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1. 1. TheThe EuropeanEuropean EconomyEconomy

• Historical foundations (Allum 1995, Crouch 1999, Therborn 1995)

• The European Economy in comparison to other world regions

• In history one of the most important economies in terms of innovation, 
production, wealth created

• Colonization and wealth creation

• Industrialization

• Decolonization and loss of economic importance in the world

• Rise of the USA and Japan

• Two world wars and relative economic decline caused European economic 
integration



1. 1. TheThe European European Economy Economy ((contcont.).)

• The European Economy seen from inside: historical evolution of regional disparities

• In ancient history the Mediterranean region economically most advanced

• Gradual shift to the north: centre became the regions from Lombardy over 
Switzerland, Western Germany, Belgium and the Netherlands to Southern 
England

• Other centres developed around the European capitals

• Core and peripheries: 

• Southern Europe became a periphery

• Industrialization as well contributed to peripheralization of the regions
distant from the industrial core: i.e. Ireland, The North European regions, 
the Atlantic periphery, Southern Italy, Eastern Europe

• European economic integration first a matter of the core countries: 

• No subnational regional targets

• With European enlargement (Ireland, Southern Europe) the aspect of 
European internal regional imbalances became important

• The next step was the recognition of regional disparities within members
states of the European Union, which were not declining by economic 
integration



2. 2. Competitiveness Competitiveness (Rodríguez-Pose 2002)

• Globalization of the world economy and socio-economic restructuring ....

• ... the EU faces greater competition from the rest of the world. 



2.12.1 The stagesThe stages ofof economic integrationeconomic integration
Economic integration means the progressive removal and ultimate eradication of
economic barriers between different states ... a lengthy process.

• Free trade area: movement of goods among its members. Abolition of tariffs and quotas 
for imports from area members, although members of the area keep their own quotas and
tariffs vis-à-vis third countries (ex.: EFTA, NAFTA).

• Customs union: the eradication of internal tariffs and quotas is accompanied by some 
common external trade restriction and/or the harmonization of external tariffs and
quotas (e. g. German Zollverein of 1834)

• Common market, single market: additional to the customs union implies the removal of 
all non-tariff barriers to free factor mobility. The outcome is the free mobility of goods,
capital, labour, and services across the territory of the common market.

• Economic union: members of a common market begin to harmonize their economic 
policy, mainly in the fields of monetary and/or fiscal policy.

• Complete economic integration: the capacity of individual states to implement their own
independent economic policies disappears completely. Central institutions substitute
national ministries of the economy and national central banks as the centres of economic 
decision-making: common currency and common fiscal and financial system and national
economic institutions become mere branches of the central institutions 



2.12.1 The stagesThe stages ofof economic integration economic integration ((contcont.).)

Economic integration in the EU (Table 1.1)

• Economic integration mostly in the form of free trade areas (EFTA, NAFTA, 
ANZCERTA)

• Few free trade areas develop to customs unions (Zollverein)

• Often free trade areas fail to make the passage to a customs union. Successful: 
MERCOSUR, NAFTA has not decided yet.

• Common market entails surrender of national economic sovereignty: The EU was the 
first example of a common market freely agreed among sovereign nations.

• EU 1999: partly economic union by introducing common currency in 11 of 15 member 
states





2.22.2 Economic integration asEconomic integration as aa meansmeans toto achieve achieve 
competitivenesscompetitiveness

Economic integration necessitated by economic globalization and its challenges. The
limits of European competitiveness: nationally divided, small, ununified and uncohesive 
markets in Europe; the opposite in the US and Japan. Cecchini report (1998): The costs of 
having nationally fragmented markets.

• Physical barriers: linked to the presence of intra-EC border stoppages, controls at 
border checkpoints, red-tape, and the existence of different currencies;

• Technical barriers: related to the use of different national product standards and 
technical regulations in every member state, to the presence of conflicting business 
laws, and of protected public procurement markets;

• Fiscal barriers: linked to the lack of fiscal harmonization, ranging from contrasting 
income and corporate tax rates to differing value-added tax (VAT) rates and excise 
duties. 

• See Table 1.2





2.22.2 Economic integration asEconomic integration as aa meansmeans toto achieve achieve 
competitiveness competitiveness ((contcont.).)

2. The expected benefits of economic integration (Cecchini Report 1988)

a) The ‚static trade effect‘: the benefits reaped from allowing public authorities to buy 
the chaepest (i.e. foreign) suppliers;

b) The ‚competition effect‘: the introduction of greater international competition was 
expected to provoke downward pressure on prices charged by domestic firms in 
sectors where competition was previously restricted, as a result of the entry of 
foreign firms in the market;

c) The ‚restructuring effect‘: resulting from the reorganization of industrial sectors 
and companies under the pressure of the new competitive conditions, which 
generate economies of scale and greater efficiency.



