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3 REGIONAL POLICIES AND THEIR IMPACT ON  
FIRM RELOCATION: AN OVERVIEW 

3.1  Introduction  
 
There may be a tendency for the term “regional policy” to be immediately associ-
ated with the regional policy of the European Union – that is, the structural funds. 
However, there was a long history of regional policy in the Member States prior to 
the advent of the structural funds and distinct national regional policies are still a 
strong feature of most member states (Yuill and McMaster, 2001). Although the 
first regional policy measures in Europe originate from the 1930s and regard the 
United Kingdom (McCrone, 1969), it was only in the 1960s that regional policy 
assumed a relevant role in the policy agenda of many Western European govern-
ments.  
In all its forms, national regional policy (from now on regional policy) has re-
mained focused on the problem of differential spatial development within national 
economies. Since World War II, European governments have implemented specific 
policies to redress regional economic disparities which were based on policy meas-
ures in the form of financial incentives to influence location decisions by compa-
nies. By promoting core-periphery relocation, governments were effectively pro-
viding subsidies to reduce local unemployment and inequalities in income. Besides, 
they were helping to create more even inter-regional development trajectories – 
level of public services and education opportunities among different regions. This 
regional policy approach can be characterised as ‘traditional’ and was undertaken 
by central governments (top-down approach).  
From the mid-1970s, regional policy began to change. The theoretical debate criti-
cised the role of the state in the economy and proposed, as an alternative, liberalisa-
tion, deregulation, and privatisation (Viesti and Prota, 2004). The effectiveness of 
policy incentives to promote economic development was questioned, which caused 
a shift in the 1980s. The traditional approach was partially superseded by a more 
decentralised model for regional development, the so-called ‘contemporary’ ap-
proach. This was characterised by decentralised intervention (bottom-up approach) 
and was based on integrated development plans and strategies designed and deliv-
ered by a partnership between regional and local players (Bachtler and Yuill, 
2001). Encouraging core-periphery relocation was not a goal of the new approach 
mainly focused on endogenous development by promoting SMEs and innovation 
and by encouraging geographical clusters of firms.  
In the latter context, regional policy in the European countries has been strongly 
influenced by EU competition and structural policies resulting in greater conver-
gence of regional policy objectives and rules within the member states. Since 
19881, the structural funds played a key role in developing more strategic methods 
of facilitating regional economic development. Greater recognition is being given 
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in policy circles to the idea that differences between regions require differentiated 
policy approaches and that such differences derive from variations in economic de-
velopment processes. There was a reduction of financial incentives to firms in fa-
vour of measures aimed to improve the ‘regional environment’. Policies envisage 
regions as “unique set(s) of relational assets” (Lagendijk, 1999b, p. 111), in which 
the focus should be as much on the interaction between the existing assets as on the 
improvement of each asset in isolation. What is more significant now is how policy 
can embed those assets in the local economy and increase the number and added 
value of linkages between those assets and the wider regional economic environ-
ment.  
However, empirical evidence shows that boundaries between these two approaches 
are not so well defined and that, especially as far as policy measures are concerned, 
the legacy of the old framework still survives. Even in contemporary-approach ori-
ented policies, in fact, some of the tools typically labelled as “traditional”, such as 
incentives, are widely used. There is a broad area of overlap which highlights a 
discrepancy between the ideal situation as planned by theorists and the reality de-
signed by policy makers.  
The present chapter presents a review of the national approaches – traditional and 
contemporary – to regional policy in Europe and focuses on the policy measures 
promoting core-periphery relocation. On the ground of this review, it aims to pro-
vide an answer to question 1 about the relationship between regional policies and 
the location and relocation theories as well as to test the related Hypothesis 1 (“The 
traditional approach to regional policy is based on the neoclassical location and re-
location theory, while the contemporary approach is linked to the behavioural, in-
stitutional and evolutionary location and relocation theories”). Besides, it tests Hy-
pothesis 2 (“Although regional incentives promoting firm relocation have de-
creased over time, the contemporary approach to regional policy still makes use of 
these ‘old-fashioned’ measures. In other words, not all the policy measures belong-
ing to the contemporary approach are in line with its philosophy”).  
Sections 3.2 and 3.3 describe the main features of the two regional policy ap-
proaches. The impact of EU competition and structural and cohesion policies on 
national policies is discussed in section 3.4. Section 3.5, which concludes the chap-
ter, presents a comparison of the traditional and contemporary approaches and em-
phasises their relationships with location and relocation theories.  

