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Abstract
Spatial disparities reflect differences in regiongdowth and
productivity, and call for a profound analysis béir driving forces.
This paper offers a concise and selective overvawarious
elements of regional development theories. Staftimg traditional
regional growth theory, it introduces next findirfgsm location and
agglomeration theory, including infrastructure amuktwork
modelling, with a particular emphasis on spatiaessibility. Next,
innovation, entrepreneurship and knowledge are emdeéd, and
interpreted as critical success conditions for modeegional
development. Elements from endogenous growth thaadythe new
economic geography are introduced as well.
We pay also attention to contributions from thei@acapital school,
as they may be particularly relevant for enhancimgional
productivity. Finally, attention is paid to the regal convergence
debate, while the paper concludes with some praspeciews on
spatial disparity analysis.

1. Force Field of Regional Development

Regional development is not only an efficiency esgueconomic policy, it is also an
equity issue due to the fact that economic devetyraxhibits normally a significant degree
of spatial variability. Over the past decades émgirical fact has prompted various strands of
research literature, in particular the measurenmninterregional disparity, the causal
explanation for the emergence or persistent preseardcspatial variability in economic
development, and the impact assessment of poli@sures aimed at coping with undesirable
spatial inequity conditions. The study of socio+smmic processes and inequalities at meso-
and regional levels positions regions at the cdaegs of policy action and hence warrants
intensive conceptual and applied research efforts.

For decades already, the unequal distribution dfanee among regions and/or cities
has been a source of concern of both policy-makedsresearchers. Regional development is
about the geography of welfare and its evolutidnhds played a central role in such
disciplines as economic geography, regional ecoc®miegional science and economic
growth theory. The concept is not static in natbrg, refers to complex space-time dynamics
of regions (or an interdependent set of regionBar@ing regional welfare positions are often
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hard to measure, and in practice we often use @ossestic Product (GDP) per capita (or

growth therein) as a statistical approximation 8tfmson et al. 2006). Sometimes alternative
or complementary measures are also used, suchrasg& consumption, poverty rates,

unemployment rates, labour force participation gabe access to public services. These
indicators are more social in nature and are aftsd in United Nations welfare comparisons.
An example of a rather popular index in this frarogwis the Human Development Index

which represents the welfare position of regiongations on a 0-1 scale using quantifiable
standardized social data (such as employment,ekfgectancy or adult literacy) (see e.g.
Cameron 2005). In all cases however, spatial digpadicators show much variability.

Clearly, the concept of a region is a problematicoept in empirical research, as the
spatial scale of regions may exhibit much variatianging, for example, from the larger US
states to relatively small regions in Europe, esemetimes down to the municipality level. A
key feature of any region — in contrast to a nations its relative openness (see e.g.,
Blanchard 1991). From a statistical viewpoint, oggi are often administrative spatial units
with a certain competence for socio-economic pading planning. The relatively small scale
of a region leads normally to a high degree of fogeneity and interaction with each other,
as a result of locational features such as locabuymtion factors, institutions, transport
infrastructures and local market size (see alsostiong and Taylor 2000).

Regional disparities may have significant negasi@eio-economic cost consequences,
for instance, because of social welfare transfeedficient production systems (e.g., due to an
inefficient allocation of resources), and undedeawcial conditions (see Gilles 1998). Given
a neoclassical framework of analysis, these digparie.g., in terms of per capita income) are
assumed to vanish in the long run, because ofggatas mobility of production factors which
causes at the end an equalization of factor prodiycin all regions. Clearly, long-range
factors such as education, R&D and technology playitical structural role in this context.
In the short run however, regional disparities nspw rather persistent trends (see also
Patuelli 2007).