2.32.3 The impactThe impact ofof economic integrationeconomic integration

• Impact of economic integration is looked at in the areas of trade and foreign direct
investment (FDI), economies of scale, productivity, and growth in the EU.

1. Trade and FDI

In absolute terms largest in the EU (5%) (Table 1.3)

In relative terms largest in the US (35%) (Table 1.3)

Large variations in FDI net inflows in European countries

EU decline since 1990, growth in the US

Ireland, Sweden and UK high gains, losses in Germany (Table 1.4)

2. Economies of scale

Mergers and acqusitions (M&A) increasing in absolute terms, but business cycle 
effects (Table 1.5)

National M&A most important, but decreasing

EU M&A increasing, but small size

International M&A more important than EU M&A 









2.32.3 The impactThe impact ofof economic integration economic integration ((contcont.).)

2. Economies of scale (cont.)

Increasing volume of the deals (Table 1.6)

But greater dynamism of US-firms (Table 1.7)

Process of economic concentration and rationalization did push more European firms 
into the group of the world‘s largest companies.

In 2000 EU had less than in 1990 among the top fifty.

Only one is in the top-ten (Daimler-Chrysler)

Much more caused by globalization than by European economic integration (Table 
1.8)









2.32.3 The impactThe impact ofof economic integration economic integration ((contcont.).)

• Expectation: increase in labour productivity

3. Productivity

EU labour productivity in the early stages lagged behind Japan, but was above the 
US (Figure 1.1)

Covergence in productivity with the US since the 1960s

Covergence in productivity also visible at the national level (Figure 1.2)





2.32.3 The impactThe impact ofof economic integration economic integration ((contcont.).)

• Expectation: economic integration should result in bigger economic growth

4. Economic growth

EU economic growth lagged behind Japan, but since the 1960s was slightly above the 
US rate

EU economic growth was smaller than with its main economic competitors Japan and 
US.

Mainly during the 1990s the EU economic growth rate fell back (Figure 1.3)

Within European countries large differences in theeconomic growth rate:

Ireland ‚Celtic Tiger‘ 7.6% (1993-2000)

Good performers: Luxembourg, Finland, Netherlands, UK

Bad performers: Germany, France, Italy (Table 1.9)







3. 3. CohesionCohesion (Rodríguez-Pose 2002)

Question: Have the benefits of economic integration been evenly distributed? 

• Traditional map of economic disparities is changing

• Market niches: capital regions, intermediate areas, and some peripheral countries 
(e.g. Ireland)

• EU: objective of economic and social cohesion: regional policy, cohesion fund.



3.1 National and regional3.1 National and regional disparitiesdisparities inin thethe EUEU
Evolution of national and regional disparities and policy reactions to these developments

1. Disparities

Traditional core/periphery structures (Table 2.1)

Periphery: Greece, Ireland, Portugal, Spain and Southern Italy

Regional contrasts are even larger than national differences (Table 2.2)

GDP per capita: Inner London 5.8 times of Ipeiros

Unemployment rate: Calabria 28.7%, Aland islands 2.1%

Patterns of intranational disparities vary from country to country 
(Figure 2.1) :

Belgium, Italy and Portugal: north/south divide

Spain: North east/south west divide

Finland, Sweden, UK: richer in the South

Germany: South/north and West/east









3.1 National and regional3.1 National and regional disparitiesdisparities inin thethe EU (EU (contcont.).)

2. Factors behind the existence of territorial disparities

inherited economic situation

endowment in human capital: skilled labour, educational attainment

mismatch between educational supply and labour demand

infrastructure endowment important for economic development: e.g. 
telecommunications

differences in R&D spending: Southern Europe 1% of GDP, advanced countries 2%

sectoral structure of the economy, with high agricultural sector in Greek and 
Portuguese regions



3.2 European3.2 European development policiesdevelopment policies

This paragraph looks at national and regional disparities within Europe and, policy 
responses to these disparities and the eventual outcomes of these policies

1. The need for policy intervention

Thesis: economic growth and economic integration will lead to a reduction of 
economic disparities and thus to a covergence between European nations  

Since the 1980s is was recognized that economic integration is likely to enhance 
territorial disparities and therefore a development policy is needed in order to 
achieve greater economic and social cohesion

Steps: reform of the Structural Funds in 1989 as a response to the Single European 
market initiative

With the Maastricht Treaty came the Cohesion Fund, designed to help peripheral 
countries in the EU to prepare for EMU.



