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Abstract

Enlargement of the European Union and the Development of Peripheral Regions

Enlargement of the European Union (EU) to include Central and Eastern European countries (CEECs) has significant economic, institutional, political, security, migration and social implications for the EU as a whole. The peripheral regions of the existing EU will be particularly influenced by the effects of enlargement upon the EU economy, public policies and public sector budgets. This paper reviews implications of potential enlargement for these regions in terms of changing trade and investment patterns, regional characteristics (including peripherality with its complex with multi-faceted implications based upon different characteristics and functional links), and the role of macro-, transport, regional and national policies including the heterogeneous nature of public expenditure patterns, is considered. Both competitiveness and public expenditure are important to understanding likely impacts of enlargement upon regions.
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1. Introduction

The integration and expansion of regional trading areas in Europe, America and East Asia has increased significantly during the last decade. This paper reviews the economic implications the enlargement of such areas upon their existing peripheral regions, considering particularly the potential enlargement of the European Union (EU) to include Central and East European Countries (CEECs)
. Such enlargement would have significant economic, institutional, political, security, migration and social implications for the EU as a whole (Laurent, 1994).

Enlargement would have significant economic impacts for existing EU peripheral regions in terms of changing trade, investment and migration patterns. It would also affect EU budgets, regional policies and add pressure on national public sector budgets (see for example: Albrechts, 1995; Jackman, 1995). Hence the impacts of enlargement upon existing regions will be considerably affected by their competitiveness and by changing expenditure at the regional level. The next section considers the main economic implications for regional economies while section 3 discusses the importance of the characteristics of the region in helping to determine the likely impacts.  Section 4 considers general EU macro-economic monetary and fiscal policies that influence resource and budget support for peripheral regions, including transfer payments, transport, and regional policies. It also discusses the role of national policies. The final section presents some conclusions.

2 Enlargement and Trade, Investment and Migration
This section considers the impacts of enlargement upon trade, production, investment and migration and the resulting implications for convergence between regional economies. Generally, reductions in trade barriers through expansion of trading blocks should lead to greater economic growth and economic welfare across the whole area. This should occur with the enlargement of the EU to include CEECs (CEC, 1995a) due to increased economies of scale, competition, specialisation etc. However, while lagging regions of the existing EU should also gain, they may do so less than the EU average so increasing divergence (CEC, 1993a), except for the more advantageously located former East Germany.

Following enlargement, or even reductions in trade barriers, trade between CEECs and industrialised countries should grow greatly (and indeed have done so already). Much of this increase in trade would occur, of course, through removal of trade barriers even if the CEECs did not join the EU. A number of studies have estimated these effects. Van Bergrijk and Oldersma (1990) used a gravity model with 49 countries for 1985 and estimated, although there are net welfare gains and CEECs would gain most from improved trade, the western flank of Europe (France, UK and Benelux) would be relatively unfavourably placed compared to Germany (see also Winters and Wang, 1994)
. 

Trade based models have also been used  (e.g. Collins and Rodrik, 1991). Using a partial equilibrium trade model Bröcker and Jäger-Roschko (1996) argue that, for manufacturing industries, some CEECs (including former Soviet Union countries) may diversify away from industries that were previously competing with existing EU peripheral regions, hence increasing opportunities for these regions. They argue that empirically the eastern Europe reforms and enlargement should not harm existing peripheral regions and some areas (such as Greece) may gain due to geographic proximity. However, the relative post-enlargement growth in the peripheral regions may be lower than in the rest of the current EU, so increasing divergence of relative wages and living standards across the existing EU. 

The results of models are affected by the data limitations, assumptions and model structure. In terms of data, the inclusion of tradable services may have uncertain effects on some of these studies as, for example, tourism may benefit some remote regions, while business services may follow different patterns from manufacturing, especially financial services which may concentrate in  specific nodes. Changing industrial linkages discussed above and limits of prior trade links, make it difficult to meet data requirements for models based, for instance, on Input-Output analysis. Assumptions of the models are important, especially concerning which new CEEFs may join and what may happen to trade barriers with other CEEFs. In addition even one sector regional models need to take into account types of firms and inputs may heterogeneous,  so questioning possible assumptions of similar and constant elasticity of substitution between inputs (McQuaid, 1986). The model structure such as a gravity model not surprisingly shows most benefits for the larger economies close to the new areas. This may possibly only partially reflect potential trade links, however, trading patterns before the Second World War support the results discussed above by showing the high levels of trade between CEECs and especially Germany, for example in 1938 some 30% of Hungary’s and Poland’s imports came from Germany (Berghahn, 1996), although the countries were less open to trade from elsewhere at that time.

In terms of production and investment, CEECs should have potential comparative advantages, especially in wage terms, and some production would shift there (Jackson, 1995). Productivity may rise rapidly as: the education standards of the workforces in some CEECs are high; capital investment is increasing (Borish and Noël, 1996) leading to more efficient and better quality production and increasing economies of scale and specialisation; and more efficient organisation and working techniques and legal and financial institutions are developed. The Visegrad countries particularly have short transport and communication links to the main EU economies, especially Germany. Some of the investment from the core EU countries and non-EU inward investment may be directed to CEECs rather than to the existing EU periphery, particularly where proximity to the core market, close contact between producer and customer is required or labour costs are important. Hence, if they can overcome the significant problems of transforming and developing their economies, some CEECs are in a good position to improve trade and attract investment. In any case, increased trade and investment will also affect, and be affected by, the industrial structure of all EU regions.

Theory suggests that migration should help the convergence of unemployment and per capita GDP between the regions, although Begg (1995) argues that migration of people from the periphery of the existing EU to the core may not counter regional disparities. However, enlargement to include some CEECs would probably lead to potentially large migration from them (linked to better opportunities and to ‘push’ factors of job losses following restructuring) which should reduce wage pressure in the core and increase personal transfer payments to the CEECs. Other consequences may be increased social and political tension in core countries, greater competition for migrants from existing EU peripheral regions (and possibly slow outmigration from them), and the potential loss of skilled manpower from the CEECs which could hinder their development. 

The long term convergence of the EU regional economies in terms of GDP per capita, unemployment etc. is subject to debate. Such convergence, and its speed, will depend upon the original and changing socio-economic, industrial and institutional characteristics of the regions, policy responses, and flexibility in factors of production (see below). Evidence (CEC, 1994) suggests that there were great disparities across the EU with peripheral regions increasingly disadvantaged. Convergence does not occur in all periods, with Button and Pentecost (1993) arguing that there was no significant convergence of GDP per capita across the EU during the 1980’s
. Similarly, Armstrong (1995) found only slow income and output convergence after the 1960’s (see also Dunford, 1993). At the member state level Chatterji and Dewhurst (1996) found no evidence of overall convergence within the UK (over 1977-91) but some convergence over sub-periods when the economy was growing slowly. So even if convergence does take place after any enlargement the current relative problems of existing EU and new CEEC regions, together with the speed of any such convergence would still pose a problem. Depending on trade, investment and labour flows (see above) enlargement could increase divergence, without other policy initiatives, among the existing EU regions.

