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Onward the Spatial:

An Essay on the Nature and Relevance of Regiomah&uics

Colin Wren

Abstract

Regional economics appears to be losing its cuyrenacademic discourse, with a clear
preference over recent years for the term ‘spattahomics’. This essay examines the
nature of the developments in order to explorer in@plications for regional economics,
focusing on four key aspects: empirical methods thedtools’ of regional economics;
theory and the appropriate spatial scale; the areai problem’; and regional policy. It
finds reasons to suggest that the ‘region’ is e$ lenportance, but argues that the use of
the term ‘spatial’ does not reflect dissatisfactiith regional economics, but it signals
the reinvigoration of the subject from its forma@noection to mainstream Economics.
This is primarily in the form of the new economigography model, although limitations

of this can lead to an unsatisfactory form of regigolicy based on growth theory.
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Onward the Spatial:

An Essay on the Nature and Relevance of Regiomah&uics

1. Introduction

Advances in spatial analysis, embracing both ecandohneory and applied work, have
fundamentally altered the way in which the econasnlyeing understood, and they have
served to reinvigorate and introduce a whole ramigspecialisms, including theew
trade theory, th@ew economic geography, theew growth theory, thenew economics
of urban and regional growth and thewregional science. There are many critiques of
these developments from different disciplinary emts, such as Barnes (2004) and
McCann (2007) on regional science, Roberts ance@iettd (2007) on regional growth,
Neary (2001) on new economic geography and Martth Sunley (2001) on economic
geography. But what is noticeable is that apart from a réc#ort paper by Behrens
and Thisse (2007), they make little reference gporeal economics, while by and large
regional economists have felt no compulsion torethis debate. This is surprising, not
least as in the face of these developments regemmalomics is losing its currency.

The loss of currency is illustrated by numerousné examples, and doubtless
there are many more. They include the launch @Bgatial Economic Analysjsurnal
in 2006, but which makes little explicit referertoethe ‘tools’ of regional economics or
to the notion of a ‘region’. Likewise, ti&patial Economics Research Centmdich was
established by the UK Economic and Social Rese@aimcil in 2007, makes implicit
reference only to the ‘region’, which contrastshaéarlier initiatives. It has also filtered
through to policy, so that Fothergill (2005) debes the UKnew regional policyas a

framework with which economic geographers were Vignesly unfamiliar” (p. 660),



and doubtless regional economists also. Furthdahea foreword to the recent textbook
on Regional Economicby Capello (2007), Fujita mentions spatial ecoreamip to ten
times, but just two references to regional econspaad each time qualifiéd.Finally,
Brakmanet al (2001) introduce the field ajeographical economig¢swvith its roots in
international economics, trade and growth theogesipled with location analysis, but
as we see these are precigbyfounding pillars of regional analysis.

Underlying spatial economics are developments éomyy most notably the new
economic geography and endogenous growth theodyinaempirical methods that have
accompanied the availability of large and spatiadiierenced datasets. These appear to
have led to doubts about whether the ‘region’ & dppropriate spatial scale and about
the usefulness of regional economics itself. Qirse, it is not surprising that these new
developments will render earlier theory and methedsindant or irrelevant, except that
international trade and location analysis form dhiginal basis for regional economics.
Further, the loss of currency could just reflee tihanging nature of the core concern of
regional economics — the ‘regional problem’ — exdégt the ‘region’ has always been
an elastic concept “defined in different ways foifedent purposes” (Armstrong and
Taylor, 1985, p. 1), and varying between “a smafpydation centre and its environs to a
massive sub-region within a continent” (Richardsk®v0, p. 223).

The purpose of this essay is to investigate theldpments in spatial economics
in order to explore their implications and relasbip to regional economics. The aim is
to assess whether the developments represent akparadigm shift, or whether they
are just part of a continuum in the evolution ajiomal economics more broadly. Ifitis
the latter then regional economics has relevartteguagh it may best be viewed through
the lens of spatial economics. In this case, éhm $patial economicsnay merely serve

to carve out distinctiveness in the same way asi¢hetrade theory, etc. However, if it



is the former then it not only delineates a neveigige, but perhaps suggests regional
economics no longer has relevance. Either wagworthy of investigation.

In the next section, the nature of regional ecowsis set out, and in Section 3
the developments underlying spatial economics saeneed. Implications for regional
economics are then explored in Section 4, focusimdpas four key aspects: the ‘tools’
of regional economics; theory and the appropriptdial scale; the ‘regional problem’;

and regional policy. Finally, conclusions are dnaw Section 5.

2. Regional Economics

21  The Origins of Regional Economics

According to Overman (2004), geographical econorsézks to answer three questions:
What are the causes and consequences of the urdsddution of economic activity
across space? Can empirical observations be egplaygeneral rules? What locational
specificities explain the exceptions to these fulegSiven that regional economics is a
product of location theory and regional growth aestelopment theory (Capello, 2007),
then clearly these questions also have interagtgional economists.

Of course, the three questions could be addrestsady spatial scale, but what
distinguishes the ‘region’ from the national ecorois its ‘openness’ (Armstrong and
Taylor, 1985). It results in a high degree of idegpendence between regions in national
space in terms of the trade in goods and servicedaxctor flows in capital and labour,
which is facilitated by common legal, politicalndjuistic, institutional and cultural
arrangements, and by weak barriers to trade andlitgobRegional economic systems

are also characterised by common fiscal and monetaangements, such as currency,



interest and external exchange rates, while atiana level there may be interregional
transfers and inducements, e.g. regional poliaytloer budgetary arrangements

As a discipline, regional economics is relativebugg and the product of a post-
war generation, which Richardson (1969) attributegsonservatism in the Economics
profession. Traditionally, he argues, economistseweluctant to accept any regularity
in the spatial organisation of the economy, foralhmon-economic factors were deemed
important, while when Economics moved beyond thécsit saw time rather than space
as the key dimension. There are several factatssem to have been important in this.
Starrett’sSpatial Impossibility Theoremmplies that a competitive market breaks down
when factor mobility is combined with transport tsobetween regions, making space
uninteresting from the point of view of economiedhy (see Behrens and Thisse, 2007).
Indeed, in a uniform space agglomeration cann@xpéained without increasing returns
to scale, but which is only relatively recently befermalised in analytical modefs.
Parr (2009) attributes it to the lack of a clear-division of space into regions, unlike
time. From a practical viewpoint, there seemedelithtrinsic value to sub-national
analysis, as classical notions of price flexibibiyd factor mobility meant market forces
would always correct regional imbalances. Of couwgeat decisively changed this view
was the Great Depression, and which sparked ttieliimiterest in regional analysis.

