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Abstract

The main question raised by this study is whetlmewgng external competition affects
regional welfare in Europe. In a more globalizedrldio notably because of the
liberalization of trade, Europe has to face growagernal competition, especially
concentrated in some sectors. Indeed, becausegative and deteriorating balances,
some sectors are particularly suffering from exaecompetition (vulnerable sectors):
textile, Metal and electric and optical equipmemenufacturing industries are the most
affected when looking at the European economy abale (see chapter 1). Of course,
this general pattern is geographically differeetthtvithin the European space because
European countries are facing external competitiowery different ways and with
different comparative advantages. Moreover, thidermal competition has very
differentiated impacts on the economic growth aociad welfare of European nations
and regions (see chapter 3). First, we observerplex relationship between external
competition and the sectoral growth at nationaéleVhis means that even in the most
vulnerable sectors, some countries have been alficé extra-European competition
or, at least, compensate for these losses on ekteompetition by gains within the
European market (3.1.). Second, regions which avtenpially affected by this
competition because of their economic specialipatéze indeed reacting in very
different ways. This can be asserted by the faat we found no simple relationship
between the regional share of vulnerable sectods emonomic and/or employment
growth in the 1995-2005 period (3.2). To understtugl diversity of regional responses
to a common potential threat put into the fore att®n 3.3, we used quantitative
econometric analysis and qualitative analysis, dase regional case studies (see
section 4). By the first method (4.2), it clearlgpaars that endogenous factors of the
regions, such as innovation capacities, seem tp gldecisive role to understand the
success of the region when facing this external padition. In this context, it is
important to note, however, that we do not dispassufficient statistical information to
measure the actual integration into global markdtshese regions. By the second
method (4.3), we put into the fore qualitative ¢ast such as the historical background
or the governance strategies to face the probldrnisese specific regions. Finally, the
MASST model forecasts the spatial consequencesegibrral scale of different
strategies of the EU (chapter 5) and the BRIC ams)t providing GDP and
employment growth estimates. The main conclusadriBis study are (chapter 6):

— Sectoral structure is relevant to define a certawel of vulnerability, but not
sufficient at all for the understanding of regiodalelopment paths.

— These paths are very heterogeneous across Eurmggtns and are heavily
influenced by many, often endogenous, factors gioreal growth. This also means
that sector structure is not a satisfying meansieatify regions in need of policy
intervention.

We highlight 5 aspects which policy needs to tate account and possibly act upon:
— the need to ensure the regional embeddednessw iiir order to increase their
positive impact on the region and prolong this inotpa
- the need to enhance region's capacities of prgfith the presence of large
exogenous firms
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the difficulty to politically create cluster struces which are generally the result
of long historical evolutions, but the need to smppexisting clusters in the

development of more technological innovation

the importance of education, notably basic secondduction, for the capacity

of a region to profit of opportunities, be it inetfiorm of large exogenous firms
or cluster structures

the risk of letting regions destructure completahd thus the possible need to

support certain declining industries to ensuregreservation of activities and
know-hows.
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Executive summary

e Introduction

The main issue raised by this study is whethegtiogving external competition affects
regional welfare in Europe. In a more globalizedrldio notably because of the
liberalization of trade, Europe has to face a gngwextra-European competition,
especially in some manufacturing sectors and inestass technological segments of
production. Since these vulnerable sectors areerdrated in some areas, one should
expect negative consequences of this regional a&pstion, both socially and
economically.

Identifying these sectors and understanding howonsgreact to this vulnerability
should then allow the formulation of policies whiahticipate these developments and
increase regions' resilience against the poteméightive impacts.

In this study, the following steps have been immatad to increase the understanding
of the issues surrounding this notion of vulneigbil

1 — Identification of the most vulnerable sectagarding extra-European international
trade, and exploration of the relationship betweade indicators and sectoral dynamics
for the whole EU during the 1995-2005 period;

2 — Exploration of the impact of specializationtire most vulnerable sectors on the
regional welfare. Regional welfare takes into actdbe employment and gross added
value dynamics in the vulnerable sector and inglbbal regional economy, as well as
social indicators regarding the labour market;

3 — Identification of major factors of success aitures of the most vulnerable regions,
through quantitative econometric analyses as welfjaalitative analyses centred on
case studies.

4 — Prospective analysis through the MASST modelder to identify plausible future
evolutions and their consequences on regional dpaent.

* VVulnerable sectors

Sectoral vulnerability can be apprehended throinghconcepts of product cycle and
space-time diffusion: new products and technologmgsear in the most developed parts
of the world -the core areas -, where the techno#égkill is the highest and then tend
to diffuse across space to the least developed gsemi-peripheries and peripheries).
Since the sectors have different technologicallldtey are situated at different stages
of these product cycles and this could explainrtigeiographical distribution at the
world scale: while new sectors and technologies tenconcentrate in the core areas,
the old and less technological sectors diffusdn@peripheral countries, as soon as they
become “taylorisable”, i.e. as soon as the produacprocesses become simple and
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transferable enough to be delocalised either tergplarts of the local labour force or
globally. Light manufacturing industries and espé#yitextile clearly illustrate this
pattern of diffusion, and Western Europe is nowaragecialized in textile. At the other
extreme, we find mechanical or chemical industwbgh remain very central. As far as
electric and optical equipments are concernedepattare complicated by internal
heterogeneity and diffusion seems to be limitedeimi-peripheries (Eastern Europe for
example) rather than peripheral countries. Metal amomotive industries present the
same general picture.

As a consequence, global competition does not pedhe same constraints on
different sectors in Europe. We basically definetherable sectors by the combination
of high openness to extra-EU competition (high impenetration ratio) and negative
and deteriorating trade balance: in a sector vesgnoto external competition, a
deteriorating trade balance illustrates a lossoofipetitivity that could potentially affect
the industrial production. Textile (DB and DC NAC&ector) and miscellaneous
manufacturing industries (DN) clearly fit to theteria because of their situation in the
space-time diffusion process. Metal (DJ) and eleetnd optical equipments (DL) also
fit to our criteria but in a less clear-cut waycgrthey only have a part of their activities
in the low technological segments which progredgiwdiffuse to semi-peripheral
countries.

However, this delimitation raises three problemst ftrade indicators by sector show
some contradictory and unstable trends; second,naoré importantly, the economic
sectors show a high heterogeneity in terms of tdutions; third, global EU-27
evolutions hide different patterns of trade evaatacross space, especially between
Eastern and Western countries. Since the low tdobimal segments of production are
more affected by growing competition from low ctatour countries, we can add that
some non vulnerable sectors have indeed very \aldtesegments of production. From
the final analysis, only textile sectors, which agmbally characterized by low
technological levels, appear vulnerable in a reddyi homogeneous way, and in a long
term perspective.

How does this sectoral vulnerability in the globebmpetition affect sectoral
performances within the EU ? In EU-27 taken as aleshwe observe a stable and
significant correlation between the evolution o¢ thhade balance and employment or
GVA growth in the period 1995-2005. This means it degradation of the trade
balance in a sector has a significant impact omridsvth. We also observed that this
relationship is confirmed at national level, yetmsome important differences between
countries. This result is important for the whofgeach of this study since it shows
that the sectors which are the most affected bwigig extra-European competition are
also suffering in terms of GVA and employment dyrmanThis is particularly true of
textile, electric and optical equipment and misoeous manufacturing industries. As
far as the metal sector is concerned, results es® tlear: this sector remains more
closed to international competition and the tradeligions seem to have less impacts
on economic evolutions.

 Impacts on regional welfare
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Our major concern, however, is abtlwe geographical consequences of this growing
international extra-European competition. We examine these consequences at the
national and the regional scales.

First, we observe a complex relationship between exterompetition and sectoral
growth at national level This means that even in the most vulnerable sectmme
countries have been able to face extra-Europeapettion or, at least, compensate for
these losses by gains within the European market.

Second, at regional levelin the absence of regional trade data, we expldined
relationship between the regional specializationthe vulnerable sectors and the
regional economic performances, in the vulneraleletoss as well as for the entire
regional economy. As far as the vulnerable sectres concerned, we found no
correlation between the regional share of vulnerabéctors and the GVA or
employment growth in the sector in the 1995-20060pe except for the electric and
optical equipment sector. In this sector the cotreéion of this activity seems to be an
advantage to face international competitioVhen considering total regional
economic growth results show very complex relatiomgps between regional
potential vulnerability and regional economic dynansm. : this relationship varies
with the vulnerable sectors (textile, metal or #letoptical equipment) and the macro-
regions (Eastern, Southern or Western Europe).

We define vulnerable regions by a high share ohexdble sectors in the employment
or GVA structure. Simple comparisons between vahker and non vulnerable regions
show that, in EU-15 at least, vulnerable regiores @yorer and perform worse in both
employment and GDP growth during the 1995-20050pk(irable 1). But this hides
important differences regarding the type of vulbdity: electric/onic regions are
indeed richer and perform better in terms of GDPoiinpared to European or national
averages, while the reverse is true for textileams) However, evolutions are different
if one considers employment rather than GDP growthich is positive in textile
regions and negative in the other two types. Inrtbt@ member states, the picture is
much more complex, even if we also found that él@onic regions are richer than the
others, at least regarding the European average.

By using regression analyses we identify, in a sdcstep, a negative impact of the
regional share of vulnerable sectors on the re¢)iGid growth. However, here again,
this result hides differences as regards the sacithe macro-regions of the European
space: metallurgy has a negative impact in nediripacro-regions, textile has a mostly
negative impact but not significantly, “electricdanptical equipment” globally has a
positive effect on economic growth, especiallyha tore and Nordic Europe, where the
sector focuses on the most technological segmertenwWconsidering industrial
employment, results are not the same, since the sifia&ulnerable sector has a positive
impact on employment growth, especially in texéiled miscellaneous industries when
results are not controlled by national trends.

10
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Total Indusrial Gross Domestic Product
employment | employment
Average annual | Average annual ) ) ) )
ouvatvn| o b SEEIITE,| COPITeD | et | ot
1995 and 2004 | 1995 and 2004
) ) =100 1995 =100 1995
Non vulnerable
regions 1,53 0,22 112,0 0,4 1014 0,3
Globally vulnerable
EU 15* regions (1) 1,05 0,06 105,2 -10,3 98,4 -1,2
Textile regions** 1,23 0,49 96,1 -10,8 94,5 -2,3
Metal regions** 0,95 -0,33 107,8 -9,2 98,4 -1,7
Electr. Regions** 0,98 -0,50 121,0 -8,2 108,3 -0,4
EU-15 average 1,35 0,02 111,3 -2,7 - -
Non vulnerable
regions -1,67 -2,53 55,0 9,1 104,4 0,9
New Globally vulnerable
Member regions (1) -1,33 -0,70 58,8 6,6 89,4 -2,3
States Textile regions** -1,25 -1,04 49,0 8,6 95,7 -1,2
Metal regions** -0,90 -1,29 58,6 3,7 83,7 -0,4
Electr. Regions** -0,18 -0,69 63,1 6,0 83,1 0,3
NMS average -1,46 -1,55 57,0 7,1 - -

Table 1. Performances of vulnerable regions according teettypes of vulnerability

Source Eurostat

Notes Vulnerable regions have been aggregated on thESSINUTS2 regional division of EU.
* Eastern Germany not included (included in NMS)

** those regions could also be included in (1)

Finally, we also explorethe social impactof this regional vulnerability.

First, we can assert that vulnerable regions are nett&ifl by worse social indicators
on jobs precariousness. Moreover, as far as ungmglot is concerned, vulnerable
regions are characterized by lower rates, whileimatl regions. How can we interpret
this result? First, the national labour marketti$ the major factor to explain regional
situations. Second, marshallian textile distriats elearly characterized by lower than
average unemployment rates, because of a venpRielabour market. Indeed, textile
regions, despite their bad economic performances,stll able to create jobs. In
electric/onic regions, the good economic wealthmafst of them could explain low
unemployment rates; in metal regions, only theidtlistrial regions show high rates of
unemployment.

Second we explored what happened to the workers in theerable regions in relation
to level of qualification. It clearly appears thae low qualified persons are the first
victims of job losses, yet to a much higher extarihe “electric and optical equipment”
than in the textile sector, which remains a re&yivunqualified sector at the EU-27
scale. But the situation of the lowly qualifiednist worse in vulnerable regions than in
other regions:. First, globalization can also mgtfthe low qualified people in the other
regions, specialized in non vulnerable sectorsviduth are also growing up in the
technological level. Second, in many vulnerablaarsg, especially marshallian textile
districts, unemployment rates remain low and theelbgpment of basic services seems
to be able to absorb most of the jobs losses. Thiren in the most specialized regions,

11
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vulnerable sectors represent only a moderate sifatee employment as compared to
the service sector for example.

It results from these analyses that we found ndesge of a clear impact of the regional
specialization in the vulnerable sectors: vulneraielgions are indeed reacting in very
different ways to this growing international compen in their specialization sector.

« How can successes and failures in the vulnerableegions be
explained?

To understand this diversity of regional respongethe common potential threat of
extra-European international competition, we usedntjtative econometric analysis
and qualitative analysis, the latter based on redioase studies.

From the econometric analysesthe most important success factors for general
regional dynamics are:

1. innovation;

2. share of highly qualified workers;

3. structural funds;

4. regional specialization (only for total value addgdwth);

Interestingly enough, all these factors impact moaneemployment growth than on
value added growth. As a result, none of them le &hexplain a positive increase in
labour productivity growth.

In vulnerable regions one can highlight the follagispecificities in terms of success
factors:
1. high value added functions do not explain employingmowth dynamics, as
they do for other regions;
2. while regional specialization and sectoral recosioer penalize employment
dynamics, they are not significant in explaininduesadded growth;
3. innovation and entrepreneurship do not turn outicant in the explanation of
total labour productivity.

Successful strategies are analysed through thaserdathat directly or indirectly can
capture the development of these strategiesvation, composition of the labour force,
anddegree okectoral reconversian

1) an increase in productivity, through innovation:

For industrial sectors in vulnerable regions, imin does not explain neither value
added growth nor employment growth, consequentlyo#gs not explain productivity

growth. When one considers the effect on totalgrardnce, innovation is again not
significant in explaining productivity growth and is even of detriment for total

productivity growth in non vulnerable regions. Inmvulnerable regions, innovation
positively impacts on total employment growth ammtak value added growth,

witnessing the implementation of both product ar@tess innovation.

12
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2) a rationalization of low value added activitiesfavour of higher value added
activities:
The reconversion in favour of high value functidlowas maintaining or increasing both
total and industrial employment in non vulneral#gions. Moreover, it has a positive
effect on total value added growth. In vulneralgigions this strategy does not affect the
industrial performances and it only influences pesly the total employment growth.

3) a sectoral reconversion:
In non vulnerable regions this strategy never hastipe effect whilst it negatively
affects employment growth rates. It is interestthgt in vulnerable regions sectoral
reconversion always has a positive and significaffect on value added and
productivity, through a decrease in employment dyica. This shows that in
vulnerable regions the only winning strategy fodustrial sectors put in place is the
sectoral reconversion.

From the qualitative analysis of cases of vulnerabl regions several factors of
success emerg®&Ve distinguish three major types of factors: thoseelated to the
firms, to the structural context and to the policies.

As far as firms are concerned several factors can be put into the fore. Fittse,
activity sector does play an important role throdigé evolution of world markets and
the sector's composition in terms of different pttbn segments: while textile firms
are suffering from the growing international conigat, despite their positioning in
technological segments, “electric and optical emépt” firms benefit from a growing
world demand, even if the regions have to abant@ienlaw technological segments.
Second, the size of firms is an important elemémtrge firms certainly suppose
regional dependence but small and medium entegorsEmetimes suffer from
insufficient financial capacity and R&D, sometimesmpensated by the existence of
networking and collaboration between firms. Finalgmbeddedness of firms and
endogeneity of development are also two importactoirs to face structural change.
For example, exogenous large firms in Eastern Eur@estern Hungary, North-
Eastern Romania) are clearly not embedded in tkgional industrial tissue, while in
some regions endogenous large firms present muomgsr local links (Nokia in
Northern Finland, metal industry in the Ruhr). Bftaallian districts also show this
opposition: “weak marshallian districts” (Norte Ramal, Jura) suffer from the
importance of external capital and consequent ficsericies of local know-how, while
in the most successful marshallian districts (HegniKortrijk area, Prato), strategic
functions do not leave the region.

This leads us to aecond range of successful factors related to theegional
structural context in which firms are embedded. Case studies havatgmisome
decisive factors. The quality of the workforce isemtral element to keep investors in,
at least in the high segments of production. Thgpsses a good education system and
in many cases a connection between the educatobmatitutional research system, on
the one hand, and the industrial network, on therohand. Too much specialization of
the education system is however a potential probldran the sector is faced with a
crisis. Labour costs have also been a significacibf of attractiveness but certainly not
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of embeddedness, since the firms leave as sodregdihd cheaper labour somewhere
else. Another contextual factor of success is pndreeurial spirit, whose historical
origins are not easy to apprehend.

In this context, what have been {ablic policies and which impacts did they produce
on the regional welfare? We could first mention tegional policies that have been
favoured all over European regions. These polib@ge been implemented to create
favourable conditions for economic growth and tgiave the regional environment in
which firms are acting. The focus on education general feature of these policies, at
least in the recent years. Finland and Toulouseclaaly two cases where this factor
has been very important to explain the economicesg Favouring institutional
research and collaboration between Universitieslaaal industry is another example
of structural policies which have been put in pladleover the regions, for example
through the promotion of spin-off or technologicahtres. However, one could hardly
say if the success in Northern Finland or Toulotméld be explained by such a policy
or if this collaboration is the consequence of aggal positive dynamics. The accent on
entrepreneurship is also a common feature, espedialthe old heavy industrial
regions, but with little success, especially whawmgpammes focus on the most
vulnerable populations.

More precisely, the vulnerable regions nearly radicribe their industrial policies in the
“cluster paradigm”, with the aim to create a “@di mass” in some sectors or segments
of production mainly through the development of Braad medium enterprises, the
promotion of collaboration and networking betwekanh and the improvement of the
connection with the education research institutiossstem. This critical mass is
supposed to support competitiveness through tiiestbh of innovation. Old industrial
regions and Franche-Comté clearly show how thesieigm are limited by structural
obstacles such as the lack of entrepreneurshipecgxtternal dependence.

However, in some of the successful regions, pulblierventions have been decisive
through direct investments. Northern Finland an@ fhoulouse area are good
examplesbut these successes are not easily rdplidmbt, they build also partially on
structural features; second, big public investmangslimited in number.

On the basis of the analyses in this part of thdystve propose a typology of regicais
risk as opposed togulnerable. This clearly shows that only a subset of thoggores
identified on the grounds of their sector structastually are likely to suffer from
globalisation, which is important to take into agobin any prospective policy analysis.

Prospective

Quali-quantitative scenarios on possible futureraktive growth patterns in Europe
have been built according to two opposite competistrategies of emerging countries,
of Western countries and of the EU:

- a scenario combining a reactive strategy by the BMamCountries, a
modernising strategy by BRIC, and a competitivatsetyy by the European
Commission, i.e.a scenario of anaggressive Europe in a high-quality
competitive world (scenario A)

- a scenario based on opposite strategies: defeMdember States, a price-
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competitive strategy by BRICs, and a cohesive egsatby the European

Commission, i.ea scenario of a defensive Europe in a price-conmigetiworld
(scenario B)

The results of the scenarios are presented witheotgo a baseline scenario, built on
the assumption that the present trends affectiogrand the associated policies put in
place will continue in the future. The followingbta presents the summary of the
situation in 2020 according to the three scenarios.

Baseline scenario Scenario A: Aggressive Eur@eenario B: Defensive Europ
(difference to baseline) (difference to baseline)

2020 GDP Industrial | Tertiary GDP Industrial | Tertiary GDP Industrial | Tertiary
Growth Employm. | Employm. Employm. | Employm. Employm. | Employm.
rates
EU27 2.66 -0.61 151 0.72 -0.09 0.34 -0.22 -0.08 -0.37
EU15 2.65 -0.79 1.43 0.71 -0.08 0.33 -0.20 -0.07 -0.34
EU12 2.87 -0.06 1.94 0.93 -0.09 0.35 -0.70 -0.12 -0.54

Scenario A thus presents overall growth rates whrehhigher than the baseline, except
for industrial employment growth and scenario Bsprés significantly lower growth
rates both in GDP and in employment, although itdallssmployment does not suffer
more than in scenario A. However, these growthsrare highly differentiated across
the regions of EU27, with a general difference leemvEU15 and EU12, but also other
differentiations such as between central and pergihregions.

For the vulnerable regions, we can draw the follgvconclusions from this scenario
exercise:

In scenario A:

vulnerable regions would benefit, as all otherspfrthe scenario A more than
from a scenario of protectionism. Within vulneral#gions, the ones taking less
advantage from a courageous scenario are theamest

in terms of GDP per capita, vulnerable regionsofelimixed patterns, also
because this typology contains both “global vulbkraregions” and regions
“vulnerable in one sector”. Those in the west appwa average as having a
good outcome; their endowment of urban and tertsinycture is probably its
winning feature. Vulnerable regions in the East,tlom contrary, are generally
outperformed by the — non-vulnerable — capitaloegj

interestingly enough, in the courageous scenarioevable regions show mixed
evidence in terms of industrial employment dynaiiicg in general they are the
ones which lose more. This is a scenario in whigmerable sectors are less
affected by external competition than now: givers tassumption, our result
suggests that the more tertiary and less speaiabpeicture of non-vulnerable
regions help them in growing even in front of ahhigompetition in non-
vulnerable sectors;

vulnerable regions are the ones gaining less imgeof tertiary employment.
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They seem not to be able to replace industry \eittietry activities.
In scenario B:

» different sensitivity in terms of GDP growth betwe&astern and Western
vulnerable regions; the former have higher variamcéerms of GDP growth
than the latter;

» the decisive loss in industrial employment growtlvulnerable regions;

» the relative lower loss of service employment growt vulnerable regions with
respect to the others.

» Conclusion

Scientifically we can conclude that sectoral suuetis not sufficient to explain regional
development, even though sectors do have an irdiuen regions' potentials. It seems
that segments of production (notably through theted levels of qualification) are

more decisive, but that in general a more gengqicaach such as the one proposed by
evolutionary economic geography would be more gmpate to understand regional
dynamism. It is also important to note that impaets be very different between GVA
and employment.

In support to policy elaboration, we can highlig following points:

— The need to ensure the regional “embeddednessiro$ in order to increase
their positive impact on the region and prolongs timpact: Embeddedness in
this context means that the large firm is made déget on very specific factors
of the region, mostly specific forms of cooperation

— The need to enhance region's capacities of prgfitihthe presence of large
exogenous firms: Policies should increase the sittgrand the speed of spill-
overs from the exogenous firm to regional actorghSpolicies imply decisive
investments in knowledge transfer, education,aten in a very short period of
time.

— The difficulty to politically create cluster struces which are generally the
result of long historical evolutions, but the ndedsupport existing clusters in
the development of more technological innovatiohere do not seem to be
many examples of politically created clusters. &obkhould, thus, focus more
on the identification and support of existing onestably providing them with
the necessary resources to fund decisive techrmalogivances.

— The importance of education, notably basic seconéduction, for the capacity
of a region to profit of opportunities, be it inetfiorm of large exogenous firms
or cluster structures: although vocational trainiogn support short-term
development, a high level of more general educaseems supportive to
increasing the capacity of regions to adapt.

— The need to maintain territorial capital in regiongdecline, including through
public intervention, as it seems an important,@ltih highly intangible, factor
explaining regional success and difficult to reteeance it has been lost.
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Introduction

“Virtually all regions are confronted with the nee restructure, modernise and

facilitate continuous knowledge-based innovation, products, management and
processes as well as human capital, to face théesige of globalisation. Even against
a background of impressive growth rates, regionshef new Member States have an
economic structure largely concentrated on sectaisere competition from the

emerging Asian economies is high. The economicratipe for these regions will be

the anticipation and facilitation of change. Thigl\welp minimise the costs of

change and also be an enabling factor for changer these reasons, anticipative

measures must be taken well in advance to equip predare the people and the

regions for change.

Similarly, many regions in the more prosperous Mentbtates have a high share of
employment in traditional sectors, where competitadvantage is largely based on
lower-cost, lower-wage production methods.”

"The firms have integrated the international dimensn their organization and their strategy,
"outsourcing"” some of their activities, re-locatingpeir production and promoting the
dissemination of their products on multiple marketsake advantage of economies of stéle.

This study is based on the acknowledgement ofeatho the European economy as a
whole and to some regional economies in particuléus threat is generally called
“globalisation”, but is probably more precisely gpeated as increased competition in
many economic sectors due to the rise of new aettdrsvery different cost structures
and to the lowering of global trade barriers. Thiseat is frequently seen as one of the
major challenges to regional development in Eurbpe.

As expressed in the above quotes, there is agaldesire to foresee the future impacts
of this phenomena in order to prepare anticipameasures. This study is aimed at
supporting such measures by identifying possibt@re that might mitigate some of
these impacts.

In the launch of the study the Commission took gplieitly sectoral approach to the
issue: This study will analyse the impact of globalisatiamd increased trade
liberalisation on regional economies that have hgjiares of employment in sectors
exposed to more global competitithThis approached was based on a previous study
by Applica and wiiw on « Changing regions - struatichanges in the EU regions »
which also had a resolutely sectoral approach. gémeeral hypothesis is thus that

1 European Commission (200Browing Regions, growing Europe. Fourth report @emomic and
social cohesion.

2 European Commission (1999he competitiveness of European firms in the fdcgodalization
Brussels, 20.01.1999 COM (1998) 718 final.

3 Idem + IGEAT et al, ESPON 3.2: « Spatial scersiorelation to the ESDP and EU Cohesion
Policy ».

4 Call for Tenders by Open Procedure, N° 2007.CH.AG.028, Tender specifications.

5 http://ec.europa.eu/regional_policy/sources/dnegstudies/pdf/changing_regions2007.pdf.
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regions with a higher concentration of employmentulnerable sectors” will be more
vulnerable and, therefore, more prone to crisegestructuring than others. This
hypothesis was used unquestioned as a starting fooithis present study, but as the
results show, it seems highly insufficient to explactual regional development paths.

As already mentioned, the study should also supparspective policy thinking by
forecasting possible evolutions in terms of vulbdity. Linked to the choice of a
sectoral approach, this thus meant to forecast twisiectors would be the most
vulnerable in 5-10 years. Again, this approach pdovo be very limited for two
reasons: a) the already mentioned difficulty ofualty explaining regional paths
through their sectoral structure and b) the faat ih often are not sectors which are
vulnerable as such, but rather specific segmenfgaxfuction, as highlighted by some
of the existing literature on the subjédEven though some sectors concentrate higher
proportions of these specific segments, this is staightforward to analyse
prospectively. The teams has, therefore, focusedaomore generic approach,
highlighting those general factors that seem detexnt in allowing regions to profit of
a period of growth (and thus a concentration) ispacific sector before this same
sector becomes vulnerable to larger competition.

The study thus presents the following parts. Weirbdy identifying those sectors
which show vulnerability in terms of trade evolutiat EU27 level (Chapter 1). We
then continue with the identification of regions iefh concentrate a particularly high
share of employment in these sectors. (Chapte©OR).this basis, Chapter 3 then
studies the actual performances in terms of empéoymand production of the
vulnerable regions, including the spatial variasiasf these performances. Chapter 4
provides several attempts at explaining these pednces by isolating some of the
determinant factors, both through quantitative ysed and through case studies.
Chapter 5 focuses on the prospective analysis usiagMASST model to forecast
future regional evolutions according to two differacenarios. Chapter 6 syntheses all
the results and distilling relative policy concluss from them.

6 OECD (2007)Globalisation and Regional Economies, Can OECRi&&s Compete in Global
Industries? J.-L. Gaffard (2007), « Existe-t-il un avenir usdriel pour la France et I'Europe dans la
mondialisation ? », in J-P Fitoussi et E. Laureat#,Erance 2012 E book de campagne a l'usage des
citoyens, www.ofce.sciences-po.fr
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1. Vulnerable sectors

As mentioned in the introduction the sectoral apphoto vulnerability was a given
from the start, based on the Applica and wii stullgis chapter explains how the
sectors were identified based on the evolutionhef trade balance and the import
penetration ratio

In the perspective of this studyulnerability is defined regarding extra-European
competition, with a basic hypothesis that globadé& vulnerability has important

consequences on economic evolutions. This is whya isecond step, we test and
confirm this hypothesis by exploring the relatioipstvetween the vulnerability to

international competition and the economic evohsioat both European and national
scales.