In summary, the new members should expand the EU economy and permit greater economic specialisation etc., but this could reinforce the relative advantage of the ‘core’ over more peripherally located areas in terms of their geographical proximity ‘agglomeration’ economies etc. Such pressures for divergence would counter other pressures for convergence of regional economies. This suggests that it is important for more peripherally located areas to seek to expand their trading links globally (especially areas of high global demand) and improve access to agglomeration economies, as any relative intra-EU disadvantage (at least geographic disadvantage) will be relatively less important.

3. Regional Characteristics

The regional impacts of enlargement will vary according to the regional industrial structure, geographical location and other economic characteristics of  a region. Many regions, especially those on the geographic peripherality, often have industrial sectors vulnerable to increased competition together with productivity, investment levels, application of new technologies and per capita GDP well below the EU average. However, it is uncertain whether they, or the firms located there, would be in competition with the new CEEC members and if so, what the relative balance between their competitiveness would be. This section focuses upon those regions in the existing EU most distance from the ‘core’. It briefly considers the issue of peripherality, and more generally the friction of distance. It then considers the how peripherality relates to characteristics of the regions and factors influencing the economic development of peripheral regions. This suggests that policies to deal with the consequences of peripherality need to cover a range of intra- and inter-regional issues.

There are many different types of regional peripherality (geographic, distance from decision making, from markets or sources of information, innovation etc.) each of which will have a different impact upon a region depending upon its characteristics. There are differing levels of peripherality with some entire countries being peripheral (e.g. Ireland) or regions being peripheral in terms of their own country as well as in terms of the EU, while some city-nodes may suffer less from the effects of peripherality (e.g. due to good communications infrastructure) than their hinterland.
Traditional core-periphery models have been used for analysing Europe in terms of interdependent, multi-directional economic dependency, or geographic location (Parkinson et al, 1992), although peripherality can be seen as a complex multi-faceted series of functional and geographical relationships (McQuaid, 1997a).
 
 
 The most economically peripheral regions of the EU are the southern Mediterranean areas (Greece, Portugal, Western Spain, Southern Italy) and the west (Ireland North and South) which face both geographical peripherality and economic underdevelopment.  The inclusion of the Nordic countries brings in further peripheral areas with the added characteristic of extremely low population density (especially north-western Sweden and northern Finland, as recognised in Objective 6 of the EC Structural Funds). Most of these areas are distant from the likely new CEEC members (see Keeble et al, 1988) 

It is interesting to compare the three regions in the UK with Structural Fund Objective 1 status (indicating that they have the greatest economic development problems and an average per capita GDP of 75% or less of the EU average). According to the ‘Keeble’ index the Highlands and Islands of Scotland are one of the most peripheral regions with an index score in 1983 of 42.4 (10 state EU average = 100), which is lower than Northern Ireland (56.5) (Keeble et al, 1988). However, Merseyside had a score of 133.4, reflecting the reasonably large markets nearby, although it is both geographically peripheral and has a GDP per capita of only around 75% of the EU averaging allowing it to be the third UK Objective 1 region. This illustrates that geographic centrality is not necessarily associated with prosperity and economic development as the Merseyside region formed part of their EU ‘core’ and had a higher index score than Milan/Lombardia (123.7). Keeble et al identified ‘natural breaks’ in the index and identified three main groups: central, intermediate and peripheral. The central and peripheral regions were split into ‘inner’ and ‘outer regions’ which largely reflected the level of urbanisation. Hence the Highlands and Islands and Ireland (50.7) and are ‘outer periphery’ while Northern Ireland is ‘inner periphery’. This does raise the issue of intra-regional differences. Some parts of the region may be less peripheral that other parts of a ‘more’ peripheral regions (e.g. western parts Ireland compared to Argyll in the Highlands, which is near Glasgow), but also the role of transport nodes (with parts of Ireland, Portugal etc. near their capital cities and close to key communication and transport nodes having relatively high accessibility).

In terms of access to markets, enlargement may particularly affect those regions whose exports compete with those of new CEEC members and are sensitive to: transport costs (e.g. large low value goods such as insulation material); travel costs for staff, customers, (including tourists); time (which is becoming the main ‘cost’ in manufacturing according to Drucker, 1990, but more specifically can be important when an industry is organised in a manner such as ‘Just-in-Time’); risk and uncertainty (this relates to time in the sense that if delivery is highly reliable then the time a delivery takes need not be a significant disadvantage); need for liaison between supplier and customer; need for supplier to access market information directly in the market. Porter (1990) argues that a demanding home market is crucial to the development of an industry, although it is uncertain as to whether the home market is the regional, national or EU level, so peripheral regions would be at a considerable disadvantage in industries with predominantly national or EU markets. However, transport between nodes may be cheaper than from a nodes to its hinterland (i.e. costs may not be geographically linear), so parts of regions (often the capitals) may not be particularly disadvantaged.

The characteristics of the region and the interaction and synergy of these characteristics are key to identifying the likely impacts of enlargement upon a region. For example industrial structure, the quality and scope of physical and business infrastructures, factor cost and supply, market demand including links to international markets, institutional infrastructure and networks, a ‘culture’ supporting ‘civicness’ and also entrepreneurship, indigenous company growth, agglomeration economies (incorporating static and dynamic externalities) and technological development which are all important to the development of peripheral regions. The effectiveness of regional development agencies may also be important (McQuaid, 1997b). Hence, in addition to inter-regional relationships (e.g. in terms of  communication costs), overlapping intra-regional factors such as inputs, agglomeration economies and production networks need to be fully considered when discussing peripherality. 

More peripheral regions may suffer disadvantages in the supply of inputs in terms of transport costs, specialist services, skilled labour (especially as more flexible work patterns may result in specialists concentrating in the core where their market is larger and more easily accessed), access to innovation and capital. While peripherality may be associated with lower factor costs, such as labour. Some suggest that macro-economic harmonisation may lead to upward pressure on wages in peripheral regions, and so a reduction in their cost advantages (CEC, 1994). External ownership of plants may also determine location and  relocation decisions of branch plants (Bachtler and Clement, 1990), and such firms give greater importance to communication infrastructure than indigenous firms (McQuaid et al, 1996) 
.