Disparities can be measured in various relevarggoaies, such as (un)employment,
income, investment, growth etc. Clearly, such iathics are not entirely independent, as is,
for instance, illustrated in Okun’s law, which as®s a relationship between economic
output and unemployment (see Okun 1970, Paldam )198@nvergence of regional
disparities is clearly a complex phenomenon wheflers to the mechanisms through which
differences in welfare between regions may vantshArmstrong 1995). In the convergence
debate, we observe increasingly more attentiorthferopenness of spatial systems, reflected
inter alia in trade, labour mobility, commuting efsee e.g., Magrini 2004). In a comparative
static sense, convergence may have varying meaimreggsliscussion on a possible reduction
in spatial disparities among regions, in particsee also Barro and Sala-i-Martin 1992,
Baumol 1986, Bernard and Durlauf 1996, Bodrin aagd&a 2001):

* [B-convergence: a negative relationship between ppitac income growth and the
level of per capita income in the initial periodge poor regions grow faster than
initially rich regions);

* o-convergence: a decline in the dispersion of ppit@ancome between regions over
time.

The convergence hypothesis in neo-classical ecashas been widely accepted in
the literature, but is critically dependent on tiygotheses (cf. Cheshire and Carbonaro 1995,
Dewhurst and Mutis-Gaitan 1995):
» diminishing returns to scale in capital, which medinat output growth will be less
than proportional with respect to capital,



Technical University of KoSice, Faculty of Econonts
2" Central European Conference in Regional Scien€ERS, 2007 -31-

» technological progress will generate benefits #iad decrease with its accumulation

(i.e., diminishing returns).

Many studies have been carried out to estimatedégeee off-convergence and-
convergence (see e.g., Barro and Sala-i-Martin 19992). The general findings are that the
rate of B-convergence is in the order of magnitude of 2%uatiy, while the degree of-
convergence tends to decline over time, for bothdtifes and European regions. Clearly,
there is still an ongoing debate world-wide on tiype of convergence, its speed, its
multidimensional conceptualisation, and its causghificance in the context of regional
policy measures (see e.g., Fagerberg and Versph@@e®, Fingleton 1999, Galor 1996).
Important research topics in the current literatappear to be: the role of knowledge and
entrepreneurship, spatial heterogeneity in locatioor socio-cultural conditions, and
institutional and physical barriers. An importargwntopic in the field has become group
convergence (or club convergence) (see e.g., 1808, Fischer and Stirbock 2006, Baumont
et al. 2003, Chatterji 1992, Chatterji and Dewhd@26, Lopez-Bazo et al. 1993, Quah 1996,
Rey and Montouri 1999, and Sala-i-Martin 1996). §hwe may conclude that the research
field of spatial disparities is still developingdais prompting over the years fascinating policy
issues. In the sequel of this paper we will nowraslsl more in particular prominent policy
questions, as they have emerged over the years.

2. Spatial Disparities: Productivity is the Key

Spatial disparities may manifest themselves demdiht geographical levels, ranging
from nations to urban districts. The lower the gepdical scale, the larger normally the
geographical variation in the welfare variable@hsidered. This scale dependence of spatial
disparities calls for great caution in comparing grerformance of nations or regions. But in
most cases, differences in spatial performance, (Bigpme per capita, employment growth
etc.) are directly or indirectly related to diffaces in productivity among regions. Clearly,
such differences may be ascribed to physical gebgrato inefficient use of human
resources, to inadequate availability of physicahaman capital, to lack of recourses and so
forth, but overall we may conclude that deficiesabm the supply side of production factors —
whatever the cause of these deficiencies may leadslto a lower performance of the region
concerned. And therefore, the measurement and ai@iuof total factor productivity (TFP)
is of great importance for understanding spatidfave disparities.

The motives to measure regional development araifodd But a prominent
argument all over the years is that welfare pas#iof regions or nations may exhibit great
disparities which are often rather persistent iturea(see Fingleton 2003). These in turn
translate into large disparities in living standarBior example, in 1960, the world’s richest
country had a per capita income that was 39 tinmeatgr than that of the world’s poorest
country (after correcting for purchasing power),ilehby the year 2000, this gap had
increased to 91 (Abreu 2005). Regions in our wdddnot only have significant differences
in welfare positions, but it takes also sometimesadles or more to eliminate them. As an
illustration we take here Tanzania (the world’s 1@sb country in 2000), which experienced
on average a modest growth rate of 0.6 percenapeum over the period 1960-2000. In
order to reach the world’s average per capita ire@in8,820 US dollars per annum at its
current rate of growth, it would need another 48&rg. Even if the annual growth rate were
to increase to 1.8 percent (i.e., the world’s aurigverage), it would need 161 years to close
the gap. And if it were to grow at the rate of $oKbrea (the fastest grower over the period
concerned), it could close the gap in just 49 ydessistent regional welfare disparities are a
source of frustration for both economists and peirakers (cf. Lucas 1988).