We begin by looking at the global space-time diffuscycles of some representative
products in order to understand what trade datdtnslgow us concerning the position
of each sector in this diffusion process, and tinesvulnerability linked to this sector.

We then identify those sectors which show traddugams marking them as potentially
vulnerable to then go on and test the impact o$ thlnerability on economic

performance.

1.1. The vulnerable sectors according to internatio nal trade

Sectoral vulnerability can be apprehended throdgh doncepts of product cycle and

space-time diffusion: new products and technolog@gsear in the most developed parts
of the world -the core areas -, where the techncédgkill is the highest and then tends
to diffuse across space to the least developed &seani-peripheries and peripheries). A
general description of these innovation cycles lsarachieved by using the Kondratjeff

cycles: in the A phase (25 years), new sectorseetln decisive innovations emerge in
the core areas producing economic dynamism; irBtiphase, the cycle slows down in

the core areas and technologies tend to diffus¢hier parts of the world (Vandermotten,

2005; Braudel, 1980; Taylor, 2000; Wallerstein, 20(®ince the sectors have different
technological level, they are situated at differstaiges of these cycles and this could
explain their geographical distribution at the wlorgcale: while new sectors and

technologies tend to concentrate in the core atbaspld and less technological sectors
diffuse in the peripheral countries. However, t@lgpthis general pattern to sectoral

classifications raises some difficulties: the sextoannot easily be assimilated to a
defined technological level, notably because ofrmal heterogeneity of the sectors but
also because innovation is a permanent featuri sectors.

This general pattern has been tested for textilgvatdifferent scales during the 1967-
2006 period: by country in the Euro-Mediterranepace (Figure 1) and by macro-
regions at the world scdl¢Table 2). While national specificities are ob\dgupresent

during the whole period, figure 1 still puts inteetfore the space-time diffusion pattern

" See annex of chapter 1 in the volume 1 of annfexa&e detailed classification of countries.
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of textile: specialization in textile exports iggher in core countries at the beginning of
the period, and is clearly higher in the most geeipl areas of the Euro-Mediterranean
space at the end of the period (Balkan countriaskély and non-petroleum countries of
Northern Africa). In central-Eastern countries, aleserved a rapid specialization after
the collapse of communism and a decline as sotimeasecond half of the nineties. Table
2 illustrates the same pattern for the differentmmaegions of the world: in each world
region, we observe a decline of textile specialain the core and semi-peripheral
countries between 1976 and 2006 (except for NamthAmerica where textile
specialization was already very weak in 1976), amngpectacular growth in peripheral
countries of the three macro-regions, especiallyEmstern Asia which growingly
concentrates the labour-intensive textile producéibthe world scale.

A-America | B-EurAfrica & Total
AsiaPacifica
1-Core 0,29 1,03 0,69 0,80
o |2-Semi-Periphery 1,10 1,64 3,86 2,43
S [3-BRIC 0,93 0,08 3,28 1,27
~ |4-Periphery 0,61 0,50 1,89 0,68
Total 0,38 1,02 1,76 1,00
1-Core 0,29 0,69 0,18 0,53
o |2-Semi-Periphery 0,63 1,40 0,80 1,01
8 [3-BRIC 0,64 0,44 2,87 2,32
N l4-periphery 1,14 1,36 5,05 2,35
Total 0,45 0,81 1,63 1,00

Table 2. Evolution of the relative specialization* of tex# exports by macro-

regions and level of development
*Indicator= share of textile in the exports of tl@cro-region/share of textile at the world level
Source:Chelem database
Note: see annex for more methodological precisions

20



The impact of globalisation and increased tradeldisation on European regions
Final Report

1
EVOLUTION OF TEXTILE AND LEATHER EXPORT IN EUROPE AND MEDITERRANEAN COUNTRIES
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Figure 1. The space-time diffusion of textile in éhEuro-Mediterranean space

Indicator = share of textile in the exports of eaohintry
Source:Chelem database
Note: see annex for more methodological precisions

The assumption of core-periphery diffusion is adabally true at the world scale for
electronics (Table 3) but the process is not yetmgortant (or is at an earlier stage) as
compared to the case of textile. In 1976, the hghevel of specialisation was observed
in central and semi-peripheral countries while G0 semi-peripheral countries and
BRICS have become the most specialized areas atra@hécs industry. In the same
time, the level of specialisation in Electronicssheemained relatively weak in
peripheries. We can also notice that the relocgtimeess from centre to periphery has
been particularly strong in AsiaPacifica which req@sely the part of the world that has
remained the most specialised in Electronic. felated to the concentration of labour-
intensive segments of production in Asia-Pacifiensperiphery (including China and
India). On the contrary, the diffusion was less amant in the two other world regions
(America and EurAFrica) where we can only noticeredative decline of the
specialisation of centre and an increase or staloitisemi-periphery.
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A-America B-EurAfrica . - Total
AsiaPacifica

1-Core 1,10 0,96 1,97 1,13

o |2-Semi-Periphery 1,84 0,38 2,15 1,11
S [3-BRIC 0,31 0,28 0,10 0,23
~ |4-Periphery 0,13 0,09 0,08 0,10
Total 0,97 0,80 1,77 1,00
1-Core 0,76 0,74 1,04 0,78

o |2-Semi-Periphery 1,41 0,53 2,51 1,62
S [3-BRIC 0,21 0,11 1,68 1,32
N |4-Periphery 0,25 0,16 0,43 0,27
Total 0,74 0,66 1,71 1,00

Table 3. Evolution of the relative specialization of electiws* exports by

macro—regions and level of development
*Indicator= share of eletronics in the exportsted thacro-region/share of electronics at the wanell
Source:Chelem database
Note: see annex for more methodological precisions

In the case of mechanic prodifcfSable 4), the picture is rather different: theautage
of the core regions is obvious and clearly mairdibetween 1976 and 2006. For all
world regions, the core countries remain the mpstislised in the exports of mechanic
product. However, we also observe a clear increaiiee specialisation in the export of
mechanic products in all other countries of semigbery, BRIC and Periphery.

A-America | B-EurAfrica| . & Total
AsiaPacifica
1-Core 1,28 1,21 1,13 1,21
o |2-Semi-Periphery 0,33 0,63 0,38 0,52
5 [3-BRIC 0,24 0,34 0,25 0,28
~ [4-Periphery 0,14 0,12 0,04 0,12
Total 1,07 1,03 0,81 1,00
1-Core 1,44 1,19 1,19 1,24
© |2-Semi-Periphery 0,71 0,93 0,66 0,77
8 [3-BRIC 0,78 0,44 0,60 0,60
N 14-Periphery 0,32 0,45 0,24 0,34
Total 1,18 1,09 0,75 1,00

Table 4. Evolution of the relative specialization* of mechanindustry exports

by macro-regions and level of development
*Indicator= share of mechanic industry in the expaf the macro-region/share of mechanic industty
the world level
Source:Chelem database
Note: see annex for more methodological precisions

Nearly all other industrial sectors can be assimildo one of the three models described
above:
- miscellaneous manufacturing industries (DN) andeothight manufacturing
industries present common points with textile, With less extended process of
relocation to Eastern Asia ;

8 The definition of mechanic industry does noedily correspond to the machinery sector of the
NACE classification as it also includes shipbuilglemd aeronautics.
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- automotive industry (DM) and metal industry (DJwha similar picture as
electronics but the diffusion seems to go no furtten semi-peripheries and
concerns less peripheral countries, mainly of Eassia;

- Chemical industry remains concentrated in coresaras also observed for the
mechanic industries.

1.2 ldentifying Europe's vulnerable sectors

As shown in the previous section, product cycleemieine the role of different parts of
the global economy in different stages of a paldiceycle. Obviously, this approach
does not work in a deterministic and equal manoeall sectors, but it provides a useful
framework for the analysis. Given this frameworke tchallenge then becomes the
identification of those sectors which are in a euéble state for Europe as a whole and
which might thus cause problems for those regioadiqularly specialised in these
sectors.

The difficulty of this exercise lies in the factathevolutions of the trade balance do not
necessarily imply a loss of competitiveness, butld@lso simply signal a heightened
level of activity in a particular sector implyingayvth in that sector, but also more trade,
including imports. In view of this difficulty, it s decided to use fairly simple, but
reasoned criteria for the selection of the relessttors, based on the hypothesis that
vulnerability of a sector to global competition isindicated by a combination of the
openness and the evolution of the trade balance tifis sector.In other words, only if
the sector is sufficiently open to global tradel witleterioration of the trade balance play
a role, and only if there is a deterioration of trede balance, the openness of the sector
iIs of importance in terms of vulnerability. Thisfidtion obviously uses the past to
define vulnerable sectors, leaving out sectors Wwhiight become vulnerable in the
coming years. However, trying to identify specgectors which will be vulnerable in the
future seemed a very hazardous endeavour, andhexsfore, rather used the past in
order to learn about relevant factors which migtftuence regions behaviours in the
future, whatever the vulnerable sectors.

The precise indicators used were the ratio betveag@orts and imports as a measure of
trade balance and the ratio between imports ansisgralue added (import penetration
index) as a measure of openness. Focusing on isojdstified by the will to identify
vulnerable rather than winning sectors. As staticators are not sufficient because
negative but stable trade balances will not prodtloee same negative economic
consequences as a deteriorating trade balancelsavaised the evolution of these two
indicators. The most decisive combination for ghentification of vulnerable sectors was
a deteriorating trade balance in a very open seGenerally, the European average is
used as an approximate threshold. As shown fudhgthe situation for EU27 does not
always provide coherent results because of therdifit development paths of EU15 and
EU12 and lack of data for EU12 before 1999. Inaiartases, such as electrical and
optical equipment, we, therefore, also took intccamt the evolution of EU15 which
shows a significant deterioration of the trade hedga notably in the period 1995-2005.
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The application of these criteria lead to the dafin of four vulnerable sectors (Table 5;
Figures 2 and 3), confirming the Applica and wiidst and the Commission's ideas
expressed in the project specifications:

1°) Textile, clothing (DB) and footwear and leather (D@ fit all criteria. Figure 1
illustrates the intensity of the diffusion procdssless developed countries inside the
Euro-mediterranean space, while at the world I&webpean less developed areas have
to face a growing competition from Eastern Asial€a2). The two sectors will be dealt
with together because of the same global charatteri (lowly qualified, similar
geography.). and similar recent evolutions. In these secttihg liberalization of
European markets has produced a real shock andcaaiesation of a restructuring
process including the delocalization of the lowldigal segments of production.

2°) Manufacturing of basic metals and fabricated metaproducts (DJ) is a much less
open sector but its evolution has been negativengluihe last years, with a growing
openness to extra-European competition and a dedéng balance. However, this
sector has strong internal differentiation, witle ttieterioration of the balance mainly
concentrated on non ferrous metals; If the metdlistry has been affected for decades
by the crisis in the basic metal industry at therldvdevel, it has recently somewhat
recovered by reason of a high world demand fromrgimg countries, although the
current economic crisis seems to have broughtbiisrn to a sharp halt.

3°) Electrical and optical equipment (DL) is a very open sector with a very negative
balance but the balance has been relatively stamblthe recent years. Like metal
industries, this sector is very heterogeneous, wihy negative balances in office
machinery and electronic equipments but not in seerg technological segments such
as scientific instruments. Generally speaking,BEheopean electronic sector has suffered
from the world competition, especially in low qui@d segments. There is also a
growing importance of Central and Eastern Europehia sector, even if the trade
balance remains slightly positive for EU15 vis-a-MMS. However, the growth in new
member states is submitted to the growing tendencglocation of the labour-intensive
segments of production in Eastern Asia (Table 3);

4°) finally, miscellaneous manufacturing industries(DN) have a very negative and
deteriorating balance. DN is by definition very dregeneous but faces negative
evolutions in nearly all subsectors, especiallyifure and miscellaneous manufacturing
activities (including toys for example).

These 4 sectors clearly present strong processeslaxfation at the world level, as
illustrated by the examples of textile and eledtrsin Tables 2 and 3.

Other manufacturing sectors present less cleat®its (Table 5):

- The wood value chain remains a closed sectorugihowith a negative balance.
However, it has become more positive during themegears. If we include furniture,
the sector has lost jobs and is submitted to a iggpwompetition in EU-15, but mainly
originating from NMS. Since it is a lowly qualifieskector, it could be more and more
subject to extra-European competition in the fut@eher non-metallic products (DI)
show the same general pattern, but a positive #atdesbalance with extra-European
countries;

- Transport equipment have had a growingly positig&ance in the last decade, notably
due to an increasing extra-European demand. AtsHme time, we can observe a
growing tendency to locate in Central and Eastenope and, as a result, trade between
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EU15 and NMS is now balanced, which was not thee das years before. This is
perfectly coherent with the general tendency o #actor which has known a relocation
process limited to semi-peripheral areas. Howewer cannot exclude a growing extra-
European competition from more peripheral areaBRIC, notably in the “low cost”
segments of production.

Non manufacturing sectors are all excluded fromi#tef vulnerable sectors:

1°) Services sectordhave a rather low import penetration ratio. Aasequence, their
dynamics depend mostly on internal factors (pradiitgtand demand). Trade balances
are increasingly positive in the service sectospeeially in financial and business
services, although the evolution will have to benitared in the follow-up of the current
financial crisis, which has allowed market entry dome emerging countries' firms
possessing large cash reserves, and in view ointtreasing taylorisation of services
allowing certain segments to be more or less autearand thus delocalised;

2°) Primary production and manufacturing of energy (coal, gas, and petroleum) fit
our criteria of vulnerable sectors, but only fewbgoinside EU-27 are concerned, and
outside production does not enter into competitadth internal production, except for
coal production mainly located in Eastern Europe;

3°) Even though the situation is changing in tleerfework of the WTO negotiations and
the reform of the CAPagriculture is still a relatively closed and heavily regulated
activity. The negative balance is mostly explaitgdimports which do not enter into
competition with EU-27 production and these recgears have not shown major
evolution. So, heavy losses of jobs are mostly entrated in the NMS and result from
the restructuring of the sector in the EU27 framewather than from extra-European
competition.
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Figure 2. Evolution of the EU-27 external balanceaide (in millions Euros) in
the industrial NACE sectors, from 1999 to 2006.

Source:Comext from Eurostat, 2007
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Figure 3. Evolution of the ratio (%) between impasrand GVA for EU-27, by
NACE sector, 1999-2005.

Source Comext, Eurostat 2007; National accounts fromoEtat; OECD Statistics on International Trade
in Services, 2007 Edition.
Notes No data for services before 2003; data for ses/mncern only EU-25.
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Importation ratio

(Impor/GVA) Export/Import ratio

NACE code Name l';‘g;luztg)gs l';‘g;luztiggs Comment
2005 (2005- 2005 (2005-
1999/1999) 1999/1999)
A+DA Food 19,0 0,22 0,77 0,02]weak openness; stability
CA+DF Energy 256,0] 1,19 0,17 0,03]Non competitive sector
Mining and quarrying except
ener roducing materials
cs ol 9 144,0 082 0,34 0,39|Non competitive sector
Manufacture of textiles and
DB textile products 111,4 0,60 0,47 -0,11]High openness ; negative balance; deterioration of the balance
Manufacture of leather and
DC leather products 127,3] 0,73 0,65 -0,17]High openness ; negative balance; deterioration of the balance
Manufacture of wood and
DD wood products 27,4 0,13 0,80 0,26]low openness; Negative balance; no deterioration

Manufacture of pulp, paper
and paper products;

DE publishing and printing 7,3 0,07 1,67 0,39]very low openness ; balance getting more positive
Manufacture of chemicals,
chemical products and man-

DG made fibres 49,4 0,53 1,64 -0,01]Medium and growing openness; very positive stable balance
Manufacture of rubber and

DH plastic products 24,1 0,48 1,65 0,16]Medium and growing openness: growingly positive balance
Manufacture of other non-

DI metallic mineral products 32,7 0,18 1,27 -0,02]low openess ; Positive balance ; stable

Manufacture of basic metals
and fabricated metal

DJ products 30,7 1,02 1,03 -0,16]low but growing openness ; deterioration of the trade balance
Manufacture of machinery
DK and equipment n.e.c. 43,1 0,08 2,20 0,31 medium openness ; growingly positive balance
Manufacture of electrical and
DL optical equipment 126,9 0,36 0,76 0,04]high openness ; negative and stable balance
Manufacture of transport
DM equipment 50,3 0,05 1,66 0,24)medium and stable openness :growingly positive balance
DN Manufacturing n.e.c. 90, 8| 0,33 0,85 -0,03]high openness ; negative and deteriorating balance
Electricity, gas and water
E supply 1,2] 2,23 0,66 -0,65
Merchandises 52,8] 0,52 0,89 -0,06
F Construction 1,9 - 1,78 - very low openness ; positive balance
Transport, storage and
| communication 26,6 - 1,01 - very low openness ; positive balance
J Financial intermediation 7,4 - 1,86 - very low openness ; positive balance
Real estate, renting and
K business activities 7,3 - 1,24 - very low openness ; positive balance
Other community, social,
O personal service activities 1,3 - 0,84 - very low openness
Public administration,
LMNQ education, health 0,5 - 1,27 - very low openness ; positive balance
Services 5,4 1,16 - very low openness ; positive balance
Total 14,7 0,96

Table 5. Trade indicatorsfor the selection of vulnerable secs at the EU-level
Source: Comext, Eurostat; National accounts, Eurostat; DES&tatistics on International Trade in
Services

1.3. The relationship between sectoral growth and e  xternal
competition

In order to confirm this choice of sectors, we n&edonfirm the basic hypothesis that
the evolution of trade in a given sector has anaiehpon both added value and
employment in that same sector. The confirmationtlog hypothesis obviously
reinforces the choice of a sectoral approach

To evaluate the relationship between trade andananevolutionby sector for the
whole EU, we will simply measure the correlation betweer #wvolution of trade
balance, on the one hand, and the evolution ofchdd&ie or employment during the
same period, on the other hand. There are seveng W measure trade performances
but trade balance is the most synthetic indicaitocesit takes into account European

27



The impact of globalisation and increased tradeldisation on European regions
Final Report

performances outside the EU (exports) and the pwdnce of the rest of the world
inside the EU (imports), with both potentially affag EU production. However,
absolute figures depend much upon the overall gizeade in the sector. This is why
we opted for relative indicators which better eeab$ to test the potential impact on
production or added value:

Indicator 1 = ((X-M)2005 — (X-M) 1995)/ (X+M) 1995.

Indicator 2 = (X-M)/VA by sector in 2005 - (X-M)/VA by seciorl995

Each indicator presents specific advantages. Tisé dne enables us to calculate the
correlation with GVA growth while it is not the @$or the second, since added value
would then appear in the dependent and independeiatbles. The latter allows us to
relativize the evolution of the trade balance adowy to the production of the sector: if
trade is important compared to added value, thentiad impact of the deterioration of
the balance is higher than if it is negligible aciog to production of the European
space.

For the whole EU, we observe a positive and sigaifi correlation between the
evolution of trade balance and the evolution of lxyient or/ added value by sector in
the 1999-2005 period (Figures 4 and 5). The mosechor’s trade balance has grown,
the better the results in terms of employment ateddvalue. For example, the textile
sector had the worst performances in terms of {rade is also the sector in which job
losses were the most dramatic. For EU15, Electret@ptical equipments (DL) present
the same negative evolution. On the other handiirdethe most positive evolution of
trade balances in sectors such as transport eqonipi@®) or machine industry (DK).
The third vulnerable sector, the metal sector (Bdpws intermediary performances in
terms of trade but appears among the best perfagsaegarding employment or added
value inside the manufacturing sectors.

Correlation coefficients are higher with the indaraof trade balance evolution in

relation to added value in the sector: it can h@amed because the potential impact of
trade is higher in sectors where trade represehigleer share of internal production.

Finally, correlation coefficients are higher if wake employment growth rather than
GVA growth as dependent variable. It could meant e pressure of external

competition is higher on employment than on addetue: One of the possible

explanations is that the deterioration of the tréddance is related to production
offshoring, which has an impact on low qualifieégdout not necessarily on production,
which moves up to more qualified segments.
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Figure 4. International competition and employmegtowth by sector in
EU27 between 1999 and 2005.

* (X-M)/VA by sector in 2005 - (X-M)/VA by sectorli999
The correlation (R2=0,610) is significant at 0,01
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Figure 5. International competition and added valggowth by sector in EU27
between 1999 and 2005.

* Indicator 1=((X-M)2005 — (X-M) 1995)/ (X+M) 1995.
The correlation (R?=0,408) is significant at 0,05

By applying the same methodology at tieional level we observe that most of the
correlation coefficients between employment growtid evolution of trade balance
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according to GVA between 1999 and 2005 are posi{iveble 6): on the whole,
employment growth tends to be positively affected by trade perforoesnin the
different sectors. When considering the evolutibexira-European balance, nearly all
coefficients are positive and 6 of them in a sigaiit way. In the biggest European
countries, only Italy does not show a significawrrelation between employment
growth and the evolution of trade performanceshm different sectors. However, we
have to insist on the instability of the relatioipshbetween these variables. While in
some countries, the coefficient is significantlysipwe as expected, in many countries,
the correlation is not significant and, in a fewtleém, the correlation is even negative.
This instability has different possible explanasiothe number of observations (sectors)
is low and, as a consequence, atypical behavioanefsector might have an impact on
the correlation coefficient; trade performances banaffected by the instability over
time in trade performances within a sector in antgd’. the relationship between
growth and trade performances is of a differentirgafccording to the countries.

Correlation coefficients (R Pearson)
Extra-EU Intra-EU
Total balance
balance balance

Belgium ,753(**) -, 752(**) -,689(**)
Czech Republik ,694(**) ,699(**) 713(*)
Germany ,681(*) -,662(*) -0,100
Denmark -0,360 0,157 -0,398
Spain AT () 0,015 0,440
Finland 0,353 0,101 0,195
France ,613(%) 0,544 JT79(*%)
United Kingdom ,861(**) 0,440 ,807(**)
Greece 0,338 0,095 0,201
Hungary -0,278 0,363 0,391
Ireland 0,149 0,432 0,418
Italy 0,362 0,316 0,433
Netherlands 0,457 -,612(*) -,679(%)
Portugal -0,400 0,542 0,508
Sweden 0,075 0,312 0,379
Slovenia 0,192 ,592(*) ,579(*)
Slovakia 0,330 0,521 0,547

Table 6. Correlation between the evolution of trade balancahd employment

growth at sectoral level in 17 EU between 1999 &td5
* (X-M)/VA by sector in 2005 - (X-M)/VA by sectorli999
(*) significant at 0.05 (**) significant at 0.01
Note For Greece and Sweden, employment growth is leti€99 and 2004.

As a conclusion regarding EU-27 as a whole, our basic hypothessms to be

confirmed. Trade evolutions at sectoral level seéerhave an impact on their added
value and employment growth, especially if we meadtade performances relatively
to the internal production. Vulnerable sectors anaracterized by their poor trade

° Estimates carried out with added value confirra téneral tendency.
1% This is much less true of the whole EU-27, forathive found more regular evolution of trade patern
over the years.
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performances, which have affected jobs and prodoctlhis is undoubtedly true of
textile, but also electrical and optical equipmdbiL) as well as miscellaneous
manufacturing industries (DN), whose relatively lieatle performances have resulted
in substantial jobs losses. However, in the metatas (DJ), employment and added
value performed better than expected in view aldrperformances. In this sector, we
could argue that economic performances are lessndiept on trade evolutions because
the metal sector is relatively closédompared to the other vulnerable sectors. Analyses
at national level globally confirm the general tendy observed at the EU-27 level:
sectors with bad trade performances are showingevemployment and/or added value
performances and vice-versa.

1t is useful to remind that this import penetratiate, rather weak in the Metal sector, has rgpidl
increased in the recent years. This was notablyitwgs included in the list of vulnerable sectors.

31



The impact of globalisation and increased tradeldisation on European regions
Final Report

Main results of chapter 1

1. The concepts of products cycle and space-tifffiestbn enable us to understand the
spatial pattern of the world trade according maidythe technological level of the

sectors. The vulnerability of the sector is strgngtlated to the diffusion of low

segments of production to more peripheral areas.

2. The combination of balance trade, imports peatietn rate in static and dynamic
ways has allowed us to define 4 vulnerable regimwarding the extra-European
competition: Textile (DB-DC), Metal (DJ), electrand optical equipment (DL), and

miscellaneous manufacturing industries (DN). Howewvee also noticed the internal

diversity of trade performances in the vulneral®@etars, especially in the metal and
electric and optical sectors.

3. For the EU-27 as a whole, and for most of thentees individually, it appears that
bad trade performances in a sector impact on em@ay or GVA growth rates. This

result confirms the hypothesis that sectoral trpdeformances have an impact on
economic performances for the whole EU.
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2. Vulnerable regions

This entire study is about regions, not sector® itlentification of vulnerable sectors in
chapter 1 was thus just a first step in the idemiifon of vulnerable regions. In line with
the sectoral approach chosen, we consider regowuslaerable if they are specialised, in
terms of employment of value added, in one (or nofehe vulnerable sectors. More
precisely, we define vulnerable regions as allolegiwhich have more than one standard
deviation above average of their employment or ddddue in the vulnerable sectors,

taken as a whole and separately. However, we diaolide regions specialised only in

miscellaneous manufacturing

industries since thestas is by definition very

heterogeneous and of a limited weight in the Eumapeconomy. Table 7 gives the
elaboration of the thresholds used to define valblerregions.

Employment Added value
Treshold to Treshold to
EU-27 Standard define a EU-27 Standard define a
average (1) | deviation (2) | vulnerable | average (1) | deviation (2) | vulnerable

region (1+2)

region (1+2)

Manufacture of textiles-
leather and textile-leather

products DBDC 2,17 3,04 5,20 1,05 1,25 2,30

Manufacture of basic

metals and fabricated

metal products DJ 2,73 2,11 4,84 2,34 1,71 4,06

Manufacture of electrical

and optical equipment DL 1,97 1,60 3,58 2,15 1,36 3,51

Manufacturing n.e.c. DN 1,18 0,95 2,13 0,77 0,46 1,23
All vulnerable sectors 8,05 4,98 13,03 6,31 3,21 9,53

Table 7. Elaboration of the threshold to define vulnerablegions, in 2002.

Note Standard deviation is defined on a NUTS2/NUT S&sthn
Source IGEAT matrix

By applying these criteria, we obtain the map @& potentially vulnerable regions at
NUTS3/NUTS2 scafé (figures 6a and 6b). However, the definition oblmglly
vulnerable regions is not very satisfactory becahsse different sectors present rather
different geographical patterns, as illustratedn®ak correlations. This is why we also
distinguish the regions according to the vulneraaetor(s) in which they are the most
specialized (figures 6a and 6b): all non white sagiare vulnerable because of the high
share of vulnerable sectors as a whole or in onéh@fvulnerable sectors; different
colours indicate, for all vulnerable regions, thectsrs where the “threshold of
vulnerability” is passed over. A synthetic analydigs shown that textile and
miscellaneous manufacturing industries have a fagmit correlation, while some

12 This geographical division allows a more homogesedivision of the EU-27 space, according to the
demographic or economic importance. NUTS3 is uswd France, Spain, Italy and Poland; Nuts2
everywhere else.
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regions present an association between “electaiedloptical equipment” and the metal
sector.

Our analyses will have to take into account theediity between the vulnerable sectors
and focus on separate analysis rather than congidarsinerable sectors together.
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Synthetic approach of vulnerability in the regions of EU27
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Figure 6a. Typology of the vulnerable regions acdarg to the sectoral
component of vulnerability, in 2002. NUTS2-NUTS3rge®n
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Synthetic approach of vulnerability in the regions of EU27
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Figure 6b. Typology of the vulnerable regions acdarg to the sectoral
component of vulnerability, in 2002. NUTS2 version

Important remarkDifferences in regional classification on bottrsiens are related to the fact that the
threshold of vulnerability has been defined onlihee of European average and standard deviatidn, an
the latter is varying regarding the number of raegio
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3. Spatial diversity of performances regarding
vulnerability

In the first section of this study, we have shoWwattextra-European competition has
important consequences on employment and produaticectoral level for the whole

EU, thus justifying the identification of vulnerabsectors. However, in this study we
are interested by the situation of regions, nathef EU as a whole. In this section, we
will thus explore whether this relationship alsddsoat regional level. In other words,

can we correlate the territorial performances ajioreal scale to the sectoral

vulnerability as defined in section 17?