The competitive advantages for firms and people in regions are based on various, overlapping, factors according to different authors but based around forms of  agglomeration economies of clusters of industries (as discussed by Marshall in 1890); flexible production and specialisation; competition with rival firms, pressure from customers, specialised suppliers and factor inputs such as labour and technology (Porter, 1990; Healey and Durham, 1994); economies of scale (Krugman, 1991); and also dynamic inter-industry clusters (Doeringer and Terkla, 1995). The networks of formal and informal relations between organisations that are important for regional growth (Mazzonis, 1989) and for small business formation (McQuaid, 1996), as well as wider “untraded interdependencies” such as labour markets, public institutions and locally or nationally derived rules of action, customs, understanding and values (Storper, 1995, p. 205). Hence policies need to address these issues as well as the physical and direct business support and labour supply issues, particularly in peripheral regions with a limited economic development levels and large historic outmigration which may weaken the institutional base. The relative effectiveness of EU regions in providing the necessary economic, social and physical infrastructure is important to maximise the opportunities presented by the existing and future industrial structure and development opportunities.

The abilities to develop and utilise new technologies (products and production processes) are important for regional development. Research on the development of successful technological regions, such as the UK’s “M4 Corridor” suggests that policy played an important role, as did institutional factors and inter-firm links (e.g. Hall et al, 1987) while in U.S. the East and West coast high-tech industries exhibited very different forms of co-operation, with considerable informal knowledge transfer even among competitors in Silicon Valley but less such co-operation among East coast firms (Saxenian, 1995). The speed and effectiveness of regions in the new CEEC members in developing this area will influence the relative competitiveness of their firms and populations compared to other EU regions. Technological change includes access to new technologies and help in utilising them, propensity to innovate and opportunities for skilled staff so that they may be retained in the region.

Hanson (1992) has suggested that the innovative regional milieux is important for development. Also, Campagni (1995) argues that while innovative millieu (i.e. wide synergies among local actors which give rise to fast innovation processes) are present in lagging regions in the EU, they are rare and present only in potential and not fully developed forms (due to lack of entrepreneurship or ‘backward’ social environment etc.). Hence peripherality may be associated with low levels of technology transfer and indigenous technological development. While lagging EU regions have technological advantages over the new CEEC members, they may lack other key local capacity and infrastructure, and also over time regions in the CEECs should gain considerable technology transfer as part of membership so accelerating their development. Major communications infrastructure investment in the Scottish Highlands and Islands  created some employment, but that this was mostly from inward investment seeking relatively skilled labour at low cost and not from indigenous firms (Richardson & Gillespie, 1996). Hence current EC policies to improve information infrastructure may be a necessary but not a sufficient condition for economic development in peripheral regions

The characteristics of peripheral regions (and the regions of new CEEC members) and their access to key sources of knowledge and use of that knowledge may still leave them economically marginal. Regions will increasingly be interdependent and integrated and will become focal points for economic, technological, political and social organization as the nation state is squeezed between accelerating globalisation and rising regional economic organization (Florida, 1995). There is likely to be an associated shift from focus emphasizing national competitiveness to ones which revolve around the concepts of economic and environmentally sustainable advantage at the regional as well as at the national scale.
4 Economic Policy Implications of Enlargement

Where there are some common budgetary arrangements covering a trading area there will be direct and indirect impacts upon all regions through macro-economic policy. This is particularly the case when poorer countries join, when they may receive significant transfer payments or other reallocation of resources. When there is also an environment of budget constraint, as is the current position in the EU, there is likely to result in tensions throughout the area especially for regions in the original trading area who were in receipt of major budgetary programmes and for regions who are expected to be net contributors. Hence the impacts of enlarging the EU on macro-economic policies should be considered along with the implications for explicit regional policies. This section briefly considers EU general macro-economic monetary and fiscal policies, and then discusses policies of particular direct relevance to regions: transfer payments, transport, and regional policies. Following this the role of national policies are considered.

Macro-economic policies

In the EU there is general pressure to constrain expenditure as macro-economic policies which maintain a stable exchange rates, low inflation, low interest rate environment with ‘sound’ public finances are seen to provide the basis for sustained economic growth across member states
. In addition there is more specific pressure through attempts to meet convergence criteria for joining a Single European currency which have also led to policies to reduce debt and deficit levels in recent years, although Buiter et al (1992) argue that these targets are political rather than economic. These are likely to lead to deflationary pressures (Smith, 1992) in the short run, and significant structural problems may arise the labour markets and industries in particular regions
. In such a general constrained budgetary environment the costs of enlargement including increased allocation of resources to the new CEEC member states will increase the pressure to constrain EU and national expenditure in the existing EU states, especially if there is not rapid growth overall.

The EU Employment Strategy (CEC, 1995b) and related policies have direct or indirect impacts upon regions (Begg and Maynes, 1991). One example that is particularly important in terms of expenditure is the Common Agricultural Policy (CAP)
. Geographically this favours wealthier regions (Ardy, 1988) with Mediterranean peripheral regions particularly disadvantaged (Franzmeyer et al, 1991). The large funding expenditure clearly has different impacts upon different regions depending upon the type of policy and the location of the main linked industries, while there are further policy impacts in terms of higher prices in all regions and for all segments of the population
. Much greater analysis is needed of the regional distributions and potential biases of all large mainstream budgets which have direct and indirect impacts upon regional economies.

The CEECs are more agriculturally based than existing EU member states. The impact of including just the Visegrad countries into the EU could more than double the CAP cost with an additional 37bn ECU per year (Anderson and Tyres, 1993). Clearly such budget increases would be impossible unless the EU decided to significantly increase the budget as a share of EU GDP, and direct the increase towards the new countries. The implications for existing regions is that their share of existing regional development and other funds (see below) including CAP would be likely to decline in absolute and relative terms, and there may also be an additional diversion of GDP from their member state to the CEECs. There is likely to be considerable resistance from the main net contributing countries and regions having to fund any increase in EU budget and from those likely to lose funding
.

Transfer Payments

EU funds could be transferred to poorer regions or groups through automatic transfers as is common within most member states, in order to act as a redistributive mechanism or as automatic stabilisers in the economy. Such transfers usually lead to the direction of resources on the basis of need with a general bias within countries towards poorer regions particularly in welfare (Breheny and McQuaid, 1987). MacKay (1995) argues that market solutions alone will not lead to cohesion and balanced regional development and that automatic stabilisers involving regional transfers are essential and ‘natural’ in advanced economies, including the largest EU states. In particular people and communities whose skills are made redundant can lose their relevance to the economy rapidly, but human and physical capital will take time to develop and adjust. He argues that assumptions that spatial inequalities are temporary and minor are not realistic. 