Regional development is clearly a multidimensior@hcept with a great variety that
is determined by a multiplicity of factors suchrasgural resource endowments, quality and
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quantity of labour, capital availability and accegsoductive and overhead investments,
entrepreneurial culture and attitude, physicalastiructures, sectoral structure, technological
infrastructure and progress, open mind, public euppystems, and so forth (see Blakely
1994). By focussing the attention on regional welfdifferences, we touch on a centre piece
of the evolution of growth in and between regions.

In the past half a century we have witnessed amhaashe of studies in regional
differences in welfare. The literature on regiod@Vvelopment has usually centred around two
dominant issues: how is regional welfare created laow can we cope with undesirable
interregional welfare discrepancies? The first faasis normally referred to as ‘allocative
efficiency’ and addresses the economic issue @ipéimal use of scarce resources (i.e., inputs
such as capital, labour, physical resources, kragdeetc.) so as to generate a maximum
value of output. The second question is more adcospolitical equity nature and addresses
the mechanisms and conditions (economic, policgrigntions) that may help to alleviate
undesirable development disparities in the spaoceaay. Normally, efficiently operating
regions tend to grow faster than regions with fassurable development conditions, so that
there is an in-built tension between efficiency agdity among a system of regions, at least
in the short run. It goes without saying that tffeciency-equity dilemma is one of the most
intriguing issues in regional development policy. Baldwin et al. 2003, Brakman et al.
2001, Fujita and Thisse 2003, and Puga 1999). Bu¢ ve gained sufficient new insight in
order to assist regional development policy?

The policy response to undesirable internationalfare discrepancies has usually
been to start a subsidy programme, either in the fof infrastructure provision (and other
regional development factors) or as social welfeaasfers. In many cases, the size of these
transfers exceeds by far regional development edpers, but it ought to be recognized that
these transfers are only of a consumptive natuge, @ort-term income subsidies) and do not
have a productive meaning, so that their long-rang@act on a reinforcement of regional
economic structures is almost negligible.

There is another striking fact. The great manyisgidn the effect of regional policy
measures on regional welfare are often not leatdirgpnclusive findings that would warrant
an intensification of regional development poli®&f. course, there may be many reasons for
this disappointing observation, such as: the largitnature of regional development efforts
in which a time span of one generation is not ualjghe lack of distinction between static
allocation effects and long-range dynamic geneeagiffects, the insufficient attention given
to the difference between internal and externablboareas, and the methodological flaws
inherent in tracing the effects of individual projs or programmes on a total regional
economy. In addition, the focal point of regionallipy was not always clear, as it might
differ according to spatial unit, sector or socaeomic target group.

From the above observations it is clear that regialevelopment policy is fraught
with many uncertainties. The present contributiomsato shed light on the complexity of
regional development. It will start off from thedreof regional economics, viz. location and
allocation theory, and include an exposition on -okassical factor endowment and
infrastructure theory (Section 3). Next, a moreteorporaneous contribution will be offered
on the modern drivers of regional development, kimwledge and entrepreneurship, while
also paying attention to recent advances in endagergrowth and the new economic
geography (Section 4). We will then pay attentionah important and often less tangible
iIssue, viz. the effect of social capital (Sectignlb a subsequent section (Section 6) we will
address more explicitly the so-called convergeneeate and the role of governments in
regional development policy. We will conclude wislome retrospective and prospective
remarks on the future of regional development yddicd research.
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3. Spatial Accessibility: A Prominent CompetitiveFactor

