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1. Introduction

This paper is based on interim results of the ESPON project, “Pre-accession Aid Im-
pact Analysis”, led by the IRS. The project draws on empirical research concerning
processes of regional differentiation in Central and Eastern Europe and the impacts
of EU policies in these countries. Data collected as part of the wider ESPON pro-
gramme is also used.

In the Candidate Countries strong disparities can, not only, be observed between
countries but between central and peripheral regions. Disparities exist not only in
levels of GDP, but also in many other socio-economic conditions, such as human
capital, accessibility etc. These developments contradict cohesion objectives of the
EU formulated by ESDP. In the lead up to EU enlargement in May 2004 and looking
to the future EU spatial cohesion, it is important to consider what development 'po-
tentials' are present in the Candidate Countries. For example, which potentials are
likely to promote ESDP objectives or present major bottlenecks to development. It is
also important to consider the extent to which EU pre-accession aid (Phare, ISPA
and SAPARD) measures have already affected spatial issues in these countries.

In order to lay the foundations for this analysis, the following section briefly sets out
the relevant ESDP objectives, theoretical considerations and the methodology upon
which the subsequent analysis is based. This is followed by a tentative typology of
the Candidate Countries, based on a detailed analysis of development 'potentials'.!
The following section identifies some key potentials for the Candidate Countries and,
briefly, describes their regional distribution and relation to ESDP objectives. In order
to consider the role of pre-accession aid measures in meeting spatial development
objectives, a meta-analysis of EU policies in the Candidate Countries provides an
overview over the spatial dimensions of these measures. Final conclusions of the
paper are based on the observations of the relation between potentials and policies,
and offer some tentative policy recommendations.

2. Theoretical Background of ESDP Objectives and Methodological
Approach

2.1. Spatial Objectives

The European territorial objectives defined in the ESDP can be divided along three
lines, namely balanced and sustainable development, in terms of social, economic
and environmental issues. This can be translated into the following spatial objectives:

Spatial cohesion (equity): This objective states, that inequalities between social
groups and regions should be reduced by setting minimum standards of public goods
provided or by transfer payments from richer to poorer regions etc.

! For the detailed potential analysis see Kujath, Kunkel, Zillmer et.al. (2003: 142-178).



Balanced Spatial competition (efficiency): This objective states, that policy measures
should promote an efficient spatial allocation of resources by taking away bottlenecks
and barriers to development (Molle 2001). It also says, that policies should take into
consideration not only the core regions. For a balanced spatial competition smaller
towns and remote regions should benefit from policy measures improving their com-
petitiveness.

Protection of natural and cultural heritage: This objective refers to the conservation of
natural resources and cultural heritage. Thus, policies should take into consideration
regional environmental conditions as well as different national and regional cultural
backgrounds preserving the European variety of cultures(ESDP 1999: 10).

As can be seen, these three objectives focus on different aspects of balanced territo-
rial development, which appear to be logically interconnected and complementary.
For instance, territorial equity can only be stabilised, if the economic development
differences between core and periphery decrease and balanced economic growth
may be a precondition for managing natural and cultural heritage successfully.

The ESDP's objectives were developed in response to the serious economic imbal-
ances amongst the current EU member states, which will only increase further after
the accession of the Candidate Countries. While some convergence between some
‘poorer' and some more 'prosperous’ regions can be observed, regional disparities
within many EU countries and especially the Candidate Countries, are increasing,
e.g. between economically strong urban centres and poorer — often rural — 'lagging
regions'. On this basis, "the ESDP starts from the assumption that growth in itself ...
is not sufficient to develop a balanced and sustainable economic and spatial struc-
ture in the EU" (ESDP 1999: 9), let alone in an enlarged EU.

2.2. Cohesion and Disparities in Theory

Two main accounts dominate theoretical debates on the emerging patterns of dispar-
ity. Neo-classical trade theory suggests that spatial specialisation effects will lead to
greater cohesion. While, proponents of the 'new economic geography', suggest that
increasing disparities might develop as a result of cumulative processes.