Indeed the need for a system of explicit and automatic transfers within the EU is essential for moving towards political and economic union argued the MacDougall Report (CEC, 1977) as without such automatic stabilisers to redistribute the gains and losses from further economic integration there will be “stagnation of the integration process, and at the worst result in secession and dissolution” (p.60). Pressure may be even greater given the more extreme diversity in incomes following any enlargement to include CEECs, and also with the ageing demographic structure of some EU countries where future pensions have not been fully funded, leading to demands for transfers to these future pensioners. Such automatic transfers remain largely absent at the EU level as while inter-regional/community fiscal transfers are widely accepted within countries, to reduce the income differences resulting from uneven development, political support may be lacking when it comes to significant transfers from one country to another within the EU (Goodhart, 1990).

If automatic transfers were brought in then most would be directed at the new CEECs given their low incomes, and it is difficult to envisage political support form existing member states for this as it means large transfers (to be have a meaningful impact the budget would need to be large), which may be difficult to control.

Transport Policies

Transport links are important for development of all regions. The enlargement of the EU, especially in the case of Visegrad countries, will mean that the new CEEC members are closer to the core of the EU than many peripheral regions. Various aspects of transport infrastructure policy were developed in relation to completing the Single European Market. The European White Paper on Growth, Employment and Competitiveness (CEC, 1993b) argued that improved Trans-European Networks are important for stimulating economic growth, although improved accessibility due to improved transportation networks may increase the centralisation of production and distribution facilities following the greater integration due to the Single European Market and so hinder the development of regions with limited accessibility. 

The Common Transport Policy of the EU has traditionally been concerned with the harmonisation and liberalisation of transport operations within the Union (Vickerman, 1991). For instance, the Treaty of Rome in 1958 included a major component relating to transport (Article 75, for example, discussed international transport to, from or through Member States). More recently, Title XII of the Maastricht Treaty on European Unity explicitly considered transport (in particular Trans-European Networks) and its regional impacts. It states that the development of Master Plans for high-speed rail, combined transport, motorways and inland waterways, including the development of new networks where their absence causes isolation or hampers the development of part of the Union’s territory (CEC, 1992: 8). These, together with policies on tele-communications and energy infrastructure were intended to contribute to the establishment of the internal market through improving the mobility of goods and people and the promotion of economic and social cohesion (Articles 129 b-d of the Treaty).

Links between the core, peripheries and the global economy are important to future development. With increasing congestion the effectiveness and efficiency of use of the infrastructure is crucial, as the mere presence of infrastructure may be inadequate for development if there is excess demand (or indeed low demand).As transport infrastructure becomes almost ubiquitous more attention is focused upon other factors influencing the competitiveness of regional firms and people and the role of public expenditure at a regional level. However, important to the integrate of all EU regions with transport network is the quality of the communication infrastructure in nodal centres, inter-operationality (especially between national systems) and inter-modality and integration between short- and long-distance transport (Nijkamp, 1995). 

Within the European Union there has been considerable interest in ensuring that policies relating to the provision of transportation infrastructure should not hinder economic development, and should promote the development of disadvantaged peripheral regions (Button et al, 1994). Similarly transport infrastructure, and its funding and management, has long been used to aid regional development in many European countries. Many cities in peripheral regions were upgraded and extended their strategic communications infrastructure (Dawson, 1992) to reduce the ‘friction’ of the physical distance from the EU core, hence allowing diffusion of innovation etc. However, agglomeration economies remained important with control and command functions predominantly in the core regions.

One result of major infrastructure and other investment in the main cities of the peripheral regions may be to exacerbate the intra-regional differences, perhaps resulting in a system of cities which are well linked together, but have poor links to the economies of their hinterlands. It is therefore important that peripheral regions of the current EU bring their transport and communications infrastructure, and its management, to a high level, but also that congestion in the core of the EU does not act as a bottle neck between the new CEEC members and existing regions.

Regional policies

There are many economic, political and social reasons for EC support of regional policy. Regional policies have been based particularly upon the provision of public goods (both physical and business support infrastructure) and direct support to influence firms’ decisions. The standard economic justifications for regional economic development policies (such as externalities, utilisation of public infrastructure, inflationary pressure in core regions etc.) are well documented (e.g. Armstrong and Taylor, 1993).  There are also important political, social, and possibly defence reasons (such as encouraging people to remain near the former ‘Iron Curtain’ border). However, while EU regional policy is currently relatively well funded, but there may be a crisis if expectations are not met, due perhaps to weak macro economies (Cappellin,1995).

The Treaty of Rome of 1957 mentioned that regional disparities should be reduced, but regional policy was left to individual member states (see, for example, Dignan, 1995). The 1971 Werner Report raised regional policy as an important issue and proposed convergence of income levels across the European Community. Financial support for poor regions came primarily from the European Investment Bank and the European Coal and Steel Community. In the mid-1970’s the European Regional Development Fund was set up to provide financial support for regional development policies of member states, especially grants for infrastructure
. The entry of Spain and Portugal in 1986 and Greece in 1981 meant that the poorest regions were in the South and West (particularly Ireland, although its growth in recent years has been great). The Maastricht Treaty on European Union also emphasised the importance of social and economic cohesion.

Policy responses to the structural implications of the enlargement of the EU have focused upon capital, labour and related infrastructure (see for instance: CEC, 1995a, b). For example: improving competitiveness of firms in peripheral regions, through innovation, capital investment, business support, ‘export’ initiatives marketing; labour market policies such as labour migration (although barriers such as language remain), flexible working, wages and non-wage costs, improving the supply of labour (education, training and the related lifelong learning) and ensuring access for disadvantaged groups; and improved communications and infrastructure. National protection, via hidden subsidies or public procurement restrictions etc. should be eliminated by the Single European Market, but the effect of removing these and other formal and informal barriers for  industries of the CEECs is uncertain.