The original interest of Isard was in addressirgfdilure of trade theory to pay
attention to the cost of overcoming spatial sepamatrom which he and his colleagues
were later to produce the first major textbookha field (Isardet al, 1960), which was
then known asegional analysis From developments in the 1940s, the major thieate
roots or ‘tools’ of regional analysis were set @utd these are location theory; multiplier
theory; input-output analysis and mathematical mogning (Meyer, 1963). Of these,

location analysis is important toban economicandregional sciencewhere the latter



is the “use of formal neoclassical economic thesg rigorous statistical techniques in
representing and explaining a space economy” (Ba2{@04, p. 107). The other tools,
and developments therein, found application in whattoday understand asgional
economics This has an emphasis on development policy anti® ‘regional problem’,
or what Needleman (1968) describes as the “greatiasting differences in prosperity

between different areas” (p. 8), i.e. why dispasitarise and persist.

22 Nature of Regional Economics

The nature of regional economics is evident fronmstrong and Taylor'sRegional
Economics and Poligyone of the principal textbooks on the subjectrdkie last twenty
years or so.Part Il of this book is devoted to policy, but Plhas chapters that reflect
the origins of regional economics (interregionabl) and the tools of regional analysis
(i.e. multiplier and input-output analysis), butlé on location theory. The Contents for
Part | is reproduced in Table 1 for the 1985 edit@ithough there is a similar structure
for the third edition, published in 2000. It shotlie concern with openness (chapters 5
and 6) and the regional problem (chapters 7 anavBiJe the underlying theory is not
purely neoclassical in nature (chapter 4), reflecthe origins of the discipline. Similar
emphasis is evident from other texts, such as MnG2001) and Capello (2009)n the
case of older texts on regional economics, Ricltarq$970) illustrates the evolution of
regional analysis with the first two parts devotedocation and the urban economy, and
only the third part on the region, comprising thewe kinds of material.

What is clear from Table 1 is that there is litti&insically spatial about regional
economics. The theory derives from the parts ahsteeam Economics that reflect the
concerns of regional economics, and are applicatitlee level of the ‘region’, i.e. small,

open economies. These are economic growth, etierral trade and Keynesian macro-



economics, which represent much of the core matafri@gional economics. However,
as mentioned, parts also represent dissatisfaatitn Economics in explaining certain
observed phenomenon, including models of cumulataesation and localisation.

Of course, Economics is not the only subject t@ tak interest in regional issues,
and as far back as 1963 Meyer acknowledges thatdistinguishing characteristic of
regional analysis has almost seemed to be itsdist2plinary aspect” (p. 21). This has
made it difficult for regional economics to carvet @ distinctive character in terms of
conventional economic disciplines. The publicatibat has best reflected the character
of regional analysis iRegional Studieghe journal of the Regional Studies Association.
It does not give a complete account of publicatiothe field of regional economics, as
many other journals have a record of publishindismork? Conversely, not all articles
in Regional Studiemay be construed as regional economics. Neveghedi&e regional
economics, since its inception in the 1960s, tlhenal has sought relevance and policy
engagement (Piket al, 2007). While it has a multi-disciplinary focus) analysis of its
contents offers a useful indication of the changiature of regional analysis.

First of all, there is growing interest in regionsdues, which is reflected in the
increased number of articles Regional Studiedfrom 30-40 a year in the late 1980s to
about 60 now. Further, like many other journdigr¢ is a greater internationalisation of
contributions, as whereas the vast majority ofchasi were initially from the UK, half
are now from mainland Europe but relatively fewnfrelsewhere (see Pilet al, 2007).
Table 2 give a sense of the changing nature obnedjianalysis, based on all the main
articles published iRegional Studiesr 1987 and for the same number from the start of
1967 and 2007. In carrying out such an exercidggment is inevitably involved (see
notes to table), but several trends are apparénst, the analysis has become far more

sophisticated over time, and regression analysisvsthe main technique, although this



is relatively recent. Second, the scale is momensically regional in nature, whereas
much of the early analysis was local (in fact, ¢lagly studies had a strong Planning and
Geography bias). Finally, the ‘regional problerohtinues to be important, although it
has never been a central concern (early ‘growtidiss include many planning-related
papers), while as Table 2 shows that the ‘toolsfegfional analysis are relatively little

used, such that early studies often relied oniveligtsimple analyses.

3.  Spatial Economics

Underlying spatial economics are developments @&ty and empirical methods, which
are well captured by th8patial Economics Analysjsurnal in the range of areas in
which seeks to publish. In the case of the enmgdineethods the advances have occurred
in statistical techniques in both economic and ggoigical analysis (McCann, 2007),
such as spatial econometrics and exploratory dpd#dia analysis. In fact, these have
been around for some considerable period of tinreséin and Hudak, 1992), although
it is only relatively recently that they have fougceater application (Anselin, 2007). It
is partly related to the availability of spatialigferenced datasets in both the US and in
Europe and to improved computational power (Rokants Setterfield, 2007), as well as
the greater recognition of spatial econometrichimimainstream Econometrics.
Likewise, the term ‘spatial economics’ has beeruadofor a considerable time
(Fujita, 2005), but meaning the application of emoirc theory to issues in location, land
use or spatial competition. It is the developmamtheory that underpin the resurgence
of interest in spatial economics, of which there i fact two main branches: the new
economic geography and endogenous growth theosyyethere is no theory unifying

these, and according to Baldwin and Martin (2004) link is relatively little explored.