In chapter 1 we studied the correlation betweerettmdution of trade and the evolution
of performance. However, trade statistics are matlable at regional level for the EU-
space. We thus begin by evaluating the correldigiween sectoral trade performances
and economic/employment growth at national level)(3This provides us with a first
view of the spatial distribution of this correlatioWe then explore the complex
relationship between the economic structure, andlynthe share of vulnerable sectors,
and the economic performances at regional scalsedban the implicit (rough)
hypothesis that regional trade in a sector is sdma¢worrelated with its specialisation
in that sector (3.2). We explore the impact of oegi specialization in vulnerable
sectors on regional performances both in the relevalnerable sector (3.2.1), in all
industrial sectors and in the entire regional econ@3.2.2)? On the basis of the results
of that exploration, we propose classificationstied vulnerable regions according to
economic performances (3.2.3.). Finally, expandimngm the purely economic
definition of vulnerability, we also look into treocial impacts of this vulnerability at
regional level (3.3).

3.1. The impact of trade on economic growth at nati  onal level

In this section, we will examine whether the trgmerformances of a country in a
defined sector affect its employment or added vghosvth in this same sector. This is a
central issue for this study since we supposecetealution, especially with extra-

European countries, could affect national and megjieconomies.

We will mainly focus on the 1999-2005 period, fonish we have the most complete
series of data, with the trade indicators13 useskgtion 1.3 but in dynamic rather than
static terms (indicator in 2005- indicator in 1998} the evolution of the trade balance
can hide increased sales to the world if they a@mpanied by a parallel rise in
imports, notably when taking into account the reddy gross sectoral divisions
available, we also calculate correlations with eigonly, based on the hypothesis that
an increase of sales to the rest of the world eaour economic growth even if it also
induces imports.The correlation between economic or employment groand
evolution of trade performances was calculated weath EU-27 countries as

13 Trade balance according to total trade; tradarze according to sectoral GVA.
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observations. However, because of atypical evaigtiof some NMS, we will also
assess the correlation inside the EU-15 countries.

At national level, we find no stable correlationtiaeen the evolution of trade
performances of a sector in a country and the enangrowth14 in the same sector
(Tables 8 and 9). This means that the impact detraithin the different sectors is very
different according to the countries: in some cadast the deterioration of the trade
balance is associated with bad economic perfornsaincéhe sector, while in others this
is not the case. If we consider only exports, wal feignificant and more stable
correlations for EU-27 countries while not insidg-E5 countries (Table 9). We have to
note that similar results are to be found wheneatating with import growth rather than
export growth. A possible explanation might be s$pecific evolutions of NMS which
have seen both high economic growth and tradeaseremports as well as exports. In
other words, growing exchange can be explained ggreeral economic growth linked
to catching-up phenomena without necessarily r@avgalpecific competitiveness in a
sector.

Different reasons can explain the weakness of lzdioae between trade performances
and economic growth:

- the weight of the intra-European market and ofdbmestic markets are one of
them: it softens the impact of extra-European tradewever, we have to
underline that the vulnerable sectors have by diefina very high import
penetration ratio, which means that extra-Europesrkets are significant
compared to intra-European market and domestic dératithe national scale.
It is however less true for the Metal sector (DWhjch is more intra-European
market oriented,;

- the complexity of trade evolutions. To a largereaxtthan before, trade is now
related to intra-firms connections. In this contexibwing imports for a textile
firm in a certain country are not necessarily edato an economic crisis in the
sector since this firm is now specialized in soragnsents (selling, marketing,
conception, R&D) of production which are no longercompetition with the
countries which have benefited from off shoringxfile and electric and optical
equipments have certainly evolved in this directiwore than other sectors.

EU-27 EU-15
extra- intra- Total extra- intra- Total
european european european european

Textile -,432(*%) 0,384 A42(%) 0,405 -0,132 0,132

Metal -0,175 -,556(**) -,602(**) -0,084 0,189 0,032
Electric and

optical
equipment -,421(%) 0,143 -0,244 -,573(*) ,563(*) ,574(*)
All sectors

(including

agriculture) -0,242 -0,054 -0,281 0,051 0,097 0,02

Table 8. Correlation between evolution of added value andtigide balance* by

sector, between 1999 and 2005.

14 Results are similar if we use employment asldpendent variable.
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* (X-M2005-(X-M)1999) / (X+M)1999

(*) significant for 0.05, (**) significant for 0.01

The inversion of the correlation sign between EUahBl EU-27 (for extra-European trade) in textile is
only related to the atypical evolutions of Romaeania Bulgaria.

EU-27 EU15
extra- intra- Total extra- intra- Total
european european european european
Textile 0,389 ,493(%) ,531(**) -0,09 0,071 0,061
Metal ,790(**) 0,27 0,361 0,479 0,037 0,362
Electric and
optical
equipment ,545(**) 0,352 A413(*%) -0,101 -0,436 -0,45
All sectors
(including
agriculture) 0,884(**) 0,474 (*) 0,613(**) 0,471 0,033 0,074

Table 9. Correlation between evolution of added value andpex growth by

sector, between 1999 and 2005.
** including NMS
Note No data on employment for Austria and Luxemburg
(*) significant for 0.05, (**) significant for 0.01

In conclusion, we found no stable correlation between trade glotbal economic
performances in a sector, at national level, inEneopean space. This result is all the
more significant since it means that bad tradegoerdances do not necessarily result in
a loss of jobs and production at national scaléabip because of the evolutions of
internal demandThis shows the complexity of the impact of trade péormances
when we look at different areas: countries do noteact the same way to extra-
European competition. In other words, the hypothesis that degradatiorseuftoral
competitiveness on the international markets l¢adsad sectoral performances at the
country level is not confirmed. Countries reactatiéntly to international competition,
and even these different reactions are not simplgted to sectoral performances
(winning in trade is not winning in jobs or prodioct).

Main result of section 3.1.
National trade performances in the vulnerable sschmve no clear impact on the
national performances of this sector: in some a@s)tbad trade performances in the

vulnerable sector correspond to bad economic peences in the sector, whereas it is
not the case in other countries.
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3.2. The impact of regional specialization in vulne  rable sectors
on regional economic performances

As illustrated in the previous section, trade periances do not have a homogeneous
impact on sectoral performances across the Europeantries. In the absence of
regional trade data, this section deals with tlggoreal impact of the specialization in
the vulnerable sectors. First, does it have an anpa the regional performances of the
vulnerable sectors (3.2.1) ? Second, does it havenpact on the performances of the
regional economy as a whole ? Finally, we propoesge different classifications of
vulnerable regions according to their global ecoloperformances and industrial
growth (3.2.3.).

3.2.1. The Effects of Regional Specialisation onth e Performance of
Vulnerable Sectors

Do vulnerable regions perform better or worse tllaa others in those sectors they are
specialised in Or, to say it differently, do the sectors morecaféd by globalization
forces perform better in their specialized regions?

It is essential to answer these questions to be tbhlnalyse the structural features
explaining economic dynamics in vulnerable regidfm. example, this analysis allows

us to highlight whether localisation effects, whmasent, help the sectors more heavily
affected by increased world competition to bettavise their challenges. This can be

particularly true for some sectors, like the texslector, for which, an old-dating and

wide literature exists on the economic advantaddsr cluster areas with respect to

others in this sector. The identification of stuual success factors in a period of fast
world integration allows one to design more adegyaticies, keeping into account the

positive or negative effects of regional specidiaain these sectors.

Figure 8 includes four graphs representing the tioglship between regional
specialization, expressed by the location quotiehtsalue added in 200215, and the
growth of value added in the period 1995-2880Each graph represents one vulnerable
sector, for instance sector DB-DC (textile andHeak in Figure 8b, sector DJ (basic
metals and fabricated metal products) in Figurea@d, sector DL (electrical and optical
equipment) in Figure 8d. In each graph, represebyeshjuares are those regions which
are vulnerable to that specific sector. Figure & the same representation as the
others, but expresses the sum of all vulnerablosedn this case the squares represent
regions with global vulnerability.

9002 . ZOOZVAE ZOOZVAr
15 Calculated a Qj_ 2002 EU272002 Eu27 , whergj is the sector andthe
VAj VA
region.
16 Specialisation is obviously not necessarily étpaoncentration, nor agglomeration, which can

be present in regions which are not specialisedparticular sector, but for most industrial sexttiere
is a high correlation between the two. The resafithe analysis in this section have to be seen
understood with this caveat in mind.
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The first aspect that can be observed, commonl fowl graphs, is that the variance of
the growth of value added decreases with the lonatjuotient This is mainly due to
statistical effects, since for a region where dads scarcely represented, the closure or
opening of just one establishment in a given secaorinvolve a very high percentage
of change in the total regional value added ofsénaor.

As far as the total value added of all vulnerabdetsrs is concerned, there does not
seem to be a significant positively or negativétped relationship(Figure 8a). The
vulnerable regions are generally only very slighdlyove the average growth and no
general trend is visible. Especially interesting tieat, among the sub-group of
vulnerable regions, those more specialized (i.e¢h \wigher location quotients) have
performed better: a relationship with an R2 claséi3. Positive outliers among the
vulnerable regions are Giel3en, Lansi-Suomi and BityDgin&ntul, regions in which the
specialization in vulnerable sectors has playedsitipe role in these sectors.

The same general pattern applies to sector DB-&tilg and leather) (Figure 8b),

where many vulnerable regions are above the avebagé¢his is not enough to induce a
significant relationship overall. In this case,calamong the vulnerable regions, no
significant relationship appears, since a lined&erpolation is positive but with an R2

below 10%. In this sector, the vulnerable regidra tlearly outperformed the rest are
peripheral regions in UK, Bulgaria and Estonia.

Also for sector DJ (basic metals and fabricatedaim@toducts) (Figure 8c), there is no
relationship between specialization and performanoé this also applies to the sub-
group of vulnerable regions. In this case, the pesformers among vulnerable regions
belong to central European countries, like Niederdsich, Vorarlberg, Chemnitz,

Haute-Normandie, Franche-Comté, Rhoéne-Alpes, Vzho&itovenija and Zahodna

Slovenija.

The situation is different for the last sector istgated (DL): “electrical and optical

equipments” sector (Figure 8d) is clearly a casepositive relationship between

specialization and value added growth. In this cabeost all vulnerable regions, more
specialized, have a higher than average performarioese over-performing regions
belong to many different countries and are hengeading that this pattern does not
reflect national specificities. Even if we takeantccount all European regions, the
relationship is clearly positive.

In the electronic sector only, therefore, regiosgécialization is positively associated
with economic performance. This is probably dutghtofact that in this sector low-tech
is less developed than in the others, and intenastand spatial concentration can play
significant positive effects on the performancdiohs. The vulnerable regions which
outperformed the rest belong principally to centiastern and Northern countries, for
example: Jihozapad, Tubingen, Oberfranken, Dresdgala-Suomi, Lansi-Suomi,
Pohjois-Suomi, Nyugat-Dunantal, Dél-Dunéntul andp@@né Slovensko. All these
regions appear to have exploited their speciabimain the electronic sector as an
advantage.
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From this analysis, it clearly appears that vulbkraegions have had very different
growth dynamics in their specialization sectorsm8aegions in particular have been
successful, whereas others have been lagging heddspecialization is very weakly
associated with performance, except, apparentliharelectrical and optical equipment

sector.
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3.2.2. The impact of regional specialization in vul  nerable sectors on
global regional performances

After studying the link between sectoral specigisaand sectoral performance, it is now
interesting to evaluate whether this specialisatoight have an impact on the overall
economic performance of the region. In other wodis,vulnerable regions perform worse
than others when looking at performance acrossealiors together ? This is obviously linked
to the weight of the vulnerable sector(s) in thgioeal economy, especially since thresholds
used to define vulnerable regions (see table hapter 2) represent fairly low percentages of
the total employment and/or GVA, and the evolutionother sectors might more than
compensate for the losses in the vulnerable secltrs section thus explores whether
sectoral vulnerability might have any structurapants on a region's economy, even beyond
the specific sector determining this vulnerability.

We will first make some simple comparisons of tregfgrmances of vulnerable and non
vulnerable regions (3.2.2.1) before assessing imoge systematic way the correlation
between specialization and regional performancesteMrecisely, we will look into the
relationship between the share of vulnerable seaaod global economic performances and
see whether this relationship is stable accordinfe sectoral specialization as well as across
space, for example by differentiating Eastern arestéfn Europe (3.2.2.2).

3.2.2.1. Descriptive comparison of the performancésulnerable and non vulnerable
regions

To achieve this comparison, we consider three atdrs and we distinguish between EU-15
and the New Member States (NMS): employment dynsn@®&DP growth in relation to EU
and national averages.

In EU-15, the level of GDP/inhab in the vulnerable regig$ower than the average (Table
10). When considering the sectoral specializatiénvalnerable regions, we find some
significant differences: while textile, and to @der extent metal regions, are poorer than the
EU-15 and national averages, the reverse is trueefpons specialized in electric and optical
equipment (DL).
In terms of performances, vulnerable regions glgbi@ve worse economic performances than
non vulnerable sectors:

- employment growth is lower, notably for industeamhployment which is decreasing;

- economic growth is also lower, whether comparedUoor national averages.
If we look into the different types of vulnerablegions, employment and GDP indicators
appear to show contradictory results. While textilgions perform best in terms of
employment, GDP growth shows exactly the reverse.

In the New Member States vulnerable regions are less affected by job ksatatever the
sectoral type, whereas their GDP growth is globallgrse. However, to compare the
performances of economic growth by types of vulb#itg, it is more relevant to look into the
indicators according to national averages becauseaypes of vulnerability are very different
from one country to another. In doing so, it appdhat textile and metal regions have lower
growth than electric/onic regions.

45



The impact of globalisation and increased tradeidlisation on European regions
Final Report

In conclusion, differences are not always very important betweeinerable and non
vulnerable regions, and we will see that vulnerabtgons are showing high diversity in terms
of economic performances, even when specializeéddarsame vulnerable sector. However, the
regions specialized in electric and optical equiphteve higher GDP/inhab than average, and

show better economic performances during the 19@8period.

Total Industrial Gross Domestic Product
employment | employment
Average annual [ Average annual| a6 | GDp/inhab. | GDP/inhab. | GDP/inhab.
%g);gh between | growth between | ey 571 £U 2004 - |2004 country| Nat 2004 -
and 2004 | 1995 and 2004 -100 1995 - 100 1995
(%) (%)
Non vulnerable
regions 1,53 0,22 112,0 0,4 101,4 0,3
Globally vulnerable
EU 15 regions (1) 1,05 0,06 105,2 -10,3 98,4 -1,2
Textile regions** 1,23 0,49 96,1 -10,8 94,5 -2,3
Metal regions** 0,95 -0,33 107,8 -9,2 98,4 -1,7
Electr. Regions** 0,98 -0,50 121,0 -8,2 108,3 -0,4
EU-15 average 1,35 0,02 111,3 -2,7 - -
Non vulnerable
regions -1,67 -2,53 55,0 9,1 104,4 0,9
New Glolballyvulnerable
Member |€9ions (1) -1,33 -0,70 58,8 6,6 89,4 -2,3
States Textile regions** -1,25 -1,04 49,0 8,6 95,7 -1,2
Metal regions** -0,90 -1,29 58,6 3,7 83,7 -0,4
Electr. Regions** -0,18 -0,69 63,1 6,0 83,1 0,3
NMS average -1,46 -1,55 57,0 7,1 - -

Table 10.Performances of vulnerable regions according to ttyges of vulnerability
Source Eurostat
Notes:
* Eastern Germany not included (included in NMS)
** those regions could be included in (1)

3.2.2.2. Descriptive analysis of the relationshiptiween the share of vulnerable sectors and
the regional economic performances

In previous sections, we have studied the genaxahth tendencies of different types of

vulnerable regions with purely descriptive statisti In order to better understand the
relationship between specialization in vulnerabéeters and economic performances at
regional level, we propose here a simple regresaiatysis. The analysis will be refined by
taking into account the vulnerable sector (textiteetal...) and the variation of this

relationship in the different parts of Europe (East Nordic...).

Analysis

We thus propose to correlate the variations oforegfi GDP and industrial employment on the
period 1995-2004 with the regional sectoral strrectbirough two very basic models:

| Equ.1: Y = Share of vulnerable sectors 199%+ |
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Equ. 2 Y = Textile 1995 + Metallurgy 1995 + Electric armptical equipment 1995 + Miscellaneous
manufacturing industries 199%

Eqg. 1 tests for the overall correlation betweenlaba@ notion of vulnerability as defined
above and regional growth (Y). Eq. 2 allows to saefmthe individual effects of each sector.
€ is the regional residue, i.e. all other factorgelated to the regional growth rate differential
to the national growth rate.

However, regional economic development is heavélgahdant on the general national trends
in growth. We have, therefore, repeated the saralysia adding national growth rates as an
explanatory variable, thus isolating a bit more d¢iffect of regional vulnerability as opposed
to general national vulnerability (reflecting thegic of the “regional shift” of the MASST
model presented in chapter 5).

Equ.l. Y = National average of GDP growth (1995-20048hare of vulnerable sectors 199%& + |

Equ. 2 Y = National average of GDP growth (1995-2004F extile 1995 + Metallurgy 1995 + Electric and
optical equipment 1995 + Miscellaneous manufactuiilustries 1995€

As we do not expect these relations to be stabstessad&urope, we test them for different sub-
regions of Europe, in order to identify geographiaaiations. This is linked to the hypothesis
of the existence of different territorial patterof vulnerability across Europe related to a
spatio-temporal diffusion of value-chain and indast branches. It means that the
consequences of the importance of vulnerable sectmrld be different if we consider a part
of European Union or another. More precisely, we itaagine that the impacts are not the
same at the same time because relocations arevfiofjspace-time patterns.

The regional typology chosen for the analysis ef gleographical variations of the bivariate
relations is an extract of the recent work of Qfars VandermotterfL’identité de I'Europe,
2008 (Figure 9). It takes into an account a lot oftéas: socio-economic or demographic
structures, historic and geographical proximitidsdelivers a synthetic typology where we
can distinguish 5 main socio-economic combinatiott®e Core, the Western Semi-
Peripheries, Mediterranean Europe, Northern EuampeEastern Europe.
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The main characteristics of these territorfal combinations deliver a structure type “centre-periphery™ the centre (Core
Europe), described by a medium level of vulnerable production and low level of vulnerable employment, the semi-
periphery (Western 5emi-Peripheries and Northern Europe), defined by low level of vulnerable production and very
lowvulnerable employment and the periphery (Eastern and Mediterranean Europe), characterised by high level of
vulnerable employment and production.

LIME RIATE @, 2008

Dzlz sources Ewvostat, IGEAT, 20048
Tipology sources Vandermatien G & Dézert B, Lideniite de [Europe, A Golin, 2008, 333 p

Figure 9: Typology of regions used for the analysiad basic statistical description
of these combinations

Source : Vandermotten, 2007
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The impact of vulnerable sectors on GDP Growth (592004 (Figures 10 and 11)

The effect of general vulnerability (Eq. 1):The basic assumption of our global model is
verified at EU27 level as the regional variationGIDP between 1995 and 2004 is correlated
to the share of vulnerable sectalso with a control for national trend$f we compare two
regions of the same country, we can thus expettréggons with a high share of activity in
vulnerable sectors have generally experienced arlgnowth of GDP. The conclusions are
the same if we analyse subgroups of regions basé&todermotten’s typology. In nearly all
cases, the effect of vulnerable sectors on GDP tiras negative. However, when not
controlled by national trends, the share of vulbkraector is positively correlated to GDP
growth in the Western Periphery: this is probab{glained by the Irish case which combines
high share of electric and optical equipment ancepionally high growth rate. If we control
by national trends, this “Irish effect” disappears.

Variations according to individual sectors (Eq. 2):Metallurgy is the vulnerable sector that
produces the only significant effects on GDP groatthEU27 scale and this effect is always
negative, whatever the territorial context. The eotlvulnerable sectors do not produce
significant effects on GDP growth, but only in soteeritorial contexts and not necessarily
with the expected influence. An important shareelgictronic sector will produce positive
effects on GDP growth in core regions and nortieunope, and non significant effects in
eastern and Mediterranean Europe. This result eanterpreted by the fact that electric/-onic
regions in central and northern regions are speedlin high technological segments in the
sector but also in other sectors: as a consequémeg,benefit more than suffer from the
globalization process. The effect in Western seemnigheries is contradictory when
controlled or not by national trends, to be relateth the so-called “Irish effect” explained
above. Another important point is the situatiorM#diterranean regions where the impacts of
the vulnerable sectors are the most negative, wizéncontrolled by national trends. We
interpret this as their “in-between” situation: mrtough specialized in the high technological
segments but too expensive to still benefit fronbockdization in the low technological
segments as it is the case in Eastern Europe. HoweMen controlled by national trends,
this Mediterranean vulnerability disappears, whiale can interpret by the global
vulnerability of countries like Italy and Portugal.
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Figure 10. Impact of vulnerable sectors on GDP gribwwithout control for
national trends (1995-2004)
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Figure 11. Impact of vulnerable sectors on GDP gribwwith control for national
trends (1995-2004)
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The impact of vulnerable sectors on Industrial Engyiment (1995-2004(Figure 12)

In the case of the variation of industrial employigetween 1995 and 2004, we have applied
the same model but the share of the vulnerableorseavas evaluated in % of total
employment instead of % of GDP. Unfortunately itswaot possible to obtain the share of
employment in vulnerable sector in 1995 and we vobigged to use the share of vulnerable
sector in 2002 as predictor of the evolution 199842 which is less consistent. Results are
quite similar when controlled or not by nationarids.

Our global model reveals a surprising resihi& share of vulnerable sector appears to have
a positive effect on the evolution of industrial emloyment, all things being equal with
national trends. The explanation of this paradox could be that wahk sectors are not
necessarily negative for employment in all terigband economic contexts. For example, we
already observed the employment growth in textdgions despite the crisis (3.2.2.1). In
“electric and optical equipments” as well, we atlpgashowed the positive impact of
specialization in core and Nordic regions.

The effect of general vulnerability (Eq. 1):The effect of an important share of vulnerable
sector on industrial employment is positive in EastEurope and negative in Mediterranean
Europe and we can imagine that this is relatedfterdnt steps of relocation. But it is more
difficult to explain why this effect is also pos#i in the core and the northern Europe, except
if we consider that relocations took place a langetbefore in this area. The residual part of
vulnerable sectors would be therefore very competias confirmed by the fact that this
positive effect is mainly related to “electric amptical equipment”.

Variations according to individual sectors (Eg. 2): The analysis by branch of the

vulnerable sectors indicates that “Electronics” dNtiscellaneous industries” are generally

associated to positive and significant effects rafustrial employment and that textile and
metallurgy are not significant. But the situatisrmore complicated when we combine branch
and territories. For example, the sector “Electiad optical equipment” has a significant
positive effect on the regions of the Core andsigaificant negative effects on the regions of
Mediterranean Europe.
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Figure 12. Impact of vulnerable sectors on industtiemployment growth, with
control for national trends

Main results of section 3.2.2

- We found no clear impact of regional special@ain vulnerable sectors on global regional
economic performances

- In general, the share of vulnerable sectors hasgative impact on GDP growth, compared
to national or European averages, but not on emmdoy growth.

- We observe differences between vulnerable sectorstheir impact on regional
performances:

. textile has a negative impact on GDP growth,épobsitive impact on employment;

. metal has a negative impact, especially on GDR/jr,

. electric and optical equipment has a positiveaatpn GDP growth and employment.

- We observe differences across Europe in theioakttip between the share of vulnerable
sectors and economic evolutions at regional levain differences are found in the impact of
“electric and optical equipment”, very positive gore and Northern Europe, where it
corresponds to high technological level, but negaith western semi-peripheries.

Remark: these results present rough correlationg@mnparisons and are not to be read in
causal terms since they have not been controllestliogr effects.
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3.2.3. Classifications of vulnerable regions accord ing to their economic
performances

In the previous sections (3.2.1 and 3.2.2), we Issvn that the regional share of vulnerable
sectors does not influence in a clear way the redieconomic performances. This is due to
the highly diversified economic performances inside group of vulnerable regions, even
when considering the sectoral vulnerability. Inertb provide a framework for analysis, but
also for policy reflections, we propose here taisitate this diversity by two different
classifications of vulnerable regions: the firstdses on the global performances (3.2.3.1.)
while the second deals only with industrial restmdag processes (3.2.3.2.).

3.2.3.1. Typology of performances of vulnerable iats

Despite significant differences between vulneradel non vulnerable regions, especially
when taking into account their specialization, hegeneity inside vulnerable regions is still
considerable. By crossing sectoral specializatiath werformances in the vulnerable sectors
and global performances, we come to a typology rdest in table 11. The main question
behind this classification is whether the declimeulnerable sectors is globally offset by other
sectors in the “losing regions” (types a or c), avitether the growth in vulnerable sectors
leads or not to global economic dynamism (types ¢h)o

Regions were classified by the sectoral componérth® vulnerability and the economic
performances. Regarding the first criterion, thessification has been simplified: in case of
more than one sector beyond the threshold of vabiersector in a region, the most important
sector has been selected. In terms of performatheesyariables were used: global economic
growth compared to the national average (1995-200wth in the vulnerable sectors
(decrease or increase between 1995 and 2004). Evogoowth is compared to the national
average because national differences have beenhugyy during 1995-2004: this criterion
thus allows us to put into the fore the region#theathan the national dimension of growth.
For the vulnerable sectors, we prefer using Eunopedher than national averages as a
reference, since we can estimate that in the vablersectors, firms are operating under the
same global economic constraint due to globalinatiigures 13a/b geographically situate
the typology.

Type of vulnerable sectors
Textile Metal Electric
Negative typela type2a type3a
GVA Positive in the
growth | vulnerable sectors type1b Type2b typesb
(1995- N
2004) Positive Typelc Type2c Type3c
Positive also in
vulnerable sectors Typeld Type2d Typesd

Table 11.Types of vulnerable regions according to the sectur vulnerability and
performances

From this typology, it clearly appears that vulidearegions perform quite differently in
terms of employment as well as GDP growth (Figurga and 13b). Indeed, many of these
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potentially vulnerable regions show better econop@dormances than national or European
averages.

ive boundaries

© EuroG lics ociation for the admini

Origin of data: EU 27 : Eurostat, National Statistical Offices 2004
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Figure 13a. Typology of vulnerable regions accordito economic performances
and sectoral specialization, 1995-2004. NUTS2/NUTM&Bsion.
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Figure 13b. Typology of vulnerable regions accordiho economic performances
and sectoral specialization, 1995-2004. NUTS2 vensi

3.2.3.2. Industrial Growth Patterns of Vulnerabledgions

Faced with increased external competition in tBeators of specialization, regions can adopt
three different strategies, each of which impligetent consequences on their economic
performance and structure:

1 — The first possible strategy consistsingreasing productivityin the same sectors of
specialization. This purpose can be reached by snefamew technologies, organizational and
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managerial innovation, or, in some cases, corpoaat@ptation, especially vertical (with
suppliers and customers) and horizontal (with simlikms in order to achieve economies of
scale) integration. This strategy is the only dred keeps unaltered the regional specialization
and its employment levels. Due to technologica. (lack of knowledge to implement new
technologies) and market constraints (i.e. beyondrtain level, further integration does not
add to productivity), such a strategy can not abuag achieved.

2 — The second strategy to deal with increasedrmaftecompetition consists in the
reconversion of regions to higher phases of thelpction process.e. decentralizing the low
level production phases toward areas with loweresamnd production costs. Such a strategy
preserves the regional specialization (especiallterms of value added) but not always all
the jobs. This attitude is all the more effective ragional firms are able to exploit the
advantages of de-localization of phases to incréesecompetitiveness and market shares so
that the jobs lost in lower value added phasesnar@ back in higher phases and the total
number of jobs in the region remains stable.

3 — The third strategy consists time reconversion of regional sectoral structufieem low
value added sectors to high value added sect@sgintg the production of the sectors most
affected by competition to the newly arrived conitpes. The implementation of this strategy
requires the region to have the technological aadaygerial capability to enter into new high-
value-added productions as well as an endogenolity &lbdeal with change.

If none of the three strategies is implementedjoreg can only remain competitive by
limiting production costs through either wage orpéogment decrease, the latter through
firms closedown. On the contrary, if put in platieese strategies are expected to lead to
positive and dynamic growth patterns for local enuores.

The alternative growth patterns of local econongigs easily be synthesized on a graph, on
which the relative (with respect to the EU mearjwgh of industrial productivity and the
relative (with respect to the EU mean) growth oflustrial employment are plotted,
respectively on the vertical and horizontal axegy.(R4). This representation has an
interesting feature: a 45° negatively sloped linessing the origin is the locus where the
value added of a region grows at the same rathea&lt) average. All local economies that
position above the 45° negative slope register laevadded growth rate above the EU
average.

