
EPOS – Master in Advanced Economics 

E
u

ro
p

e
a

n
 E

c
o

n
o

m
ic

 I
n

te
g

ra
ti

o
n

 
G

io
v
a

n
n

i 
D

i 
B

a
rt

o
lo

m
e

o
 

           

European Economic Integration 
EPOS – Master in Advanced Economics 

Giovanni Di Bartolomeo 

Regional policies 
Class overview 

1. Data 

2. Justifications 

3. Theories 

4. Evaluation 

 

 

 

• Slides are largely based on Baldwin-Wyplosz‟s ones (textbook) 
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o Concern for Europe‟s disadvantaged regions has 

always been part of EU priorities (i.e., part of Treaty 

of Rome preamble). 

o Still, major EU funding for less-favored regions was 

introduced only when the first „poor‟ member, Ireland, 

joined in 1973: the European Regional Development 

Fund (ERDF) was set up to redistribute money to the 

poorest regions, but its budget was minor. 

o The situation changed in the 1980s when Greece, 

Spain and Portugal joined: these nations were 

substantially poorer and did not benefit from CAP 

funding. The voting power of Greece, Spain, Portugal 

produced a major realignment of EU spending 

priorities. 

EU regional policy 
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The budget: Expenditures 
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Evolution of spending (level) 
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Net contribution by member 

Not updated. 
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Contribution versus GDP (2012) 

EU funding amounts to 1% of each member‟s GDP, not progressive as in 

most nations (i.e., richest nation pays less of its GDP than the poorest 

nation). 
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EU Regional policy 

o For historical reasons, EU has five “Funds”,  

– four “Structural Funds”,  

• Spent in any qualified region. 

– “Cohesion Fund”.  

• Spent only in poor-4 (Spain, Portugal, 

Greece and Ireland). 

o 5 Funds work together under overall strategy. 

o Many programs, initiatives, and objectives, BUT 

over 90% is spent on three priority “objectives.” 
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EU Regional policy: Votes and priorities 
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• EU always had poor regions (Mezzogiorno, etc.): much spending 
on poor EU regions, but very little by EU (pre 1986). 

• 1973, Ireland (poor at the time joined); 1981, Greece joined but 
no major reorientation of EU spending priorities.  

• In 1986, Iberian enlargement shifted power in Council and 
spending priorities changed. 
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The three objectives of the funds 
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The three objectives of the funds 

Objective 1 (about 70% of structural spending).  
• spending on basic infrastructure and 

production subsidies in less developed 
regions. 

• generally defined: regions with incomes 
less than 75% of the EU average. Nordic 
exceptions (low population density). 

• There are about 50 “objective 1 regions”; 
they have about 20% of the EU population.  

Objective 2 (about 10% of structural spending).  
• projects in regions whose economies are 

specialized in declining (coal mining, 
fishing, steel production, etc.) 

• spending should support economic and 
social “conversion.” 

• About 18% of the Union's population lives 
in ‘Objective 2” regions.  

Objective 3 (about 10% of the funding).  
• measure to modernize national systems of 

training and employment promotion.  



EPOS – Master in Advanced Economics 

E
u

ro
p

e
a

n
 E

c
o

n
o

m
ic

 I
n

te
g

ra
ti

o
n

 
G

io
v
a

n
n

i 
D

i 
B

a
rt

o
lo

m
e

o
 

Impact of 2004 enlargement 

o The effect of enlargement 

– Average GDP per capita falls 12% 

– 20-25% increase in objective 1 population 

o Old member regions drop out  

o 75 million people in objective 1 in new members. 

New members are much poorer than EU15. 

o Difficulties: 

– Cost of structural spending could rise substantially, 

– 10 new poor nations make some poor regions in 

EU15 look relatively rich. 