In what follows these two branches of theory ateflyr outlined, which helps form the

basis for considering their limitations and relasbip to regional economics.

31 The New Economic Geography

The new economic geography arose out of the neye tilaeories developed in the late
1970s and early 1980s, partly in response to tbeatisfaction with the Heckscher-Ohlin
model’s inability to explain certain real-world ptenena, such as intra-industry trade.
However, it was not until Krugman (1991) that tleswneconomic geography (NEG) was
formalised. Its contribution is to offer a decafised model of the economy that in an
equilibrium framework accommodates the fundameintale-off between the forces of
agglomeration and dispersal. Its key underlinguiesats the Dixit-Stiglitz model, i.e. a
traded sector that exhibits monopolistic competitamd increasing returns to scale. In
overcoming the deadlock of Starrett’s theorem, ditzo and Thisse (2004) argue that it
has planted economic geography in the mainstreagtafomics. In not relying on the
neoclassical framework it can also be seen as ingakith regional science. Brakman
et al (2001) describe it as the core model of geograpbleiconomics.

An early result of the NEG is the market acceshome market effect’ (HME)
(Krugman, 1980), which in essence says that anwitbahe greatest home demand will
relative to endowments have the greater shareedtr#ided sector. It arises from the fact
that imports incur transport costs, whereas horoédtgred goods do not, so that firms
locate in the larger market and export to smalieso The HME is able to explain why
small permanent shocks lead to large permanenaudligs in location, but according to
Ottaviano and Thisse (2004) not why small temposdnycks do so, so that it is devoid
of any agglomerative force. This is introducedha NEG in either of two main ways:

either labour mobility (Krugman, 1991) or intermaigi inputs (Venables, 1996).



There are variants of the NEG, but broadly fromnatial equilibrium, in which
the traded sector is produced in each of two idaht@ireas (aiversified economythe
stability of this equilibrium determines whethetigity agglomerates or not, such that
all traded activity locates in a single are@dee-periphery economyThus, Puga (1999)
considers a firm relocating between areas, but whas opposing effects on the output
price, causing firms to exit @mpetition effe¢t and on nominal and real wages, which
makes the host area economy more attractive tc figemandand costeffect3.’® The
relative strength of these determines whetherrdget! activity agglomerates or not. An
implication is that if transport costs fall belownse threshold firms locate at the ‘core’
to take advantage of increasing returns, so thasport costs determine location rather
resource-based explanations. This means locataynb@ an ‘accident of history’, while
the equilibrium is ‘non-ergodic’ (i.e. the aggloragon is not undone by a restoration of
initial conditions), reinforcing the view that ‘hegy matters’.

By integrating transport costs into a theory @érnational trade the NEG has in
effect responded to the concern of Isard (i.e féllare of trade theory to pay attention
to the cost of overcoming spatial separation),cait/h in its sub-national guise it may be
more properly described as thew regional analysis This is because it has little to do
with the traditional discipline of economic geodngppursued by geographers (Martin,
R., 1999), while like the developments in empiricethods many of its ideas have been
around for some time (Ottaviano and Thisse, 200éy.ertheless, the NEG accounts for
phenomena of interest to regional economists, agfhat is subject to criticism.

Chief among these is that the NEG is a highly seglitheoretical model, while
even on its own terms Behrens and Thisse (200Teatwat the underlying Dixit-Stiglitz
model lacks the generality of other models. Furthecording to Neary (2001), some of

the implications of the basic core-periphery maatel just “too stark to be true” (p. 556),
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while in fact its policy implications are difficuto grasp. Thus, the proponents of the
NEG argue that an agglomeration is unambiguouglgdgfor all, although compared to
a diversified economy Neary (2001) finds that itoiad’ for the periphery as living costs
are higher. Others, such as Martin, P. (1999), tivad it can reduce regional inequalities
but only if there is sufficient labour mobility. irfally, from a theoretical perspective,
Kind et al (2000) find that fiscal instruments have no effecte agglomerative forces
have taken hold. This is for tax competition asrosuntries, although others find that
the opposite is the case for national policy; tllmses and Wren (2009) find that fiscal

inducements shift the distribution of inward foreigvestment across British regions.

3.2  The New Growth Theory

The other branch of theory of interest is the neswh theory (NGT), otherwise known
as endogenous growth theory. In addition theteasPorter cluster approach, which has
its roots in the business strategy literature,dutside of mainstream Economics. As its
transmission mechanism the NEG relies on pecur@argrnal effects (Parr, 2002), but
the NGT relies on technological external effecterternalities (see Scitovsky, 1952),
which are primarily in the form of knowledge spukrs. Both the NGT and the cluster
approach originated around the same time, andaatt dbe same time as the NEG.

Starting with a labour-augmented production furctio= F (K, AL;), whereY

Is output,F is the production functiork andL are capital and labour, adis an index

of the knowledge available to the firmRomer (1986) supposes that knowledge arises
as the unintended by-product of a firm’s capitalestment through learning-by-doing.
Since knowledge is non-rivak, depends on thiotal level of capitalK in the economy,

i.e. A =K. Assuming that the production function exhibitstant returns to scale, the
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theory reconciles endogenous growth with competitivarkets, as there are constant
returns to scale at tiiem levelwith respect taK; and L,, and at theeconomy levelith
respect to total capitak, andK, but which gives endogenous grovith.