The availability and distribution of resources have been important to EU regional policy, particularly using the Structural Funds to improve indigenous growth of assisted regions (see for instance CEC, 1995c), so that convergence is reached through bringing the poorer regions up to the levels of the wealthier ones. The Structural Funds
 were reformed doubled over 1988-1993 to help regions adjust to the Single European Market. The three main types of regions aided were Objective 1 or lagging regions (including most of the most geographically peripheral regions), Objective 2 regions undergoing industrial decline (spread throughout the traditionally industrial areas of the EU) and Objective 5b regions covering rural areas, again usually geographically peripheral. Some  further changes were made in 1993 following the Maastricht Treaty which included new Objective 1 (and 5b) regions, such as the peripheral Highlands and Islands in Scotland, but also Merseyside and East Germany (which while on the eastern border of the current EU is close to and may become part of the Union’s core). Objective 6 for remote rural areas arose with the joining of Sweden and Finland. 
The Single European Market raised the issue of its impact upon peripheral regions and was linked to the development of Structural Funds to promote the development of lagging regions and assist those with declining industries (such as agriculture). The Structural Funds have a budget of 170bn ECU from 1994-99. However, after 1999, it is possible that many of the resources may be diverted from existing peripheral regions (except perhaps those with extremely low GDP or the new Nordic members) to the countries to the east who are preparing for membership. Table 1 shows the per capita distribution in eligible regions or areas of the main geographically focused ERDF funds (excluding the many Community Initiatives such those assisting areas adjust to decline in textiles, shipbuilding etc.). It shows the importance of Objective 1 funding to those regions, particularly for the Mediterranean countries, Ireland and geographically peripheral parts of the UK (primarily the Scottish Highlands and Islands and Northern Ireland) and Objective 6 funding in peripheral regions in Sweden and Finland. However, although the table shows expenditure per capita in the regions, the amount of this expenditure that is retained in the region and the multiplier effects of the expenditure will vary and the more poorly developed, sparsely populated and more peripheral regions would normally have lower retention rates. Should the Visegrad states enter the EU then the average EU GDP level would fall and areas such as Merseyside and the Highlands and Islands would move over the eligibility threshold of 75% of average GDP and so lose out on Objective 1 status, losing resources (unless the threshold was changed).

Objective 1 funding is especially important for certain countries and regions and indeed the distribution of these structural funds can be seen to some extent as transfer payments for specific regional development purposes. Portugal, Greece, Ireland and Spain receiving much higher per capita aid nationally (although Ireland’s recent growth means that it is no longer has such a low per capita GDP). The first three countries are covered entirely by Objective 1, whilst the table also shows the importance, in per capita terms, for the populations of Objective 1 (and Objective 6) funding for peripheral regions in other countries.
 Among the other countries, the Objective 1 areas receive particularly high contributions compared to the overall per capita allocations of all Structural Funds (Objectives 1 to 6). Indeed allocations for Objective 1 and 6 in these regions generally received three to five times the per capita average for the country as a whole. Structural Funds are only part of the EU expenditure and the national figures for each country do not take account of the net contributions of the country to the EU budget (with Germany making the largest net per capita contribution to EU funds in 1995). However, it is likely that the poorer regions within wealthier countries, such as Sweden and the UK, contribute relatively less than wealthier regions and so the figures are likely to reflect relative net contributions.

If the Visegrad countries joined and received Objective 1 status (as their economic position would seem to warrant), then EC (CEC, 1993) data suggest that they might be eligible for 26 billion ECUs, almost half of the existing EU budget, as their per capita GDP rang from 22% of the EU-15 average for Slovakia to 45% for the Czech Republic. The total net cost to the EC budget of admitting the four Visegrad countries was estimated by Baldwin (1993) to be 58.1bn ECU per annum. However, it is possible that these countries would not be able to raise enough public finance to ‘match’ the EU funding and so expenditure may be lower than the amount they might be eligible for. It would take 30 years for them to reach an average per capita GDP of  75% of the average, so the cost would be ongoing for the foreseeable future. This is because their GDP are low, they would contribute little in revenue but be eligible for considerable aid, they are heavily dependent upon agriculture and have a population of around 64 million concentrated in Poland (38 million). Maresceau (1992) also suggests that the annual aid budget to the CEECs would be 25 times that of current aid to the 5 southern EU countries. Similarly these countries would have a greater claim on the other Structural Funds than most existing EU countries. 

Different overlapping groups of regions based upon varying linked functions or characteristics (e.g. similar industries or environmental issues based on common sea boundaries) are developing. There is the possibility of such groups being used as a basis for gaining EU financial support to replace Structural Funds that may be diverted to the CEECs after 1999. However this could in some cases be on the basis of seeking to maximise transfers of funds rather than to genuinely improve regional economic development

National Budgets

The EC budget is important as much of it is targeted at relatively limited groups or sectors in the economy or regions although it is only around 1% of the GDP of the EU. Given its limited scale the budgets of the individual member states are crucial to the development of regions. Also, as Structural Funds and other resources are transferred from existing EU regions towards new member states after an enlargement there is likely to be increased pressure to divert existing national budgets towards their partial replacement.

As discussed earlier when considering automatic transfers, it is not sufficient to consider only regional policies as in addition to their role in providing public goods and socially and economically productive goods, fiscal expenditure policies also have an important  redistribute effect among groups and regions, and can provide a major source of demand for regional firms. Thus government expenditure is not homogeneous in terms of its impact upon regional economies.

Taking the UK as an example, when per capita government expenditure undertaken to provide services for the benefit of the residents of that region is considered, the peripheral regions appear to benefit considerably. Regions such as Scotland get a relatively high share of this compared to its population, which is partly explained by the costs of providing services in remote areas and the relatively high levels of need for health and welfare etc. However, these regional figures exclude those expenditures (historically about 20% of the total) that are for the general good, such as defence, prisons and foreign affairs. As in many OECD countries, the Ministry of Defence is the UK industry’s largest customer and acts as a regional ‘export’ industry increasing demand for the region’s industry. The procurement budget is important for skilled employment and development as it is directed at firms, often at the advanced technology sectors, leading to technology transfer and the creation of agglomeration economies (e.g. in specialist labour and suppliers) and other spin-offs to the local economy, which has generally positive effects on regional development. 

Table 2 shows that the defence procurement budget is considerably biased towards the southeast and southwest of England in per capita as well as total terms (see Breheny and McQuaid, 1987 for earlier figures, and for similar regional disparities in the USA see for instance, Markusen et al, 1991 and Malecki, 1984). The prosperous southeast of England receives defence procurement expenditure of £151 per capita compared £49 in Yorkshire in 1993/94
. On a ranking of per capita expenditure the southeast gains 120 (UK=100) while Scotland receives 85. This is indicative of non-geographically distributed budgets, often biased towards the core, far outweighing the impacts of explicitly geographically identified or regional development budgets
. By contrast government expenditure on regional preferential assistance to industry in the assisted area is trivial compared to direct defence procurement expenditure on companies’ products (although assistance to areas in need is greater than these figures as they exclude regional or local support, most training etc.). The correlation between the defence and industrial assistance expenditure is actually -0.28.

Many studies have shown the significance of defence spending to local economies in direct terms and in terms of spin-offs to other industries such as electronics and aerospace and helping to create economies of scale. Clearly tens of billions of pounds spent upon defence procurement over the years will have a much greater direct and indirect impact upon a region’s economy than the equivalent expenditure on welfare payments to individuals. Additionally (and hopefully) the enlargement of the EU to include CEECs may decrease defence expenditure in countries such as the UK, which may result in a lower transfer to those regions that have historically gained most. 