On the same graph it is therefore possible to obfdr three indicators at the same time,
which together highlight six different patternsgsbéwth:

1. virtuous cycle when higher than average productivity growth getes good
performance in both employment and output;

2. restructuring when a higher than average productivity growthreached through
severe employment cuts, leading nevertheless td gotput performance;

3. dropping-out when productivity growth is reached by closingwdo inefficient
production units, generating lower than averagelypcton growth;

4. de-industrialization defined as a vicious cycle in which employmertsare unable
to restore competitiveness, a condition that pegies job losses and low output
growth;
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5. industrial conservatismm when poor productivity growth is accompanied (and
sometimes explained) by a better than average gmmglot growth, generally due to
public assistance and industrial rescues;

6. sheltered developmentvhen explicit or implicit assistance policies syhe initial
development of the areas, notwithstanding low pectidity performance.

Figure 14 reports the industrial growth patternsEoiropean vulnerable regions over the
period 1995-2005. The graph also contains the s®ateallocation of each region: squares
represent regions with higher than average sectecainversion, triangles represent regions
with lower than average sectoral reallocation.
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Figure 14. Industrial growth patterns of vulnerableegions — 1995-2002

" The change in sectoral compositi@RQ of manufacturing value added for each regioraisudated as half
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Types of industrial groth pattern
in the vulnerable regions
Il Virtuous circle © EuroGeographics Association for the administrative boundaries

I:l ReStrUCturing Origin of data: EU 27 : Eurostat, National Statistical Offices
[ | Dropping out

[ Desindustrialisation

[ Industrial conservatism

[ Sheltered development

[ ] Nodata

» Textile regions
* Metal regions
® Electric and optical equipment regions

[ ] Non vulnerable regions

Figure 15. Industrial growth patterns of vulnerableegions — 1995-2002. NUTS2.

Figures 14 and 15 show the following:

- in terms of productivity and value added growth, cag vulnerable regions a
relatively low number has suffered from globalieatiover the period 1995-2002. On
the contrary, a higher number has suffered fromustibl employment decline,
accompanied in some cases by a decrease in iradystoductivity growth and by
high decrease in industrial value added growth;

- however, vulnerable regions in a virtuous cyclelevelopment, i.e. regions coupling
industrial employment and productivity growth, aedatively few and most of them
from Eastern countries. Exceptions in Western agasare regions from Finland and
Ireland,;
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- vulnerable regions in the virtuous cycle of deveilept have a low sectoral
reconversion, suggesting that the increase in ptodty in the same sector is the
most applied strategy in Eastern countries;

- the deindustrialisation phase is typical of vulideaegions of Western countries;

- all vulnerable regions in the deindustrializationape have a lower than average
degree of sectoral reconversion; globalization poed strong industrial employment
and productivity losses if regions remain spec&lizn the same industrial sectors,

especially in Western countries.

Each quadrant in figure 16 contains the structfeatures that proved statistically different
between the group of regions belonging to that cargdand all other vulnerable regions.
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Figure 16. Structural features associated with eaictdustrial growth pattern

Vulnerable regions associated with a virtuous cpéldevelopment are characterized by high
value added functions (high shares of corporateagens), the best performing vulnerable
sectors - and in particular the high increase efdlectric and electronic sector-, as well as

significant expenditure of structural funds in

sdcintegration and human resources.

Moreover, these regions act as donors, more thaavers of growth: in fact, they grow less

if they are close to growing regions.

A high share of science and technology and low edipere in structural funds characterize
the regions in restructuring; employment lossescaresiderable — probably also because of
low structural funds expenditure — while innovatieelps industrial productivity increases,
registering a higher than average value added groWte dropping out situation, in which
productivity increases are not sufficient to offeetployment losses, is typical of vulnerable
regions with a very low performance in the vulnégatectors and with neighbouring regions
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benefiting from a high market potential: the growttlthese regions seems to result from the
existence of a large market in neighbouring regions

Vulnerable regions suffering from deindustrialipati - industrial employment crisis,
industrial productivity losses and value added el@®e - are associated with high shares of
public employment and managers in SMEs. Moreowesd regions’ growth is characterized
by significant positive spillovers of growth: thegrowth depends on their geographical
proximity to growing regions.

Industrial conservatism and sheltered developmeatbath typical of vulnerable regions

characterized by large structural fund expendiamd a high share of tertiary activities; this
can be a sign that both financial support and #neldpment of the service sector act on
industrial employment dynamics but not on induspraductivity growth.

Main result of section 3.2.3.

Economic growth is very heterogeneous among vulrhersegions, even if we distinguish
between regions according to their main speciatimalt means that vulnerable regions react
in different ways to the growing global competitiofo help the understanding of regional
performances in the vulnerable regions, we propdsee two different typologies of
vulnerable regions according to their performances.
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3.3. The evaluation of the social consequences of v ulnerability to
global competition

Up to now we have dealt with vulnerability and pemiances in a purely economic
perspective. However, a healthy economy is obvioust a goal in itself, but a means to
reach or maintain a certain standard of living.this perspective we propose here a brief
analysis of the social “performances” of vulnerabégiions. However, to evaluate in a
systematic way the social consequences of regiariaerability to global competition is not
an easy task. We, therefore, focus on the laboukehain order to explore whether
vulnerable regions show specific behaviours in seohthe capacity to integrate people in
their labour markets and to offer them decent domas of work. We will work on two main
hypotheses.

Thefirst hypothesis is that vulnerable regions have seen the laboukenhaituation worsen
because they have to face global competition nt@e other regions. Theecond hypothesis

Is that the vulnerability to globalization will &t hit the least qualified persons, and increase
the gap between low and high skilled on the laloarket.

In order to test the first hypothesis, we will s&veral indicators:
- unemployment rates in the active population ;
- the share of different forms of precariousness amemployed people: temporary
jobs, part-time jobs, and persons looking for aapjbb.

None of these indicators are totally satisfactorgn temporary jobs do not guarantee the
permanency of jobs since it also depends on thimesssto break off permanent contracts
(this is so easy in some countries that there iseason for signing temporary contracts); part-
time jobs are not really a sign of precariousne@ssesmost of them are voluntary, but, at least,
they bring a kind of correction to the unemploymeate; persons looking for another job are
certainly the most interesting indicator since timdicator not only gives some idea of the

dissatisfaction at work, but can also reflect lonemployment rates, which facilitate the

search for another job.

The comparison between vulnerable and non vulnenagions clearly shows that for nearly
all social indicators, the situation is betterthe vulnerable regions, than the average (Table
12): unemployment rates are lower, even when coespty the national average, part-time
and temporary jobs are less developed (excepectrehic regions), and people are less often
looking for another job. The situation is differahtve consider involuntary part-time jobs,
which are a bit more numerous in vulnerable regiessentially in metal and “electric/onic”
regions. However, vulnerable regions do not camstia homogeneous group according to the
social indicators on the labour market we are dgalith: most of the vulnerable regions do
not differ from the neighbourhood or national enwiment.

In conclusion, our hypothesis is not confirmedlhtaand we can at least assert that vulnerable
regions do not distinguish themselves by worseasdodicators on jobs precariousness.
Moreover, as far as unemployment is concerned,evabie regions are characterized by
lower rates, though not all of them. It means tihat global competition they have to face
does not, apparently, produce a specific degranatiadhe conditions on the labour market.
How can we interpret this result? First, as weaalyestated, the national labour market is still
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the major factor to explain regional situationsthwelear border effects. Second, as regards
unemployment, marshallian textile districts areirdtdfly characterized by the lowest rates,

because of a very flexible labour market; in eleinic regions, the good general economic
wealth of most of them could explain lower unempheynt rates; in metal regions, only the

old industrial regions are affected by high unemgplent rates.

Unemployment Unemployment Share pf active Share qf Share of part- | . Share of
rate % ratg according to Iooklng for temporary jobs time jobs % |nvAqunAray part-
national average] another job % % time jobs %
Non
vulnerable
regions 7,56 1,04 5,42 14,73 21,59 3,68
Globally
vulnerable
regions (1) 6,62 0,80 4,71 13,35 17,92 4,12
. |Textile
EU15 regions** 6,47 0,86 4,96 14,64 14,44 3,89
Metal
regions** 6,88 0,81 4,82 13,01 19,74 4,25
Electr.
Regions** 7,09 0,79 4,43 12,22 22,15 4,07
EU-15
average 7,46 0,97 5,13 14,36 20,79 3,85
Non
vulnerable
regions 12,83 1,08 5,34 20,26 9,95 3,40
Globally
vulnerable
regions (1) 8,14 0,90 1,49 6,66 5,62 1,44
New Member|Textile
States*  [regions** 7,75 0,95 2,05 6,51 7,98 3,15
Metal
regions** 10,99 1,16 2,76 9,89 8,22 3,18
Electr.
Regions** 10,64 1,16 3,58 10,46 9,60 4,76
NMS
average 10,88 1,07 3,80 13,57 9,09 3,48

Table 12.Indicators of employment precariousness among vubide and non

vulnerable regions
* Eastern Germany non included (included in NMS)
** Those regions could be included in (1)
Source: LFS 2006, Eurostat

The second hypothesigs that the vulnerability to globalization willrét hit the least
gualified persons, and increase the gap betweeratwvhigh skilled on the labour market.
Indeed, whatever the reaction of the vulnerabléregto global competition, we can imagine
that the most vulnerable populations (low qualifigdll be first hit by the delocalization of
the low technological segments of production, dns, to a higher degree than in the other
regions.

To test this hypothesis, we will use two levelsaoflysis. First, we will examine the job
career of the people employed in the vulnerabléosgcsecond, we will compare vulnerable
and non vulnerable regions as to their capaciiptegrate the most unqualified workers into
the job market.
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Who are the first victims of job losses in the eudble sectorg The answer can be found in
Table 13: in all vulnerable sectors, low skilledbpke represent a higher share of those who
lost (or changed) jobs in the past year comparedeanitial workforce. However, this is also
true of the whole economy, but to a lesser extean tin the vulnerable sectors: while low
gualified workers represent 29% of the initial wiorkke, they reach 36% of those who lost
their jobs whatever the initial sector in whichytheere working.

If we compare the different sectors, textile emplay majority of low skilled workers.
However, it only reflects the initial share of layualified workers. In relative terms, in the
textile sector, the share of low skilled workersndeed lower than what can be observed in
the other two sectors, especially the “electric aptical equipment” sectors. This may be the
consequence of a faster process of qualificatiehdavelopment of technology in the electric
and optical sectors than in textile, which, onwh®le, remains a low qualified sector.

Textile (DB-DC) Metal (DJ) Electric and optical Whole economy

Low [Medium| High | Low |[Medium| High | Low |Medium| High | Low |Medium| High

Share c_’f the diffgrent NeVIVEL’\jl-;Lriber 57 33 10 37 50 13 20 49 31 36 46 18

g:ﬁ%‘ﬁ“\;’;&fggén&?e States 13 81 e 7| 83| 10| 11f] 74| 14| 11 80| o

EU-27 39 53 8 30 58 12 18 54 28 29 55 16

Share of the different EU-15 64 31 6 43 49 8 26 54 19 41 43 15
graduation level in | New Member

those who lost their States 18 79 3 16 79 5 24 71 5 22 70 8

jobs (2) EU-27 46 49 5] 36 57 71 25 509 15| 36 50 14

Relative level of EU-15 1,12 0,93] 0,56} 1,16 0,97 0,64] 1,30 1,11 0,62] 1,13 0,94] 0,86
exclusion regarding |New Member

the graduation level States 1,44 0,96] 0,52] 2,19 0,95] 0,55] 2,12 0,95] 0,36] 2,05 0,88] 0,87

(211) EU-27 1,18] 0,94] o0,55] 1,17] 0,99 o,61] 1,40] 1,08 0,56] 1,25] 0,90] 0,88

Table 13.Comparison of the share of lowly educated in theaioworkforce and in job
losses, 2006

Mediterranean countries include Portugal, Spaaly lhand Greece; Scandinavia includes Denmark, Sweadd
Finland; North-Western Europe, all the other coestof EU-15
Source LFS 2006, Eurostat

Are vulnerable regions different from the otherstieir capacity to integrate the least
qualified workers into the employment market (tab#9? First, unemployment rates are
lower than the average in vulnerable regions aardsgall types of qualification. Second, the
types of vulnerable regions can vary: while gloliamployment rates are very similar in the
different types of regions, textile regions havéatreely low unemployment rates for low
skilled, and electric/onic regions for high skilladrkers. This situation can be explained by
the structural differences characterizing thosesypf regions: textile regions are specialized
in low or medium technological production despite trecent evolutions, while regions
specialized in “electric and optical equipmentsg generally highly innovative and reach a
high level of technology, which facilitates thedgtation of a highly qualified workforce.
These data are perfectly coherent with what coelalbserved in table 9, which shows that
the textile sector makes relatively less unskileorkers redundant than the “electric and
optical equipment” sector. Third, we can obsena the gap between low skilled and other
workers has increased more in the vulnerable regioen in the others, especially in the New
Member States (see last column of Table 14). Howewalnerable regions seem quite
diversified as regards their capacity to integtate qualified workforce.
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Unemployment rate according to the level of i Unemployment rate according to the level of
_ Specificity of i . . .
graduation (%), 2006 unemployme graduation (%), 2000 Specificity of |Relative evolution
nt rate of unemployme | of unemployment
low nt rate of low rate of low
Low Medium High Average | graduate, Low Medium High Average graduate, graduated, 2000-
2006 (a) 2000 (b) 2006 (a/b)
Non
vulnerable
regions 11,19 7,07 4,57 7,56 1,48 12,52 7,67 4,87 8,66 1,45 1,02
Globally
vulnerable
regions (1) 8,86 6,03 4,33 6,62 1,34 7,95 6,02 4,33 6,46 123 1,09
EU 15*[Textile
regions** 7,46 5,83 5,50 6,47 1,15 7,48 7,45 4,94 7,12 1,05 1,10
Metal
regions** 10,06 6,18 4,28 6,88 1,46 9,80 6,10 4,23 6,98 1,40 1,04
Electr.
Regions** 11,57 6,64 3,67 7,09 1,63 8,92 5,08 3,21 5,68 1,57 1,04
EU-15
average 10,82 6,93 4,56 7,46 1,45 11,29 7,18 4,66 8,03 1,40 1,03
Non
vulnerable
regions 20,76 13,80 5,22 12,83 1,62 18,50 15,52 5,93 14,53 1,27 1,27
Globally
vulnerable
Ne i
Men";’b regions (1) 15,84 7,60 3,16 8,14 1,05 11,44 9,74 3,52 9.45 121 161
Textile
s er «lregions** 11,53 7,89 3,49 7,75 1,49 9,85 11,91 5,65 10,44 0,94/ 1,58
tates Metal
regions** 20,60 10,65 4,51 10,99 1,87 14,46 12,96 4,67 12,17 1,19 1,58
Electr.
Regions** 20,74 10,50 5,38 10,64 1,95 16,85 11,67 5,16 11,27 1,49 1,30
NMS
average 17,17 11,40 4,69 10,88 1,58 14,45 13,91 5,75 12,75 1,13 1,39

Table 14.Unemployment rate according to the graduation lewel2000 and 2006.
* Eastern Germany non included (included in NMS)
** those regions could be included in (1)
Source: LFS 2006, Eurostat

This short analysis shows that our second hypathesinly partially confirmed.

On the one hand, the situation of the low qualifedot worse in vulnerable regions than in
other regions. How can be explained that low qigalifare not “vulnerable” in the most
vulnerable regions? First, globalization can algditst the low qualified people in the other
regions, specialized in non vulnerable sectorsatad growing up at the technological level.
Second, in many vulnerable regions, especially hadlian textile districts, unemployment
rates remain low, and the development of basidsEs\seems able to absorb most of the jobs
losses (this can equally be drawn from the cas#iesty Third, even in the most specialized
regions, vulnerable sectors represent only a moelshare of the employment as compared to
the services sector for example.

On the other hand, the situation of the low quadifivorkers has worsened more than average
in the vulnerable regions, yet to a moderate extamd with a high heterogeneity notably
related to the national regulations on the laboarket. This evolution could be explained by
the competition with low cost labour countrieshe tow qualified segments of production.

Main results of section 3.3

- Vulnerable regions do not significantly differ frorthe others in terms of
precariousness on the labour market.

- Vulnerable sectors eject more low qualified workibien the rest of the sector.

- We observe significant differences between thegygfevulnerable regions according
to their capacity to integrate low qualified workethe unemployment gap between
low qualified and highly qualified is very reducedtextile regions, but higher than
average in electr(on)ic regions.

64



The impact of globalisation and increased tradeidlisation on European regions
Final Report

Main results of chapter 3

- Sectoral vulnerability does not have a clear immaceconomic performances across the
European space, whether at national or regional.lev

- However, textile and metal specializations seenhmawe a negative impact on regional
performances while electr(on)ic regions perforntdyehan the average.

- The main result, regarding to what we expectechis $tudy, is that vulnerable regions
have very divergent performances, even when comsgléhe vulnerable specialization.
Chapter 4 is dedicated to the explanation of tlig$erences.

- Vulnerable regions do not differ significantly fortime others according to the social labour
market indicators. However, textile regions showbetter integration of low qualified
workers, contrary to electr(on)ic regions, whereegnation appears to be more difficult than
the average.
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4. Success factors of vulnerable regions

The previous chapter has highlighted the diversityperformances of vulnerable regions,

which are not hit in the same way by globalizaton showed important differences amongst
the sectors of vulnerability (textile, metal or &thec and optical equipment) in the way

regions specialised in these sectors react to ligaltian. At the same time, we have seen,
however, that sectoral structure in itself is nod@gh to explain the differences.

In order to provide politically useful conclusionse have to take a step further and try to
understand the origin of these differences, in oteards, to gain a deeper understanding of
the factors of success or failure of the vulnerabtgons.

To tackle this major issue, we use three compleangmhethods:
- a descriptive comparison of vulnerable and non emable regions on different
indicators often related to regional economic penfances (4.1);
- a statistical analysis putting into the fore theinmexplanatory factors of success at
regional level, in terms of employment, GVA andgurotivity growth (4.2) ;
- a qualitative analysis based on 16 case studiesdir to highlight qualitative factors
of success such as historical background or gowemstructures (4.3).

The results of these different analyses are thathsgised into a typology of regions at risk,
combining the sector-based vulnerability with thesnsitivity to this vulnerability (4.4).

4.1. Structural features of vulnerable regions

The objective of this part is to isolate some ptédly important factors explaining the
economic performances of regions. We only intente he evaluate whether vulnerable
regions differ from the others in terms of innowati qualification of the workforce and size
of enterprises.

From this general comparison of vulnerable and molmerable regions, it appears that
vulnerable regions do not clearly distinguish thelwss from the others on such important
variables such as innovation, productivity, or sifeenterprises (Tables 15 and 16). These
factors seem to depend more on the geographicabanvent in which regions are embedded
(EU or NMS; national contexts; surrounding regiotfs&dn on their potential vulnerability
itself.

However, when we consider the specialization ofrdggon, innovation indicators are very
discriminating (Table 15): textile regions are lgs®ductive and less innovative than the
average, Electric/onic regions are clearly abowe dlierage in terms of patents, R&D and
productivity, and metal regions are close to therage on all indicators. Once again, we find
that electric/onic regions are very specific andrehatructural features that make their
vulnerability ineffective: while the “electric anaptical equipment” sector is vulnerable for
the whole EU, the most specialized regions in $eistor are often not vulnerable because of
their specialization in the high technological segis of this sector. These differences
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between types of regions are strongly correlatetthéoglobal qualification of the workforce,
much higher in regions specialized in “electric aptical equipment” than in textile.

Moreover, there is a strong diversity inside thggees of regions. This diversity cannot be
reduced to a centre/periphery model, even if timsedsion is clearly present: innovation is

generally very low in NMS and Mediterranean regiddsvertheless, some peripheral regions
are nowadays very productive and innovative, maimlij¥orthern Europe and Ireland, while

some old industrial regions of the centre lack iratmns

As will be shown later in the analysis of the carglies, firm size can also play an important
role in shaping a region's development, often khké¢ the same time to the share of self-
employment. Textile regions are characterized byuegh smaller size of enterprises and a
higher share of self employed than electric/ongiaes (Table 16). It is interesting to note
that these smaller firm sizes concern the noniesectors, whereas in the textile sector
itself, these regions often have bigger enterprtisas average. In the metal regions, we also
observe a large firm size in the metal sector, evhil the other activities, the size of
enterprises is close to the average. So genemadigking, the specialization in a sector leads
to bigger enterprises in this sector. In the NM& picture is rather different since textile
regions have the biggest average size of entegpinsall sectors. However, this is essentially
due to the large, mainly foreign, firms presenRiomania, the country which concentrates
most of the textile regions. If we look at the figa by sector, it appears that enterprises are
bigger in textile regions whatever the sector, diilitmore in the textile activities themselves.
As for metal and electric/electronic regions, goises are bigger in the sector in which
regions are specialized.

The main features can be synthesized as follows:

- textile regions are less productive and innovatingn the average and, at least in EU-
15, have a smaller size of enterprises and highees of self-employed ;

- Electric/onic regions are much more productive emevative than other regions and
have much bigger enterprises, especially in thes&dtor;

- Metal regions show more average indicators. Howeiveterms of innovation, this
results from considerable differences between wttlistrial regions, not innovative,
and what we could call metal/electric regions, aghtite most innovative in Europe
(Finland, Southern Germany...). Metal regions do distinguish themselves by the
big size of enterprises in general, except in te¢ahsector itself.

Though useful, these analyses remain limited becthesy are purely descriptive and do not
take into account the geographical context, andabmrs which could hide behind apparent
similarities or differences between vulnerable oagiand the others. The next chapter will fill
this gap.
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Share of Share of low Share of high Labour. )
human degree in the ) degree in the productivity
patents per | share of active Share of medium active  |(GVA per
. resources in . X degree in the active| - :
10000 active . R&D in GDP] population ‘ ) population |employed) in
science and population (high ’
persons (%) (low secundary degree) (higher schoolfthe
technology secundary or University .
(%) degres) degree ) manufacturing
sector in 2004
Non vulnerable regions 2,3 23,4 1,9 29,03 42,63 28,34 58,5
Globally vulnerable
regions (1) 3,6 19,6 1,8 33,02 47,06 19,93 53,1
EU 15* [Textile regions** 1,7 15,4 1,1 42,89 39,12 17,98 47,6
Metal regions** 3,5 20,8 1,7 28,60 49,76 21,65 56,3
Electr. Regions** 55 24,8 25 23,41 52,71 23,88 64,3
EU-15 average 2,8 22,5 1,9 29,58 44,23 26,19 57,6
Non vulnerable regions 0,3 17,9 0,9 11,97 66,92 21,10 18,7
Globally vulnerable

New |regions (1) 0,2 15,4 0,6 14,11 71,95 13,94 14,1
Member [Textile regions** 0,1 16,0 0,6 18,31 63,28 18,41 10,3
States |Metal regions** 0,3 16,0 0,9 13,27 70,76 15,97 18,7
Electr. Regions** 0,9 19,5 1,3 11,33 68,80 19,88 24,6
NMS average 0,3 17,5 0,8 14,00 66,15 19,85 16,2

Table 15.Innovation and labour productivity in vulnerable athnon vulnerable regions.
Source Eurostat
Notes all calculations have been made on the base af®8 Hefinitions of vulnerable regions
* Eastern Germany non included (included in NMS)
** those regions could also be included in (1)

Size of entreprises (employed per entreprise) Share of self-
. . EIeCtrigal andlemployed in the
manuglclzturing Lzafr’ (Clil)(ghlljng) Metal (D)) quip;rl‘rf:Lts employement
o (%)
Non vulnerable regions 14,2 8,0 10,7 18,7 13,9
Globally vulnerable
regions (1) 14,4 10,6 13,0 17,9 18,0
EU 15* |Textile regions** 10,7 10,1 9,2 10,5 23,2
Metal regions** 16,6 11,4 15,4 18,3 15,1
Electr. Regions** 21,8 12,1 15,4 29,6 14,0
EU15 average 15,3 9,6 12,6 20,2 14,9
Non vulnerable regions 12,2 10,8 9,6 9,8 20,0
Globally vulnerable
New [regions (1) 14,8 22,3 9,3 16,8 16,7
Member [Textile regions** 24,9 37,6 15,6 28,5 20,4
States [Metal regions** 14,1 15,1 12,2 12,5 12,8
Electr. Regions** 15,0 19,9 8,3 24,0 11,2
NMS average 15,9 20,7 11,3 14,7 18,9

Table 16.Average size of enterprises (employed per enteg)ri;y the vulnerable

regions according to their main specialization, #004.
Sources and evaluatianRegional data on employment and number of erisaprare extracted from SBS
(Eurostat) for the year 2004; regional data havenbadjusted to national average size of enterpfiees the
“Annual enterprise statistics on industry and cargton” (Eurostat).
Notes all calculations are based on NUTS2 definitiohgwnerable regions
* Eastern Germany non included (included in NMS)
** those regions could be included in (1)
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4.2. Success factors of vulnerable regions through regression
analysis

Going a step further than the descriptive comparitsetween vulnerable and non-vulnerable
regions as well as between vulnerable regions enpttevious section, we present here the
results of a regression analysis which allows aenui@tailed view of the interactions between
factors and designates those variables which havagaificant relationship with the
performance of regions. In order to identify thedfcities of vulnerable regions, the same
regressions were run for all regions and for vidb&r regions only. We present here the
major results of this regression analysis, detadis be found in annex 4.2 of the annex 1
report. These regressions are based on two coratdiptes of thinking: the potential positive
strategies of regions identified in section 3.2 gaderal regional growth theory.

Successful strategies for vulnerable regions aleaat in a number of three: 1) an increase in
productivity in the same industrial sectors, thidougnovation 2) a rationalization of low
value added activities in favor of higher value edldctivities; 3) a sectoral reconversion.

Given data restrictions, we are unable to analyhéchvstrategy is the most successful.
However, from these three strategies, some of #peaed success factors of vulnerable
regions can be highlighted:
- innovation as a proxy for a strategy of productivity gains;
- composition of the labour fordghare of high value added functions), as a measiur
a rationalization of low value added functionsandur of higher ones;
- degree ofsectoral reconversignas an attempt to reorganize activities towards ne
sectors.

Based on regional growth theory (which obviouslyoaincludes the above factors, notably
innovation and human capital), other success facan be added:

- the degree ofegional specializationwhen specialization takes place in the most
successful sectors, it becomes a driver of growhihpugh multiplier effects on
consumption and income generated by an increasxport. In the same way, a
specialization in non-dynamic sectors can lock giore into a vicious cycle of
development;

- therelative geographical positiowis-a-vis other regions; regional economies being
open economies, highly integrated with one anottineiy growth patterns depend on
the dynamics of other regions, the weight of whabviously depends on their
distance;

- the settlement structure of a regiowhich can hide economies or diseconomies of
agglomeration once a region is characterized hgladgglomeration structure;

- European policies sustaining regional grovititough structural funds expenditures.

These success factors are tested on both vulneaatl@on-vulnerable regions, for different
performance indicators: employment, value addedpaaductivity dynamics are analyzed for
the total economic activities and for the industsector in particular. Table 17 reports the
results of the analysis on the factors that expaonomic and industrial dynamics.
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Summarizing the results (described in more detagnnex 4.2) we can conclude that general
success factors for regional dynamics are:

innovation;

share of high qualified workers;

structural funds;

regional specialization (only for industrial valadded and productivity growth);

PwpNPE

Interestingly enough, all these factors impact moneemployment growth rather than on
value added growth. The result of this is that nohgéhem is able to explain a positive
increase in labour productivity growth.

For what concerngdustrial dynamics in vulnerable regignhe main messages that can be
drawn from the analysis can be the following:
1) regional specialization penalizes industrial empient dynamics, but not value added
growth. For this reason, it is positively relatésbato productivity growth;
2) structural funds seem to be non-significant in akphg industrial employment
dynamics;
3) high value functions explain employment growth, bat productivity gains.
4) sectoral reconversion has a positive effect on strél productivity growth and
industrial added value growth;
5) sectoral reconversion appears as the only winrnagesg)y.