In the history of economic development we haveeoled that spatial accessibility
offers many opportunities fore economic progresgeiRbanks and coastal areas were often
forerunners in acquiring welfare gains. Indeed, th&tory of mankind has exhibited a
dynamic geographic pattern, where accessibilitgugh proper infrastructure and favourable
physical-geographical conditions (e.g., climateyewdecisive factors for settlement of people
and firms. These areas created the foundationkfge agglomerations (such as New York,
London, Cape Town, Tokyo or Venice). Regional depeient appeared to find favourable
breeding places in accessibility and large econoattcaction poles. It is evident that
differences in geographic accessibility causednaltely spatial disparities. Even nowadays,
persistent discrepancies in regional welfare haswiical roots in locational conditions of
such high-potential areas. The present figuresuofnrld are still striking: approx. 1 billion
people live on less than a dollar per day, whileertban 2 billion people have no access to
adequate sanitation. And the gap between poor ighds formidable and even increasing.
For example, the top 20% of the world’s populatmnsumes about 85% of the world’s
income, while the bottom 20% lives on approx. 1.6Bthe world’s income. And things get
worse: a generation ago, people in the top 20% B@remes as rich as those in the bottom
20%; nowadays, they are more than 70 times as (8@ Serageldin 2006). In general, the
more prosperous places are those with a high def@ecessibility.

The dispersion of economic activity in our worldgls clearly a great variation. And
hence, location theory has played a central rolexpiaining not only the spatial distribution
of economic activity, but also the dispersion of Ifes® among regions or cities.
Consequently, regional development theory is deeyted in location theory (cf. Martin and
Ottaviano 2001). Location theory has already a |digory in regional economics and
economic geography. Starting off from path-breakidgas set forth by Von Thinen,
Christaller, Losch, Isard, Hoover and many othergdern location theory has moved into a
strong analytical framework for regional economiasd economic geography. Cost
minimization and profit maximization principles argegrated in a solid economic setting, in
which both partial and general spatial equilibristadies on the space-economy can be found
that highlight the geographical patterns of indastand residential behaviour. Furthermore,
the theory is also able to encapsulate the impapublic actors, for instance, through the
provision of space-opening or accessibility-enhagdnfrastructure (as can be observed in
regional development policy). We may thus concldldat the fundamentals of classical
location theory are made up of a blend of physyealgraphy (determining the accessibility of
a location and the availability of resources) anmdhit economic behaviour (through a clever
combination of production factors and market poédsitin space) (see for a review Capello
2006 and, Davis and Thisse 2002). Location andsadméty are essentially two sides of the
same coin.

It should be noted however that location patteans never static, but have an
endogenous impact on newcomers (residents and)fithwugh various spatial externalities.
Thus, incumbent firms may attract others throughlesclocalization and urbanization
advantages (e.g., in the form of spatial-economierealities in a Marshallian district; cf.
Asheim 1996). Consequently, agglomerations terlietmme self-reinforcing spatial magnets
impacting on the entire space-economy. Such corat@ns of economic activity create
welfare spin-offs for a broader regional system #ms determine the geographic patterns of
welfare and regional development. Seen from thispgeztive, a blend between location
theory and urban economics (or urban geographp)assible (see also the so-called new
economic geography; Fujita et al. 1999, and Hari886).
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In the past decades, we have witnessed the enocergénhe digital economy through
which actors could be networked world-wide. As asmmjuence, the interaction between
industrial networks and location as well as theeasdo networks has gained much interest
(see Nijkamp 2003 for a review). Locations thaeothe best available network services are
the proper candidates for many firms in the ICHhhiech and high-services sectors and are
able to generate a high value added to regionaldpment. Despite many statements on the
‘death of distance’, it ought to be noted heret Wiaysical distance still matters. ICT may
enhance spatial productivity of actors by expandihgir action radius, but evident
substitution mechanisms have so far not been f@witd a few exceptions on a local scale).