A feature of this model is that there are incregsgturns to capital and labour
for the economys a wholewhich means that the growth rate increases \ilhstze of
the labour forcel, but for which the evidence is weak (Barro andaSdWartin, 1995).
The contribution of Lucas (1988) is to eliminatestbcale effect by assuming knowledge
depends on the economyveragecapital per worker, soA =K/L in (1)} This
simple change in the model set-up is described diyeRs and Setterfield (2007) as the
origins of thenew economics of urban and regional growthit is because knowledge
depends on the capital per worker, i.e. it is endmbdh human capital, so that human
interaction is necessary for learning, for whprbximityis taken as a prerequisite.

The NGT has promoted a resurgence of interesteimé#ture of externalities, and
several well-known traditions have emerged. OrnbasMarshall-Arrow-Romer (MAR)
externality, which is internal to an industry, aembther is the Jacobs externality, which
is associated with diversity and occurs acrossstrtis. Others arise from density in the
form of urbanisation economies (Duranton and PAg&4). The significance of these is
that they suggest different kinds of industrial foguration are optimal for growth.

Finally, it is useful to briefly consider the Partmodel, in which the economies
arise from a ‘cluster’, i.e. a group of “intercomted firms, suppliers, related industries
and specialized institutions in particular fieldstt are present in particular locations”
(1998a, pxxii).** Porter (1998a) argues that this differs from pfjy@wth theories as
agglomeration is related to firm strategy, althoitgh knowledge that promotes growth
and which can arise from access to specialisedifadnd inputs, so it is closely allied to

the localisation economies of Marshall (1890)pl&tys down classical location factors,
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which is like the NEG, although the transmissionchamism is non-pecuniary, so it is
sometimes known as a social network (McCann ang&ird, 2003). It reflects the fact
that in some guises personal and community relsliips, patterns of ownership and

common goals are all important to the notion aflaster’ (Engelsofet al, 2003).

4.  The Implications for Regional Economics

Having briefly reviewed the developments in spag@dnomics the implications of these
for the discipline of regional economics are novarexed. It is considered in relation
to the four key elements of the discipline, compgsthe nature and ‘tools’ of regional
economics; the ‘region’ and the appropriate spatiale; the ‘regional problem’, and the
nature of regional policy. From this, conclusi@ns then drawn.

This analysis is supported by a summary descripgiorecent articles published
in four of the journals in the broad areas of regicand spatial analysis. This is on the
basis that the research currently being publisteddshto define the nature of a subject.
The journals ar®egional StudiefRS, Spatial Economic Analys(SEA, theJournal of
Economic Geograph{JEG), Regional Science and Urban EconomiBSUB and the
Journal of Regional ScienddRS. As mentioned abov&ySreflects the character of
regional analysis, while out of all the journ&EAperhaps best captures the character of
spatial analysisJEG has a strong inter-disciplinary nature, althouglv papers actually
straddle disciplinary boundaridR SUEhas a multi-disciplinary tradition in regional and
urban economics, whil@RScovers mainly empirical papers in the broad afespatial
analysis. The results are presented in Table &hak constructed on the same basis as

Table 2. The table separately identifies thrednefabove four main elements of regional
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economics. The articles relate to 2007 and adfagears, so that in the caseSyatial

Economic Analysiat the time of writing it is a more or less comeleoverage.

4.1  The Nature and ‘Tools’ of Regional Economics

With regard to the techniques, Table 3 shows that‘tools’ of regional analysis are
little used in empirical work, since while theydirsome application in theRSandSEA
journals, they hardly feature at all in the othaurpals. Again, the main technique is
regression analysis, which in some form (includiogjt analysis, panel data methods,
duration analysis, etc) features in about halfref articles published in each journal.
Regression analysis lends itself to causality datissical testing, but Table 3 shows that
many other techniques are used, particulari@ERA The high proportions in the ‘other’
category reflect the inter-disciplinary natureJ&G and the theory papers in tRSUE
while in the case afRScontributions are primarily empirical in nature.

Of course, the central contribution of the new tlggs to give micro-foundations
to phenomena and processes that are of interesgitinal economists, as well as others.
Thus, the NEG has clarified the microeconomic upitherings of both spatial economic
agglomerations and regional imbalances (see FaithThisse, 2009), and the NGT has
helped cement the role of proximity in the growtbqess. The theories are essentially
microeconomic in nature, and so it is perhaps ngtrssing that the ‘tools’ of regional
economics have to some extent been sidelined. iFhiscause these ‘tools’ operate at a
sub-national macroeconomic level (e.g. input-outmalysis), providing an aggregate-
level view of the region or regional system, buthout a strong foundation in choice
theory. All the same, despite the focus of curresearch, from a practical standpoint it

is necessary to adopt these approaches to undgtb@negion or regional system.
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4.2  The ‘Region’ and Appropriate Spatial Scale

Important to regional economics is the notion okgion’, and so it is useful to consider
this, both from the standpoint of theory and engpirwork. Of course, it is difficult to
know what constitutes a ‘region’, which is not jbsicause of imprecision in the way the
term is used (Parr, 2009), but because it dependkeonotion of similarity that is used
to group different entities into a region (Behrem&l Thisse, 2007). In practice, Meyer
(1963) identifies three approaches to defining esnemic regionthomogeneitywith
respect to some characteristic, such as unempldyorean activity; acore-periphery
relationship with an urban centre and surroundieg;aand goolicy-orientatedapproach
that is concerned with the institutions implemegtoolicy, but which has administrative
coherence (see Richardson, 1970, chapter 9, fextemded discussion on this topic). Of
course, not any old area satisfying any of the alibvee criteria will necessarily do, as
it must be something larger in scale than puredylitcal’, e.g. a neighbourhood.