3.2  The traditional approach  
 

Conceptually, the traditional approach2 was based on the neoclassical theories of 
regional development – models of land prices (von Thunen), industrial location 
(Weber, Marshall) and settlements (Christaller, Losch) (see Ch.2). The common 
characteristic of these theories was that they were concerned with explaining varia-
tions in the location of economic activity with reference to the attributes of regions 
or urban areas, such as the cost of land, transportation costs, market size and the 
availability of workers. Policies to reduce disparities were, therefore, generally de-
veloped to influence these factors, i.e. reducing investment or employment costs, 



 38

subsidising transport costs, providing cheap land and premises in the problem ar-
eas, and, in some cases, increasing the costs of development in the core or con-
gested areas (Bachtler and Yuill, 2001).  
Although there were significant differences in policy emphasis among Western 
countries, in 1950-1980s the two principal theoretical justifications for policy ac-
tion were social equity – alleviating regional poverty as a kind of area-based wel-
fare – and economic – in which sustained economic growth at the national level 
was viewed as dependent on balancing interregional development (Raines, 2001b).  
The spatial focus was on problem areas (underdeveloped and/or depopulated areas) 
that were designated on the basis of administrative or data collection units gener-
ally suffering from slow economic growth, low income and high unemployment.  
The mode of organisation was essentially top-down: the design of policy, the de-
limitation of assisted areas and the delivery of instruments were undertaken by cen-
tral government.  
Policy instruments comprised four main types: (i) financial incentives; (ii) infra-
structure investment; (iii) the use of investment targets or other social obligations 
on the part of state-owned or state-controlled industries; (iv) and the diversion of 
development from congested areas through development controls on manufacturing 
industry or the relocation of private and public sector offices (Yuill et al., 1980). 
For much of the post-war period, financial incentives (in the form of grants, loans, 
tax concessions, depreciation allowances, etc.) were offered to firms moving into 
the designated aid areas and cost penalties and permit systems were introduced in 
the core areas to encourage firms to consider moving to less congested, problem 
locations in the region (Yuill and McMaster, 2001; Yuill et al., 1980; Bachtler and 
Yuill, 2001). Besides, the traditional approach argues that it is vitally important to 
improve the stock of social infrastructure in high-unemployment areas in order to 
improve their competitiveness. Investment in physical infrastructure could induce 
redevelopment of derelict sites, improvement in the transport network, provision of 
better recreational facilities, enhancement of the stock of housing and improvement 
in the quality of the urban environment more generally. Such improvement to an 
area’s physical and social infrastructure acts as an important signal to the private 
sector since it demonstrates the government’s commitment to reviving depressed 
areas and acts as a confidence booster for private sector investors. It also helps de-
pressed areas to retain and attract highly skilled workers who place a premium on 
their living conditions (Armstrong and Taylor, 2000).  
The nature and the extent of government intervention has varied over time and by 
country.3 In the case of the UK, government controls took the form of Land use 
planning regulations and Industrial location controls. The first were operated es-
sentially as instruments of urban and local area policy and not as a deliberate part 
of the regional policy, while the second has been used as part of regional policy in 
Britain. In some countries, special government agencies have been established to 
promote regional economic development and reduce core-periphery contrasts. 
Among the best examples are the Japanese MITI (Ministry of International Trade 
and Industry); the Italian Cassa  per il Mezzogiorno (Southern Economic Devel-
opment Agency) and the US Economic Development Administration. Some gov-