According to neo-classical trade theory spatial specialisation occurs as a result of
differences in factor endowments, which translate into regional differences in relative
prices and thus cause trade between regions or countries. Diverse factor endow-
ments mean that regions specialise in the production of different goods, e.g. capital
respectively labour intensive goods, and these are traded between the regions, lead-
ing to converging relative prices of the traded goods. According to the neo-classical
model, a region should be able to utilise all its factor endowments and is thus 'fully
employed' (Kenen 1989: 51-67). Inter-industry trade amongst the Candidate Coun-
tries, and between the Candidate Countries and the EU-15, has strongly intensified
over the last decade® which according to this theory should foster spatial cohesion

This is supplemented by the objective of spatial integration not referred to in this working paper.
This latter objective is further discussed in Kujath et.al. (2003-1: 18-21).

For international trade developments of the Candidate Countries see e.g. Economic Commission
for Europe (2003: 79-85).



within these countries, as well as at the EU level. However, as these theoretical
models are based on a number of assumptions, including properly functioning mar-
kets, the outcome of integration is likely to differ whenever these assumptions do not
hold. This consideration is to be particularly relevant for the Candidate Countries, as
some aspects of their economic and political transformation are not fully concluded,
implying e.g. the existence of imperfect markets and changing institutional settings.

A contrasting approach to that of neo-classical trade theory is the 'new economic ge-
ography'. This approach is based on an integration of trade theory and location the-
ory. These models allow for imperfect markets, external effects and economies of
scale. According to Krugman, this is a valuable addition to the debate as for large
countries interregional trade, which depends on industrial location structures, might
be even more important rather than international trade. Furthermore, within economi-
cally and politically integrated systems such as the EU, it is possible for international
and interregional trade to merge. (Bathelt and Glickler 2002: 79)

These models, which imply growing divergence within integrated markets, also sug-
gest that initial imbalances will lead to cumulative processes of agglomeration. In
other words, investments will concentrate in the most technologically advanced re-
gions and labour will shift to areas where career potentials are relatively high. There-
fore, investments and labour movements are likely to aggravate initial divergences.
(Roos 2003: 86)

This interpretation of the possible outcomes of integration policies, and, crucially, the
integration experiences of the EU-15, suggest that disparities will intensify as a result
of EU enlargement. This applies not only to disparities within an enlarged EU, but
also to disparities within the range of Candidate Countries. The threat of increasing
divergence appears to be particularly high for two main reasons. First, due to limited
financial resources, low financial means, the governments in most Candidate Coun-
tries apply few, if any, re-distributive measures. This is, not only, the case for sectoral
and income disparities, but also for regional disparities. Secondly, as mentioned
above, the assumption of perfectly functioning markets certainly does not apply in
these countries, thus lending weight to the argument that integration could lead to
greater agglomeration and concentration. Under these conditions, EU policies aiming
at cohesion and specialisation are potentially of even greater relevance for an
enlarged EU rather than for the present EU-15.

2.3. Potential Oriented Analysis

In the context of this research project, the concept of 'potential factor analysis' is fun-
damental to the identification and analysis of regional disparities. The focus of this
type of analysis is the provision of a region, at a given point of time, with fac-
tors/resources, which can be used to support the creation of 'welfare' of the region.
The availability of these 'factors' can represent a regional potential if they are widely
available for use as a regional resource, or a regional bottleneck hampering devel-
opment if they are unavailable or insufficient (Thoss 1984: 21). For instance, in pe-
ripheral rural regions opportunities are limited to increase the regional division of la-
bour and opportunities for productive economic specialisation are limited. The result
is out-migration and impoverishment of the respective regions. Concepts of inde-
pendent regional development, to which the potential oriented concept belongs, aim



at reversing these outcomes (Hahne 1987. 465-466). Consequently, policy ap-
proaches derived from this type of analysis seek to utilise the regional development
potentials as completely as possible, in order to achieve a balanced quality of life
across regions, and related social cohesion (Thoss 1984: 21). Figure 2-1 provides an
overview of the key elements to be considered.