As regards the new theories, neither of these offaich support for the region
as the relevant spatial unit of analysis, althonghher do they offer much support for
any other scale. Neary (2001) finds that themoihing intrinsic to the NEG to identify
the appropriate scale, save for assertions abedettel at which an agglomerative force
works. Thus, in Fujitet al (1998) the labour mobility transmission mechanisraken
to coincide with the ‘region’ and intermediate itpwo coincide with the ‘nation’, but
scant support is offered for these, and it is netit easy to think of counter-examples.
Further, the NEG proffers a core-periphery relathop, but offers little or any guidance
on the appropriate division of space into sub-matianits. Similar ambiguity permeates
the growth literature. Knowledge is a pure pulgaod in Romer (1986), which could
include the whole world (Kremer, 1993), and whifeb®died in human capital in Lucas

(1988), proximity may be unimportant if knowledgedodified or is rapidly diffused.
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Likewise, proximity seems inessential for clustevhjch are “present in large and small
economies, in rural and urban areas, and at sege@jraphic levels (for example
nations, states, metropolitan regions, and citié@3ptter, 1998b, p. 204).

In general, the pecuniary effects of the NEG saggeyreater geographical reach
than do the technological external effects of tl@&TiNwhich rely on human interaction
and tacit information, rather than impersonal merkeamorgese and Ottaviano, 2002;
Anselinet al, 1997). However, Gertler (2001) argues that aeeit knowledge can be
transmitted between spatially distant agentsudgssts that the appropriate spatial scale
is an empirical matter, but even here there is greeanent. Doring and Schnellenbach
(2006) survey the literature and find “a wide-spr&mnsensus that spatially confined
knowledge-spillovers are an important empirical nraenon” (p. 383), but that the
“majority of studies refuse to quantify the rangel (p. 384). In fact, not only is there
is little agreement on the distance over which thesur, but uncertainty over the nature
of the externality itself (see Roberts and See&dfi2007). Glaeseat al (1992) favour
Jacobs externalities, but regression analysis temd@sipport the MAR economies (e.g.
Henderson, 2003; Rosenthal and Strange, 2003; Bexet al, 2007). Further, these
are not a purely local phenomenon as Parr (20@2ysiattention to the long tradition in
the literature of the regional agglomeration ecopom

The uncertainty over the appropriate spatial ssalems partly to rest on the
methodology, of which three broad approaches caddigified, the first two of which
rely on econometrics. The first involves countdaginess units over different spatial
distance from a firm. Rosenthal and Strange (2008l that “localisation economies
attenuate rapidly in the first few miles but slowhereafter” (p. 385), and Henderson
(2003) gets a similar result, while Baldwah al (2008) find that knowledge spillovers

affect productivity in a range of 10 to 50 km. Téecond approach involves tracking
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knowledge flows through the effect of R&D expenditon the innovative activity of
surrounding areas, e.g. patents. These studies ffid larger ranges for the knowledge
spillovers, which can be up to 300 km (Déring amihr&llenbach, 2006), although for
OECD countries, Keller (2002) finds it is 1200 kor the half-life distance of R&D
spending! The third approach is based on casg,sbud where the distance is found to
depend on the nature of the activity being stud@dnbers and Mackinnon, 2004).
Overall, theory offers little support for the regias the appropriate spatial unit
of analysis, although neither does it offer mucppsut for any other spatial scale. When
taken as a whole similar uncertainty is apparetthénempirical literature. Nevertheless,
Table 3 shows that the ‘region’ features promineintlthe (mainly empirical) literature,
especially inRRegional StudieandSpatial Economic AnalysisThe representation in the
other journals is weaker, partly because of theemeed availability of large datasets at a
fine level of spatial disaggregation. Neverthelessuggests the ‘region’ continues to

be of considerable interest to researchers intbadofield of spatial analysis.

4.3  The ‘Regional Problem’

The spur to the original interest in regional asmyand the core concern of regional
economics, is the persistent disparities in economaill-being across regions, known as
the ‘regional problem’. In fact, the third part ©able 3 shows that this and economic
growth continue to be a major concern R and to some extel8EA but much less

important to the other journals with very few oétarticles directly addressing the issue.
While the ‘regional problem’ continues to be ofardst, a possible reason for the loss of
currency of regional economics is that the ‘regi@mo longer the appropriate scale for
these disparities. Again, there are difficultie®kamining this, not least as the ‘regional

problem’ is contingent on how space is divided (P2009). Further, inevitably, there
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are issues at the European Union level about thetitnality of regions (Magrini, 1999)
and about the quality of the data itself (Combed @aerman, 2004).

One way to examine this is to look at the natdrspatial disparities, and at the
European Union (EU) level several facts have enteaipout inequality for the pre-2004
EU membership. Puga (2002) finds that “most regliamcome inequalities in Europe
are within rather than across member states” (p),3vhich suggests the inequalities are
sub-national for the EU-15 prior to the 2004 endangnt. However, when conceived in
terms of unemployment, Overman and Puga (2002)thatl inequalities emerge at the
NUTS Il level, which extend across national bouretar These areas are intermediate to
the Government Office regions and counties in Bmgjldut all the same suggest that the
‘region’ helps form the basic building block foraysing spatial inequalities.