The availability of and access to infrastructisairelated critical success factor for
regional development (cf. Davis and Weinstein 1989addition to the presence of labour as
capital on traditional factor inputs, we observarameasing interest in measuring the impact
of infrastructure on regional development. Espécial a world with shrinking distance,
space-time accessibility of regions becomes acatitdeterminant of relative regional-
economic positions. Transport economics and tramgemgraphy have offered an abundance
of theoretical and empirical evidence on the imgmaece of physical infrastructure for regional
growth. An extensive review can be found in Nijkarf3§®01). The uneven provision of
infrastructure have also been identified as a letgrdhinant of regional income disparities in
less developed countries (World Bank 2006, pp.168-1t should be added however, that it
IS not the pure supply of infrastructure, but ratite effective use that determines its
productivity-enhancing potential.

4. Entrepreneurship, Innovation and the Knowledge Eonomy

Spatial dynamics (including the emergence of spatisparities) is the result of
changing activity patterns of people and firmsJudang geographic mobility of these actors.
Since the good old days of Marshall, Schumpeterkarecher we know that innovation and
entrepreneurship are the driving factors behinchecoc growth. There is an avalanche of
literature on the importance of entrepreneurshipeithancing the innovative capacity and
growth potential of regions (see e.g., Acs et @99 and Audretsch et al. 2002).
Entrepreneurs are change agents with a high iniveviabtential.

In recent years, we have witnessed an increasitgrest in entrepreneurship.
Entrepreneurship is a complex and multi-facetednpheenon that finds its roots in risk-
taking behaviour of profit-seeking individuals ircampetitive economy. But its determinants
have also clear correlations with gender, age, a&dug financial support systems,
administrative regulations, risk tolerance and raagtructures (cf. Kirchhoff 1994 and Storey
1994). Entrepreneurship lies at the heart of intiosaas the art of doing creative things for
the sake of achieving a competitive advantage inopen economy. The debate on
entrepreneurship and innovation has — from a gebgral perspective — prompted the
emergence of new concepts such as innovative rggionovative milieus, learning regions,
or knowledge-based regions (see e.g., Malecki 2Bl@dida 1995, Nijkamp and Stough 2004,
and Simmie 2002). Innovation has become the criticevival factor in a competitive space-
economy and determines the direction and pace gibmal development. A key aspect of
innovation in a modern space-economy is the usanof access to the information and
communication technology (ICT) sector. ConsequentfT infrastructure is increasingly
seen as a necessary resource endowment for reglemalopment with a high degree of
productivity-enhancing power.

The ICT emergence has prompted speculative ideas-@conomics, e-societies, e-
governments or e-firms. Indeed, it goes almost authsaying that ICT is a necessary
ingredient of a modern knowledge-based economy. tAatlalso holds for regions and cities.
Clearly, knowledge is a composite good with margets, but from an economic perspective
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knowledge serves to enhance productivity and tadgadinnovations. There is indeed an
ongoing debate on the unidirectional or circulatatienship between knowledge and
development, and this forms one of the centraleissn endogenous growth theory (see also
Markusen, 1985, and Krugman 1991). Endogenous gralgory seeks to offer a micro-
economic foundation for economic dynamics wherditi@al fixed factors are seen as a
result of intrinsic economic forces.

It is noteworthy that endogenous growth theorylaged a central role in the growth
debate since the 1990’s. The main idea of these emviributions is that technological
progress is not exogenously given, but an endogemesponse of economic actors in a
competitive business environment. Consequentlycontrast to earlier macro-economic
explanatory frameworks, the emphasis is much maréndividual economic behaviour of
firms (see e.g., Aghion and Howitt 1998 and Bamd &ala-i-Martin 1997). In this way, it
can be demonstrated that regional growth is not résilt of exogenous productivity-
enhancing factors but is the result of deliber&tgaes of individual actors (firms and policy-
makers). This also implies that governments areagents ‘above the actors’, but ‘among the
actors’ in a dynamic economy.