• Pushes them above 75% of EU25 average. 

o Political power in Council likely to shift spending 

priorities. 
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A graphical representation 

Regions below 75% in EU25

Regions “statistically” above 75%

Regions above 75% in EU15

Others

Regions below 75% in EU25

Regions “statistically” above 75%

Regions above 75% in EU15

Others



EPOS – Master in Advanced Economics 

E
u

ro
p

e
a

n
 E

c
o

n
o

m
ic

 I
n

te
g

ra
ti

o
n

 
G

io
v
a

n
n

i 
D

i 
B

a
rt

o
lo

m
e

o
 

A graphical representation 

Regions below 75% in EU25

Regions “statistically” above 75%

Regions above 75% in EU15

Others

Regions below 75% in EU25

Regions “statistically” above 75%

Regions above 75% in EU15

Others

• Some regions that will pushed 
above 75% of average will 
lose Objective 1 status. 

• Some, like northern Finland 
and Sweden are unaffected. 

– Low pop density criteria. 

• All of 2004 entrants have less 
than 75% of EU25 average. 

– Except Cyprus.  
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Allocation for Newcomers 
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• EU allocated structural spending for newcomers up to 2006. 

• Can predict spending/pop based on income using EU15 numbers 

– “linear” line in figure;  

– NB: newcomers get ‘below the line’ treatment 
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Regional policy 2006-2013 

o Adoption of draft regulations 14thJuly 2004 = 3 

priorities: 

1. Convergence (objective 1) 78.54% 

• Less developed regions 

• Less developed countries (cohesion fund) 

• Regions affected by “statistical effect” of 

enlargement 

2. Regional competitiveness & employment 

(objective 3?) 17.22% 

3. Territorial cooperation 3.94% 

 



EPOS – Master in Advanced Economics 

E
u

ro
p

e
a

n
 E

c
o

n
o

m
ic

 I
n

te
g

ra
ti

o
n

 
G

io
v
a

n
n

i 
D

i 
B

a
rt

o
lo

m
e

o
 

o Europe‟s 2020 Strategy for smart, sustainable and inclusive growth 

Europe‟s 2020 Strategy 
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o EU allocation of cohesion spending by nation, 2014 - 2020: 

EU regional policy 



EPOS – Master in Advanced Economics 

E
u

ro
p

e
a

n
 E

c
o

n
o

m
ic

 I
n

te
g

ra
ti

o
n

 
G

io
v
a

n
n

i 
D

i 
B

a
rt

o
lo

m
e

o
 

Justification (EU policies) 

1. Vested interests argument [Germans want to sort 
out Spain problem] 

– equity spillovers; efficiency spillovers; non-
economic spillovers (social cohesion) 

2. Financial targeting argument 

– If we accept arguments for regional policy 
(above), want to target the poorest regions 

– German poorest lot richer than Spanish 

3. Coordination argument 

– supra-national coordination 

4. Effects of integration argument 

– Share aggregate gains 

5. Effect of other EU policies 
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Justification (EU policies) 

1. Vested interests argument [Germans want to sort out 
Spain problem]  tenuous 
– equity spillovers; efficiency spillovers; non-economic 

spillovers (social cohesion) 

2. Financial targeting argument  ok: we need regional 
policy 
– If we accept arguments for regional policy (above), want to 

target the poorest regions 

– German poorest lot richer than Spanish 

3. Coordination argument  ok: no zero sum game  

– supra-national coordination 

4. Effects of integration argument  ok: compensation 
wishes  

– Share aggregate gains 

5. Effect of other EU policies  tenuous 
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Justification: Three theories 

o Theories 

• New priority: poor-regions → funds are 

needed to achieve the target 

• Bureaucracy end of CAP (mechanization) 

new spending target → poor-regions are 

justification to obtain funds 

• Integration strategy: EU policies vs. national 

policies. Local authorities are financed by 

the EU institution rather than national 

government 
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Assessment of EU regional policy 

o Justification 

– Equity arguments  OK 

– Efficiency arguments  not good evidence 

o Failures 

– No convergence 

– Over-reliance on infrastructure improvements 

relative to human capital 

– Business support for “high tech”/ “high value” 

added activities” 