                                                                                                                       39

ernments have sought to help industries in declining regions by undertaking gov-
ernment investment in infrastructure and providing subsidies for private invest-
ment; others have sought to devise tax breaks that reduce the cost of labour in pe-
ripheral regions. Still others have sought to deal with agglomeration diseconomies 
in core regions through increased taxes and restrictions on land use. In the Nether-
lands, for instance, regional policy promoted: (i) ‘industrial decentralisation’ from 
the core areas (the Randstad) to the other areas of the country and (ii) ‘industrial 
suburbanisation’ from the major urban agglomerations (Amsterdam, Rotterdam, 
The Hague and Utrecht) to the peripheral areas. Similar measures have been 
adopted in France in order to stop industrial concentration in the Paris area. 
While each approach has its followers, one of the most widespread governmental 
approaches to develop the peripheral areas involves the exploitation of the princi-
ple of cumulative causation4 (Myrdal, 1957) through the creation of growth poles a 
là Perroux (1950, 1960).5 Perroux (1950) sees the possibility of economic growth 
in a region from locating a key firm there, one which serves as an economic engine 
for that area. An important, large firm, for example, a multinational firm, may cre-
ate very positive economic stimuli for a specific region by generating income, at-
tracting subcontractors, shaping a positive image and creating a better production 
environment. However, not all industries are equal in the extent to which they 
stimulate economic growth and cumulative causation. The ones that generate the 
most pronounced effects are known as “propulsive industries”, and they have re-
ceived a great deal of attention from geographers and economists who are inter-
ested in helping to shape strategic policies that might promote regional economic 
development. In the 1920s, shipbuilding was a propulsive industry. In the 1950s 
and 1960s automobile manufacturing was a propulsive industry, and today bio-
technology is one. The basic idea is for government to promote regional economic 
growth by fostering propulsive industries in favourable locations. These are in-
tended to become growth poles – places that, given an artificial start, foster self-
sustaining economic prosperity.  
Many countries have used the growth poles approach as a basis for regional devel-
opment policies. For example, French governments designated certain locations as 
techno poles for the establishment of high-tech industries (such as ICT and bio-
technology) – under the assumption that these leading-edge activities will stimulate 
further development. In the United States, a whole series of growth centres were 
designed in Appalachia to establish a manufacturing base within the region. In 
southern Italy various state-owned heavy industries were sited in a number of re-
mote locations in order to stimulate ancillary development (see Saraceno, 1977).  
The results of such policies have been mixed, however. The French techno poles 
have been fairly successful because the French government invested large sums of 
money in establishing propulsive industries in favourable locations. The Italian and 
U.S. growth pole efforts, like many others, however, have been disappointing 
(King, 1985; Smith, 1981). In Italy, given the weakness of the industrial structure 
of southern regions (mainly based on traditional manufacturing industries), this 
policy had the effect of hindering their economic development instead of fostering 
it. The southward migration of big plants was labelled as ‘industrialisation without 
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development’, disconnected from the local economic environment and lacking the 
input-output linkages with other local concerns that typify a modern industrial 
complex (Smith, 1981; Saraceno, 1980). In practice, governments often fail to in-
vest in the right industries, and nearly always fail to invest heavily enough to kick-
start the process of cumulative causation. In the context of the traditional approach 
growth was a byproduct of governmental policy rather than the direct consequence 
of  private economic forces operating within the limits of market-driven calcula-
tions of costs and benefits.  