Furthermore, the importance of knowledge for iratmn and entrepreneurship is
increasingly recognized. The spatial distributioh kmowledge and its spill-overs are
considered as an important success factor for magidevelopment in an open competitive
economic system. Thus, the geographical patternknofviedge diffusion as well as the
barriers to access to knowledge are decisive ffional development in a modern global and
open space-economy. Consequently, knowledge peliofgen instigated by ICT advances —
is a critical success factor for regional welfareation (see e.g., Acs et al. 2002., Doéring and
Schnellenback 2006 and Keeble and Wilkinson 19@98)h more economies depending on
knowledge-intensive products, the importance oé@ichted knowledge policy is increasingly
recognized.

Regional development policy appears to move irsingdy towards knowledge and
innovation policy (see Asheim and Gertler 2005 dotomparative study). This argument is
reinforced in a recent study by Stimson et al. B0@vhere the authors demonstrate that
leadership and institutional qualities have a gregiact on regional welfare, in particular,
when the role of leadership is linked with innoeatiand knowledge-creation. To the same
extent that innovative entrepreneurship is critital long-term regional welfare growth,
governance and leadership are essential for a dedaregional development (Martin 1999).
Leadership presupposes proactive behaviour, visionguture development, awareness of
institutional and behavioural processes, respoasdsbottlenecks, as well as acceptance by
the population. The awareness of the importanciearfership and entrepreneurship lies in
with the recognition of creative actions and leagnactors. Studies on regional leadership are
rare, but can be found inter alia in Judd and ada (1990), Heenan and Bennis (1999),
Hofstede (1997) and Stimson et al. (2005). Thiseidainly a promising and important new
field of research, for both policy-making and intlizg organization.

Finally, in recent years, we have also witnes$exl dmergence of a new strand of
literature, coined the ‘new economic geography’the vein of endogenous growth theory
(see e.g., Brakman et al. 2001, Krugman 1991, asary\N2001). Although the term ‘new
economic geography’ is arguably not appropriatesfneoncepts can already be found in the
regional economics and regional science literatinee the 1950s), this seemingly new
approach has attracted quite some attention witienneoclassical economics literature. It
marries the increasing-returns monopolistic contipetimodel (a la Dixit and Stiglitz 1997)
with the micro-foundations of spatial-economic bebar, including interregional trade (see
Fujita et al. 1999, Fujita and Thisse 2002, Krugni&®1, Ottaviano and Thisse 2004,
Redding and Venables 2004, Rivera-Batiz 1998, Roh®86, Naudé 2005). This recent
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approach emphasizes the importance of agglomeratbernalities (caused by increasing
returns to scale) for regional welfare creationthe context of global competitive forces

where trade (between regions or countries) plagstiaal role. Thus, regions are then part of
a global competitive network system. Recent couatidms within this literature have found

that agglomeration can be a welfare-improving oweofor workers in both core and

periphery regions, for instance, if agglomeratiarsés the innovation rate (see Fujita and
Thisse 2003). This result provides theoretical suppor regional development policies

destined to support and enhance existing clustérspecialization, which may show a

resemblance to Marshallian districts.

5. The Human Factor in Regional Development: Sodi&apital

Regional development is the outcome of socio-ecangrocesses and decisions, in
particular the smart combination of various prodwuctactors and local resources which are
decisive for the productivity-enhancing potentiaivarious agents involved. In the previous
sections we have addressed locational decision®rfanix decisions, and innovation and
R&D decisions of firms as critical success condisiofor regional growth. Institutional
support systems and leadership talents were alstioned as flanking incentives that might
spur economic development of regions or cities.td@k economics has paid extensive
attention to the conditions under which these factaight lead to accelerated growth, with
sometimes significant variation among regions (eimcreasing returns to scale, product
heterogeneity and specialization etc.). All thedements impact on the welfare and
productivity pattern of regional-economic systemsd anay be a source of divergent
economic achievements among various regions ofstfece-economy. Nevertheless, the
analysis of spatial-economic disparities does oftenprovide us with a complete picture of
all relevant background factors. In other words,nynanodels trying to explain regional
growth and spatial differences therein are semalhtiénsufficiently specified. In various
cases therefore, economists have resorted to tteglirction of complementary explanatory
factors, such as X-efficiency factors which referdften intangible factors (e.g., personal
devotion, altruistic behaviour, concern about tieife or nature, social engagement etc.) and
which may offer additional explanations for thefpenance of various agents (e.g., regions,
administrations, entrepreneurs, employees etc.).