While defence expenditure has historically been important in technological development, it is conceivable that new environmental or health technologies developed with public sector support (due to, for instance, market failure) could perform part of this role, in terms of providing support for fundamental research, innovation, and a secure market, with competition between suppliers but the possibility of policy influencing the location of developments (and hence spin-offs). Indeed, Japan already has a 100 year policy on environmental technology development (Ishida, 1993, Peng, 1992). Policies to support the capacity for indigenously developed technology of peripheral regions (including possibly the location of key research and purchasing centres related to purchasing policies in industries such as new environmental technologies) could be developed as an important addition to technology transfer policies, while still keeping procurement open to fair competition.

The expenditure patterns of the member states is of much larger scale and significance than the EU expenditure, but does not necessarily benefit peripheral regions as much as regional development support suggests. Also the figures illustrate that the source of relative budget reduction will have significant locational impacts, with welfare or education cuts adversely affecting peripheral regions compared to, say, decreases in defence budgets. However, the geographic implications are uncertain.

Hence, an enlarging of the EU is likely to result in a significant increase in pressure on both EU and on member state budgets, which may in turn reduce regional support policies, but may reduce mainstream budgets such as education and welfare which are of particular importance to peripheral regions. It will also result in the fundamental reform of the main EU programmes. These changes will have significant redistributive impacts (upon individuals, firms, and regions) who currently benefit from existing programmes and will get less benefit in future, and on those who will have to fund the higher expenditure (e.g. perhaps through taxes, higher interest rates paid or higher prices). However, if the policy changes are designed to increase economic welfare and to take account of the impacts upon the development of peripheral regions then some of these factors may be ameliorated
. 

5 Conclusions

The enlargement of the EU to include some Central and Eastern European countries presents many opportunities and potential benefits, but also has significant institutional, political, and economic implications for all parts of the EU as well as the CEECs. 

If  the EU is enlarged then the centre of economic gravity (in terms of trade flows and investment) is likely to move eastwards from its present position i.e. become more firmly centred upon Germany. This will increase the relative economic peripherality of existing EU peripheral regions. The economic and welfare benefits and costs of enlargement will be unevenly spread, and there is potential for it to reinforce the position of the existing ‘core’ of the EU, especially if there is not long term economic growth which may permit greater convergence. Some CEECs may be in a position to overcome their recent economic and institutional heritage and take the economic development opportunities. Responses of existing EU peripheral regions may be to promote global links in trade and investment and to seek ways to expand agglomeration economies for their key industries.

This paper has argued that there will be significant direct and indirect impacts upon existing peripheral regions of the EU. These will depend upon which CEECs join, when they do so, the characteristics and competitiveness of the peripheral regions and EU and national policy changes. These characteristics include industrial structure, labour, physical or communications infrastructure, ability to develop and utilise technologies, local institutions etc. Concerning the competitiveness of the firms and people in peripheral and poorer regions, it is important that policies promoting competitiveness genuinely support their economic development, (within the wider social and environmental contexts) and are carefully targeted.

Regarding EU and national policies, intra-regional disparities in wealth and opportunities, for instance between cities acting as nodes in an EU context and their hinterlands, between social groups in society and within urban areas are also important. This may require a better targeting of aid to those in greatest need and where there will be greatest long term economic impact in such regions. Rationalisation of the many EU and other programmes may help provide greater focus and impact. However, the impacts of all spending programmes, at EU and national levels, need to be fully considered and especially the distribution of such expenditure in geographical, sectoral and population group terms.

There will need to be a major reform of  the main EU Funds (especially the Common Agricultural Policy and the Structural Funds) or the budget demands of the potential new members would overwhelm the funding available, unless there was to be a major shift in resources from member states to the EU. In terms of funding through the EU, the existing regions may again become relatively more peripheral as they have much greater competition for funds, and less political influence within an enlarged EU. National, as well as EU, budgets are likely to also be constrained, potentially further restricting policies benefiting peripheral regions. It is crucial therefore to consider fully the spatial impacts of all existing and future changes in mainstream national and EU funding programmes and their impacts upon regional development.  In response to this there is a danger of peripheral regions linking together to gain EU financial support to replace that diverted to the CEECs, but that the basis of this support may be to transfer funds rather than to genuinely improve regional economic, environmental and social development.

A major challenge will, however, be to develop new regional policies to ensure that the economic gains from any enlargement are spread fully to all parts of the EU through policies, and that the economies of both the new CEEC members and the existing lagging regions converge towards the remainder of the EU.
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Table 1: Annual Per Capita Aid Allocation in Objectives 1/2/5b/6 areas 

1994-99 (ECU at 1994 prices)

	
	Objective 1
	Objective 2
	Objective 5b
	Objective 6
	Objectives 1-6 a/

	
	
	
	
	
	

	Austria
	120
	31
	35
	-
	30

	Belgium
	95
	40
	29
	-
	30

	Denmark
	-
	45
	25
	-
	24

	Finland
	108
	45
	35
	107
	49

	France
	143
	43
	38
	-
	38

	Germany
	145
	37
	26
	-
	40

	Greece
	225
	-
	-
	-
	225

	Ireland
	262
	-
	-
	-
	262

	Italy
	117
	39
	31
	-
	58

	Luxembourg
	-
	19
	33
	-
	35

	The Netherlands
	115
	42
	31
	-
	24

	Portugal
	235
	-
	-
	-
	235

	Spain
	188
	51
	64
	-
	135

	Sweden
	110
	32
	34
	110
	22

	United Kingdom
	115
	43
	48
	-
	33

	
	
	
	
	
	

	EUR -15
	170
	42
	35
	109
	62

	
	
	
	
	
	

	Total ECU mn
	93972
	15352
	6860
	697
	138201

	
	
	
	
	
	

	Percentage of all Structural Funds
	68%
	11.1%
	5.0%
	0.5%
	100%

	Percentage of EU population covered
	26.6%
	16.4%
	8.8%
	0.4%
	100%


 Notes: 

excludes Community Initiatives; figures are rounded.

a/ including Objective 3 which obtained 9.4% of Structural Funds, Objective 4 which received 1.6%, and Objective 5a which received 4.4%.