When focusing on the specificities of vulnerablgioes, we find that in vulnerable regions
success factors of total employment are not diffef®@m non vulnerable regions. Factors are
different when looking at industrial employment gth in that in vulnerable regions
innovation and structural funds are no longer $igamt, while regional specialization has a
negative effect. Analysing total value added grqvittlemerges that the main differences in
vulnerable regions with respect to non vulnerabtesolie in the non-significance of the
presence of high qualified workers, in the negadiffect of the relative geographical position
of regions, and in sectoral reconversion whichasifpvely related to the value added growth.
We find that factors explaining the differencedotal value added growth, explain also the
industrial value added dynamics, except for thatied geographical position of regions with
respect to other regions which plays a negative molboth vulnerable and non vulnerable
regions, and innovation which is not significanvirnerable regions.

The analysis on success factors repeated for ptiwdyshows that in vulnerable regions the
factors accounting for the total productivity growdlso explain the industrial productivity
growth, except for the relative geographical positdof regions which has on the latter a non
significant effect. Moreover, if only vulnerablegiens are considered, the main factors that
are different in explaining industrial productiviggowth with respect to the total productivity
growth are the non significance of spillover of \gtio and the positive impact of regional
specialisation.
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All regions Vulnerable regions only
Positive  Negative Non- | Positive  Negative Non-
' effects effects significant | effects effects significant
A total - innovation ; ' X ! X
employment '_- share of high qualified workers' X X
1 - structural fund. i X i X
' - regional specialization; ! X X
i - spillover of growth. X X
\_-sectoral reconversion , X , X
' - agglomeration economies ! X X
A total © - innovation ; | X : X
value added - share of high qualified workers; X : (0]
- structural fund. : X X
1 - regional specialization; . X
- spillover of growth. X 0
\_-sectoral reconversion : X 0o
' - agglomeration economies X '
A total i - innovation ; B X
productivity | - share of high qualified workers; X
i - structural fund. i X
- regional specialization; . X
- spillover of growth. X 0
| -sectoral reconversion . X o
' - agglomeration economies : X [}
Aindustrial 1 - innovation ; ' X '
employment |- share of high qualified workers; X ! X
i - structural fund. . X '
. - regional specialization; ' X
. - spillover of growth. i X
-sectoral reconversion . X .
- agglomeration economies X
Aindustrial :_- innovation ; ' X !
value added | - share of high qualified workers; X
i - structural fund. . X
' - regional specialization; ' X ' X
i - spillover of growth. i X i X
. -sectoral reconversion ' X
i - agglomeration economies i X
Aindustrial - innovation ; : X
productivity ! - share of high qualified workers; X
i - structural fund. | X
' - regional specialization; ' X ' X
i - spillover of growth. | X |
' -sectoral reconversion '
i - agglomeration economies
Legend: factors in italics and marked with 0 agplyulnerable regions only.

Table 17.Factors explaining the economic and industrial perimance of European
regions
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On the basis of these results and the typologyegional strategies presented in chapter 3,
the success strategies for regional dynamics casub@med up as follow:

1) an increase in productivity, through innovation:
For industrial sectors in vulnerable regions, irettn does not explain neither value added
growth nor employment growth, consequently it doed explain productivity growth.
Whether one considers the effect on total perfomaamnovation is again not significant in
explaining productivity growth and it is even oftdment for total productivity growth in non
vulnerable regions. In non vulnerable regions, Vation positively impacts on total
employment growth and total value added growthnegsing the implementation of both
product and process innovation.
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2) a rationalization of low value added activitigs favor of higher value added
activities:
The reconversion in favor of high value functiotoals maintaining or increasing both total
and industrial employment in non vulnerable regiaviereover, it has a positive effect on
total value added growth. In vulnerable regions tirategy does not affect the industrial
performances and it only influences positively tibtal employment growth.

3) a sectoral reconversion:
In non vulnerable regions this strategy never hastipe effect whilst it negatively affects
employment growth rates. It is interesting thatvuinerable regions sectoral reconversion
always has a positive and significant effect onugahdded and productivity, through a
decrease in employment dynamics. This shows thatlinerable regions the only winning
strategy for industrial sectors put in place isghetoral reconversion.
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4.3. Qualitative factors of success of vulnerable r  egions through
case studies

With the help of 16 case studies, we intend nowldepen our analysis to put into the fore
more qualitative factors of success based on ctecegional expertise. In particular, these
analyses should enable us to evaluate the impauistidrical and cultural backgrounds, the
restructuring process in the vulnerable sectoradimg on the ways in which firms act in the
new competitive environment, the global restructyirprocess for the whole region, as well
as governance factors that could have an impatitese processes.

The objective is to complement the systematic statical analysis of the previous section
in order to reinforce the main conclusions and to pprehend new types of factors of
success.

Our case studies have been selected in order toeetiee diversity of reactions in facing the
growing international competition (Table 18): wekdainto account metal, textile and

electric/onic regions; successful and non successdgions; a balanced geographical
distribution across EU-27. We also have to undertime huge diversity in the scales of the
case studies, which are not all restricted to dtadil/administrative areas but focus more on
functional homogeneous territories.

4.3.1. Main structural features of the vulnerable r  egions

On the basis of the results of the case studiegpragose to classify vulnerable regions by
some structural opposition which could explain thaosition in the European and world
markets. These structural features are of majomrmapce when trying to understand the
restructuring process and governance factors: pald private strategies can only build on
existing structures, something sometimes forgotbgn public policies. These structural
features can be synthesized as follows:

- most of, but not all, vulnerable regions basarthpecialization on dong term tradition

and know how;

- theendogenous aspect of econony related to the ownership structure of the firmst
mainly dominated by local capital or are big intronal firms the main driving force of the
regional economy ? This supposes very differemitéeial rootings of the economic actors
since local actors often do not act like globabes: while local actors could also off-shore
some segments of the production, they still mam@ammanding functions and qualified
segments of production within the region ; globetoes remain unchanged as long as the
factors of attractiveness are present (labour dssial reasons, know-how...). Marshallian
textile districts such as Herning or Prato aredgpof endogenous economies, while Western
Hungary and North-western Romania have their dgveént paths dominated by foreign
investments of big firms;

- the size of firms and/or establishmentgeflects very different processes of development.
The regions dominated by big firms strongly depepdn these, while networks of small and
medium enterprises are often a sign of dynamisnwey¥er, small and medium firms do not
always have the same capacity of R&D and innova®big firms. In general, textile regions
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are characterized by small and medium firms, wimétal regions have big firms at the heart
of their productive system;

- innovation and moving up in the value chains the main response to vulnerability but all
regions have not been able to produce such a resparhile Finnish regions appear very
innovative, it is certainly not the case for Westétungary or Northern Portugal. We will
however distinguish between innovations and teaygiochl skill. For example, to a certain
extent, we could consider some Marshallian texdistricts (Prato, Kortrijk area) as
innovative (marketing, ...) but with limited techngloal progress;

- innovation is clearly related to the existenceaaf entrepreneurial spirit (Schumpeter)
which, for example, leads people to create thein dwisiness (and others to see it in a
positive way) or entrepreneurs to find solutionsiév market configurations. The existence
or not of this entrepreneurship is strongly relatedhistorical factors (see for example
Bagnasco, 1997 for Italian textile districts).

These structural features have strong relationshigis each other, but are not necessarily
correlated.

On the basis of the main structural features anthefexpert views on their regions, we
produce a qualitative typology of vulnerable regiomable 17 synthesizes this classification,
and the next sections describe the process otiodsting in these different types of regions.

Case studies Main structural features

Tradition, endogenous,
small and medium firms,
entrepreneurial spirit,
innovative with limited
technologies

Kortrijk area, Prato,

Textile marshallian districts . .
Carpi, Herning

Liege, Ruhr, Tradition, big firms, low
Old industrial metal regions Asturias, entrepreneurial sprit,
Czestochowiskie medium technologies

High technologies, big firms
with subcontractors of low
and medium size,
entrepreneurial spirit

Oulu, Vaasa,
Toulouse area,
(Ivrea area)

Electric/onic innovative
regions

Norte Portugal,
Exogenous development Western Hungary,
regions North-West
Romania
Table 18.Classification of the case studies according to ttpealitative typologies and
main structural features.

Exogenous, low
technologies and
innovation, no tradition

Notes

Franche-Comté has not been classified becauseeonat diversity between the Jura (non textilejritits and
areas dominated by big firms in automotive or migtgdlistries.

The classification of Ivrea is far from evident base it certainly suffers from a lack of innovatamd from the
collapse of the main enterprise (Olivetti).

4.3.2. Marshallian textile districts  (Herning-lkast, Courtraisis, Prato, Carpi)

Marshallian districts are a very dynamic territbegstem characterized by a dense network
of interconnected and very specialized small andlinme enterprises, generally oriented
toward light industry (Colli, A., 1998). In most tfiem, we can identify from the literature

74



The impact of globalisation and increased tradeidlisation on European regions
Final Report

several common characteristics which could expthign emergence of such specific local
industrial network. Firstly, most of these distsi¢ttave a long tradition in the textile industry,
clearly anterior to the industrial revolution (simy in Carpi, line industry in Flanders,
knitting wool clothes in Herning, softening of wadbthes in Prato). Secondly, these regions
have built a dense network of small and medium raotenected enterprises using
subcontracting and building up strong informal tielas. These enterprises are thus fully
engaged in a complex dialectical process of cotioerand competition. This very flexible
organization is able to answer quickly to the cleaiige demand of the market. Finally, we
observe in most of these areas specific sociaufest notably what we could call an
interclassist “common agreement”. It means contyreéteat from the worker to the manager,
there is the same social and ideological frameweok.example, the “Kortrijk area” (south of
Western Flanders) is dominated by what could bieddhe social-Christian pillar, while in
Prato, the (ex)-communist hegemony guaranteesottial €ohesion even in business.

Restructuring process in the textile sector

From the beginning of their emergence, these distinave been able to strengthen their
initial success thanks to a process of rising entéthnological value chain of textile industry,
with innovations that could disperse through théirerregional industrial network. They
could consequently evolve to the most promisingreaygs of the textile, or even diversify in
other sectors strongly linked to the textile vallgain, such as metal production often
developed on the basis of textile machinery (Sehndtr, Vanier M., 1995).

The recent liberalization of trade in the clothamgd textile industries (Agreement on Textiles
and Clothing, Multifibre arrangement) produces @ meisis in all textile regions. Production
and employment have severely dropped and locakfinad to adapt to survive. We describe
here the strategies firms and regions have putiregn the most recent periods.

Firm strategies are to a certain extent similah#se different marshallian districts. They are
synthesized as follows for the Prato case studyhaéwe been observed with small differences
in all 4 regions:

“1) Production shift to higher level productione(ifinishing or technological textiles) and
integrate import of basic yarns or fabrics from éowost countries (Asia, North Africa or
East Europe). It supposes the off-shoring of tlnedoalified segments of production

2) Exploitation of niches through strong produatamation strategies (especially in design
and collections)

3) Move along the value chain, leaving the productind focus only on trade and services
4) Vertical integration and increase in size.” (Predge study in Annex 2)

These strategies, while often successful from thasf point of view, have not allowed
avoiding the crisis and its social consequencescddise, the textile decline is, to some
extent, exaggerated by the facts that some firmme haw been classified in other sectors than
textile (wholesale, services such as design), whidy are indeed still strongly connected to
the sector.

Regional restructuring and the role of public p@i&

In some areas, the diversification of the induki@onomy is already an old story. In the

Kortrijk area for example, where this process hasnbthe most accomplished, it took two

different directions: first, the development of etHight sectors in which big international
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groups were not interested (wood and furnitureefaample); moving up the value chain, for
example by the development of a mechanical industrythe Modena province, the same
processes could be observed. In West Jutland, seeradtice the development of furniture,
but an electronic industry is present, as well asne@wed production of windmills; the latter
activities have however no connection with theiahgpecialization in textile. Comparatively,
the Prato has shown a much weaker diversificatioiblsdndustrial base. However, services
have certainly absorbed most of the job losseshesd textile districts, where levels of
unemployment remain very low. As a matter of facthese areas without any important city,
high level services have gone through a rapid a@gwveént, mostly related to the industrial
cluster. for example, the local banks which tradlly financed the enterprises of the
district.

However, one should not exaggerate the developmkhigh level services and of high

technological industries: the textile districts Bm highly specialized in low or medium

technological industries. So, despite the restruwjuof the key-sectors and the economic
diversification, these districts have gone throagrelative decline regarding the European
and national average: this is particularly truethe Italian districts, while the Danish and
Belgian districts have been stagnating rather theanfining.

These real evolutions contrast with the persisengrepreneurial and innovation spirit we
observed in all these regions. Where does suchaal@acome from? We could say in a very
simple way that marshallian districts are not m@titan areas and, as a consequence, lack
what makes the success of the big cities. Mainky,can identify three major weaknesses in
the marshallian textile districts:
- the insufficient size of firms, notably in termsfofancial capacities and R&D, even
if recent evolutions have favoured the developnoéibigger firms;
- because of the small size of firms and speciabimati traditional sectors, the districts
are characterized by a relatively weak level of R&D
- finally, the diversification process is confrontedh the insufficient size of the
district, which can remain competitive only if higlspecialized.

In this context, what did public policies resul?PiAccording to the authors of the case study,
public policies have never been decisive in thessg of the marshallian districts. But, on the
other hand, we could argue that governance factmderstood in a broad sense, have been
decisive. This means success can be explainedfeyetit governance processes: cooperation
between economic actors, often institutionalizedsoaial consensus which makes every
worker a potential entrepreneur (at least in mied)stence of an education system strongly
connected to the needs of firms, notably throughdévelopment of training inside firms, and
public policies. In this context, public policieave naturally accompanied this success story,
yet never as their main driving force. To a certaxtent, we could consider that the textile
districts have accomplished a model of governancebfisiness, even in the objectives of
“clustering policies” aiming to create specializedmpetitive areas. However, we have to
notice it was possible only because of a specifitucal context created on a very long term
perspective and is certainly not easily replicablether contexts.

4.3.3. Old industrial metal regions  (Liege, Ruhr, Asturias, Czestochowskie)

Those old industrial regions have a common histprgcociously industrialized (second half
of the nineteenth century except in Czestochowsklgy constituted the heart of their
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respective industrial nation, before entering loray and structural crisis from the fifties. The
origin of industrialization is based on primarygesces, mainly coal and, to a lesser extent,
iron ore. On this basis, a strong basic metallusdyorn, sometimes based on traditional know
how in proto-industrial metallurgy (Ruhr, Liege} waell as diversified activities of fabricated
metal products. Czestochowskie evolved rather m@diffty: relatively marginal in the context
of industrial Silesia, major developments of heawustries —while not absent before- took
place after WWII, under the communist regime.

Against this common background, the crisis was gdrend the relative decline continued
during the 1995-2005 period. Simultaneously, unempkent remained considerable for
nearly three decades. The major causes of the gvesie common to the different regions, but
with a different timing:

- the sectoral crisis of coal as early as the 503,adirthe basic metal industry from the
70s. Due to the strong specialization in thoseasecthe sectoral crisis has become
here a regional crisis, especially from the 70ghwine deterioration of the global
economic context. To a certain extent, the Ruhneoy, because of its size, appears
to be more diversified than the other regions veefacusing on ;

- the domination of big firms, often external to ttegion or even the country, with the
notable exception of the Ruhr area, where firmsséitiein the hands of local capital.
In the other three regions, basic metal industrg wald by the state, which had
acquired it during the crisis, to big internatiofiains (Mittal in Asturias and in Liege,
Industrial group of Donbass in Czestochowskie). Tdek of local capitalism has
weakened the regional economies, because of tlenedof regional embeddedness
of the major actors;

- the weaknesses of high level services in thesatitadlly mono-industrial regions,
except, to some extent, in the Ruhr area. In nétizese areas, we find a metropolitan
area with international functions;

- the lack of entrepreneurship is also a generalufeatthe early and massive
salarization has completely destroyed the resembentrepreneurs (small artisans,
merchants, or even farmers);

- the poor image of the regions, because of deteeidriandscape, and sometimes the
bad reputation of the workforce.

The restructuring process and public interventions

The restructuring process of industrial activitissan old story in these regions, except in
Czestochowskie, where it suddenly began after dlepse of communism. Generally, it was
dictated by the evolution of the market, severadgliing from the seventies. Most of the
restructuring process has consisted in the progeesfosure of the least profitable activities
and in progresses in productivity, to the detrimehemployment. In this process, the state
and public bodies have in general played an imporale through nationalization (except in

the Ruhr) and early retirement. In this contextblpubodies were decision makers in the
whole restructuring process, lessened to some Elxyeimancial injections. Both trade unions

and public bodies favoured a relatively defenses&ructuring strategy, trying to maintain as
long as possible what could be maintained. Thiscpolvas probably the only possible

because of the specific balance of powers in thagiens. Moreover, it has limited the social
impact of the economic crisis.

At the same time, the diversification of economies been the main preoccupation of
regional policies. However, in these old industaedas, priority has often been given to the
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attraction of industrial firms by improving infrasttures and providing industrial parks
which have often multiplied rapidly from the 70sic8esses have generally been weak in this
process of economic diversification: big firms @ubtive...) were reluctant to invest in
those areas, in spite of the existence of a compsigecialized workforce (aeronautics in
Wallonia, machinery in the Ruhr and Asturias...) iom& specific activities. As a
consequence, deindustrialization was very fastRtbr areas and the province of Liege are
now less industrialized than the national averagele the specialization of Asturias in the
manufacturing industries is to be confronted wite tinder industrialized Spanish economy.
In Czestochowskie, the picture is rather differesihce the lateness of the restructuring
process has not yet erased the industrial spegifadithe region. As a result, old industrial
areas are now dominated by services activitieshmuhature of these differs from one region
to another, and only the Ruhr area has been aldeuvelop high level services. The existence
here of a local capitalism and the critical massthe$ multipolar metropolitan area have
certainly favoured this diversification through hitvel services.

The recent years have seen the acceleration oé@asipation/technological process in the
basic metal activities. Massive new investmentsalh regions focused on the latest
technologies and very specific segments of prodoctis a result of the new world context
with a growing demand of steel from emerging ecoesnespecially high quality products of
the European metal industry. However, the rececbvwery of the metal industry was not
reflected in an employment growth: at best, empleytrhas been maintained with a fast
growing production. Unemployment is still a majbiatienge for these regions.

New policies and governance structure

Traditional responses to the crisis in the old sidal areas focus on the physical
infrastructure, especially transport and industpatks. The rehabilitation of industrial areas
has been a priority for all these regions, givemltrge surfaces degraded. The expansion of
the education system has also been a main targéteskt policies, even if professional
training has remained very high and concentratedemiining professions. As a result, the
Ruhr expert notices that “all these long-term paogmes have led to an excellent
infrastructure, even when compared to other Eunopegions, but they all failed to create
new jobs in the secondary sector”. The same coalddd about the Liege and Asturias
provinces, but certainly not Czestochowskie in Rdla

Public policies and planning have followed the sgraths at least in the three old western
industrial areas. Special focus has been put onnfi@ajor fields:

- technology and innovation. For example, 13 cantifeenterprises and innovation have been
created in the industrial part of Asturias in teeant years, financed by local government and
European Union. What we could call cluster straediave been highly promoted in the Ruhr
area and the Liege province, focusing on followigtustries of metal rather than the metal
sector itself. In the Ruhr area, “the selectiorthafse ‘sunrise industries’ is based on criteria
like the impact on the employment market and thenemic structure, knowledge and
technology orientation or orientation on SME”: fra2007, it includes the sectors health,
nutrition, logistics, advanced materials, nano-,croiand bio-technologies, automotive,
machinery and plant engineering, synthetics, chaisiienvironmental technologies, energy,
IT, media and cultural economy;

- the education system and, in accordance withptieeedent objectives, the cooperation
between Universities and the regional firms;
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- entrepreneurship. The lack of entrepreneuriaitsigi a major concern of regional policies
which have tried in different ways to promote besis creation;

- unemployed people. Major evolutions have beendinelopment of further education for
low qualified unemployed ejected from industriesod@ammes of “entrepreneurship”
promotion were also aimed at this population.

However, major weaknesses are probably to be fonnthe more informal structures of
cooperation, notably because of the industrialctting dominated by big international firms.
To a certain extent, we could generalize the statémmade for the Ruhr area that “it has not
been enough to simply provide new areas for comiadeand industrial use or to build
technology centres without caring about the creatd new networks of firms, lines of
business and products.”

4.3.4. Innovative « electric and electronic » regio  ns (Oulu, Vaasa, Toulouse,
Ivrea)

Despite the specialization in a vulnerable sedhw,most specialized regions have performed
better in the “Electric and optical sector” thae tthers. Obviously, a concentration process
IS occurring in this sector, as shown in threeheftase studies — except Ivrea.

Oulu and Vaasa districts as well as the Toulousa &ave remarkably performed in high
technological industrial activities related to étenic or electric equipment and globally.
Despite the distance and the difference in scatk structure, some common features can
explain those performances:

- they are specialized in a globally growing secewmen if vulnerable to international
competition and rather weak in Europe ;

- those regions are characterize by a specific fisingcture, dominated by a few (or
one) big firms which are at the centre of a netwark different layers of
subcontracting firms, often of small or medium siEbeir dependency is tempered by
the local embeddedness of the firms and the neetthddknow how of the local firms.
In Toulouse, the dependency is however more acattybecause the aeronautics
firm Airbus is a giant whose location also resfiitan political decision: this sector is
by far the first client of the electronic indusirythe region. In Ivrea, the collapse of
the Olivetti firms has been a hard blow to the la@nomy; but it is interesting to
note that a real electronic district made of snaaldl medium enterprises has risen
from the Olivetti ashes. This proves that the regl&know how, originally initiated by
the big firm, the specialized education system @&odkforce are some major factors
that explain the maintaining of a competitive temlbgical sector despite the collapse
of the main enterprise initiating the cluster;

- high education level is certainly a decisive factbine Finnish districts benefit from
the general success of the national educationrmaysthile Toulouse is characterized
by the importance of its universities as well as High education level (the Midi-
Pyrénées is the second national pole for educatioiresearch). In all cases, the local
education system provides a specialized workfavdedal enterprises;

- Policies have been decisive in these regional sscs®ries - and not only through the
education system -, yet in very different ways inl&d and in the Toulouse urban
area. In Oulu, “the Triple Helix cooperation beémethe university, business and
public sector in electronics, ICT and electric-teth industries has played a
fundamental role”. The Triple Helix practice wasplemented as early as the 1950s.
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“The cooperation intensified in the 1970s and 1980& development of technology
was supported also by the local authorities. In219Be first technology park of the
Nordic Countries was established in Oulu. SoonJdbal authorities proclaimed Oulu
as the technology city and a state research cemseopened... The 1990s witnessed a
rapid transformation. Nationally designed regioaatl innovation policies supported
the growth and internationalization in electron&sd clustered globally relevant
technologies. The Faculty of Technology in Ouluvgreery fast and provided skilled
labour to Nokia mobile phone R&D.” In Midi-Pyréneespecially Toulouse, decisive
public intervention came from the national stateeathan local governance structure,
especially through decentralization process from @0s, which made Toulouse the
aeronautics pole in France and later in Europe.nvde, regional know how and a
good education system have also favoured the tcati new national (cancéropdle)
or European programmes (Galileo).

However, because of their high connection with doriarkets, these regions could still be
considered as vulnerable. The collapse of Oliwetthe centre of the Ivrea district during the
90s has had economic impacts for years. More aabllgnthe regions are very dependent on
the state of the markets: they all deeply suffemfithe 2000-2003 crisis in new technologies;
the electronic industries in the Toulouse urbam @ very dependent on the Airbus wealth
facing a difficult competition with Boeing. Over ish period, big Finnish enterprises,

especially Nokia, accelerated the process of derat@n, mainly of the lowest segments of
production (but not only since even R&D has beewveliped on the Asian markets). This

delocalization process had social consequencabkddow qualified labour.

4.3.5. Exogenous development regions (Western Hungary, North-Western
Romania, Northern Portugal)

The name of the type refers to the importance fsiwa foreign investments during a certain
period in a specific sector, which makes the dgwelkent of those regions dependent on big or
medium-sized transnational firms. The attractionfakign investments relies most of the
time on some comparative advantages:

- low wages, or good quality/price ratio of the wankfe;

- tradition which explains the presence of existifants bought by foreign firms;

- good location according to the investors and/omtiagn markets.
The quality/price ratio of the workforce seems &the most attractive factor for the labour
intensive activities developed in these regions.

However, these regions follow three different depetent paths and have attained different
levels of development nowadays.

Norte Portugal is a traditional textile area. Hoaevrom the 80s, foreign investments, with
the entry in the EU, have accelerated the develapwiethe clothing and footwear industry,
while textile was declining. The crisis in textiledustry from the late 90s explains a part of
the blocking of the catching up process. Yet, thlative decline of the Porto metropolitan
area, in comparison with Lisboa in terms of commmagdunctions for example, also played a
role in this relative decline of Northern Portugabntrary to traditional marshallian districts,
the model of small enterprises was associated avitigh outside dependence (most of the
firms are subcontractors of foreign firms), andaagsult, the firms network is not controlled
by local firms. Despite these unfavourable factesmme signs of diversification exist. In the
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case of manufacturing, we can observe the developaielectric and automotiviedustries.
Simultaneously, services developed but, as alremdytioned, high level services are
increasingly located in Lisboa, whereas tourist ellgwments mainly benefit Southern
Portugal.

To a certain extent, both Eastern regions followleel same path: high attractiveness for
foreign investments followed by a decrease of coatpee advantages, especially regarding
the cost of labour.

In Western Hungary, massive investments in thetreleic industry have been favoured by
the location near the Western market. Western nsgad Hungary were the first destination
for massive investments in the labour intensivensags of production of the biggest
electronic transnational firms (Siemens, PhilipBML..): cheap and relatively qualified
labour has been a decisive factor, with the prayirof West European markets. However,
tax exemptions, the main policy accompanying thigcess, progressively came to an end,
notably with the entry in the EU. These investmeatplain the rapid development of
Western Hungary: Nyugat-Dunantul has levelled upmfr52 to 62% of the GDP/inhab.
European average, while the rural region of Dél-&hidl stagnated around 42 to 44% of this
average. From 2004, we observe a slowdown of tllisgss but also relocations of industrial
establishments outside the region. The initial carafive advantages progressively vanished,
especially for the lowest qualified segments: laldlmecame more expensive, the proximity to
Western markets less decisive, and tax exemptioreda an end. Relocations are observed
towards Eastern Hungary, Romania and mainly Easisia. If the remaining production
process has been upgraded, these “developments and@matic situation in some smaller
towns in Transdanubia, where the only job oppotyunvas provided by the leaving
electronics plants”.

The same process has affected north-western Ronvelndgie textile developed from the late
nineties, due to foreign investments, especialynfritalian firms. During the recent years
(from the end of the 90s), growth has been higiénregion, but from a very low level (24 to
34% of the European average), that is to say thne $@ce as the average growth of Romania,
but rather faster than Eastern regions of Romdttav can the recent years of growth in
North-western Romania be explained? As for Weskungary, yet some years later, the
western location inside Romania explains that #ggon became a privileged destination for
foreign investments. However, these investmentientextile industry rely on a much more
underdeveloped economy with less qualified workéothan in the Hungarian situation.
Moreover, after some years of boom, the textileleeyadready seemed to come to an end
around 2004-2005: the cycle was even shorter thhat was observed in the electronic
industry in Western Hungary. The causes are sirtoléinose in Western Hungary: end of tax
exemptions, more expensive labour in those segn@ngoduction compared to Eastern
Asia, which attracts most of the recent investmertsvever, it seems that a new cycle has
taken over in the region, with the concentratiorfasgign investments in the low qualified
segments of the electric and electronic equipments.

As a conclusion foreign investments have been the major factateselopment in all those

regions, which have known significant growths ieithperiod of major attractiveness. To a

certain extent, these regions have been for aitintike benefiting group of globalization in

the vulnerable sectors, by attracting delocalizatether than suffering from it. However, this

very dependent model of development quickly camartcend when the initial factors of

success disappeared, especially when the workfmecame too expensive. This in-between
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situation characterizes Northern Portugal, unablesustain an endogenous technological
development or to attract high technologies, bigaaly too expensive to attract new investors
in the low qualified segments. Western Hungary seeale to upgrade the production
process, though still in a very dependent way. Harethe region has already locally
suffered from relocations of low qualified segmenits North-Western Romania, it is

probably too early to see if the regions will sbiénefit from foreign investments after the
apparent end of the “textile cycle”.

4.3.6. Conclusions

From the analysis of the case study regions, skfarars of success related directly to firms
emerge.