The search for such new complementary explanai@yeworks has induced in
recent years an increasing interest in the corttdbuof ‘social capital’ to regional
development. Social capital was defined by Bourd#86) as follows?Social capital is an
attribute of an individual in a social context. Om@an acquire social capital through
purposeful actions and can transform social capitdb conventional economic gains. The
ability to do so, however, depends on the naturthefsocial obligations, connections, and
networks available to you(p. 243). Social capital can assume different fosmsh as social
skills, charisma, cooperative nature, or care tbers which may create various benefits for
the individual or his/her social environment. Theye essentially a form of social
externatilies, with positive revenues for all astamvolved (see Glaeser et al. 2000, Sobel
2002). Social capital is thus a productive resoatcthe interface of individual and collective
interest (see Dasgupta and Serageldin 1999, Pu26an), and serves as an intangible (often
hidden) source of well-being in an individualistodern society.

Social capital is essentially based on the natibimust (see Fukuyama 1995) and was
already introduced in the urban planning literaeeeral decades ago by Jane Jacobs (1961).
But it has emerged in a new form as a productigtofahat may stimulate regional (or urban)
development. An interesting study from this persipecwas undertaken by Westlund and
Bolton (2003) and Westlund and Nilsson (2005). &l¢hors argue that social capital has
several manifestations:
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» capital in an economic sense (with a productivitir@ncing potential, with a blend
of supporting factors, with accumulation and dejatgan features, with a mix of
private and public goods characteristics, and wi#ious spatial and group
levels);

e generator of producer surplus (with a quality-gatirg potential, with an area-
specific social benefit and with a decline in traectgon costs);

» facilitator of entrepreneurship (with a combinatiohskills, risk-taking attitude,
market insights, and goodwill trust).

It is clear that social capital plays a promineslie in a networked society, where
reliability, trust, standardisation and efficientar-actor operations are the keys to success
and competitive performance. Socio-economic intevacin networks and confidence and
trust among network actors are closely related pimema (see also Dyer 2000).

A final remark is in order here. There has beeapadly rising volume of studies on
social capital and trust, from the side of bothregnists and sociologists (see also Chou
2006). Unfortunately, the number of applied studveisere trust and social capital are
operationalized is disappointingly low. There i8l $turther scope for innovative empirical
research on social capital, in particular in thatest of regional development where local
resources such as social capital play a promirsdat Applied research on the significance of
social capital is once more warranted, as diffegenion social capital among regions may
contribute to widening spatial disparities.

6. Spatial Disparities and Convergence

Regions and cities are not static socio-economiities) but always in a state of flux.
Regions and nations in our world show complex dgwalent patterns (cf. Englmann and
Walz 1995, Evans 1996, Grossman and Helpman 19@@jbook economics would teach us
that under conditions of free competition, homoggnef preferences and technology
parameters, and free mobility of production factacsoss all regions in the space-economy
would tend to a converge to the same per-capitaniecgrowth rate. In neoclassical economic
growth models, convergence between regions takasepthrough capital accumulation.
Regions that are further away from their stateestgirow faster in the short run, but in the
long run diminishing returns to capital set in ahé growth rate drops to the exogenous
growth rate of technological progress. This temgards a situation where the growth rate of
GDP per capita falls and becomes constant (i.ehedomes equal to the exogenously-
determined technological growth rate). The neositas$ growth models therefore predict that
in the long run countries and regions will conveirgeerms of per-capita income levels, if one
controls for the effects of differences in initiabnditions. However, these theoretical-
conceptual findings are often contradicted by erogiiresults.