EU Policies
(Objectives,

Intervention,
Outputs)

Regional
Results and
Impacts

Regional Potentials Regional Bottlenecks

Grafik: IRS

Figure 2-1: Model of Interrelations between Factors Influencing Territorial Impacts

On the basis of groups of potential indicators proposed by Thoss (1984: 22) and Al-
ecke and Untiedt (2001: 45), similar groups of indicators have been developed as the
foundation of the tentative typology set out in the next section.* The indicators used,
are selected with particular reference to the prevailing conditions in the Candidate
Countries and are divided into eight groups, given in Table 2-1. Due to lack of appro-
priate, comparable data, some of the potential factors were not analysed, these are
shaded in Table 2-1. For all remaining potentials one or more indicators have been
included for the development of the typology.®

Labour market potential Geographical position Environmental quality
Capital supply Regional market potential | Institutional conditions
Innovation potential Agglomeration & localisa-

tion advantages

Table 2-1: Potential Factors under Consideration for Developing a Tentative Typology of
the Candidate Countries

*  For different potential classifications see also Schatzl (2003: 156).

For a more detailed list of indicators in each potential group see Kujath, Kunkel, Zillmer et.al.
(2003-2: 18).
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3. Tentative Typology of the Candidate Countries

On the basis of an analysis of the potentials listed above it is possible to identify a
number of regional groupings. Strong disparities exist between the agglomerations
and the more rural and/or peripheral regions. In fact, disparities in GDP per capita
appear to be increasing, as suggested by models of the 'new economic geography'.

This can be translated into a tentative typology showing partially strong disparities
between agglomerations and less densely populated regions, as shown in Map 3-1. It
should be noted, that this is a general typology, which aims to indicate overall devel-
opment trends in the Candidate Countries, as opposed to providing details of the
specific situation in each region.

In Map 3-1, a first group of regions can be characterised as capital cities/major urban
agglomerations. These regions demonstrate the most favourable economic indicators
and benefit from, for example, high investment, skilled labour force and training facili-
ties, more developed infrastructure, business services and access to decision mak-
ers. Of particular note, is the dominance of some capitals (e.g. Budapest, Prague,
Bratislava and Tallinn), within national economic structures.

Map 3-1 also suggests that some urban agglomerations have a key role as economic
drivers. Highlighted on the map are agglomerations with a hightened ability to foster
regional development. These centres are most commonly located close to the EU-15
countries. In contrast, Candidate Country agglomerations, which are located at the
European periphery, especially those in Romania and Bulgaria, seem to have less
dynamic urban centres. It is also worth noting, that apart of Poland, none of the Can-
didate Countries have more than one urban centre, namely their capitals, which can
be classified an ‘economic driver'. This reflects a strong tradition of monocentric eco-
nomic development.

A second regional group are Western border regions. These regions have the advan-
tage of proximity to the EU-15, which encourages investment, trade, tourism and
cross-border retail as well as educational/technological initiatives.

In contrast to the Western border regions, a third regional group, peripheral Eastern
and rural regions, are among the most economically disadvantaged in the Candidate
Countries. Geographical location, poor infrastructure, low investment, declining agri-
culture and rural out-migration are all contributory factors to their low levels of eco-
nomic development and high rates of unemployment.
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The economic position of the Western border and Eastern peripheral regions are, to
a large extent, dictated by their geographic position. Large parts of Romania and
Bulgaria, as well as large parts of the Baltic countries, share the problems of the
Eastern peripheral regions. It is also interesting to note that a number of weaker pe-



ripheral regions are relatively close to urban agglomerations, e.g. Budapest, Warsaw
and Poznan, suggesting that linkages between these urban agglomerations and sur-
rounding regions may be weak.