It can also be examined for the post-2004 EU-2Bt@es, which is after Eastern
European enlargement. For this, we adopt a ‘datisiaker approach’, and look at how
the policymakers define the areas for interventidwain, there are difficulties, as the
designation of the areas may reflect consideratidmmolitical economy and ceilings on
expenditure and areal coverage, but it neverth@esges informative. The geographical
coverage of the regional policy areas at the Ewaopevel is shown in Figure 1 for the
2007-13 Regional Aid Guidelines. Coverage is agfim population terms, and there
are two kinds of area: ‘a’ areas that reflect disedage in relation tthe EU as a whole
(i.,e. EU-25 per capita GDP), and ‘c’ areas, whioh @efined relative tthe respective
national average. Some ‘statistical effect’ ‘aéas are defined relative to the pre-2004
EU-15 countries (see note to Figure 1), and armsiianal in nature (Wishlade, 2008).
The ‘c’ areas are defined by Member States withpopulation quota or are earmarked
by the Commission (currently about two-thirds isnearked). Overall, about 43 per cent

of the EU-25’s population is designated for reglgrdicy aid.
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The pattern to emerge from Figure 1 is that tethef25 countries have at least
half their population designated as part of ami&a (likewise if the statistical effect ‘a’
areas are included), but of the remainder elever ha more than five per cent of their
population designated. Clearly, there is a shapndtion between the new-accession
countries of the East, which are lagging in ecomodevelopment and constitute most of
the former group, and the EU-15 countries, whicsidaly comprise the latter group. In
the case of the latter, for the ‘a’ and ‘c’ areambined three countries (Greece, Portugal
and Spain) have more than 50 per cent of their latipn designated for aid, although
otherwise the coverage averages about only 25qrgr ®verall, this suggests a mixed
picture, as some atagging countriegelative the rest of the European Union and other
countries havéagging areasvhether defined relative to the EU-15 or the EU-25

Of course, it does not tell us if the lagging arases regional or local in nature,
and this can be explored in relation to a singlerider State, the UK. Under a new map
that came into force in January 2007, the Assigtexhs now comprise 24% of the UK
population, of which 19% is ‘c’ areas (15% is narrearked) and 5% is ‘a’ areas (1% is
statistical effect). At one time the Assisted Aremvered more than half the landmass
and 40% of the working population, but under th872Q3 Regional Aid Guidelines in
the choice of ‘c’ areas the Government selectedsatteat either had per capita GDP less
than the EU-25 average or an unemployment rateehigfgan 115% of the UK average.
The areas were then selected according to criseic as employment rate, adult skills,
number of incapacity benefit claimants and manufimg employment sharg.As a
result, the ¢’ areas cover mainly urban areas igldfra, Scotland and Wales, including
parts of London and southern England. By contthst,a’ areas, which are defined as a
per capita GDP of less than 75% of the EU-25 aweragver large regions at broadly

NUTS Il and 11l level (sparsely populated areashaf Highlands and Island of Scotland,
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west Wales and south-west England). However, dimeec’ areas make up the bulk of
the Assisted Areas in population terms (about 80cpat) then it indicates that the UK

‘regional problem’ is conceived of as being prirhalocal in nature.

4.4  Regional Policy

Finally, it is possible to look at the role of E@onics in informing the nature of regional
policy itself. Traditionally, in many countrieggional policy has been about supporting
capital formation through investment grants, whiels a strong basis in the theories that
underpin regional economics (see Table 1). Howewere recently, at both European
Union and national levels, regional policy has nmibaevay from direct job creation to
competitiveness policies that are aimed at secdang-term growth (see Wren, 2001).
The issue is to what extent these developmenisctdfie new spatial theories.

In the case of the NEG it was noted that its poiiplications are ambiguous,
and indeed Puga (2002) finds that it has had @darimpact on policy precisely because
“there is no general indication of the directionwhich governments should push with
regional policies when seeking efficiency” (p. 40D)his is because firms and workers
fail to fully account for the external effects dieir actionsboth on those they join and
those they leave behind, so that there may be tozhror too little agglomeration. This
applies to one of the main triggers of agglomemtitamely infrastructure and its effect
on transport costs. The growth theories have hadeh greater influence on policy and
this is considered in relation to the UK new regilopolicy. This draws on the NGT and
seeks to raise the productivity of firms, focusargfive productivity ‘drivers’, which are
investment, innovation, enterprise, competition akitls (HM Treasury, 2001). It is of

interest, as it points to generic deficiencieshim hew spatial economics approach.
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While drawing on the NGT, there are several anitig) of the new regional policy
that suggest it has little to do with regional emmics?® First, Fothergill (2005) believes
that the emphasis on productivity is overdonet agglects the aspects of the ‘regional
problem’ that are to do with industrial structuredghe spatial division of labour within
firms. Second, the aim of the new regional poig&cto correct identified market failures,
but regional economics came about because markedsfaould not be relied upon to
correct the regional imbalances, i.e. too muchetathan too little market. Thus, it is
perhaps not surprising that the background evidéase for the policy is mainstream
Economics and not regional economics (HM Treas2@p0). Finally, the new regional
policy fails to take a ‘systems view’ of space, awotording to Roberts and Setterfield
(2007) it simply transplants the closed-economy N@ddel to the regions. Behrens and
Thisse (2007) argue that these interactions arstthstance of regional economics.

Overall, the policy implications of the NEG are \eao that regional policy has
come to rely on the new growth theories as a basistervention. However, this means
the regions are treated as small-country macroaro@s, whereas a key feature of the
region is its openness. The policy also lacksxgli@t redistributive dimension, which

makes it akin to regionaevelopmenpolicy rather than regional policy (Wren, 2005).

5. Concluding Discussion

Regional economics appears to be losing its cuyrenacademic discourse, with a clear
preference over recent years for the term ‘spattahomics’. This does not appear to be
a catch-all phrase for what was earlier known ab&dn and regional economics’, but
rather it seems to reflect developments in thead/empirical methods (although in fact

they are based on ideas or techniques that havedreand for a while). The purpose
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of this essay is to consider the nature of theseeldpments, in order to explore their
implications for regional economics. Do they regamet a paradigm shift or are they just
part of the continuum in the evolution of regioaaklysis? This is not about semantics,
as it has implications for the relevance of regi@wnomics. Four aspects of regional
analysis are examined: empirical methods and st of regional economics; theory
and the appropriate spatial scale; the ‘regionabl@m’; and regional policy.