A basic problem in the above neo-classical expianaof the world is that
technological progress is not exogenous ‘manna frmaven’. It is part of the complex
architecture of a regional economy and is deterchibg both internal and external R&D
investments, on-the-job training, learning by doargl spillovers from university research.
Spillovers resulting from R&D expenditures and otaetivities generate increasing returns to
scale for reproducible production factors (Luca88,9Romer 1990), the existence of which
implies the possibility of long-run divergence iargcapita income levels. Thus, usage of new
technologies may aggravate regional disparities.

The conflicting predictions of the neoclassicatl @ndogenous growth models have
generated intense scrutiny and a plethora of eogpistudies, known collectively as the
‘convergence debate’ (see Temple 1999, Durlauf @uéh 1999 and Islam 2003). The
literature has generally found that while per-capmcome levels between the poorest
countries (of Sub-Saharan Africa) and the richesintries (Europe and the United States)
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have diverged over the past few decades, ther@nsecgence among countries that are
similar in terms of initial conditions and policie®r instance, among the countries of the
European Union or the fast-growing East Asian eotee (a phenomenon known as
‘conditional convergence’). The evidence also ssggéhat per-capita income levels among
regions within countries have diverged markedlygcent years, particularly in large, diverse
countries such as India and China. An increasegional disparities in fast growing regions
such as India and China is not necessarily bad ,neasever. Improvements in living
standards in vast countries such as these imgimsgiobal inequality as a whole may be
decreasing (in tandem with improvement in livingngtards in these countries). Moreover,
economic theory suggests that an increase in agghiron forces may lead to further
improvements in the long run, as knowledge spieranto other regions and sectors of the
economy. The findings of the convergence literatiimerefore highlight the key role of
regional development policies in promoting econogrmwvth and human development. At the
same time, they call for serious empirical work anchparative study.

7. Epilogue

Roger development is a complex phenomenon in algypattempt aimed at reducing
spatial disparities. It calls for a through anadysi its driving forces. An important contributor
to regional development is technological progressextensively studied topic in the recent
economic growth literature. From a geographic @egi, urban, or local) perspective, much
attention has been paid to the spatial conditidved induce technological progress (e.qg.,
entrepreneurial climate, availability of venturepital, incubator facilities etc.). Furthermore,
also the spatial diffusion of technology has ol#dirmuch attention, in particular in the
geography literature. A particular case of knowkedgd technology diffusion can be found in
foreign direct investment (FDI). Several studiesehdemonstrated that FDI offers access to
foreign production processes, so that interregionahultinational technology spillovers may
occur (see e.g. Carr et al. 2001, Coe and Helpr88b, Findlay 1973, Markusen 2002, and
Xu 2000). These studies demonstrate clearly tleateéhion is a dynamic player in an intricate
web of spatial-economic interactions which impatspatial disparities.

With more regional dynamism and a trend towardsg@en world, regional disparities
tend to increase, at least in the short and metium. There is a clear reason for more solid,
empirically-based modelling work for identifyingettkey drivers of disparities in regional
development. Meta-analysis — as a systematic sebad$ to identify key drivers from a
guantitative angle — may be a fruitful tool to @eriat a better understanding of the causes of
spatial disparities.

Any attempt to cope with undesirable spatial digigs has to recognize the complex
force field within which regional development — atifferences therein — is shaped. Regional
development policy is not a simple and single dma&-gctivity, but the result of endogenous
forces in the space-economy itself. It is rathesellaon the self-organizing potential of
regions, with a multiplicity of actors and changgeats involved. A new fruitful way to
analyze spatial disparities from a long-range stiat perspective may be to adopt an
evolutionary economic perspective (see e.g., vanBigh et al. 2007), in which notions like
spatial diversity, mutation, stability and resilken path dependence, bounded rationality and
selection environment play a prominent role. Irdeng recent contributions from an
evolutionary viewpoint to the field of regional ptang and development policy can be found
inter alia in Bosschma and Lambooy (1999) and Cdd®®8). It goes without saying that
further development of evolutionary thoughts orfelténces in regional development need
foremost solid and applied research work, makirggafsquantitative comparative analysis of
the evolution of regions in a complex space-economy
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