Source: Calculated from CEC (1996).
Table 2: Per Capita Regional Assistance and Defence Procurement Expenditure in the UK (£), 1993/94 and 1983/84

	
	1993/94

Assistance
	1993/94

Defence
	1993/94 Defence
	1993/94 Defence

	
	to Industry

£
	Procurement

£
	Procurement per capita 

£
	Procurement per capita (UK=100)

	
	
	
	
	

	Region
	
	
	
	

	
	
	
	
	

	South East
	-
	2,700
	151.1
	120

	South West
	9.5
	1,350
	281.3
	224

	East Anglia
	-
	100
	47.5
	38

	East Midlands
	1.9
	200
	48.8
	39

	West Midlands
	14.4
	550
	103.9
	83

	North West
	40.3
	900
	140.4
	112

	Yorks/Humber
	35.6
	100
	19.9
	16

	Northern
	394.4
	750
	242.0
	192

	Scotland
	121.2
	550
	107.2
	85

	Wales
	118.8
	50
	17.2
	14

	N Ireland
	117.6
	100
	60.9
	48


Sources: Based on Defence Estimates, 1996, HMSO.

Table 1: Peripherality Index 

- selected EU regions in 1983

	

	
	
	

	Region
	
	   Index

	
	
	

	Paris/Isle de France
	209.4

	Brussels/Brabant
	161.1

	Amsterdam/Noord-Holland
	139.7

	Merseyside
	133.4

	Milan/Lombardia
	123.7

	Northern Ireland
	56.5

	Ireland
	
	50.7

	Highlands and Islands
	42.2

	Calabria
	
	39.6


EU - 10 Average = 100.

Source: Keeble et al (1988).

Table 3: Per Capita Regional Assistance and Defence Procurement Expenditure in the UK (£),1983/84.
	
	1983/84 Regional
	1983/84 

Defence
	
	1983/84 Defence

	
	Aid Grants
	Procurement
	
	Procurement

	
	
	Contracts
	
	

	Region
	i
	ii
	
	ii

	
	
	
	
	

	South East
	-
	69.8
	
	131

	South West
	1.8
	95.9
	
	227

	East Anglia
	-
	61.1
	
	117

	East Midlands
	0.4
	56.9
	
	90

	West Midlands
	-
	36.7
	
	59

	North West
	8.8
	37.2
	
	51

	Yorks/Humber
	5.5
	12.7
	
	44

	Northern
	45.7
	55.9
	
	68

	Scotland
	21.8
	37.5
	
	84

	Wales
	26.8
	9.2
	
	43

	N Ireland
	32.6
	18.2
	
	92

	
	
	
	
	


Source: Breheny and McQuaid (1987); and
Table 3: Per Capita Regional Government Expenditure in the UK (£).

	
	Regional
	(Regional
	Defence
	Total

	
	(excluding Defence)
	Aid Grants)
	Total
	

	
	
	
	
	

	Region
	i
	ii
	iii
	i + iii

	
	
	
	
	

	South East
	833.0
	-
	149.6
	982.6

	South West
	703.5
	(1.8)
	258.8
	962.3

	East Anglia
	697.2
	-
	133.0
	830.2

	East Midlands
	703.0
	(0.4)
	102.1
	805.1

	West Midlands
	721.9
	-
	67.3
	789.2

	North West
	824.2
	(8.8)
	58.6
	882.8

	Yorks/Humber
	771.0
	(5.5)
	50.2
	821.2

	Northern
	906.5
	(45.7)
	77.7
	984.2

	Scotland
	1009.9
	(21.8)
	95.7
	1105.6

	Wales
	896.3
	(26.8)
	50.0
	946.3

	N Ireland
	1169.5
	(32.6)
	104.6
	1274.1


Based upon: Breheny and McQuaid (1987).

Table 3: Per Capita Regional Government Expenditure in the UK (£).

	
	Regional
	(Regional
	Defence
	Total

	
	(excluding Defence)
	Aid Grants)
	Total
	

	
	
	
	
	

	Region
	i
	ii
	iii
	i + iii

	
	
	
	
	

	South East
	833.0
	-
	149.6
	982.6

	South West
	703.5
	(1.8)
	258.8
	962.3

	East Anglia
	697.2
	-
	133.0
	830.2

	East Midlands
	703.0
	(0.4)
	102.1
	805.1

	West Midlands
	721.9
	-
	67.3
	789.2

	North West
	824.2
	(8.8)
	58.6
	882.8

	Yorks/Humber
	771.0
	(5.5)
	50.2
	821.2

	Northern
	906.5
	(45.7)
	77.7
	984.2

	Scotland
	1009.9
	(21.8)
	95.7
	1105.6

	Wales
	896.3
	(26.8)
	50.0
	946.3

	N Ireland
	1169.5
	(32.6)
	104.6
	1274.1


Based upon: Breheny and McQuaid (1987).

Table 3: Per Capita Regional Government Expenditure in the UK (£).

	
	Defence
	Regional
	Defence
	Regional
	
	Totals
	

	
	Total
	(excluding Defence)
	Procurement
	Aid Grants
	
	
	

	
	
	
	Contracts
	
	
	
	

	
	
	
	
	
	
	
	

	Region
	i
	ii
	iii
	iv
	i + ii
	
	iii + iv

	
	
	
	
	
	
	
	

	South East
	149.6
	833
	69.8
	
	982.6
	
	69.8

	South West
	258.8
	703.5
	95.9
	1.8
	962.3
	
	97.7

	East Anglia
	133
	697.2
	61.1
	
	830.2
	
	61.1

	East Midlands
	102.1
	703
	56.9
	0.4
	805.1
	
	57.3

	West Midlands
	67.3
	721.9
	36.7
	
	789.2
	
	36.7

	North West
	58.6
	824.2
	37.2
	8.8
	882.8
	
	46

	Yorks/Humber
	50.2
	771
	12.7
	5.5
	821.2
	
	18.2

	Northern
	77.7
	906.5
	55.9
	45.7
	984.2
	
	101.6

	Scotland
	95.7
	1009.9
	37.5
	21.8
	1105.6
	
	59.3

	Wales
	50
	896.3
	9.2
	26.8
	946.3
	
	36

	N Ireland
	104.6
	1169.5
	18.2
	32.6
	1274.1
	
	50.8


� In 1993 the EU agreed in principle to its future enlargement to include some of the CEECs, for example the Visegrad-4 countries (Poland, the Czech Republic, Slovakia and Hungary). It is important to note that even among these 4 countries there are wide differences in characteristics.


� Fitting a Linnemann (1966) type model to 76 markets Wang and Winters (1991) and Winters and Wang (1994) estimated the trading potential (for the mid-1980’s) of the CEECs including the Soviet Union if they had liberalised trade. The results indicated that trade within CEECs and with developing countries would not increase, but trade with industrialised countries would have grown by factors of three to thirty. They estimated that for the four Visegrad countries the difference between potential and actual exports from France were US$5748m and 501m respectively giving a net potential of US$5247 of increased exports. For (West) Germany, Italy and UK the net potential export increases were US$9075, 4744 and 4083m respectively (including East Germany does not significantly alter the relative results, as when East Germany is included the figures were US$8496, 16779, 7145, 6536million respectively). If Bulgaria, Romania, USSR and East Germany were added the figures were US$18910, 42736, 15138, 14928million respectively (calculated from Wang and Winters, 1991, table 7). Hence, not surprisingly, Germany would gain most from increased trade in absolute and relative (to GDP), while more distant countries (and hence peripheral regions) would gain less. 