3.2 European3.2 European development policies development policies ((contcont.).)

2. The history of the EU development policies

• The road towards the establishment of a regional policy

The early stages of European integration were characterized by the absence of 
supranational development policies.

1970s: introduction of the European Regional Development Fund (EDRF)

Single European Act (SEA): the question of territorial disparities were addressed in 
a more coherent manner

• The early regional policy

18 March 1975: European Regional Development Fund (EDRF)

1980: First Periodic Report on the Social and Economic Situation of the Regions of 
the Community

Conclusion: The early European regional policy failed to achieve its aim of 
correcting economic imbalances and to co-ordinate regional policies of member 
states.



3.2 European3.2 European development policies development policies ((contcont.).)

3. The reform of the Structural Funds

Single European Act (SEA): strengthening economic and social cohesion

Co-ordination of the other Structural Funds, the EAGGF Guidance Section and the 
European Social Fund (ESF) with the ERDF in order to set the bases for a reduction 
of the territorial disparities within the EC.

Territorial and financial concentration

Objective 1: Promoting the development and structural adjustdment of regions 
whose development is lagging behind

Objective 2: Supporting the economic and social conversion of areas facing 
structural difficulties

Objective 3: Adapting and modernizing policies and systems of education, training, 
and employment

Programming

Multi-annual programming

Development plans by members, evaluated and implemented by the Commission, 
the Commission adopts a Community Support Framework (CSF)



3.2 European3.2 European development policies development policies ((contcont.).)

3. The reform of the Structural Funds

Partnership

The principle of partnership aims at achieving a close co-operation between the 
European Commission and the national, regional, and local institutions concerned 
with economic development.

Additionality

Principle of additionality was introduced to prevent member states from cutting 
their national development policy and thus making European development efforts a 
mere substitute for the national development effort.

Efficiency

The principle of efficiency has been designed to guarantee the correct management 
and to monitor the effectiveness of the implementation of European development 
actions.

Member states: implementation and monitoring

ex-ante and ex-post evaluations



3.2 European3.2 European development policies development policies ((contcont.).)

4. The Cohesion Fund

EMU was thought to further enhance the concentration of economic activity in core 
areas; thus, the Maastricht summit set up a new Cohesion Fund benefitting the 
poorest members of the EU (Article 161 of the Maastricht treaty)

Targets: environment and trans-European networks in the area of transport 
infrastructure in countries whose per capita GNP was less than 90 % of the EU 
average (Greece, Ireland, Portugal, Spain)

Special emphasis on trans-European transport networks

Spain 60%, Greece and Portugal each 15% and Ireland between 2 and 6%



3.33.3 The efficiencyThe efficiency of Europeanof European development policies after the development policies after the 
reformreform ofof the structural fundsthe structural funds

Reform of the Structual Funds an the introduction of the Cohesion Fund were huge boost 
in the European effort to achieve economic and social cohesion

• Budget expenditure: 1970s 5%, 1990 15%, and 1/3% in 2000

• 0,4% of the EU total GDP

• Pay-off?  It is difficult to analyse to what extent any reduction or increase in the 
economic gap between the core and the periphery of the EU is the direct result of 
the impact of development policies.

• Since the reform of the structural funds the situation has changed radically. There
was some national convergence since 1989, which was fuelled by the relatively poor 
economic performance of some of the most developed economies in the EU (Figure
2.2).





3.33.3 The efficiencyThe efficiency of Europeanof European development policies after the development policies after the 
reformreform ofof the structural funds the structural funds ((contcont.).)

• There was moderate regional convergence in the last stages of the customs union, 
and there has been moderate convergence since the Single Market was 
implemented (Figure 2.3).

• As regional integration progresses, intranational regional divergence seems to be 
increasingly becoming the norm, rather than the exception.

• Figure 2.4 maps GDP per capita growth in the EU between 1986 and 1998

• The highest rates of growth in Greece, Portugal, and Spain have not taken place in 
the less developed regions, but often in the more advanced areas.

• E.g. Spain: winners Madrid and Catalonia, loosers Galicia, Castile-Léon, Castile-La-
Mancha, Estremedura, Andalusia

• Portugal: winners Lisbon, Tagus valley, loosers the north

• Greece: tourist regions of the islands, Crete, Athens; loosers Peloponnisos, Sterea 
Ellada, Thraki 







4. 4. UnemploymentUnemployment andand social polarization social polarization (Rodríguez-Pose 2002)

Fordist period (postwar period): economic prosperity and reduction of poverty

The processes of socio-economic restructuring, globalization, and European integration have 
provoked a radical shift in this panorama. Some of the changes have been positive, 
especially on the gender side, with a much greater incorporation of women to the 
labour market.