First, the sector of activity is decisive: whilextiee regions are suffering from the growing
international competition, despite their positianinn technological segments or in
commanding functions, electronic regions beneétrfra growing world demand, even if the
regions have to abandon the low technological setgné&econd, the size of firms is an
important element. Big firms certainly suppose oegi dependency, but small and medium
enterprises sometimes suffer from insufficient ficial capacity and R&D. Of course, to a
certain extent, the existence of networking andabokation between firms is a considerable
factor of success -and could compensate for theffioent size of enterprises in some
regions- , notably because it allows the diffusaintechnologies, but also for commercial
penetration strategies. In the literature, but afsthe case studies, marshallian districts are
often seen as the epitome of collaboration, bubregwith big firms can also obtain efficient
networks of enterprises through chains of subcotitrg. Finally, the firms’ embeddedness as
well as the endogeneity of development also plagigaificant role in facing structural
change. For example, exogenous big firms in Eadkemope (Western Hungary, North-
Eastern Romania) are clearly not embedded in tbasinial tissue of the region. This is
certainly not the case of Nokia in Northern Finlamdhich depends upon the technological
skill of the local industry as much as the localustry depends on Nokia. Another example is
illustrated by the difference between big metainrof the Ruhr, clearly embedded in the
area, and big transnational firms controlling metetivities in the Liege or Asturias areas:
when the first decide to abandon some industriginemts, something remains inside the area,
especially the highest functions, while it is nlo¢ ttase for the second. Marshallian districts
also show this opposition: “weak marshallian di#i, such as Norte Portugal or Jura
districts of Franche-Comte, are suffering from tingportance of external capital and
consequent insufficiencies of local know-how, while the most successful marshallian
districts (Herning, Kortrijk area, Prato), stratedunctions do not leave the region. In any
case the origin of capital does not seem the decisictor, since even foreign firms do not
easily leave a region which remains attractiveeims of structural characteristics.

This leads us to a second range of success faglated to the structural context in which

firms are embedded. The quality of the workforce isentral element to keep investors, at
least in the high segments of production. It suppas good education system and in many
cases a connection between the education andutistil research system and the industrial
network. Too much specialization of the educatigsteam is however a potential problem

when the sector is in crisis. Labour costs have béen an important factor of attractiveness
but certainly not of embededness, since the firamsleave as soon as they find lower labour

costs somewhere else. Another contextual factsuotess is the entrepreneurial spirit, whose
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historical origins are not easy to apprehend. Sushirit, combined with a local know how,
has for example limited the consequences of thee@iicollapse in Ivrea. This factor clearly
differentiates old metal regions and textile maligdra districts: in the first type of regions,
the precocious attraction of workforce in the mgnand metal industries has destroyed the
reservoir of entrepreneurship of small merchantsatisans.

Of course, this is not an exhaustive list of swuait factors of success in vulnerable regions,
but a selection of those most frequently mentidmgtbcal experts.

In this context, what have been the public poli@ed which impacts did they produce on the
regional welfare?

We could first mention regional policies which wdesoured all over Europe. They have
been implemented to create favourable conditionseé@nomic growth and to improve the
regional environment in which firms are acting. Theus on education characterizes such
policies, at least in recent years. Finland, beeaisigh general performances in education,
and Toulouse, because of the concentration of é&duacatructures, are clearly two cases
where this factor has led to economic success. Memvéhe way it has been implemented,
and the impacts on the regional welfare are cdytdi@yond the framework of this study. The
promotion of institutional research and the collahon between Universities and local
industry is another example of structural poliges in place all over the regions, for example
through the promotion of spin-off or technologicahtres. However, one could hardly say if
the success in Northern Finland or Toulouse coeldcexplained by such policies, or if this
collaboration results from general positive dynanithe accent on entrepreneurship is also a
common feature, especially in the old heavy indaistregions, but with little success,
especially when programmes focus on the most valiempopulation.

More precisely, almost all these vulnerable regiptace their industrial policies in the
“cluster paradigm”. The will is to create a crifiomass in some sectors or segments of
production mainly through the development of sraall medium enterprises, the promotion
of collaboration and networking between them arelithprovement of the connection with
the education research institutional system, wWithitlea that the critical mass gained helps to
remain competitive through the diffusion of innawat To a certain extent, local and regional
policies try to promote what the marshallian dcttrialready offer, generally without any
decisive public intervention. Old industrial reggoand Franche-Comté clearly demonstrate
how these policies are limited by structural obstssuch as the lack of entrepreneurship or
the external dependence. Moreover, despite thetevitbncentrate on some specific sectors,
the reality is often different and the human resesrand financial means are too often
scattered, as can observed in the Ruhr or in Wallon

However, in some of the successful regions, pulditerventions, thanks to direct
investments, have been decisive, like in NorthamtaRd and the Toulouse area — yet a bit
less in the first case. The promotion of Oulou atechnology city, proclaimed by local
authorities, was concretely supported by the Natiagtate. Toulouse has been politically
chosen as the main aeronautics pole in France amdp& and has produced a strong
technological cluster related to this activity, doned with investments in education. The
locational decision of public powers has also bieeoured by structural features, such as a
good environment and level of education. Its re&dyi (within the national context) lagging
nature also helped create positive structural feaais the region had no negative heritage of
heavy industrial or other declining structures.afiy) it has created long term development
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and a local know how which makes very unlikely teparture of the major firms, even if
certain segments of production could be off-sho@fdcourse, these successes are not easily
reproducible: first, they build partially on strucal features; second, large public investments
are limited.

4.4 Typology of vulnerable regions according to ris k

In this chapter, we showed that vulnerable regimmge very divergent performances and do
not constitute a homogeneous group of regions. #e Iput into the fore by qualitative and
quantitative methods some important factors to a&Rrplthese performances related to
innovation, entrepreneurship, sectoral structuré @ualification of the workforce. Indeed,
some regions defined as potentially vulnerable beeaf their specialization in vulnerable
sectors are in fact not at risk, due to their stnad assets: good education level, high
technologies, high level services or entreprengpirsh

The objective is thus to produce a typology of eustble regions according to these main
structural assets to evaluate the real risk indhegions.

We base our typology on seven indicators assoctatdlde success of vulnerable regions in
the preceding sections (Table 19). In a second, st&p synthesize these indicators by
principal components analysis (PCA)n a final step, we make an attempt of classifyting
vulnerable regions according to the main structsuaicess features synthesized by the three
first components of the PCA.

Figure 17 shows the result of the typology andrtfan structural features of each type are
synthesized in table 20.

Type 1 is the most important in terms of populatod number of regions. It is an average
type with a relative internal heterogeneity. Mostilee regions are located in core or semi-
peripheral parts of Europe, but it also includespgberal metropolitan areas such as Sofia and
Bucarest (as well as Estonia and Lithuania). Thain structural feature is that these are
industrial regions, mostly specialized in metal aelkhted industries and with weaknesses in
the high level services. Since this type is the tnaldgersified, it could have been divided;
however, it seems that most of the internal diwersannot be easily apprehended by our
indicators. All other types show clear structuratterns.

Type 2 groups together most of the eastern vulheredgions, except Slovakian regions,
Western Hungary and metropolitan areas (includmg Baltic countries where data is not

regionalised). They mostly include textile regiohsit this type transcends sectoral
specialization to include nearly all Eastern vudide regions. Their main characteristics are
associated with structural weaknesses in high Isggelices, - which are in Eastern Europe
mostly concentrated in the capital regions-, irhtetogical level and level of education.

They also show weak entrepreneurship associatdd reiatively large firms, even though

textile specialization is often related too smatink. The latter indicators confirm the

exogenous development of these regions. We couldider these regions regions at risk
because the exogenous development is associatad tmst production.

'8 For methodological aspects, please refer to anhthe section 4.4.
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Type 3 is the strongest type and should not beideresd as at risk: these regions reach high
technological levels, with a high share of hightjueated active persons and of high level
services. Despite the high average size of ensagrithe entrepreneurship indicator is not
bad, similar to the European average. It conceramlyn electric/onic regions of Southern
Germany and Finland, but also southern IrelandBtmsk Country, and Berlin.

Type 4 is a weak variant of the precedent typeriyeaxclusively present in Germany,
including old industrial regions of the Ruhr andr8aas well as one French region (Franche-
Comté). Their specialization is equally in metadl @&hectric and optical equipment. Compared
to the previous type, they mainly show weaknessdsigh level services, notably because
they do not include major cities. The share of yighducated is also weak in these central
and still very industrial regions. The average sizenterprises is even bigger than in type 3.

Type 5 is mainly associated with metal and textidustries. The regions in this type show
some weaknesses related to a relatively low shiahgyb level services and highly educated
people, as well as a moderate technological ldaethese regions, we could argue that the
risk is associated to the persistence of relatil@ly qualified segments of production which

are in competition with lower cost regions. Howevttre metal regions of northern and

central Italy are still specialized in strong inttigd sectors, such as machinery or certain
segments of metallic industry. This is why we coaldjue that, inside this type, textile

regions are more threatened than metallic onestegth of type 5 is related to the high level
of entrepreneurship mostly dominated by local edigith but we have to say that it is also
associated with small firms which are limited irithcapacity to reach higher technological
level.

Compared to the previous type, type 6 is much wedkey are mostly specialized in textile
and low level services; technological level is guiteak, similar to Eastern Europe; the share
of lowly educated is very high. These Mediterraneagions are typically the “in-between
regions” because they are unable to either compittelow cost regions, of Eastern Europe
and extra-European countries, or to move up in tédwhnological level. They could be
considered declining type at risk.

Finally the three vulnerable Slovak regions ardaigal from the rest of European regions
mainly because of the very high size of enterpyisetably in electronic and metal industries
(and not textile) as well as the very low shardoofly educated people. Other indicators
show the same weaknesses than the other Easteerafile regions.

Given these strong structural differences among vokrable regions, it appears thus
necessary to take them into account in the elaborian of any policies.
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Indicators Synthetic indicator Source
Sectoral structure at Corr;r;(;nlze)ztnsdl Zln dz
NACE digit-1 level Pal  |GEAT matrix
Sectoral structure g . component analysis
(with industries 2004
o on the sectoral
subdivided)
structure
Patents per inhab., LFS,
. R&D in reglonal GDP Component 1 of PCA Regional
Technological level Share of scientific - data of
. . on the four indicators
personal, industrial Eurostat
productivity 2006
Education level Share of high and Iow_graduated level of LES 2006
education
. . Average size of Standardized size of Eurostat
Size of entreprises . :
entreprises by sector entreprises 2004
Entrepreneurship Share of independants with employees in the LES 2006
total work force

Table 19.Indicators of the typology according to the mainndéensions of regional
success
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© 1 for the boundaries

Types

[ Type 1. Average type

[ Type 2. Risky Eastern type benefitting from delocalization

I Type 3. Non risky type because of their technological advance

[ Type 4. Limited risk despite structural weaknesses

[ Type 5. Mediterranean type with limited risk. Strong entrepreneurship.
[ Type 6. Mediterranean risky type.

[ Type 7. Slovak type.

[_1 Non vulnerable regions

Main specialization
in vulnerable sectors
» Textile (DB & DC)
% Metal. (DJ)
© Electronic and optical equipment (DL)

Figure 17. Typology of vulnerable regions accordimg the structural features
related to success.

Share of the Number | Number g:g:::;gg Economic | Economic Share of Share of Standardized
total EU-27 | Number | of Textile| of Metal ontical structure- | structure - |Share of lo high Technologic|independant| size of
active of regions| regions | regions P component | component | graduated 9 al level s with N
population (DB-DC) ©J) equipment 1* o graduated employees entreprises
regions (DL)
11,2 33 12| 22 8 0,94 0,29 22,0 25,1 -0,093 4,0 1,39

Type 7 1,0 1,26 -0,42 7,9 13,3 -1,260 3.4 4,62
All

Vulnerale

regions 41,9 101 45 52| 38| 0,50 0,61 26,1 21,7 -0,034 4,8 1,16
Non

vulnerable

regions 58,1 153 - - - -0,32 -0,39 25,7 26,8 0,025 4,4 0,85
EU-27 100,0 254 0 0 0 0 0 25,9 24,6 0,000 4,6 1,00

Table 20.Structural features of the different types of vulrable regions

* negative scores are associated to high sharegbflavel services; ** positive scores are asseddab high share of medium and high
technological industries and negative scores tb bitare of agriculture and/or basic services
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Main results of chapter 4: synthesis of qualitativeand quantitative analysis

The following factors of success have been higldidhoy the analyses in this chapter. While
some of them are specific to vulnerable regiors nlost important seem to be common in
vulnerable and non vulnerable regions.

Innovation is certainly a major reason of success in Europegions. Qualitative analyses
give some indications as to which factors allow eaegions to be more innovative:good
education system and a strong collaboration betweepublic powers, universities and
enterprises However, these elements are not sufficient. Gagecstudies in Finland and
Midi-Pyrenees put forward that the long duratiortto$ collaboration as well as the intensity
of public interventions have been decisive. B size of enterprises also seems to play an
important role. On the one hand, networks of small and mediurarprises do not always
seem to be able to invest enough in R&D and tolrélae necessary level of innovation. On
the other hand, big (successful) enterprises seemplay a positive role thanks to their
capacity to invest in R&D, but only if they canyean a network of small and medium local
subcontracting enterprises, which allows a real estdbdness of the big enterprises in the
regional industrial tissue.

This leads to the second success fa@ntrepreneurship. It is important to notice that this
factor mostly plays a positive role in terms of éoyment growth rather than added value.
How can this be interpreted in the light of theecagidies? Entrepreneurship has been put to
the fore by all case studies on textile marshalliestricts: on the one hand, it certainly allows
maintaining a high level of employment despite jtitelosses in the manufacturing sector, as
well as a very low level of unemployment due togfrent individual reconversion as self
employed; on the other hand, we have seen theslmhismall entrepreneurship when it comes
to innovation, and consequently added value orymstivity growth. But, as illustrated by old
metal industrial regions, a lack of entrepreneyrsain represent a real obstacle to economic
diversification and can partially explain the highel of unemployment. However, evidences
from the case studies suggest that public bodies lidle margin with respect to this factor
since it sometimes depends on long term culturgkdpaunds.

Concerningregional specialization quantitative analyses do not provide evidencea of
univocal impact on regional performances. Our asedyhave shown the importance of the
sectoral specialization: for example, electric/omégions perform better than the other
vulnerable regions. We can find two sets of readonghis: first, the sector itself is an
expanding one, contrary to textile for example;osel; specialization in electric and optical
equipment corresponds to specific regional strestunotably high level of technology.
Finally, as far apublic policies are concerned, quantitative analysis has showitiyobut

not systematic effects of structural funds, whetbascase studies highlight thatblic

policies can have an effect on contextual factors favour the local or regional
embeddedness of firmslin this framework, case studies have demonsttagdnportance of
past and current education and research policialt successful regions. Cluster policies
certainly show some limits as soon as they conaentnly on small and medium firms. Big
firms are also sometimes associated to successfidns.

On the basis of these conclusions, we proposedoyy of regionsat risk as opposed to
vulnerable. This clearly shows that only a subset of thoggores identified on the grounds of
their sector structure actually are likely to suffem globalisation, which is important to

take into account in any prospective policy analysi
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5. Prospective analysis: regions at risk

The previous chapters have analysed the past lmehasfi regions in light of their specialisation in
those sectors deemed vulnerable based on their gvadtition. These analyses have allowed
highlighting the fact that it is mostly generic fas that determine the actual risk a region faces,
more than its sectoral structure, although thedatbes play a role.

Understanding these past evolutions and the lessohe learned from them is a necessary step
towards the elaboration of adequate policies. Hawew is not sufficient as policy, by definition,
targets the future. It is, therefore, necessadeteelop foresight in order to gain a vision of ploles
evolutions and their consequences. It is not sohmauguestion of prediction, as this would be
impossible, but more of raising awareness abouesainthe factors that might make a difference in
the future and to attempt to identify some of thegible levers for policy to influence these fastor

This chapter presents such an attempt at foresigtded on mind games concerning possible
strategies of different relevant actors which drentfed into a quantitative model to simulate the
consequences of these strategies for Europe’'snegis highlighted in the introduction to the
report, we do not propose a crystal ball approagbrédict which sectors will be vulnerable in the
future, but rather a focus on which types of regiaefined, amongst others, on the basis of their
sectoral structure) might win or lose depending@eries of hypotheses at the start.

We begin by presenting the general assumptionshwhicthe basis for the hypotheses upon which
the scenarios are built (5.1) to then go on andrdes the actual scenarios (5.2). Section 5.3
presents the results of these scenarios, includmgnalysis on the basis of the risk typology of
chapter 4. We then highlight some of the drivingcés behind these results (5.4) before we
summarise the main findings (5.5).

5.1. General scenario assumptions

Quali-quantitative scenarios on possible futureratitive growth patterns in Europe are presented
in this part of the report, in order to highlighegions at risk under the different scenarios
assumptions. Based on the MASST model, developedhbyPolitecnico of Milan under the
ESPON 3.2 Spatial Scenarios project and revisedhisrproject, the intention isot to provide
precise estimates of future GDP levels, and GDRviraates, but rather to highlighiie main
tendenciesmajor adjustmentso change, relative behavioural pathisat will be at work, given
some conditional assumptions about possible glediabn patterns that may occur in the next 10 to
12 years. The basic structure of MASST is presemi@bx 1. Details of the scenario methodology
and of the MASST model are described in detail&\ppendices 5.1 and 5.2 respectively. In this
part, we will concentrate on the scenario buildngthodology and on the scenario description we
would like to develop in details for this project.
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Box 1. The structure of the MASST model

To produce scenarios for this project the new varsif the MASST model (Capello and Fratesi, 2088
used.

As in the first version of MASST (Capello, 2007kpello et al., 2008), also in this version regiagraiwth
is the sum of two components: the national growith @ regional differential shift, where the fornmeainly
takes account of demand effects, whereas the taiteiders mainly supply-side effects. Regionainginois
hence given by the following equation:

AY, =AYy +srON 1)

In this box, described is the aggregate structiitdae new model, where an expanded role is ateibuod
sectoral, social and international variables, lastilated in Figure 17. For details, the readerreder to the
Annex.

As already mentioned, the final economic effectegated by MASST is regional growth as the sum
national component of regional growth and a redidiféerential component (Figure 1 in the middle).

The national component is on the left side. Théonat block is specified as a “standard” macro nidde
each of the 27 European Union countries. With ‘Bé&ad” we refer to the type of structural mac
econometric models that were extensively usedenl®70s and 1980s by many Governments and Ceg
Banks as programming and policy devising tools.réhe& however, a major difference with respeattteer
full fledged macro models: only the goods and sewimarket is specified in MASST, and prices, wa
interest rates and exchange rates are taken a®rexag) variables. Although this may be considere
limitation of MASST, the fairly simplified macro ndel that we use fulfills our need to focus all ¢
attention on the determination of real growth airection of all those variables that are, in fagmbjicy
instruments (interest rates, exchange rates, dsawajovernment expenditures) or policy targeteh{sas
inflation).

Taken into account in the national block are thgiamal growth effects of national macroeconor
variables: for instance the components of aggreG&®, i.e. internal consumption, investments, ingA

exports and public expenditure. This last one ésdhly exogenous variable in the macroeconomic qfart

the model, being left for scenario assumptions. ke other macroeconomic GDP components

of a

ro-
ntral

nes

d a
ur

nic
r

are

endogenous and determined by mechanisms which airdyniKeynesian and demand side, but which also

have some supply-side aspects. GDP growth positivéluences internal consumption, investments

imports. Interest rates negatively influence theomal investments. Productivity, by contrast, hgsositive
influence on investments and also a positive imftigeon national exports. Foreign direct investmérbd)

have a positive influence on total investments alst, because they are attractors of semi-manuéit
goods, on imports. A higher inflation rate, owing its effects on the relative prices of domestid

imported goods, increases imports and decreasestexpor the same reason, a devaluation of theénabr
exchange rate decreases imports and increasessxpor

Export growth rates are made explicitly dependenth@ growth of the external world, in particular e
growth of the most important extra-European tradentries, the USA, Japan, and the BRICs coun
(Brazil, Russia, India and China), with the laggeoup expected to become more important in thedutu

Depicted on the right of Figure 17 is the regiotiffierential component of new MASST. Consistentligha
Equation 1, this is estimated as a shift of redignawth from national growth, and this shift ispgedent on
five main components, of which two are exogenouktaree endogenous.

The first component is theectoral componentemployment growth in respectively manufacturing

and

tu

ries

services is endogenous, being modelled in two mdiffeequations.
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The sectoral component is explicitly modelled sdoagke account of both the industrial mix and ititea-
sectoral differential effects of a traditional s$tghare analysis. In this way, it is possible tasgr intra-
sectoral productivity effects. The increasing/dasmeg returns to scale within a certain sectorjntia-
sectoral productivity effects, are measured byrtiqudarly efficient performance of that sector.

This is captured by the link between the degrespetialisation (or its variation) in a particul&csr in a
region; a certain industrial specialisation progidadvantages/disadvantages to absolute indu
employment dynamics. Specialisation is measuresligir a location quotient (LQ) traditionally calcield

as the share of employment (or value added) inr@ineindustryi in regionr on total employment with
respect to the share of employment (or value adihethje same industry at the European level. Mozegv

increasing/decreasing returns may also be dueetprissence of value added functions of that séctibrat
region, measured in terms of share of employeeagatgin high or low professions.

In the simulation part of the model, for both indlizd and tertiary growth rates, through a decontjos it
is possible to introduce the increase of total #tdal (or tertiary) employment in a region duedo
exogenous increase in the European employment groate in a certain sector, taking into account
specialisation of the region in the sector andvik@ght of the sector on total European total atiéisi In the
logic of a shift-share analysis, this represenésréal MIX effect.

strial

the

The second main componentimser-sectoral productivitythis component is exogenous and is intended to

measure the difference in regional productivitytwithstanding the same sectoral specialization. thisr
reason, considered here are factors which are t@éw affect productivity in every sector: innavahess
(detected by human resources in science and teady)pbccessibility (measured in terms of infrastinge),
different value added functions (captured by ddfer skills of the workforce) and energy resou
availability.

The third component is threocial componersis measured by the regional level of trust, whioslesion has
been made possible by the availability of datdnanEuropean Value Survey Database.

The fourth component is theemographic componenPopulation growth is needed in the MASST

rce

for

computation of per capita GDP, but it is not expddio have important GDP growth effects on Europgean

regions, where it is inserted more as a correafopossible bias. Population growth is made to ddpen
exogenous birth and death rates, and on endogenmuations which, as in the previous version of

the

model, are dependent on (exogenous) unemploymesg aad settlement structures and on the diffedenti

GDP of regions, which is obviously pre-determingdttee model (i.e. it is an outcome from the presi
simulation run of the model).

The fifth component is thepatial and territorial structureThis is characteristic of the MASST model 4
involves spillovers differentiated on regional kstient structure typologies and territorial dummies

The last important aspect of Figure 17 to be pdimtgt is the dotted arrow which links regional eliéntial
components to macroeconomic national elements.hAsMASST model is a top-down and bottom
model, the top-down element of regional growthlé&ady due to the national component of regionaingh.
The bottom-up element conversely depends on thetliat regional competitiveness is assumed to &
consumption and investments at national level eubh respectively a Keynesian multiplier and
accelerator mechanism - so that the regional sutbeimmot only distributes national growth among oegi
but is also able to boost national growth whenaegiare virtuous. This is achieved in the simula
algorithm extensively explained in Capello et aD{8).

nd

fec
an

(0]
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[ Submodel 1: National component
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Two scenarios are built according to two oppositatsgies that the emerging countries can
put in place: a more risky, and probably more esparary strategy based on the willingness
to compete on a world scale by undertaking strond decisive internal restructuring,
reconverting and modernising processes, competingew sectors, both high and low value
added sectors, that are at present not highly wedbin a strong competition. The second
strategy is a more protective strategy whereby BRI@force present tendencies (Figure 19),
and therefore where sectors already highly vulderabday will be strongly affected. A
comparison on future opportunities and risks ofwdlo for European regions will be
investigated.

PRICE COMPETITIVE BRICs

« Competitiveness strategy of BRICs strongly orient
to the control of production costs. The presemtdris
reinforced.

* Focus on low price low quality products.

« Low wages and consequent low purchasing power |of
BRICs consumers.

« Actual vulnerable sectors will be more strongly

affected by BRICs’ competition.

2.Globalisation
patterns

MODERNIZING BRICs

* Significant modernization of the economies of the
BRIC countries.

* Global customized production and competition bas
on quality.

« Significant increase in wages resulting in an insee
of purchasing power of BRICs consumers;

* New sectors, at present very marginally affected b
globalisation patterns, will be highly affected by

Figure 19. Future alternative trajectories in gloligation patterns

To these external strategies, the framework ofralyais will add the strategies that the EU
Member States will put in place. One can foreséefansive strategy aimed at protecting the
internal market against international competitibroigh curbs on economic integration with
the external world, the establishment of tradeibesy and limits to the movement of people
between the external world and Europe. The oppadrsgegy is an aggressive one which
views external countries as potential markets famopean goods and is based on the lifting of
barriers against trade and migration flows (Figz0g
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A DEFENSIVE STRATEGY

protectionism of European economies;
attraction of FDI for New Member States countries;
international competition on production costs;
protectionism especially in vulnerable sectors.

2.Competitive
strategies of
Member States

countries A PROACTIVE STRATEGY

open trade;

increased productivity in traditional sectors;
customised production and quality competition;
increased competition in new sectors, at present
influenced in a limited way by globalisation.

Figure 20. Future alternative trajectories for Euygean member States strategies

The third main assumptions regard the alternatirategyies that can be put in place by the
European Commission (Figure 21).

AN EXCELLENCE BASED COMPETITIVE
POLICY

- Rigidity in the accompliance of the Lisbon agenda
objectives;

- Infrastructure projects selected on the basis of
profitability aims;

- Structural funds to all regions;

3. European - 20% budget more than the 2007-2013.

Commission

strategies

A COHESIVE POLICY

- Flexibility in pursuing the Lisbon agenda objectives;

- Infrastructure projects selected on the basis of a
rebalancing of territorial infrastructure endowment;

- 30% budget less than 2007-2013

Structural funds only to convergence regions.

Figure 21. Future alternative trajectories for Eugean Commission strategies

The first strategy is an “excellence based competifpolicy”, aiming at increasing
competitiveness of the EU without denying a cohessirategy, with rigidity in the
compliance of the Lisbon agenda objectives, 20%gbtichore than the 2007-2013 structural
funds, distributed to all regions, including thee®ones. The opposite is a cohesive policy,
based on a management of structural funds baséexalility in pursuing the Lisbon agenda
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objectives, and 30% less of the 2007-2013 structéwuads budget devoted only to
convergence regions.

The possible trajectories of the various economatjtutional and political driving forces are
combined and integrated with the strategies of tthe groups of countries and the EU
strategies to produce consistent scenarios. Theétsesf the simulation procedure show the
advantages and costs (in terms of regional growthdisparities) of each strategy chosen by
each group of countries, on the assumption thatroginoups choose a particular strategy.
Interesting policy implications arise from thesersarios.

The courageous strategy is expected to be morensixpeary,coeteris paribusand therefore

to represent the best solution for each block amtwes when analysed in abstract terms.
However, when the analysis considers a complex gameng three global players with
different strategies, the final result may be wéifferent, since it depends on the influence of
each strategy chosen by each block of countrigb®nthers. Of the eight possible scenarios,
the following two are of especial interest (Figa®:

1. a scenario combining a reactive strategy by the banCountries, a modernising
strategy by BRIC, and a competitive strategy byHEheopean Commission, i.a.
scenario of araggressive Europe in a high-quality competitive ii@scenario A)
(Fig. 22a)

2. a scenario based on opposite strategies: deferidemmber States, a price-
competitive strategy by BRICs, and a cohesive eggatby the European
Commission, i.ea scenario of a defensive Europe in a price-contigetiworld
(scenario B)(Fig. 22h)

These two scenarios have been chosen becauseirgpahgcal, institutional and economic
importance. Thedggressive Europe in a high-quality competitive ldfascenario allows one

to measure the advantage of a European couragategy compared to a similar strategy
put in place by the external world. In other worth&g concern is to identify the advantages
for Europe of undertaking a high-profile compestigtrategy based on a large degree of
openness when the external world is competing thithrsame degree of openness (Fig. 22a).

a) Anaggressive Europi a high-quality b) A defensive Europe in a price-competitive
competitive world (scenario A) world (scenario B)
An excellence based

An excellence based EU competitive policy
competitive policy Price-competitive BRIC

Price-competitive BRIC

Reactive EU Member State
~.Countries

Defensive EU

) Member State
Reactive EU Member State  countries
-Countries

Defensive EU
Member State
Countries

Modemisi‘ng

isi BRIC A cohesive policy
Modernising . )
BRIC A cohesive EU policy

Figure 22. The selected scenarios
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A scenario of ‘a defensive Europe in a cost-contipetiworld’ highlights the risk to Europe
when a defensive strategys-a-vis external competition entails closure and protedcsio
while global competition is based on pure cost elei:m Analysis of these competitiveness
strategies is even more interesting when also Elchid countries pursue such a low profile
strategy: their cost-competitive strategy may praveak in front of similar strategies
undertaken by large emerging countries (Figure .22b)

The two scenarios will be compared with a baseticenario, based on the assumption that
the present trends affecting growth and the aststj@olicies put in place will continue in the

future. This scenario will act as a benchmark F& two alternative scenarios presented. Its
assumptions are presented in Table 20, and compatkd assumptions of the two scenarios.