3.3  The contemporary approach  
 
Regional policies based on the transfer of resources to firms, aiming to compensate 
regional disparities through subsidies, turned out to be, in many countries, of lim-
ited utility, because they did not alleviate those disparities (Viesti and Prota, 2004). 
Consequently, there was a regional policy shift from direct micro-intervention to 
indirect macro-intervention, enhancing entrepreneurship, training, human mobility 
and scientific research. Industrial sectors and the state stopped being viewed as the 
engines of development while firms and the market became the key ingredients for 
promoting economic success.  
The contemporary approach is based on the following main components. The first 
regards the shift in policy objectives towards promoting competitiveness (Bachtler 
et al., 2001). The policy focus is on wealth creation at the local level – and the 
agenda is increasingly one of new firm formation, SME development, skills, em-
ployment and innovation. The focus on SMEs is related to their ability to create: (i) 
new jobs; (ii) a diversified and flexible industrial base; (iii) intense competition for 
small and large firms alike, leading to an energetic enterprise culture; (iv) stimulate 
innovation; (v) improve industrial relations and provide a superior working envi-
ronment for employees. Considerable efforts have been made in many countries to 
improve innovation6 in disadvantaged regions and to help indigenous firms to up-
grade their technology.7 Apart from the technology transfer agencies and invest-
ment grants which allow firms to buy the latest process innovations, other distinc-
tive initiatives include science parks and techno poles (Asheim and Cooke, 1998; 
Castells and Hall, 1994), venture capital initiatives (Oakey and Mukhtar, 1999) and 
improved infrastructure provision. Public expenditure can be used to create im-
proved environmental and urban living conditions in order to encourage technol-
ogy-based industries. The collapse of traditional manufacturing has given policy 
makers in the disadvantaged regions the opportunity to create conditions more fa-
vourable to high-technology firms. Whether all of this will be sufficient is an issue 
of considerable controversy (Raines, 2001b). 
The second aspect concerns the reduction of the traditional automatic incentives, in 
favour of softer measures aiming to improve regional competitiveness and business 
environment, stimulated in part by the EU structural funds. In particular, state aids 
with a regional dimension are criticised mainly because they would alter competi-
tion. Regional competitiveness is determined by the quantity and quality of the lo-
cal production factors, skilled labour force, efficient public local infrastructures, 
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local “social capital”8 (North, 1990; Putnam, 1993b; Trigilia, 1999a) and the abil-
ity of the local communities to be independent (Viesti and Prota, 2004) (see Ch.2). 
The reduction of business incentives at the regional level is demonstrated by the 
data published in the annual European Commission reports.9 Between 1996-2000 
the aid for regional objectives decreased from an annual average of € 19 billion to 
€ 12 billion partly thanks to the action of the Commission. Nevertheless, Germany 
and Italy are the countries that still allocate the most substantial amount of money 
to regional aid. 
 