To understand the new developments in theoryuseful to consider the origins
of regional analysis, which arose from the inapitf mainstream Economics to explain
important observed phenomenon. Indeed, given itteaping orthodoxy of competitive
markets theSpatial Impossibility Theoremlemonstrates that it was in effect impossible
to explainuneven development using economics theory, remgleeigions uninteresting
and relegating their analysis to the margins ofribooics. Of course, the new economic
geography (NEG) changed this by offering a decéséw equilibrium model of spatial
disparities, thereby putting spatial analysis ie thainstream of Economics. The NEG
embodies spatial economics, as while proximitympartant to some of the new growth
theory (NGT), it is only implicit, and the spatia@ach of the externalities is uncertain.
Further, spatial econometrics was the preservegbnal science for some considerable
time, and may have remained so but for the aboveldpments.

So what does all this mean for regional economi@gell, first of all, increased
inequality has meant that the spatial dispariteesrsto have become starker, such that in
the more developed countries the ‘regional problappears more localised. However,
there continues to be a strong regional dimensiosphtial inequality at the European
level, such that this cannot solely account forltss of currency of regional economics.
Second, while methodology has become more sophiisticand regression analysis is

now the primary technique used in regional analystoes not imply the redundancy of
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the traditional ‘tools’ of regional economics, likaultiplier theory, input-output analysis
or mathematical programming. These are necessamotide an aggregate view of the
region or regional system, while regional econonsicsuld not be viewed as ossified.
Thus, for example, the regional computable geregallibrium model can be viewed as
a valuable addition, while regression techniqueslmEused to explore issues of interest
to regional economics. Further, the NGT is a dgwalent of growth theory, but growth
theory has always been a core element of regi@muaianics

Of course, insofar as the NEG responds to thenadigoncern of Isard, on the
failure of trade theory to pay attention to thetaafsovercoming spatial separation, this
kind of reasoning can also be applied to spatiahemics. Indeed, the NEG has little to
do with the conventional discipline of economic gephy, and in its sub-national guise
it may be more accurately described asrtb@ regional analysis In this sense, spatial
economics is less of a paradigm shift than a lorgydue response of Economics to the
initial concern of Isard. However, in providingareeconomic underpinnings to spatial
economic agglomerations and regional imbalance\Nti& has serious shortcomings.
Unlike the neoclassical model, in which prices atjio clear markets, the equilibrium
outcome of the NEG'’s core-periphery economy depemdthe model parameterisation.
This makes its normative predictions difficult toagp, and helps to explain its limited
impact on regional policy. Thus, the term ‘spatiides not reflect dissatisfaction with
regional economics, but rather it signals the rgioration of a subject area from its re-

connection to mainstream Economics, and with inapilons for regional economics.
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Table 1: The Subject Matter of Regional Economics

Chapter Number and Title Brief Description of Cantte

1: Output and Employment Determination The multiplier, economic base and Keynesian
in Regional Economies income-expenditure approach.
2: The Input-Output Approach to ModellingThe input-output method.
the Regional Economy
3: Regional Growth Disparities: One-sector and two-sector growth models.
Neoclassical Models
4: Export-Led Models of Regional Growth ~ Export-baggroach and models of
cumulative causation. Localisation and
urbanisation economies.
5: Interregional Trade Heckscher-Ohlin theorem aier
explanations.
6: Interregional Migration Classiscal and humanitedppproaches to

labour migration.

7: Regional Employment Growth Shift-share and congmds of change
analysis.

8: Regional Unemployment Disparities Neoclassikalynesian and supply-side
influences.

Note Chapter contents of Part | of Armstrong and Tayl®85).
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Table 2: The Changing Nature of Regional Analysis

2007 1987 1967

(no.) (no.) (no.)

Technique
‘Tools’ of regional analysfs 5 5 1
Regression analysis 18 3 3
Other statistical methotls 4 2 5
Tabular or diagrammatic analysis 2 14 15
Other 5 10 10
Spatial scale
Local (of which cross-locaf) 8 (7) 5 (3) 17 (12)
Regional (of which cross-regional) 20 (15) 17 (12) 11 (7)
National (of which cross-national) 2 (0) 7 (6) 3 (2
Other 4 5 2
Topic
‘Regional problem’ or regional poliéy 11 7 5
Growth’ 10 12 11
Other 13 15 18

Source Analysis of the 34 main articles publishedRegional Studiegn 1987, and for the
same number of papers from the beginning of 1968 (969) and 2007 (into 2008).

Notes Where a paper involves more than one ‘technighe’ category listed first in the table
is selected. When conducted at different spatiai$ethe finer disaggregation is chosen. Most
articles have implications for spatial disparitsgrowth, but Topic includes only those with
a direct implication. Special issues not included.

1. Input-output, multiplier, location analysis amdjional economic modelling.

2. Cluster, discriminant, factorial analysis, tid#ineal matrices, indices, network and spatial
analysis. Logit, tobit and survival data analysduded with regression analysis.

3. Mapping techniques and theory, possibly dededph nature, including case studies.

4. Includes NUTS I to Ill regions in EU, countiesUS, but not urban or city studies.

5. Where spatial unit not specified or relevanthsas theory, industry or household studies.
Also includes rural areas.

6. Uneven development, unemployment and convergetndées.

7. Includes regional planning.
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Table 3: The Comparative Nature of Spatial Analysis

RS SEA JEG RSUE JRS
%) () (%) () (%)

Technique
‘Tools’ of regional analysis 15 16 0 0 5
Regression analysis 53 40 44 53 63
Other statistical methods 12 22 13 0 9
Tabular or diagrammatic analysis 5 3 13 0 6
Other 15 19 30 47 17
Spatial scale
Local (of which cross-local) 23(20) 16(6) 32 (3237 (30) 40 (31)
Regional (of which cross-regional) 59 (44) 52 (45) 23(20) 23(23) 29(29)
National (of which cross-national) 6 (0) 103 @ 7 (0) 0 (0)
Other 12 22 20 33 31
Topic
‘Regional problem’ or regional policy 32 19 7 0 0
Growth 30 16 13 7 11
Other 38 65 80 93 89

Source Analysis of main articles iRegional StudieRS, Spatial Economic Analys(SEA, Journal
of Economic GeographJEG), Regional Science and Urban Econom{€&SUE and Journal of
Regional SciencéJRS. Articles are for 2007, and where relevant agljio/ears to give a similar
number of observations in each case (i.e. 34, 313@and 35 respectively).