� In considering convergence and divergence there are considerable recognised problems of serial correlation, statistical errors and anomalies and model specification. 


� Periphery can also apply to individuals, groups or jobs. This however, also raises issues of how to define a peripheral area (i.e. in terms of the characteristics an area rather than the geographic location) and also intra- versus inter-regional differences (see for instance, Rietveld, 1991). Of course these approaches are not mutually exclusive.


� Williams (1987) sought to analyse the processes underlying the core-periphery relationship and distinguished regions of  rapid or slow accumulation of capital. The former were disaggregated by metropolitan areas such as London, Paris, Milan-Turin, Athens, and the newly emerging zones such as northeast and central and parts of southern Italy, western France, eastern Ireland and Denmark etc. The slow accumulation regions were split by those with obsolete capital (e.g. the Ruhr and coalfield areas of the UK, France etc.), and rural areas (much of Portugal and Spain, western Ireland, northern Scandinavia). Interestingly this classification results in some of the geographically remote (in terms of the EU) regions being included as ‘emerging’ parts of the economic core.


� Parkinson et al (1992) identify three broad areas within the European Union: the old core, new core and peripheral regions. The old core (comprising the traditional industrial regions of northern Europe) suffered considerable industrial restructuring with decline in heavy manufacturing industry, mining and transport especially. Some areas have successfully expanded or developed new consumer and producer orientated industries (although often the new retailing jobs have been part-time), and many areas remain with high unemployment (often with Objective 2 status under the European Structural Funds regional policies). The new core is made up of the lightly industrialised Alpine, Mediterranean and Southern German regions which have expanded fastest, based upon modern high-tech industries and producer services. They argue that this is based upon good communication infrastructures, cleaner environments, quality leisure resources and accessibility to skilled labour and technical and research institutions. These criteria are very similar to those underlying the growth of the main  high technology regions (Hall et al, 1987).


� Additionally the transport of people, ideas and capital may not be closely related to the transport costs of goods, yet these are crucial to the competitiveness of organisations in a peripheral region and investment to these regions. Using standard costs of transport may not reflect the costs of different industries, and even if these are weighted by industrial structure the actual costs may differ due to the particular transport infrastructure and logistics, such as return loading, and transport costs may be non-linear and subject to varying uncertainty or risk.


� Various methodological factors influence measures of peripherality. The scale of region chosen will influence results, as will the choice of where is the centre of the region measured from (e.g. the population centre or production centre may not be the same). The  role of innovation and access to information etc. may be underestimated, with capital cities, for instance, having higher accessibility to such competitive factors than allowed for in the indexes. When calculating costs, the issue of exchange rates and bringing currencies into purchasing power parity remains a problem.


� The European Commission (1995a, p. 5) argue that such policies lead to a virtuous “crowding in” effect, whereby short term investment and employment is encouraged across the EU due to improved confidence of the private sector and a reduction on the risk-premium on interest rates. However, the private sector “crowding in” investment may be located differently from that cut in public investment, possibly resulting in a relative increase in ‘core’ regions rather than peripheral ones, while changes in the type of public investment may lead to further structural problems for different parts of the labour market. However, the empirical results will depend on what ‘sound’ public finances are defined as, eg. in terms of public deficits.


� Small countries engaging in mutual and equal reductions in barriers to trade with larger countries may suffer ambiguous effects  (welfare gains through competition and economies of scale but wage declines and possible loss of industry) so they should under value their currency (Krugman and Venables, 1990). Krugman (1993) suggests that the European Monetary Union will increase regional disparities, while Abraham and Van Rompuy (1995) also imply a worsening of disparities, especially of there is a limited responsiveness of labour to regional shocks. European Monetary Union and a single currency would also influence the development of member states and their regions through changes in monetary and fiscal policy, through budget constraints discussed above and through removing exchange rate variations as a policy option, and changing the focus from member states to the EU in terms of monetary policy and external balances of trade.


� OECD figures suggest that around 35% of EU farm incomes come from subsidies. interestingly in Scotland the agricultural and fishery industries, directly employing under 2% of the workforce, receive more direct EU aid than all other industries (McQuaid, 1997b). 


� Hence CAP can be seen as in many respects regressive in the sense of prices and tax raised to fund it impinging relatively more on those with lower incomes, while resources are transferred to individuals or organisations linked to the farming industry. Indeed much CAP support is directly targeted at those who own or lease land, so only those local people who are relatively wealthy (at least in gross capital terms) receive the bulk of the support.


� The rise of groups such as the Northern League in Italy illustrate opposition from wealthy regions (Curbelo and Alburqueque, 1993).


� The regions or areas eligible for the support were defined by the member states, which led to problems in some countries such as the UK when the areas eligible for UK regional aid were greatly reduced during the 1980’s and hence their eligibility for ERDF support was limited. There were also important questions concerning the degree to which ERDF funds simply substituted for member state government funds rather than being additional expenditure or creating additional infrastructure than would have been the case without ERDF (see for instance: Barnett and Borooah, 1995).


� The four main Structural Funds are: the European Regional Development Fund, the European Social Fund, the Agriculture Guidance and Guarantee Fund - Guidance Section, and now the Financial Instrument for Fisheries Guidance.


�  Ireland has grown remarkably quickly during the last decade, so its GDP is quite near the EU average. Various factors have influenced this, such as an educated workforce, concentrations in the fast growing computer related industries, corporate tax levels etc. One limited factor may also be that capital has been accumulated through surpluses by various groups (eg agricultural related people through CAP) and with potential CAP reform being discussed some of this capital may have been diversified by investing in other industries.


� The figures can be influenced by a few large contracts, but the broad trend has been consistent over decades with the wealthier south gaining disproportionately from defence procurrement.


� On a smaller scale the European Commission has been accused of geographical bias when seeking tenders for MEP offices with 22 of 46 ‘invited’ firms being based in Belgium (Scotland on Sunday 16/2/97).


� The level of net revenue generation is important (Blake, 1996) as is the form of revenue generation will also have regional impacts (the main ad valorum taxes are regressive), but revenues raised, for instance from natural resources may also be particularly important for peripheral regions (for instance from oil in Scotland). Attempts to attract inward investment or otherwise promote economic development may include reductions in taxes, although this could further limit public investment.