The contraction of regional aid areas represents the third element. Over the past 20 
years, there has been a general and significant contraction of regional aid area cov-
erage and in a majority of northern and central Member States there has been a re-
duction of per capita expenditure of 50 per cent or more. On the other hand, coun-
tries such as Greece, Portugal, Ireland and Spain have largely maintained their cov-
erage10. 
The fourth aspect regards the focus on enhancing local economic development ini-
tiatives and promoting geographical clustering of firms. The shift from financial 
tools to measures aiming to promote local development characterise regional policy 
trends in Italy, France and the United Kingdom. Small firms and technology are 
seen by many as being a superior means of stimulating regional development than 
traditional regional policies with their emphasis on big firms and inward invest-
ments. The promotion of local development stresses the importance of stimulating 
new firm formation and inducing SMEs to expand, encouraging firms to develop 
the latest technology and encouraging geographical clusters of firms. 
The so-called ‘cluster’ concept represents one of the most popular economic devel-
opment approaches to addressing the tensions between globalisation and localisa-
tion which has emerged in recent years. Originally articulated in the works of Por-
ter, Enright and others – though building on older traditions stemming from the 
work of Marshall and the ‘innovative milieu’ research by the GREMI group – the 
factors influencing the propensity of industries to cluster in certain locations have 
been extensively examined (Raines, 2001b). The term cluster is used to indicate 
several entities such as industrial districts (i.e. Asheim, 1996; Amin, 2000), inno-
vative milieux (i.e. Aydalot, 1986; Camagni, 1995), learning regions (Lundvall, 
1992; Asheim, 1996; Simmie, 1997; Maskell and Malmberg, 1997; Morgan, 1997; 
Morgan, 1997; Cooke, 2002), regional innovation systems (Cooke et al., 1997; 
Cooke and Morgan, 1998), technology districts (cf. Ch.2). While Porter (1990) re-
mains a strong opponent of industrial targeting by governments in cluster devel-
opment, the ‘innovative milieu’ concept foresaw greater scope for policy, though 
the issue has not been systematically investigated in GREMI studies (Raines, 
2001b). Camagni (1995) argued that policy interventions need to be constantly 
adapted to reinforce the local environment (especially in terms of infrastructure and 
human resources) and to encourage network linkages between milieu participants. 
In the ‘learning region’ literature, Cooke and Morgan (1998) emphasise the role of 
public institutions that can act as ‘animateurs’ of local innovation systems. 
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The interest in the ‘cluster’ concept has been apparent in the increasing support for 
cluster development internationally, as shown by the strong policy interest of the 
European Commission, the OECD and UNIDO as well as the associations of re-
gions interested in pursuing cluster development. As a result, cluster policies at the 
national and regional level have proliferated over the past decade. The term ‘cluster 
policy’ covers a wide diversity of policies, ranging from a-sectoral networking ini-
tiatives to complex programmes of industrial development (Nauwelaers, 2001). 
The fifth aspect of the contemporary regional policy is the change in modes of gov-
ernance (decentralisation, rationalisation, partnership, policy co-ordination). As a 
consequence, design and implementation of integrated development plans and 
strategies fall within the competence of partnership of regional and local players 
(Bachtler and Yuill, 2001). Regional plans are based on the identification of the ar-
eas’ strengths and weaknesses in order to formulate development strategies suitable 
to the diversified social and economic contexts (Yuill and Wishlade, 2001). Allo-
cating the responsibility for part of the economic policy choices, which influence 
the community’s future, to the community itself can produce positive results in 
terms of social capital empowerment (Trigilia, 1999a). The European countries 
where the regional policy decentralisation is rather strong are Austria, Belgium and 
Denmark. In these countries, local authorities are responsible for planning as well 
as for financing. In Germany policy interventions are drawn and developed by the 
respective Lander but they are co-financed by the federal government. In Spain, the 
participation of local authorities is relevant, but policies are financed by the central 
government. The new approach in the UK concerns the devolution of the regional 
policy powers: local governments can dispose of financial resources and have the 
necessary flexibility to carry out extensive interventions at the local level. In Italy, 
many of the policy choices have been shifted from the centre to the periphery. The 
Italian central government is engaged in the coordinating, programming and testing 
of interventions for economic development and the cohesion policies (Viesti and 
Prota, 2004). On the other hand, in countries such as Ireland, Portugal, Greece, 
France and the Netherlands the regional policy management is more centralised. 
The last component concerns the growing interest in sustainability and social cohe-
sion. This is not only a structural funds concern but is also relevant within an in-
creasing number of national policies. For example, in France a recent law on sus-
tainable regional development was passed and in Scotland specific regional aid for 
areas of social exclusion have been approved.  
It can be stated that the contemporary approach is based on the theories of regional 
development concerned with industrial milieux (Storper, Camagni) and the role of 
clusters and networks (Porter, Morgan). It was recognised that competitive advan-
tage increasingly implied the ability and the capacity of regions to facilitate genera-
tion, acquisition, control and application of knowledge and information, in the in-
terests of innovation and marketing. Besides, the spatial interrelationships between 
organisations were recognised as critical – for example, participation in informa-
tion and research networks, supply chains, SME collaboration, government-
industry links (Bachtler and Yuill, 2001). Thus, the neoclassical cost-saving factors 
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were substitute by softer factors such as trust, social capital, networks, and so on 
which are advocated by the behavioural, institutional and evolutionary theories. 