5.2. Scenarios description

The first scenarioan aggressive Europe in a high-quality competitive ldiois a scenario in
which BRIC countries no longer compete on pricestheey do at present, but endeavour to
upgrade the quality of products and labour. Integnabetween external and internal
resources gives rise to an increase in endogerexgdapment capability; high-tech industries
are increasingly developed, and BRICs decisivelgrehigh-quality product markets in new
sectors generating wide effects on global tradesland factor movements. But this new
situation in product markets has an interestinghtenpart in global income distribution: the
wages and purchasing power of the local populatodresmerging countries increase, and the
currencies of these countries revalue, opening bpge potential new market for advanced
European products. Global competition is incredgingased on product innovation,
customised production and international speciatisatunder these conditions, there is huge
potential for worldwide development and increasiregfare in all three blocks of countri&s.

In this scenario, the Member countries adopt atreastrategy whereby they compete on
external markets on the basis of product innovat@pen trade with external countries in
agricultural, industrial and service products isrs@s an opportunity for growth more than a
risk. In this scenario, the New 12 member statesgh their production structure, moving
decisively from agriculture to industrial and tar{i activities. Economic growth is based on
endogenous, material and non-material, resourcgésnéernal production capacities, and not
just on exogenous investment and production. Wagasase as an effect of an increase in
human capital quality, and so does the purchasovgep of households, creating a growing
local market for international products. The inseaf market size for European high-quality
products in non-vulnerable sectors is limited b timcrease of competition by BRIC
production in new sectors.

The European Union puts in place a competitivaeggsawith the aim of achieving a balanced
territory. This is reflected in several decisiolig: i) fulfilment of the goals set by the Lisbon
agenda pursued as a ‘must’ for all European castii) an increase in the 2007-2013
structural funds budget of 20%; iii) EU budget diexebto all regions.

% A more detailed description of the scenarios istamed in Appendices 5.3 and 5.4, respectivelyttierfirst
and the second scenario.
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On the basis of these hypotheses, the way in wihielother driving forces develop seems
straightforward (Table 21). Virtuous public sperglimnd strict compliance with the
Maastricht parameters are part of the reactiveéegfyeof the Member states; economic growth
is mostly based on private investments, and in @génen efficiency principles. Public

investments are mainly devoted to R&D and valuesdddnctions.

Driving forces

Baseline scenario

An aggressive Europe in
a high-quality competitive
world

A defensive Europe in a price-

competitive world

Quality of global
competition

European
competitiveness
strategy

Management of
public finance

EU infrastructure
policy

Globalisation of
markets

Globalisation of
production
(supplier/producer
re-organisation
effects)

Globalisation of
ownership
(mergers and
acquisitions)

Cost-competitive strategy of
BRIC countries;

Global cost competition on
products;

Low purchasing power in
BRIC countries.

imited opening to extra-EU trade; ree trade

Significant modernisation of
BRIC countries;

Global customised production
and competition on quality;
Significant increase in wages
and in purchasing power in
BRIC countries.

Significant cost-competitive
strategy of BRIC countries;
Global cost competition on
product.

Low wages and low purchasing
power in BRIC countries.

'rotectionism of EU1!

os-competitive strategy of New 12ignificant modernisation of nel2 os-competitive strategy of New

countries;

n innovatio strategy of the EU 15,inovation strategy in entire Euro
ustomised production and quality . partial recover of world demand

only partially successful.
‘ersistence of world demand cr
. partial decrease in tf
concentrated development in
New 12 countries

lecrease of public expenditt
growth rates in EU15, and in
New 10+2;

ower demand crisis than in tl

irtuous public expenditure

countries;

competition;

baseline

. partial recover of world demand

crisis

. partial decrease in tt

concentrated development in
New 12 countries

significant decrease in its
growth rates;

.ontrol on Maastricht parameters. trict respect of Maastrict

udget as in 20(-2013

lo change with respect to present
situation

lo change with respect to present
situation

No change with respect to
present situation

0% increaswith respect to the

parameters.

2007-2013 budget distributed
to all regions

Decisive trade increase due to
increase in wages and
purchasing power in BRIC
countries

Increasing competition of
BRICs in new productions and
new sectors, limiting European
growth rates in non-vulnerable
sectors.

Limited decentralisation of
phases of production to areas
with low labour cost, due to
BRICs modernisation and
New12 restructuring

Increase of FDI thanks to the
European strong currency
Consolidation of production in
fewer plants (economies of
scale) and modular assembly
processes thanks to a strong
European currency in highly
specialised central areas in non-
vulnerable sectors

Disruption of social tissue due
to strong transformation
processes in successful central
areas as well as problematic
areas (specialised areas in non-

10+2;

yw-cost production competition.

crisis

. partial decrease in tt

concentrated development in
New 12 countries

ligh increase of public expenditL

growth rates;

ower respect of Maastricht

parameters.

0% decrease of the 2(-2013

budget distributed only to
convergence regions

Limited trade increase due to
limited increase in wages and
purchasing power in BRIC
countries

‘einforcing competition of BRICs i

traditional productions and
sectors, limiting European
growth rates in present
vulnerable

High decentralisation of phases
of production to areas with low
labour cost, both BRIC and
New12

Increase of FDI due to low cost
area attraction

Consolidation of production in
fewer plants (economies of
scale) and modular assembly in
highly specialised areas in
vulnerable sectors

Disruption of social tissue due
to strong transformation
processes in successful New12
areas as well as in problematic
areas (Old 15 specialised areas
in vulnerable sectors)
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vulnerable sectors)

Socio-demographic 1creasing external -migration )penness to exinal in-migration; 'elative closure to external-
trends growth rates counterbalancingreater natural population grow migration;
population ageing. due to higher fertility rates of jw natural population growt
immigrants; )w unemploymenrate due to an
igh unemployment rates due to increase in public demand.

restructuring of the economies.

‘ersistence of traditional ener 1itroduction of enerc-efficient ‘ersistence on traditional enel
Energy sources source dependence. technologies; source dependence.
teady increase in energy pric iffusion of renewable technologi ow increase in energy pric

and lower dependence on
traditional energy sources;

ignificant increase in energy pric
because of higher oil demand
by BRIC countries.

Table 21.Present trends and alternative scenarios

Another consequence of the decisive and vital adgveent strategy of EU countries is a
positive attitude towards economic integrationdérapenness and market penetration in the
external world. Open trade and lower barriers tanigration stem from this attitude, the
consequence being an increase in the natural papulgrowth rate. Socio-economic costs,
such as high unemployment in non-core areas, degise this scenario as a result of all the
restructuring processes taking place in the ecoesmi

In this scenario, efficiency strategies also infice the energy industry. They induce the
increasing adoption of new energy technologies esmkwable energy sources, with a
consequent lower dependence on traditional energscss. But the modernisation of BRIC
countries generates additional pressure on themaitket because of the increase in
production, but also in household use, with theseguence of increasing oil prices.

The second scenario,defensive Europe in a price-competitive woildplies trends in the
driving forces of change which are almost the reeaf those in the previous scenario. BRIC
countries adopt a price-competitive strategy, peoty low-cost products in low-tech
manufacturing industries. International competitiorthis scenario is based on local low-cost
resources (land and labour) which allow for lowepriproducts; competition accentuates in
the present vulnerable sectors.

The member countries develop a defensive strategudgh closure to the external world and
through protection of their internal markets, alsmugh indirect measures like the support of
European firms and sectors. In this strategy, tleev N2 countries also focus on a cost-
competitive strategy, their aim being to attractefgn direct investments and to become
Europe’s manufacturing belt.

These reaction strategies influence the way in lwithe other driving forces develop. The
member states countries are increasingly oriend@@rds solving internal problems, and
towards an economy where public investment is npaiménded to achieve balanced regional
development and territorial cohesion, even at theeese of strict compliance with the
Maastricht parameters. The member states countatgude towards global trade and
competition reflects the view that it is more &iisan a market opportunity.
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Structural funds budget will decrease by 30% andtdel to convergence regions, while the
achievement of the Lisbon agenda goals is flexidlee importance of cohesion also
determines the choice of the new TINA and TEN neksowhich are selected in order to
rebalance the territorial infrastructure endowment.

Closure characterises in-migration strategies, Wl result of lower natural (and total)
population growth. Unemployment is kept under aontand it decreases mainly due to the
development of the public sector.

Persistence with traditional energy sources maeigde a higher increase in energy prices
with respect to the baseline scenario, but thisatfis counterbalanced by the lower growth
rates of oil demand by BRICs.

To simulate the scenarios in MASST, any qualitagsumption has to be translated into
quantitative values, with the procedure descrilpeax 2.
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Box 2. Moving from qualitative assumptions to quantative levers in the MASST model

The methodology used to construct the quali-quathtdé scenarios requires the qualitatjve
assumptions to be ‘translated’ into quantitativeets to be introduced in the MASST model in orgder
to simulate future growth.

We describe here the link between the qualitativé guantitative assumptions summarised in Table
21. In particular, it states the quantitative agstioms behind each scenario that represent thes@fe
the model. Technically speaking, these representatyet variables to which the model tends in 2020

Although the quantitative assumptions on the tavgltes of the exogenous variables of the mode| are
defined subjectively, they respond to a very stdgic and to solid constraints. General consistéad
required — and pursued — in the entire logicalchiaking the general characteristics of each sgerna
to the potential trend of the main macroecononachiological and social variables — our so-c
‘driving forces’.

The competitive strategies adopted by European tdesninfluence their internal macroecono
conditions through intertwined changes in unit laboosts, in exchange rates, in inflation ratesiand

public expenditure growth rates. A devaluation ieglan increase in inflation rates; a devaluation
assumption in Europe has to be adjusted for thengstson of the behaviour of BRIC countrigs.

Reactive, restructuring and modernising strategiesin general expected to couple with virtupus
public expenditure, revaluation of the currencgpasequent containment of inflation, and an inareas
in the interest rate due to increased demand f@anial capital and a slight increase in unit labou
cost variations. The opposite trends are expectettise from defensive, cost and price-competifive
strategies.

More aggressive strategies conceptually imply gelarshare of employment in high-value added
activities, this being implemented in the modelotlgh the share of science and technolpgy
employment and the share of tertiary activities. Bgntrast, under more defensive strategy
assumptions, these activities are expected to tp@nesser extent.
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Qualitative assumptions

Quantitative levers of the model

Competitive strategies of BRIC

Change in purchasing power which leads to:

change in the external markets for the EU;
change in energy prices at world scale;
change in financial capital demand;
change in FDI attractiveness of these
countries, and therefore of European
countries;

changes in the trends of world demand;
changes in the spatial development of New
12 countries (more or less concentrated)

Competitive strategies of Europe

Macroeconomic conditions

Production changes

Globalisation of markets
(change in the external market for the EU)

Globalisation of production
(supplier/producer reorganisation effect)

Globalisation of ownership
(mergers and acquisition)

Strategies of the European Commission

1) Lisbon

2) European infrastructure policy choices

3) Institutional decisions

Degree of openness

change in GDP of US, Japan and BRIC countries;
change in energy prices in the EU;

change in interest rates in the EU;

change in the share of FDI attracted by Easterntces
change in the European growth rate of specificosect

change in the constant of the consumption growttagon

change in the dummy for agglomerated and meganegioNew 12

change in cost competitiveness, i.e. change inlaindur cost;
change in exchange rates;

change in inflation rates;

change in the growth rates of public expenditure

change in the European growth rates of specifitosec

change in GDP of US, Japan and BRIC countries;

change in the composition of the labour force atréfgional level;

change in regional sectoral specialisation;
change in the share of FDI attracted by Easterntces
change in trust

change in the share of tertiary activity;
change in the share of S&T employees.

change in the km of transport infrastructure inhegsgion.

change in the amount and spatial distribution efdtiuctural funds spent;
change in the amount and spatial distribution oPQAllar 2 expenditures.

change in the exogenous growth comporarihe population growth equation that
influences both fertility and mortality rates;
change in the exogenous growth comporadrihe export and import equation.

Table 22.Link between the qualitative and the quantitativesaumptions
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5.3. Scenario results

5.3.1 Aggregate results

In Table 23A and B, represented are the aggregatdts of all three scenarios. In particular,
in the baseline scenario the New 12 have a highewty rate than the Old 15 members,
although this is not as higher as it was in thet.pbilse growth rate of the EU 27 is very
similar to the one of the Old 15, due to their mhayher weight in terms of population and,

more markedly, GDP.

A- Aggregate results, and disaggregated resultsimerable typology

baseline scenario scenario A scenario B
EU-15 Countries GDP growth Industrial Tertirary GDP growth  Industrial ~ Tertirary GDP growth Industrial ~ Tertirary
employmen employment employment employment employment employment
growth growtl growtl growtl growtl growtl
All vulnerable 241 -0.97 1.38 0.66 -0.09 0.22 -0.20 -0.11 0.31
Non vulnerable regions 2.80 -0.64 1.45 0.74 -0.08 0.40 20-0. -0.05 -0.35
Globally vulnerable regions 2.52 -0.92 1.47 0.67 -0.09 210. -0.20 -0.13 -0.29
Textile regions 2.58 0.00 1.82 0.66 -0.09 0.24 -0.22 -0.13 0.35
Metal regions 242 -1.14 1.31 0.65 -0.10 0.20 -0.20 -0.11 290
Electronic regions 2.41 -1.86 1.38 0.66 -0.10 0.20 -0.19 .100 -0.27
EU-15 average 2.65 -0.79 1.43 0.71 -0.08 0.33 -0.20 -0.07 .34-0
baseline scenario scenario A scenario B
Mew Member State Countries GDP growth Industrial Tertirary GDP growth  Industrial ~ Tertirary GDP growth Industrial ~ Tertirary
employmen employment employment employment employment employment
growtl growtl growtl growtl growtl growtl
All vulnerable 242 0.24 2.29 0.84 -0.10 0.29 -0.36 -0.15 .550
Non vulnerable regions 3.18 -0.57 1.50 0.99 -0.07 0.42 92-0. -0.06 -0.54
Globally vulnerable regions 2.40 -0.32 2.41 0.86 -0.13 320. -0.30 -0.21 -0.57
Textile regions 2.57 0.64 2.27 0.85 -0.11 0.27 -0.48 -0.13 0.53
Metal regions 2.67 -0.71 2,51 0.88 -0.11 0.32 -0.36 -0.22 .57-0
Electronic regions 1.78 -2.49 2.31 0.82 -0.10 0.36 -0.06 .330 -0.64
NMS average 2.87 -0.06 1.94 0.93 -0.09 0.35 -0.70 -0.12 4-0.5
baseline scenario scenario A scenario B
All 27 Countries GDP growth Industrial Tertirary GDP growth  Industrial ~ Tertirary GDP growth Industrial ~ Tertirary
employmen employment employment employment employment employment
growth growtl growtl growtl growtl growtl
All vulnerable 241 -0.59 1.58 0.67 -0.10 0.24 -0.21 -0.12 0.37
Non vulnerable regions 2.82 -0.63 1.46 0.75 -0.08 0.40 23-0. -0.05 -0.37
Globally vulnerable regions 2.51 -0.77 1.66 0.68 -0.10 240. -0.21 -0.15 -0.35
Textile regions 2.58 0.28 1.99 0.68 -0.09 0.25 -0.25 -0.13 0.42
Metal regions 243 -1.08 1.44 0.66 -0.10 0.21 -0.21 -0.12 .320
Electronic regions 2.40 -1.94 1.48 0.66 -0.10 0.22 -0.19 .130 -0.31
EU-27 average 2.66 -0.61 1.51 0.72 -0.09 0.34 -0.22 -0.08 .37-0

*Legend: baseline results are in absolute valubdewesults for scenario A and B are differencéb wespect to the baseline scenario.
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B- Results disaggregated by risk typology

baseline scenario scenario A scenario B
EU-15 Countries number o GDP growth Industrial ~ Tertirary GDP growth  Industrial ~ Tertirary GDP growth Industrial ~ Tertirary
regions employmen employment employment employment employment employment
growtr growtt growth growth growtl growtl
Average type 26 2.17 -1.10 0.87 0.62 -0.10 0.20 -0.20 -0.09  0.30-
Risky Eastern type benefittini 0 none none none none none none none none none
Non risky type because of the 14 2.63 -2.46 1.48 0.68 -0.10 0.22 -0.20 -0.06 -0.28
Limited risk despite structura 10 2.09 -2.25 0.69 0.66 -0.11 0.19 -0.20 -0.09 -0.27
Mediterranean type with limit 13 2.67 -0.19 2.08 0.67 -0.09 0.22 -0.23 -0.12 -0.33
Mediterranean risky type 7 1.84 0.93 1.38 0.69 -0.08 0.36 0.07- -0.14 -0.52
Slovak type 0 none none none none none none none none none
baseline scenario scenario A scenario B
Mew Member State Countriesnumber o GDP growth  Industrial ~ Tertirary GDP growth Industrial ~ Tertirary GDP growth Industrial ~ Tertirary
regions employmen employment employment employment employment employment
agrowtt arowtk agrowtt agrowtt arowttr arowtt
Average type 8 2.65 -0.22 2.45 0.87 -0.09 0.31 -0.49 -0.17 .56-0
Risky Eastern type benefittini 20 2.33 0.54 2.19 0.82 -0.11 0.28 -0.30 -0.13 -0.54
Non risky type because of the 0 none none none none none none none none none
Limited risk despite structura 0 none none none none none none none none none
Mediterranean type with limit 1 2.58 -3.79 1.31 0.94 -0.01 0.35 -0.67 -0.38 -0.54
Mediterranean risky type 0 none none none none none none ne no none none
Slovak type 3 1.96 -0.92 2.56 0.84 -0.09 0.31 -0.13 -0.22 580.
baseline scenario scenario A scenario B
All 27 Countries number o GDP growth Industrial ~ Tertirary GDP growth  Industrial ~ Tertirary GDP growth Industrial ~ Tertirary
regions employmen' employment employment employment employment employment
agrowtt arowtk agrowtt agrowtt arowtt arowtt
Average type 34 2.20 -0.83 1.28 0.64 -0.10 0.23 -0.22 -0.12  0.37-
Risky Eastern type benefittine 20 2.33 0.54 2.19 0.82 -0.11 0.28 -0.30 -0.13 -0.54
Non risky type because of the 14 2.63 -2.46 1.48 0.68 -0.10 0.22 -0.20 -0.06 -0.28
Limited risk despite structura 10 2.09 -2.25 0.69 0.66 -0.11 0.19 -0.20 -0.09 -0.27
Mediterranean type with limit 14 2.67 -0.21 2.07 0.67 -0.09 0.22 -0.23 -0.12 -0.34
Mediterranean risky type 7 1.84 0.93 1.38 0.69 -0.08 0.36 0.07- -0.14 -0.52
Slovak type 3 1.96 -0.92 2.56 0.84 -0.09 0.31 -0.13 -0.22 580.

*Legend: baseline results are in absolute valubdewesults for scenario A and B are differencéh wespect to the baseline scenario.
Table 23.Aggregate results in 2020*

Vulnerable regions register in the baseline sceraidower GDP growth rate than all others.
This is true for both Western and Eastern Counttre§Vestern Countries, however, this low
GDP growth rate is accompanied by a very high édssdustrial employment (-0.97%) and a
lower increase in tertiary employment growth thia@ dther regions. The same is not true for
Eastern Countries. Vulnerable regions specialipethé electronic sector register the lowest
GDP growth rate than all other regions specialiredulnerable sectors; they are also the
ones registering the lowest industrial employmenowwgh, and this is true for Eastern and
Western Countries. Finally, vulnerable regionsha textile sector are among the different
types of vulnerable regions the ones which perftrenbest, both in Western and in Eastern
Countries. These trends are similar to the onélseopast, as could be expected.

The behaviours of vulnerable regions are also mffe according to their risk typologies
(Table 23B), despite the fact that these typologies not used as such to enter the target
hypotheses in MASST. Among the vulnerable regitnws, groups have a GDP performance
which is about the same of the EU average, notrisimgly these regions are the less weak
and less risky among vulnerable regions: the nskyrtype because of their technological
advance and the Mediterranean type with limitel aisd strong entrepreneurship. All other
vulnerable regions are clearly outperformed by ttmm-vulnerable ones, especially the
Mediterranean risky type.

Manufacturing employment is mostly lost in the cahEuropean regions belonging to the
categories of non risky type because of their teldgical advance and limited risk despite
structural weaknesses. Among these, only thedites are able to compensate manufacturing
employment loss with productivity growth and empl@nt in service sector.
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Interestingly enough, service employment growthighest in the Eastern vulnerable regions
belonging to the risk categories of risky Eastempetbenefitting from delocalization and
Slovak type.

The scenario of an aggressive Europe in a hightgualbmpetitive world is more
expansionary for the EU 27, providing a GDP grovéte 0.72% higher. This was expected
given the proactive strategy of its members and atieantages of the modernization of
BRICs. For Old 15 countries, where EU policieslaweer in per capita terms, this scenario is
more expansionary (0.71%). For the New member casntwhere EU policies are stronger
in per capita terms, this scenario results as rasdh93% more expansionary.

What emerges clearly from this scenario is thatrétatively good dynamics of the economy
is accompanied by a relatively better performantéhe tertiary sector employment: the
industrial sector registers a lower industrial esgpient growth in all kinds of regions.

In this scenario, regions that register a higheraase in GDP growth rate are the non-
vulnerable regions, notwithstanding the increaseompetition in non vulnerable sectors that
is assumed in this scenario. This result can bdamqu by the relatively high sectoral
diversification that characterizes these regionkiclv allows them to overcome relatively
fiercer competitions in some sectors present iir tegion. Non-vulnerable regions register at
the same time a higher increase in tertiary empéymand lose relatively less in terms of
industrial employment. Regions that are vulnerabldifferent sectors behave in this scenario
relatively in the same way.

Looking at the risk classification, the risky Eastéype benefitting from delocalization and
the Slovak type are those whose increase of grautthrespect to the baseline is highest, but
this depends on the fact that they are mostly é&mtat the East and, hence, are situated in
higher growth contexts.

The scenario of a defensive Europe in a price-caitiyee world results less expansionary
than the baseline for the EU 27, providing a GDBwdin rate which is 0.22% lower.
However, much different is the situation of Olddsd New 12 member countries. While the
former have a GDP growth rate which is only 0.2@vdr, the latter have a growth rate
which is 0.70% lower. For the EU 15 the decreasemanly due to their defensive
protectionist strategy. For the New 12 member aoesytadded to the previous consideration
are two factors that reinforce the less expansiotr@nd: 1) competing on low production
costs, they are more subject to competition from BIRICs — which also compete on low
price and low costs — and, 2) cohesion policiesradeiced in this scenario and this affects
more the countries which are more in need of them.

In this scenario the relatively lower GDP growtlerégs accompanied by a relatively lower
increase of employment in both tertiary and indakgsectors; differently from scenario A, in
this scenario also the tertiary sector has a wegtilower increase in employment growth
rates.

The difference between GDP growth rate in this aderwith respect tot the baseline is rather
similar in all kinds of regions of Western Coungtigvhile Eastern ones there is a remarkable
difference between non-vulnerable and vulnerabigores, the latter losing much more than
vulnerable. Mediterranean risky regions are thasersy vulnerable regions which lose less
in this scenario, whereas Eastern ones those ds&t inore, even if their loss is still
considerably less than their non-vulnerable coypaier
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Industrial employment losses are clearly strongevulnerable regions of both Eastern and
Western Countries, as was expected given the assumpf increased competition in

vulnerable sectors. The same difference is notstegad for what concerns tertiary
employment growth, which is similar in vulnerabledanon vulnerable.

In the following sections, the aggregate result$ lva described at regional NUTS2 level in
order to evidence the territorial differentiatidhat the three scenarios bring to Europe.

5.3.2. Baseline scenario

In figure 23, depicted are the regional annual ayerGDP growth rates in the baseline
scenario. It is possible to observe that:

there is a centripetal development throughout Eeirdyoth in the Old 15 countries
and, even more evidently, in the New 12, implyihgttthe core areas within their
respective countries are generally outperformirggrést of the country. In particular,
strong growth clusters are present in northern @aymin northern-central Italy and

in southern Britain;

the regions with a capital city have a very goodgenance. This is evident in the
cases of Paris, Madrid, the Inner London, Amsterd&mckholm, Athens and, in

eastern countries, of Prague, Bratislava, Budapestarest and Sofia;

within the peripheral areas of Europe, a good perémce is only achieved in the
northern countries, in northern Great Britain. he tsouth of Europe, a relatively
strong growth rate is only achieved by regions Whiave a capital or another
important city such as Barcelona or Porto;

there is not a clear pattern for what concernsvtiieerable regions; some are within
the best performers at European level, while otheesdecisively lagging behind. As
it was evidenced in the previous sections of th@one the performance of these
regions does not stem automatically from their grdibility but some are able to react
to threats better than others. This is confirmesb ah the future for the baseline
scenario.

In figure 24, we represent the GDP per person 0260 the baseline scenario. It is possible
to observe that:

the catching up of eastern countries to westermtcies levels in terms of welfare is
incomplete. Almost all regions belonging to Newrigmber countries remain below
the values of the Old 15 countries, despite a vipeakess of convergence,;

the European per capita income remains very unegass space, since within
countries the metropolitan areas continue to hareieh higher GDP per capita with
respect to the rural and peripheral regions;

as far as vulnerable regions are concerned, itogsiple to observe that they are
present both among the richest regions of Europid, eases such as Rhone-Alpes,
Oberbayern, Darmstadt and Lombardy, as well asiwiigging western regions and
poorer Eastern ones.

Figure 25 presents the results for the averageammant growth rate of the industry sector.
Some results emerge and in particular:

105



The impact of globalisation and increased tradeidlisation on European regions
Final Report

as one could expect, the industry growth rate isg2quegative, and especially in the
regions with capitals, since their growth no longelies on manufacturing but on
advanced services;

employment growth in industry sectors is negativeOild 15 member countries, as
expected, but also in most New 12 countries, withexception of the Baltic republics
and of the two most recent members, Bulgaria anddda. This pattern is actually a
prosecution of the present trends, which genessfs the growth of GDP in the east
being high but not because of sustained employgrentth but rather because of very
strong productivity increases.
Industrial restructuring, in fact, implies the sgi of more productive firms, being
them domestic or foreign owned, and this bringsdpaotivity increases; however, at
the same time, there is the possibility of closiareother activities with lower value
added per employee, which are not able to deal tiéhincreased wages. Wage
increases, finally, can decrease the comparativaradges of the east;

on average, within western Europe, performing bettan the others are the regions
which are at the same time peripheral and rural;

concerning the vulnerable regions, there is mixédesnce, since they are generally
performing bad, but positive exceptions exist batthe New 12 countries, especially
in Romania and Estonia, and in the OIld 15 countf@sexample in central Italy, La
Rioja (ES), West-Flanders and northern Portugal.