Recent shift towards greater social polarization and social exclusion.

Widening gap between people with a stable job and those in precarious employment.

1. Employment change in the post-industrial age

• Trend: rise of unemployment across most of western Europe (Figure 5.1)

• Increase since the 1970s due to the oil-shocks

• Plateauing effects in Germany, Finland and Sweden, in the latter due to the 
economic crisis of the 1990s

• Spain, Italy and France high youth unemployment

• Women at disadvantage: higher unemployment than men





4. 4. UnemploymentUnemployment andand social polarization Contsocial polarization Cont.).)

1. Employment change in the post-industrial age (cont.)

• Regional unemployment in 1999 (Figure 5.2)

• High in peripheral areas (south of Italy, southern and western Spain, former 
East Germany)

• High in areas undergoing strong industrial restructuring (northern France, 
Wallonia, old industrial regions in Germany and northern England)

• Consequences: unemployment creates serious problem of social exclusion

• Socially excluded: less-skilled, women, ethnic minorities, a large section of 
those over 50.

• Long-term unemployment in 1998 (Figure 5.3)

• Highest rates: southern Italy, northern Spain, northern Germany, central and 
southern Greece, Belgium, most inner cities (Berlin, Brussels, Madrid, Rome)

• Smaller rates in countries either with a more flexible (UK, NL) or a more 
regulated labour market (Scandinavia)

• Highest long-term unemployment i n countries and regions with lowest 
employment share (Figure 5.4)

• Social exclusion and territorial exclusion









4. 4. UnemploymentUnemployment andand social polarization Contsocial polarization Cont.).)

1. Employment change in the post-industrial age (cont.)

• Unemployment expenditure 1980-1997 (Table 5.1)

• Dramatic increase

• Consequences for public finances

• Affects competitiveness of the EU in world markets





4. 4. UnemploymentUnemployment andand social polarization social polarization ((contcont.).)

Causes of persistent high unemployment are manifold. Roots and measures to resolve 
unemployment are discussed.

2. The roots of persistent high unemployment

• Roots

Personal marginal tax rates are high (50-60%)

Personal marginal tax rates lower in US (40%) and Japan (23%)

Taxation of labour and unemployment are correlated (exception: Scandinavia)

Trade unions: not membership numbers per se important, but centralized 
collective bargaining

Hump-shaved cirve between collective bargaining and labour market performance 
(employment high in countries both with weak and both strong trade unions)

Regulatory framework: minimum wages

Without minimum wages high employment

With minimum wages high unemployment, the unskilled labour force is not 
used

No minimum wage correlates with high income inequality



4. 4. UnemploymentUnemployment andand social polarization social polarization ((contcont.).)

• Measures aimed at tackling unemployment

Deregulate labour markets and make them more flexible

Deregulation: increase labour force mobility: has positive and negative 
consequences

Flexibility: part-time jobs, atypical employment



4. 4. UnemploymentUnemployment andand social polarization social polarization ((contcont.).)

3. The impact of labour market flexibility on unemployment

• General situation

No clear relationship between enhanced flexibility and unemployment reduction

Economic expansion sometimes overshadows the effects of flexibility 

• Labour market flexibility, atypical employment and social polarization

Strategies:

Part-time work: reconciliation of family and work, mainly women

Temporary or limited-contract work

Self-employment: increases in times of economic crises

Rise of the informal or shadow economy (Table 5.2):

Rising trend everywhere, but predominant in the countries with the largest 
employment problems (Southern Europe) 

Precarious employment disfavours the less-skilled, women, young people, 
immigrants, and ethnic minorities.

Danger of increase of social exclusion, social polarization, and social inequality.





10. 10. Glossary Glossary 

ANZERTA Australia and New Zealand Closer Economics Relations and Trade 
Agreement

EAGGF European Agricultural Guidance and Guarantee Fund

EFTA European Free Trade Association

EMU European Monetary Union

ERDF European Regional Development Fund

EU European Union

FDI Foreign Direct Investment

GDP Gross Domestic Product

M&A Mergers and Acquisitions

MERCOSUR Mercado Común del Sur

NAFTA North American Free Trade Association

R&D Research and Development

SEA Single European Act

UK United Kingdom

VAT Value Added Tax
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