3.4  The influence of EU competition, structural and cohesion poli-
cies on national policies 

 
The fundamental rationale for European regional policy has been the belief that, 
without intervention, regional social and economic differences between regions 
within the community would be too wide. It is also argued that, without correction, 
these differences would tend to increase rather then decrease. EU policy strongly 
influenced national policies.11 Regional policies of individual countries became 
linked to the EU competition policy and the EU structural and cohesion policy, 
mainly as concerns the spatial policy coverage (designation of assisted area), the 
priorities for regional intervention, the ceilings on regional aid and the mechanisms 
through which policy is implemented (Viesti and Prota, 2004).  
EU competition policy has introduced a powerful, new dynamic into the relation-
ship between national and EU regional policies. Policies concerning EU competi-
tion have increasingly generated pressure on the nature, design, areas and rates of 
intervention under regional aid policy (i.e. Regional Aid Guidelines). The Regional 
Aid Guidelines implicitly measure regional aid discipline through control of the 
coverage of the assisted areas, coupled with the requirements that the European 
Commission approves both the methodology for area designation and the geo-
graphical units used as building blocks. Besides, the Commission has the final say 
in maximum award values, as well as its longstanding intervention in the forms of 
assistance.12 This means that the only area beyond direct Commission control is 
that of regional aid spending (Wishlade, 1998). It is important to stress that compe-
tition policy has arguably contributed to competitive outbidding between Member 
States as regional aids have increasingly been used as instruments of FDI policy in 
many countries. Rationalisation or abolition of regional aid would require con-
certed actions across the EU which seems to be unlikely (Bachtler et al., 2001). 
EU structural and cohesion policy is based on three key drivers: (i) financial con-
straints and the need to prepare for enlargement; (ii) the need for concentration of 
assistance; (iii) the desire for a simplification of bureaucracy (Bachtler, 1998). EU 
spending on regional policy in the EU 15 will decrease over the 2000-2006 period, 
as larger amounts of funding are allocated to pre-accession aid for the candidate 
countries13. Following successive increase in the spatial coverage of EU-assisted 
areas under objectives 1, 2, 5b and 6 during the 1990s, the EC advocated a geo-
graphical concentration of structural fund interventions, with a reduction in spatial 
coverage, and better targeting of priorities on the most serious problems14. Finally, 
the implementation of EU structural and cohesion policy has varied across the EU. 
While in countries such as Germany, Spain and Austria the allocation of EU fund-
ing has been implemented within national policy delivery systems, others have set 
up separate implementation systems (i.e. UK and Sweden) for administrating the 
funds and delivering programmes. Regardless of the mode of delivery, it is argu-
able whether the goal of rationalised implementation of the funds may be achieved: 
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early indications are that the planned ‘simplification’ is proving to be illusory 
(Bachtler et al., 2001). 
The study by Naldini and Wolleb (2001), which focuses on the analysis of the re-
cent evolution of European policy and Italian regional policy, stresses the so-called 
‘learning’ effect, that is the positive influence induced by the institutional Commu-
nity model. As Viesti and Prota (2004) emphasised, the impact of the EU on the 
national regional policies comes from the progressive definition of an important 
acquis communitaire, consisting of shared rules, common experiences and learn-
ing. This body of rules is not without problems and limitations, but it represents an 
important collective goal because it guarantees that (i) the regional policy aim does 
not come into conflict with that of competition safeguards; (ii) the regional best 
practices in policy implementation would become common property of the differ-
ent regional and national administrations; (iii) the diffusion of the interventions’ 
programming culture, their monitoring and a final impact evaluation would be car-
ried out and (iv) it promotes new forms of governance at the local level. 
If the theoretical justifications of the traditional regional policy were ‘social equity’ 
and ‘economic’, national and EU regional policies should have two fundamental 
goals: (i) ‘efficiency’ – reducing the level of unemployment and the erosion of pre-
cious social capital due to fixed social costs (education and income-support poli-
cies) through the fostering of regional growth, and (ii) ‘fairness’ – redistributing 
the gains of national growth in a more equitable manner and avoiding potentially 
costly disruption of national unity (Leonardi, 1995)15. As Leonardi (1995) pointed 
out, current EU and regional government development policies provide a third 
component to efficiency and fairness: ‘effectiveness’, that is more efficient and ef-
fective use of development resources to achieve regional economic development. 

3.5  Conclusions  
 
On the basis of the review on the traditional and contemporary approaches, this 
section provides an answer to question 1 “How are regional policies related to the 
location and relocation theories?” and seeks to test the acceptability of Hypothesis 
1 and Hypothesis 2. 
As summarised in Table 3.1, the traditional approach promoted policies to reduce 
economic disparities between regions, especially core-periphery differences, by 
means of neoclassical cost-reduction measures. In the problem regions (i.e. periph-
eral areas), an incentive scheme was applied and assistance was provided in the 
form of business aid and hard infrastructure. The main policy objective was equity, 
equalising variations in standards of living, infrastructure or employment across the 
national territory. A particular focus was on the growth poles, promoting geo-
graphic concentrations of public investment and stimulation of growth opportuni-
ties which would then spread to the surrounding areas. Despite the broad range of 
policy instruments, the focus of policy was concerned with influencing economic 
activity through industrial location in the form of business aid and hard infrastruc-
ture. The mode of organisation was top down: the design of policy, the delimitation 
of assisted areas and the delivery of measures were undertaken by central govern-
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ment. Particularly in the case of regional financial incentives, policy was essen-
tially demand-driven and reactive, responding to individual project applications 
from companies in the problem areas.  
 
