘coalitions of the willing’
approach was pursued.' Of course, there would also be some
implications for regional policy. A looser-knit union — whose
(richer) members might naturally feel less obliged to support pan-
European cohesion with their money — could mean less regional

1 Possibly, the CAP might then be thoroughly overhauled, with those countries
keen to subsidise and protect their farmers doing so with their own taxpayers’
money.
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aid for the EU-12. Arguably, this issue would be thrown into even
sharper focus if the ‘two-speed” Europe model were to be adopted
(the members of the inner core would undoubtedly suggest to
poorer countries from the outer ring that, if they wanted finan-
cial support, they would have to be consistent and integrate
more). Nonetheless, one can reasonably expect that the European
Commission — determined to reduce regional disparities — would
apply pressure on the affluent and play a decisive role in recon-
ciling the conflicting attitudes.

The ‘coalitions of the willing’ model would smooth the path
for further enlargement to the south and, with reservations, to
the east (for example, to include Ukraine). If the existing modus
operandi is not modified, the accession of new poorer countries
from southern Europe is likely to intensify the tensions along the
hypothetical division line between the potential core, which is
overtly hostile towards Turkish membership and sceptical about
Albania’s or Macedonia’s membership, and an informal alliance
between the UK, Ireland and some central and eastern European
members (Poland, Romania, the Baltic republics), which are
generally willing to admit all Balkan states. The resulting escala-
tion of intra-EU friction and the possible standstill would be coun-
terproductive and harmful to all the parties.

EU decision-makers ought to realise that expanding the
scope of economic and political freedom is the best way of
addressing the EU’s internal problems. Contrary to the popular
belief, still held by the proponents of ‘core Europe’, it is not
harmonisation-driven uniformity and narrow-minded exclu-
sionism but diversity and openness which would enhance the
Community’s dynamism and strength. And, having experienced
such a reinvention, a more liberal, more loosely knit Union will be
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conducive to improving the wellbeing of the citizens of new and
old members alike. The former will be given the real opportunity
to bridge the development gap, and the latter the opportunity to
capitalise on the benefits offered by the processes of European and
global integration.
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