In Figure 26 depicted are the results for the ayem@mployment growth rate of the service
sector. Among the results which emerge it is irgiing to observe that:

a strong tertiarization process is taking placacesiservice employment growth is
positive in all European countries. Especially styahis appears to be for Spain,
Greece, norther Italy, parts of Austria and all NE2vmember countries, with the only
exception of Poland;

especially strong is tertiary employment growttcapital and core areas, for example
Paris, Frankfurt, Hamburg, the Inner London, Brissderague, Bucharest;

service employment growth is only negative in sqragpheral areas of Sweden, the
United Kingdom, Belgium, Denmark and eastern Gegmdnhhas however to be
remarked that employment growth and GDP growtmatsestrictly linked, since these
areas are generally experiencing a positive GDRvthraate. The composition of
employment, in fact, plays a very important rolel dnhas to be remembered that in
Europe the service sector has often acted as a exwapon of the losses of
manufacturing employment;

the vulnerable regions are generally performingl Wweth in absolute and in within-
country terms, probably because their service seateorbs employment dismissed
by manufacturing.
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Figure 23. Average annual GDP growth rate 2005-202Baseline scenario
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Figure 24. GDP per person in 2020 — Baseline scanar
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Figure 25. Average annual industry employment grdwate 2005-2020 — Baseline
scenario
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Figure 26. Average annual service employment growdite 2005-2020 — Baseline
scenario

5.3.3. Scenario A - An aggressive Europe in a high-  quality competitive
world

In figure 27, depicted is the increase of regiaratual average GDP growth rate implied by

the scenario “an aggressive Europe in a high-quabmpetitive world” with respect to the
baseline. From this map, it is possible to obsé#nmagé
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this scenario is more expansionary for all Europegions and countries, both in the
west and in the east;

some regions take advantage of the increased aitoes of this scenario more than
the others. In particular, in the New 12 membetestathe regions with the highest
growth rate are the most central and especiallgahwith the capitals, so reinforcing
the centripetal effects which were already presetite baseline scenario;

also in Old 15 countries the core areas have arg¢rformance, but less remarkably
than in the east and examples of regions stronghetiting from globalization can
also be found in north western France, southely dtad northern Germany;

the regions which are less prone to take advardghgibalization are the rural ones,
and this also applies to vulnerable regions; withegse, in fact, the increase of growth
with respect to the baseline is very low in ruredas, whereas the others are much
more dynamic and can be among the best ones.

Figure 28 represents the increase of income petacapich is implied by this scenario with
respect to the baseline. It is evidenced that:

the convergence process is incomplete despitegsttohesion policy. This is due to
the fact that the New 12 countries outperform tiet I3 members, but this takes place
through a much faster growth rate in the capital arega regions with respect the
others;

as far as vulnerable regions are concerned, tlaereee is mixed: those in the west
appear on average as having a good outcome frarst¢enario, since they are often
endowed with a stronger urban and service structlih@se in the east, on the
contrary, are generally outperformed by the - nolmerable - capital regions.

Figure 29 presents the results for industry empkyingrowth of the scenario “an aggressive
Europe in a high-quality competitive world” withsgeect to the baseline. The results show

that:

with only two outliers, the growth of industry eropiment is in this scenario lower
than in the baseline, both in the East and in thestWrhe highest GDP growth rate
registered in this scenario with respect to thesliaes is therefore due to tertiary sector
dynamics and inter-sectoral productivity increases;

the regions with capitals and largest cities aneegaly losing less employment and
this is probably due to the fact that their stroetgenerally concentrates on advanced
sectors for which globalization represents moreortunity than a threat;

the vulnerable regions show mixed evidence and ssme@lso among those who lose
more. Taking into account the scenario hypothesasstiming higher competition in
non-vulnerable sectors - the fact than many nonerable regions are less incline to
lose industrial employment can probably have twplaxations: either these are
tertiary regions where the effect of globalizatimm manufacturing is filtered by the
service sector, or they have an ample sectoral ositipn which allows them to
mitigate the effects.

In figure 30 the difference of service employmenbvgth with respect to the baseline is
presented, evidencing that:

the service employment grows more than in the beséh all regions of Europe. In
particular, this growth is high in the eastern does, with the only exception of
Bulgaria and Romania, independently of the registraicture;

111



The impact of globalisation and increased tradeidlisation on European regions
Final Report

in the west, particularly positive is the differenof service growth rate for Spain,
Portugal, Greece, the south of Italy, Eastern Gaynaad the north of Britain;

the vulnerable regions of the Old 15 countriesaar®ng those where the increase of
employment is lower, meaning that they do not appéde to replace industry with
tertiary activities. In the New 12 member countries the contrary, there is mixed
evidence on the performance of vulnerable regions.

5.3.4. Scenario B - A defensive Europe in a price-c  ompetitive world

Figure 31 presents the difference of GDP growth cdithe scenario “a defensive Europe in a
price-competitive world” with respect to the baseli Within the results, one can observe

that:

this scenario is less expansionary in general witly a limited number of regions
having higher performance with respect to the laselThe areas in which this
scenario is more expansionary are generally pegbbed rural;

in the eastern countries, the performance is pdatly negative in the few regions
which are not “convergence” ones, and this was &epesince they are assumed not
to be eligible to EU funding in this scenario;

central areas such as western and southern Germs@ampern Britain, Denmark and
northern ltaly are generally performing quite bsidce they miss the opportunities of
globalization. Even worse are performing the cénareeas of more peripheral
countries, including Madrid, Barcelona, Valencidhéns, Lisbon;

overall, the vulnerable regions appear to haveveelovariance of performances,
especially in the west, where most of them areectoshave a difference of 0. On the
contrary, in the east there are regions, such &imgary, which are among the most
benefiting from this scenario.

Figure 32 is the map of the difference in GDP paspn between the scenario of “a defensive
Europe in a price-competitive world” and the baselilt can be evidenced that:

the convergence process is almost absent, singeadeiv, within the Eastern regions,
gain from this scenario with respect to the baselitconvergence is more evident
within countries, where the capital areas are gdlyeoutperformed by the more
peripheral areas;

the exception to this straitened situation is repnéed, in the Old 15 countries, by
some rural regions, especially belonging to peniphcountries such as in Spain,
Portugal, Greece, northern Sweden, northern Britmnthe east, the exception is
represented by Hungary, where a much lower incoenec@pita in the Budapest area
is counterbalanced by an higher income per capitdne other rural regions of the
country.

In figure 33 depicted is the difference of industimployment growth between this scenario
and the baseline. It is possible to observe that:

in all regions of Europe there is a loss of indggmployment with respect to the
baseline;

this loss of employment is much stronger in thengteble regions and the countries
with more vulnerable regions. Linking this resulthwthe assumption made that in this
scenario, industrial dynamics at the European léevedssumed to be negative for
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vulnerable sectors, important messages emerg@ninacy to non-vulnerable regions,

vulnerable ones are more sensible to the dynanhitem sectoral specialization, 2) if

competition increases in vulnerable sectors, tipacéy of reacting (or pro-acting) by

vulnerable regions reduces;

at the territorial level, the regions with capital® the lest negatively affected by this
scenario. This probably depends on their tertimgcmlization and the fact that they
are under-represented in vulnerable sectors.

Finally, in figure 34, represented is the differeraf service employment growth rate of the
scenario “a defensive Europe in a price-competitveeld” with respect to the baseline. One
can evidence that:

there is a loss of employment in all European mnegjiwith respect to the baseline. This
loss is more marked in the more peripheral aredscanntries of Europe: New 12
member states, the northern regions of Sweden aand, Spain, Portugal, Greece
and Southern Italy;

in the Old 15 member countries, the vulnerableargjiare the least affected: the loss
of manufacturing employment is compensated by atively strong performance of
service employment. In New 12 countries, on thetreoy, vulnerable regions are the
most negatively affected by this scenario;

there is an evident effect of the loss of strudtiwads on the creation of service
employment, since the areas which get more of timetine baseline scenario also are
those which lose more employment in this scenarleere structural funds are
reduced.
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Figure 29 (left) and 33 (right). Average annual intry employment growth rate 2005-2020 — Differermsweenthe scenario A and
baseline (left) and scenario B and baseline (right)
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5.4. Disentangling the specific effects behind gene  ral trends

The description of the two scenarios has shown shahario B is much more recessionary
than scenario A and the baseline. An interesting lagitimate question is to understand
which reasons are behind this general negativeltiarparticular, the interest lies in finding
out what is the role of an EU intervention (i.ewngecisions in structural funds) with respect
to international macroeconomic trends.

The simulation exercise we conducted is able twigeopictures of what scenario B would
look like if we assume some of the assumptionstoain the same of the baseline. In this
way, what is mapped is the difference in regiomalhgh rates due to the assumptions kept
constant to the baseline scenario (see Appendixf@r.3a technical discussion of the
methodology and the caveats).

This exercise has been run for different groupsasfables, namely for assumptions related
to:

- the competitive strategies of BRICs (Figure 35);

- the competitive strategies of Europe (Figure 36);

- the European conditions at the production lekajre 37);
- the structural and cohesion funds (Figure 38).

Figure 35 shows the differences between scenaaoda scenario in which the competitive
strategies of BRICs would remain the same as irbdseline; in particular, the map shows
the effects of a more contained GDP growth in Ugpah and BRICs, a more contained
interest rate, a relatively more limited attractiges of FDI, a more contained price energy
increase and a greater competition in vulnerabdose of Europe (see Box 2 for the list of
variables affected).

These assumptions are restrictive assumptionsh@snsin the map; the effects of a cost-
competitive strategy of BRICs are of detriment armbable for all European regions, in both
Eastern and Western countries, including some @ dbntre of the continent. The least
affected regions are the agglomerated regions, iangeneral, the most urban and tertiary
ones; this result can find an explanation in tret faat growth in the tertiary sector is in fact
more dependent on indigenous demand than exogemioels Moreover, the capacity of

creating the conditions for endogenously driverianable development is higher in the most
advanced regions, which have less than the otbersly on demand and conjuncture. It is
also for this reason that even regions of the siypalogy are differently affected. One can
finally observe that the assumption of a cost-cditipe strategy of BRICs affects regions in

Europe that are more directly in competition witte tBRICs, i.e. manufacturing or rural

areas.

118



The impact of globalisation and increased tradetdisation on European regions
Final Report

&% Politecnico di Milano - MASST2 Model - August 2008

>

verage annual GDP growth 2005-2020 - Effects of competitive strategies of BRICs
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Figure 35. GDP per person in 2020 — Effects of tbempetitive strategies of BRICs
on Scenario B

In figure 36, represented are the effects of dbmpetitive strategies of Euromelopted in

scenario B. In fact, mapped is the difference betwscenario B and a scenario with
assumptions related to the competitive stratedi€sucope kept like in the baseline scenario;
the effects of macroeconomic conditions like a higltost-competitiveness, a higher

119



The impact of globalisation and increased tradeidlisation on European regions
Final Report

devaluation of the European exchange rate, a higtilation rate and a more expansive
public expenditure growth rate in scenario B aespnted in map 2.

The overall effects of these macroeconomic asswmptare negative, although less than in
the previous case. Moreover, one can immediatedgme that, differently from the previous
case, the effects are consistently smaller in e than in the West.

In Eastern countries, more affected are those msgamd those countries which are closer to
the Old 15 member states. This group of assumptibtisis scenario is hence less restrictive
for the East of Europe. In the West, there are meatgdifferences between peripheral (i.e.
Mediterranean or Nordic) and central countries. Téast affected regions within each

country are generally the core ones, indicating aishis case that the development capacity
of these regions is exogenous. It is noticeablejgver, the fact that not all these regions have
exactly the same behaviour and the capital regiwasnot necessarily the least affected; for
example in Spain Valencia is less affected thanridath Portugal Porto is less affected than
Lisbon and, in Italy, Milan is less affected thaorke.
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“&w” Politecnico di Milano - MASST2 Model - August 2008

Average annual GDP growth 2005-2020 - Effects of competitive strategies of Europe
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Figure 36. GDP per person in 2020 — Effects of tbempetitive strategies of Europe
on Scenario B

In Figure 37, represented are the effects ofEbepean production conditiorsssumed in
scenario B with respect to the baseline. In otherda, mapped are the effects of an increase
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in lower value added functions, especially in Eamsteountries, of an increase in the
specialisation of regions in vulnerable sectorpeemlly in Eastern countries, of a lower
increase in inward FDI, and of a loss of trustagions affected by more competition.

From the map, one can clearly see that the effettshanges in European production

conditions are not necessarily negative for aliceg, though on aggregate their effects are
clearly negative. In fact, if the most populated! dne core regions have a negative effect,
other less densely populated and peripheral regi@ve a positive effect. This happens

within almost all countries, in the Old 15 andhe tNew 12.

In particular, it is possible to observe that thénerable regions have on average a much
more negative effects than the others, since thetreose where the vulnerable sectors are
located and competition in these sectors is stnomgescenario B than in the baseline.

Moreover, it is possible to observe that the ruegjions have on average a more positive
effect than the others, since they are less affdayethe hypotheses on production conditions
in this scenario and in particular do not suffemirthe fact that service activities are growing
less.

The result is that the assumptions on Europeanugtimh conditions have a clear spatially
redistributive effects, in favour of some (not ail) the poorer and peripheral areas. This
effect, though, does not favour the New 12 memlates, but only takes place within

countries.
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“EE7 politecnico di Milano - MASST2 Model - August 2008

Average annual GDP growth 2005-2020 - Effects of European production conditions
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Figure 37. GDP per person in 2020 — Effects of Epean production conditions on
Scenario B

In Figure 38, the effects of the changes in thempsions onstructural and cohesion funds
expenditureare represented; in particular map 4 shows tHerdiit growth rates due to the
assumptions of a more limited amount of structdualds, allocated only to convergence
regions.
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Also in this case, the overall effect for the Ewgap Union is negative, but the redistributive

effects seem in many cases to prevail, given tlgh Ivariance in regional growth rates

registered. In fact, the model, as the real rediescanomic growth within countries, has a

generative and a distributive effect. The geneeaéffect is negative in this scenario, since
funding is lower. This effects is clearer in cougdrsuch as Poland, Romania and Bulgaria
where all regions lose from the assumptions of &gerB.

For other countries, however, the fact that conmecg regions are the only ones to continue
to get funds, is more important than the fact thay get less money. For this reason, they are
able to capture a larger share of the national@ooninitiatives and this allows them to get a
positive effect from the new distribution of EU fis This can be observed in countries such
as France or Italy.

For other countries, where growth has been poldriaeyears, this polarization effect of the
assumptions on structural funds is even strongerGieece, Spain, Portugal, Hungary,
Slovakia and the Czech Republic, the redistribuéffect is very strong and, the core areas
(Athens, Madrid, Barcelona and Valencia, Lisbond&uest, Bratislava and Prague) sum the
negative effect from becoming unassisted from thleviith the negative effects of seeing a
development which spreads over the other regiongheir respective countries which
continue to be assisted. The latter, in turn, bexable to grow more in this scenario because
their amount of structural funds, even if lowerrtha the baseline, is enough to allow them
attract activities and investments which otherwigeild remain in the respective core areas.
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&=~ Politecnico di Milano - MASST2 Model - August 2008

Average annual GDP growth 2005-2020 - Effects of Structural Funds assumptions
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Figure 38. GDP per person in 2020 — Effects of Sttural Funds assumptions on
Scenario B

To sum up, we have seen in this section that teeass® is shaped by the effects of the
various assumptions in a non-additive way. Macroeaac assumptions (Figures 35 and 36)
translate into lower growth rates for all Eurogastis true especially for some countries and
regions which are less able to grow on endogenapakslity and more reliant on spillovers
and external demand conditions.
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The negative assumptions related to changes iruptioth conditions, being strictly linked to
sectors, affect more those regions which are slmesuiain the sectors which are negatively hit
in the scenario, for instance, in this case, vabker regions (Figure 37). Finally,
redistributive effects are at place at the same tihgenerative ones. For this reason, some
regions which are less negatively influenced bgenario hypothesis, can even, in a limited
number of cases, turn out to get a plus from teatiaption; this takes place when they are
able to attract growth from other regions which arere negatively influenced in the same
hypothesis. This effect can be seen for produatmrditions (Map 3) and, more evidently, in
the case of structural funds (Figure 38).

Structural funds assumptions play a very importatd in explaining the results of scenario

B. They have two important effects; first of allganerative regional growth effect, in that
they allow, when present, a high increase of GD&vtr rate. Secondly, more important,

they play a vital role in redistributing growth ass regions of Europe, an effect which is not
at all generated by the other assumptions in arengway.

5.5. Main findings for the vulnerable regions

In the prospective analysis two scenarios have Ipeesented, chosen on the basis of their
political, institutional and economic importancen Aaggressive Europe in a high-quality
competitive worltdscenario allows one to measure the advantageEfrapean courageous
strategy compared to a similar strategy put inglag the external world. In other words, the
concern is to identify the advantages for Europeimdertaking a high-profile competitive
strategy based on a large degree of openness waezxternal world is competing with the
same degree of openness. A scenarioaofléfensive Europe in a cost-competitive world
highlights the risk to Europe when a defensivetsghavis-a-visexternal competition entails
closure and protectionism while global competitisrbased on pure cost elements. Analysis
of these competitiveness strategies is even maeeeesting when also EU Member countries
pursue such a low profile strategy: their cost-cetitipe strategy may prove weak in front of
similar strategies undertaken by large emergingta@s.

If we look at the most courageous scenario, in twhtompetition increases in the non-
vulnerable sectors, the prospective analysis repbe following results for the vulnerable
regions:

* vulnerable regions would benefit, as all othersyrirthe scenario of a courageous
strategy more than from a scenario of protectionigfithin vulnerable regions, the
ones taking less advantage from a courageous scemarthe rural ones;

* in terms of GDP per capita, vulnerable regionsofelimixed patterns, also because
this typology contains both “global vulnerable mws” and regions “vulnerable in one
sector”. Those in the west appear on average asghav good outcome; their
endowment of urban and tertiary structure is probab winning feature. Vulnerable
regions in the East, on the contrary, are generall{performed by the — non-
vulnerable — capital regions;

* interesting enough, in the courageous scenarioevalile regions show mixed
evidence in terms of industrial employment dynaixiicg in general they are the ones
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which lose more. This is a scenario in which vultde sectors are less affected by
external competition than now: given this assummtiour result suggests that the
more tertiary and less specialized structure of-vidnerable regions help them in
growing even in front of a high competition in neninerable sectors;

* vulnerable regions are the ones gaining less mgeof tertiary employment. They
seem not to be able to replace industry with terietivities.

If we look at a less courageous and more protestemario, in which however competition
increases in the vulnerable sectors, the mostestieg results for the vulnerable regions
concern:

» different sensitivity in terms of GDP growth betweastern and Western vulnerable
regions; the former have higher variance in terifSDP growth than the latter;
« the decisive loss in industrial employment growtlvilnerable regions;

» the relative lower loss of service employment gtowt vulnerable regions with
respect to the others.
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6. Conclusion

From its outset, this study was laid out to explbeeinfluence of sectoral structure, and
notably the specialisation in those sectors in tiiarope seems to have lost some of its
competitiveness, on the economic performance abmnegWe have identified the relevant
sectors and regions and then subjected the dat&icong the regions to a series of tests in
order to understand how important sectoral strectight be, moving from a descriptive to
an analytic approach, using both diverse quantéatols and qualitative case studies. In the
following we present both our scientific and oufipporiented conclusions.

6.1 Major scientific conclusions

The major conclusion from the study is probably diféculty in using sector structure as an
indicator of regional vulnerability to globalisatioeven though at a EU27 scale such structure
might be relevant to analyse the vulnerabilityled EU economy as a whole.

At EU27 scale and above we can quite clearly olestte evolution of geographic production
and trade cycles where certain types of produatimve from one macro-region to another
during the life-time of a product cycle. These ty@é production can then often be linked to
specific economic sectors, explaining the cleatasat vulnerabilities observable at EU27
scale.

At regional scale, however, the issue is more cemypt is undeniable that some regions have
lost sectoral employment and value added in theumeterm. This is most evident in textile
and metal regions. However, the regional reactittnghese evolutions have been very
diverse, and so it is difficult to infer a genemradiional vulnerability from a sectoral structure.

This is due to several issues:

» Limited statistical tools: Although this may soutile the classical excuse of
researchers for not giving definitive answerss important to remind ourselves that at
least two aspects of the data seriously hamperatiaysis: a) limited sectoral
resolution and b) the absence of regional trade. dais thus often difficult to isolate
the precise sectors which are subject to more set@ompetition than others and to
analyse the actual dependency of a region's ecowontrade, notably extra-European
trade, in those sectors identified as vulnerableis Tneans that a similar sector
structure can hide very different regional readittoncerning the role of this sector.

* An important factor is not the sector structureitgelf, but rather the segments of
production (or segments of the value chain) withet sector which are present in the
region. When we speak of vulnerability to globdima, we actually mostly mean
vulnerability to competition based on the posdipilio “taylorise” production in
specific segments, i.e. to reduce complexity ang timcrease transferability of the
production process to lower cost parts of the wor&e, be it locally, or globally. It is,
thus, not sufficient to identify those regions @etin a specific sector without also
differentiating by segment of production. Some @ectmight concentrate some types
(e.g. generally low qualifications in textile), ard a link can be established, but this
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iS not automatic.

» Sector structure is not sufficient to explain tlemeral economic system of a region as
many other, tangible and non-tangible, factors routie to a region's performance,
even within a specific sector. The dialectic relaship between sectors and
“territorial capital”, with certain forms of tergtial capital favouring specific sectors,
but also specific sectors influencing factors swsh firm size, entrepreneurship,
informal cooperation structures, etc, also contebuo complicating the issue.

« Finally, in the perspective of a prospective analyis seems quite hazardous to isolate
specific sectors as being potentially vulnerabldhia future, as any choice will by
definition be speculative and, thus, bear the osKbetting on the wrong horse”,
especially in the context of the data limitationsntioned above. In addition, as the
analysis has shown, it is often not a sector ashaley but specific segments of
production within this sector, which are vulnerable

These issues do not mean, however, that the asdlyssector does not reveal a series of
interesting elements that can be useful in supmptine reflection about appropriate policy
instruments and we will go into these a bit furtleer It does mean, however, that once
controlled for (a detailed) sector structure, gehetheory about factors of regional
competitiveness is probably more relevant for thdeustanding of the success or failure of
regions to deal with their vulnerabilities.

This seems very much in line with the growing baafytheory concerning evolutionary
economic geography which tries to explain the phegma of regional path-dependency and
lock-in, with the “key question as to why some oegil economies become locked into
development paths that lose dynamism, whilst otbgronal economies seem able to avoid
this danger?® The development paths of the vulnerable regiondedised through sectoral
vulnerability to global trade thus seem dependentmany other factors than those linked to
this specific vulnerability, and are, thus, morekéd to the general question of regional
development on which the body of literature is véayge without coming to definite
answers?!

A second important issue is that the relationsleifwken evolution of GVA and evolution of
employment is not straightforward at regional leW&r example, textile regions have lower
total GVA growth but higher employment growth thaiiner vulnerable regions. Dominant
economic theory has it that rising GVA should l¢adising employment levels. However, it
is not clear whether this holds true as much agg@nal level as it might on macro-economic
scale. Politically, this thus raises two importguestions: a) If the relation GVA-employment
is true at regional scale, what needs to be donfauour a positive impact of GVA on
employment? And b) If it isn't true, which of thea should be of higher priority at regional
scale? These questions are obviously linked togdmeral issue of the social impacts of
different economic paths, notably linked to theelevof qualification of the work force in
relation to the types of jobs lost and creatededms quite obvious that low-qualified persons

20 R. Martin and P. Sunley, “Path Dependence angidRal Economic Evolution”, Papers in Evolutionay
Economic Geography #06.06, Utrecht University.
21 DG Regio already has the results of the studydéiactors of regional competitiveness » prepangd b
Cambridge Econometrics, Ecorys-NEI and R. Martirpiaparation of the Third Cohesion Report and which
deals to a great extent with this general question.
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suffer most from negative impacts of globalisatidut this is true for all regions, not
specifically the vulnerable ones.

6.2 Major policy conclusions

We can, therefore, conclude that there is a gretrbgeneity amongst those regions which
are designated as “vulernable” according to cateléfined at EU27 scale. This also means
that any policies will have to be sufficiently difentiated to respond to this heterogeneity. It
is very important to note that the differences lestwregions are to a large part not defined
by their sectoral structure, but that a combinatbthis sectoral structure with more general
factors of regional growth will have to be takemoimccount. In this context, we provide

below some tentative conclusions that we can makeerning some specific aspects of the
vulnerability of regions, based essentially on ttese studies with support from the

quantitative analyses.

« Embeddedness of development

An important criterion concerning the resilienceaiagt the impacts of specialisation in
vulnerable sectors seems to be the level of emlge@ds of firms, notably large firms, in the
region. Regions which are dominated by large conesan vulnerable sectors without being
able to anchor these firms in their local tissue\aary vulnerable to the increased mobility of
these firms, especially if they are foreign-own&dchorage in this sense means that the large
firm is made dependent on very specific factorstra region, mostly specific forms of
cooperation. An example which is often observetias of cooperations between industry and
research, although it is not always easy to disedrather this cooperation is a consequence
or a cause of the rise of this sector in the regi&rch anchorage seems, however, to be very
difficult to achieve in the context of highly mobiFDI. The example of Airbus in Toulouse
can, however, be considered as a region of this, tiipked to heavy public investments,
notably in education and R&D. This does not meat such a region would not suffer from
the departure of the large firm (although thersase level of hope that the newly created
local tissue is beginning to be “self-sufficientiaigh), but only that this departure is made
less likely. Another example, but of a differenhdkiis the one of Nokia and its impact on
regional development in Finland. Here, however, toeperation structures have grown
endogenously with the firm, and links are thus esteanger, making the departure of the firm
even less likely and making a reproduction of thgecby political means very difficult.

On the other side, the examples of Western Hungany Romania show the extreme
vulnerability of regions which have not been aldecteate such anchorage because of the
lack of time and the lack of investments stimulgtthe development of endogenous factors
linked to the foreign firm. These cases provokedhtestion whether it is politically possible
to create these anchorages, combining the facttimef (encouraging firms to stay longer)
with the factor of money (investments in supportiagtors). It does seem obvious, however,
that a policy of attraction of FDI based on lowdab costs does not allow a sustainable
development of these regions if it is not accomganby intensive policies aiming at
embedding the foreign firms.
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» Profiting of spill-overs

In cases where it is not possible to embed a furfiicgently in a region, efforts are necessary
to at least ensure that the regions profits of ile®me, innovation and learning that the
presence of large firm provides, by using thesewees to support the development of
endogenous capacities. In light of the very shgdes in the most vulnerable regions, this
means that policies would have to act very quickhd decisively, implying significant
investments in education, innovation, etc. Ofteawéver, these regions do not have the
financial means to launch such investments, evengch as their attractiveness is often not
only based on low labour costs, but also on lowelewf taxation.

* The fragile successes of SME clusters

The scientific and political literature of the ladecades has strongly emphasised the
importance of clusters in the explanation of reglatevelopment. In the vulnerable regions
identified in this study, the capacity of classicalster regions (notably in textile, such as
Western Flanders and the Third Italy) is not asrctait. Many of these regions have suffered
significantly and current total regional value addgowth levels are often (relatively) lower
than they have been in the past. The main conclukiat can be drawn from the case studies
is that the specific forms of cooperation and #éity that characterise these clusters has
provided them with a certain level of resiliencey that these factors are only marginally
influenced by policy. Rather, these regions arery ¢lear example of path dependency with
most of their intangible structures being the prid centuries of historical developments.

One weakness of these regions is that while theyvsh very high level of innovation in
terms of procedures or new product lines, theinnetgy content is often fairly low and the
R&D into decisive new technologies limited. In alghl context where the control of new
technologies becomes one of the major sources wénte (in the form of so-called
“intellectual property”), channelling important grartions of the total value added created in
a value chain, this limited technological innovaticonstitutes a potential problem for these
regions. Political actions thus might be possibléhe support to these regions in that field,
although generally this requires significant inwesihts normally engaged by large
companies.

+ Education

The level of education seems to be a quite decfaster in the possibility of regions to either
embed firms into their local tissue, to favour kpilers from large firms to the region or to
ensure the functioning of clusters. In this contéxis often the quality of the basic levels of
education (up to the end of the secondary degréeghwseems highly influential, as this
provides the basis for the absorption of new kndgée more so than different forms of
vocational training (which bear the risk of actyatkinforcing a region's dependency on
specific types of production) or tertiary education

» Protection of territorial capital

Regional decline is often a heavy and long-termc@se as general inertia of people and
structures, but also the sunk costs of physicahstfuctures can be very important weights
that slow down any efforts in reconversion. At faene time, as both the recent literature and
the case studies highlight, a very important aspeotgional development is reflected by the
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notion of “territorial capital” or “sense of placd’ reflecting the idea that a series of
intangible elements rooted in the specific teryitare drivers of the economic development of
that territory. In that context, it seems worthKHog at the experiences of some declining
regions (e.g. the Ruhr area) more in detail toystunlv some forms of public interventions
have helped these regions to protect some of ¢niatiotrial capital and how policies aimed at
regional restructuring can be thought in such a asaio maintain it.

22 See, amongst others, R. Camagni (2008), Reg@mapetitiveness: Towards a Concept of Territorial
Capital, in R. Capello et al, Modelling Regionak8arios for the Enlarged Europe, Springer, pp. B3a#d R.
Bolton (1992), "Place Prosperity vs People Pragpé&evisited: An Old Issue with a New Angle’, Urba
Studies, 29:2, 185 — 203.
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