Table 3.1. Traditional and contemporary regional policies: a comparison 

Criteria  Traditional approach  Contemporary approach  
Conceptual basis 
Key factors  Regional attributes, i.e. production 

costs, availability of workers (cost-
reduction factors) 

Regional capabilities, i.e. innovative mi-
lieux, clusters, networks (internal, institu-
tional and external factors) 

Theories  
 

Neoclassical location theory Behavioural, Institutional and Evolution-
ary theories/Learning region theories 

Policy characteristics 
Aim(s) Equity or efficiency  Equity and efficiency 
Objectives  Employment creation 

Increased investment  
Increased competitiveness (e.g. entrepre-
neurship, innovation, skills) 
Employment creation  

Sphere of action  Narrow (economic/industrial) Broad (multi-sectoral) 
Mode of operation  Reactive, project-based  Pro-active, strategic projects 
Policy structure 
Spatial focus  Problem areas  All regions  
Analytical base  Designation indicators  

Regional exporting  
Regional SWOT analysis  

Key instruments  Incentive scheme  Development programme  
Assistance  Business aid 

Hard infrastructure  
Business environment  
Soft infrastructure  

Organisation 
Policy development  Top down/centralised  Bottom up/collective/negotiated  
Lead organisation  Central government  Regional authorities  
Partners  None  Local government  

Voluntary sector, social partners   
Administration  Simple/rational  Complex/bureaucratic  
Project selection  Internalised  Participative  
Time scale  Open-ended  Multi-annual planning periods 
Evaluation 
Stage(s)  Ex post  Ex ante, interim, ex post  
Outcomes  Measurable  Difficult to measure  

Source: Elaboration of Bachtler and Yuill (2001) 
 
The contemporary approach moved away from the traditional philosophy of re-
gional policy  and from its traditional emphasis on a “top-down” approach (enhanc-
ing development through universally applicable instruments such as promotion of 
entrepreneurship, attraction of inward investments, upgrading transport and com-
munication infrastructures) in favour of a “bottom-up” approach to regional devel-
opment, able to strengthen clusters and promote innovation and learning within the 
cluster (Lagendijk, 1999b). According to the contemporary approach, the competi-
tiveness of economies was increasingly attributed to the ability to innovate, particu-
larly within the context of environments that facilitate learning, interaction and 
networking between enterprises (see industrial milieux, clusters and networks). 
Regions are considered as competitive spaces and variations in regional economic 
fortunes are dependent on immaterial economic aspects, institutional relations and 
interdependencies. Attention has begun to focus on the role of human capital (skills 
and entrepreneurial predispositions), institutional/political resources (formal consti-