Notes See notes to Table 2. ResultsR8taken from Table 2. Special issues not included.
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Figure 1: Population Coverage of Regional Policgas under 2006 European Union Guidelines

100

(%)
75 =

50

25 T

m'a’ areasm'a’ areas (statistical effecth'c' areas

Source Data taken from EC (2006) and Wishlade (2008).

Notes ‘a’ areas are where GDP per head is less thgrersent of the EU-25 average; ‘a’ areas (statistffect) are areas where the 75 per cent petacapi
GDP threshold is met for the pre-2004 EU-15; andreas are areas either designated by the EU anbdde State (earmarked or non-earmarked) reflecting
national disparities in GDP and unemployment. ddion, there were transitional ‘c’ areas (hotwhpthat ran until 2008, amounting to 3.8 per agrthe
EU-25 population. Some statistical effect ‘a’ are@ay be downgraded to ‘c’ status from 2010. Tise fifteen countries shown are the EU-15.
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Endnotes

! As they crossed disciplinary boundaries so oldtrowersies have resurfaced (see
McCann, 2007) between the abstract, quantitativdeiiog approach of mainstream
economics and the more qualitative approach of whaatin and Sunley (2001) call
‘economic geography proper’, pursued by geograpl@rerman (2004) distinguishes
the new developments by referring to it as ‘geolgiead economics’.

2 An earlier ESRC initiative involved setting-up tBentre for Urban and Regional
Development Studies the 1970s, but making explicit reference to‘tbgional’.

% Once it is qualified as “spatial economics or oegil economics” and the other time
as “regional economics or geographical economi€sipgllo, 2007, p. xvi). There is
a new regionalism strand in economic geography,hasiping the role of the region,
but even this is controversial within Geography\J&ong, 1999).

*To understand the spatial distribution of activitye Spatial Impossibility Theorem
reveals that at least one of the following musthegpace is heterogeneous; there are
externalities; or markets are imperfectly competitjfFujita and Thisse, 2009).

> Writing in 1969, Richardson notes, “Events of tlastlfifty years have made it
increasingly clear that market forces do mog¢vitably result in regional income
equilization. Factor movements may be disequilibggtand lagging regions may
suffer from capital flight as well as out-migratioAgglomeration economies may
favour a further build-up in prosperous areas’l®).

® The last of these can be seen a forerunner ofmabeconomic models, such as the
more recent regional computable general equilibli@@E) model in that it sought to
determine market outcomes from underlying behaaloassumptions.

"On taking up the editorship &egional and Urban Economias 1975, Isard and his
co-editor changed the nameRagional Science and Urban Economassthe basis
that regional science was an “interdisciplinaryeace” (Isard and Anderson, 1975, p.
3), although they wished to focus on contributiengploying “formal methods from
mathematics, econometrics, operations researchredatbd fields” (p. 3). Likewise,
Barnes (2004) notes that shortly after its estabient in 1965, the Regional Studies
Association resisted pressure from IsardRegional StudieasRegional Sciengeut

by 1967 a British section of the Regional Scienssatiation had been established,
reflecting the dissatisfaction with the Regionaldés Association, which eschewed

‘high theory’ and was born more of practical plargiconcerns.
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® The McCann book otJrban and Regional Economidsas a wider remit, but in
relation to regional economics it has chapterspmtiglization, trade and multipliers;
regional labour markets; regional growth; and raglgolicy. In the case of Capello,
theRegional Economickook has a strong emphasis on theory and itspfars cover
location, local development and the traditional apder growth theories.

°® Most notably theJournal of Regional ScienandJournal ofUrban Economicsn
the US,Urban StudieandOxford Economic Paperis the UK, andRegional Science
and Urban Economigswith a stronger tradition in mainland Europe (=8, 2004).
To these can be added several regional sciencegisBpatial Economic Analysia
2006 and thdournal of Economic Geograpliy 2001.

91t supposes labour adjusts more quickly to marlgrias than do firms, otherwise
the story is played out in the product market dreddompetition effect dominates.

! Constant returns is consistent with perfect contipetiat the firm level, while at the
economy level endogenous growth follows as investmeturns do not diminish as

the economy grows, and growth is determined byrtelclyy and preferences.

*?For the Cobb-Douglas forn¥, =K (A Li)ﬁ, divide both sides by, and impose the
constrainta + = 1 to give average productivity &5/L, = (K,/L;)" A”. Substituting
for A under Lucas it depends on the capital-labour satidy (i.e.K;/L,, K/L), but
under Romer it also depends dn Later R&D models view knowledge creation as
intentional, and embodied in goods rather than hucagital.

¥ The new urban and regional growth literature drawsurban economics and new
economic geography, but according to Roberts antkrdeld (2007) it is primarily
empirical in nature, led by North Americans, comugieg with Glaeseet al (1992),
although Glaeser (2000) sees it as almost exclysamut cities.

“The cluster is derives from Porter’'s (1990) ‘diamidheory’ with four determinants
of competitive advantage: enhance productivity: dedconditions; firm strategy,
structure and rivalry; factor conditions; and rethaind supporting industry.

> The building blocks are electoral wards, which waggregated to construct areas
with a minimum 100,000 population, consistent vitld Guidelines. Similar criteria
were used for 2000-06, but prior to this time unEyment was the main criterion.

' A critique is given in Regional Studies Associat{@001).
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