 46

tutional structures of government) and social/cultural factors (associations, policy 
networks and views on social cooperation).  
Thus, the contemporary approach is based on the theories of regional development 
concerned with industrial milieux and the role of clusters and networks. Besides, as 
far as the location and relocation theories are concerned, the contemporary ap-
proach refers to the behavioural, institutional and evolutionary theories because of 
the attention paid to personal consideration, institutional and external factors. 
The goals of the contemporary approach and of the EU regional policies are effi-
ciency and effectiveness and the area coverage embraces the whole country. This 
policy has a broad sphere of action, covering a range of policy sectors (physical 
and economic infrastructure, business development, R&D, human resources, tour-
ism, environment, etc.). It tends to take a proactive approach to development, with 
a multi-annual programme of measures targeted at the business environment and 
soft infrastructure. Besides, policy implementation is collective and/or negotiated, 
led by regional authorities and involving a wide range of partners from local 
government, the non-profit sector, business and social communities.  
The shift in paradigm of regional development, with respect to theory, policy goals 
and implementation mechanisms (see Bachtler and Yuill, 2001) has been, however, 
more in the philosophy of regional policy than in its practice. While in the past 10-
15 years scientific and professional publications and even policy documents advo-
cate a contemporary approach, regional policy continued to practice classical in-
struments, although with a decreased budget, to promote core-periphery migration. 
Regional incentives are still amongst the most durable and significant of regional 
policy instruments (Yuill and McMaster, 2001). Grants and capital grants in par-
ticular, are the mainstay of almost all the regional incentive packages offered in the 
member states and they constitute one of the principal reasons to invest in the pe-
ripheral areas.16 Chapter 6 will provide clear evidence of that, at least as far as the 
cases of Italy, the UK and the Netherlands are concerned. 
The contemporary approach can be considered a balanced and pragmatic approach 
to regional policy. Although indigenous development remains very much at the 
heart of modern regional policy, the merit of a certain amount of inward investment 
as part of a balanced regional development strategy is now widely accepted. In-
deed, many regions now link indigenous development and inward investment to-
gether with initiatives designed to ‘embed’ the inward investor companies within a 
network of small local suppliers.  
Although it cannot be denied that core-periphery relocation decreased in the past 
twenty years in the European countries, there is no evidence that can explain the 
reduction of long distance migration with a change in regional policy measures. 
Others might be the causes, such as the accelerated internationalisation of eco-
nomic activity, promoted by the progressive removal of trade barriers and other 
constraints on the free movement of labour and capital. In order to exploit location 
advantages and cost-reduction, firms relocate cross-border rather than towards the 
periphery.  
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1 The Reform of the Structural Funds traces back to 1988.   
2 For an overview on the traditional approach, also called Interventionist approach, see MacKay 
(1997), Martin (1988, 1989).  
3 For a detailed overview of regional policy in Italy, the Netherlands and the United Kingdom, see 
chapter 6 of this book. 
4 According to the cumulative causation theory by Myrdal, economic growth often creates conditions 
for new economic growth, and poverty can similarly create a negative downward spiral. 
5 Myrdal’s theory of cumulative causation sounds rather pessimistic, while Perroux clears the way for 
a more optimistic view on the possibilities of economic growth for poor regions. For a discussion of 
Perroux and other traditional regional growth theories, see Holland (1976).  
6 The term innovation includes product, process and organizational innovation in the firm as well as 
social and institutional innovation at the level of an industry, region and nation. Whatever the limita-
tion of their work, Marx and Schumpeter were pioneers in their time in recognizing that innovation 
was the premier source of competitive advantage in capitalist economies, a force that could exert dev-
astating effects, socially and economically, on traditional centres of production (Morgan, 1997).   
7 Technology is a key element in regional growth and high-tech firms both are dynamic and offer 
high-quality, high-wage jobs for workers. 
8 According to Putnam (1993b; p.167), ‘social capital …refers to features of social organization such 
as trust, norms and networks, that improve the efficiency of society by facilitating coordinated ac-
tion’. 
9 The Commission reports on state aids in the European Union can be found at 
http://europa.eu.int/comm/competition/state_aid/scoreboard/. 
10 However, Portugal and Ireland recently experienced major Article 87(3)(a) cutbacks: one-third in 
Portugal and two-thirds in Ireland (Bachtler et al., 2001).   
11 The impact of integration and convergence on the EU’s institutional architecture has been signifi-
cant in the aftermath of the Single Market and the Maastricht Treaty (Leonardi, 1995).  
12 Under the Treaty of Rome any state aid “which distorts or threatens to distort competition by fa-
vouring certain undertakings or the production of certain goods, in so far as it affects trade between 
Member States, be incompatible with the common market” (Article 92.1). However, an exemption 
under Article 92.3(a) permits “aid to promote the economic development of areas where the standard 
of living is abnormally low or where there is serious under-employment”.   
13 The Agenda 2000 negotiations showed clearly the financial constraints on EU spending.  
14 The European Commission defines regions whose development is lagging behind as objective 1 
areas. GDP in these regions is lower than 75% of the EU average, but member states themselves de-
fine the areas for intervention under Objective 2 – regions affected by serious industrial decline.   
15 It is argued that current EU and regional-government development policies provide a third compo-
nent, ‘effectiveness’ (that is, more efficient and effective use of development resources to achieve 
regional economic development (Leonardi, 1995).  
16 With the exception of Denmark where regional incentives were completely withdrawn in 1991. 