The group of Candidate Countries also includes the two island economies Cyprus
and Malta. On one level as peripheral countries, they face some similar development
challenges as the peripheral regions already discussed. However, they also have a
distinct developmental background from the Central East European Countries and as
islands on the periphery of the EU face particular economic challenges. Conse-
guently, they are classified as a separate group — peripheral island economies.

A final group is the old industrial regions. These regions were drivers of economic
activity under socialism and were dominated by heavy industry. More recently, they
were particularly affected by privatisation, enterprise restructuring/closures, loss of
subsidies and market re-orientation. Restructuring processes are still underway in
many countries and these regions, in particular, face high levels of unemployment,
lack of entrepreneurship and environmental decline. Whilst these old industrialised
regions face considerable economic development difficulties, they occupy a key posi-
tion surrounded by a triangle of growth centres within this part of Europe. Currently,
the economic development ‘triangle’ appears to reach from Prague in the West,
across Bratislava and Vienna to Budapest in the South and, in the North across Kra-
kow to Warsaw. This growth triangle could even be extended to include EU border
regions and the agglomerations of Berlin and Poznan. In the longer-term, this 'trian-
gle' of economic growth could become a counterpart to the Western European 'Pen-
tagon'.

For the regions defining the growth triangle, especially in the key urban agglomera-
tions, quite a range of development potentials can be identified. Relative to the rest of
Central and Eastern Europe, most of these regions have, for example, comparatively
high incomes, large populations, a high density of the economically active population
and access to motorway network. However, if this triangle — or an area extended by
Berlin and Poznan — is to become a counterpart of the West European Pentagon, the
available development potentials need to be recognised and utilised. Further, persis-
tent bottlenecks to development, e.g. old industrial structures, need to be reduced. In
order to stress some of the major economic development challenges faced by the
Candidate Countries in general and, in particular, the regions within the growth trian-
gle, the potential role of a number of key development potentials is considered in
depth in the following section.

4. Selected Potentials in the Candidate Countries

Any analysis of factor endowments does not necessarily need to refer only to the
production factors of land, labour and capital. Instead, factor endowments may also
be understood in terms of all factors relevant to economic activity in a region. As
pointed out in section 2.3 such factors can include infrastructure, environment, mar-
ket potentials and institutional settings and others. There are also the key areas of
labour market potential, innovation potential and advantages linked to urbanisation
and localisation, where, in relation to Western European standards, the Candidate
Countries face particular development problems. Thus, in the following sections, se-
lected indicators characterising parts of these potentials are presented.



4.1. Labour Market Potential

Regional labour endowment can be understood in terms of both quantitative as well
as qualitative aspects. The quantitative component of the labour endowment is
measured in terms of the density of the economically active population. Measure-
ment of the qualitative component is done on the basis of the percentage of the
population with a tertiary education. However, this measure does have some limita-
tions. First, even if a similar classification is used for all the countries, e.g. by using
the number of school years, this indicator is not sensitive to the actual quality of the
education. Secondly, even if the qualification level can be assumed to be similar after
the same number of school years or at the same degree, it does not take into ac-
count the practical relevance and use of the qualification. This is particularly relevant
when taking into account skills levels for high-tech industries and advanced services.
Thus, the qualitative measure of the labour market potential needs to be interpreted
with caution.

Regarding the quantitative aspect of the labour market, with the exception of a few
regions in the North East of Austria, along the Eastern EU-15 border there is a con-
sistent measure of labour force density. Central and Southern Poland and the North-
Eastern part of the Czech Republic also exhibit relatively high measures of density.
This feature is further extended across the West of Slovakia down to Hungary's capi-
tal region. Unsurprisingly, it is the more peripheral regions from an EU-15 point of
view, that show a lower density of labour force.

Whilst measures of labour endowment are fairly consistent along the border of the
EU-15 and the Central East European Candidate Countries, differences in education
levels appear to be greater. Only Slovenia, the South West of the Czech Republic
and the Bratislava region have formally compatible levels to the neighbouring regions
in the EU-15. In most other border regions of the candidate countries the level ap-
pears to be somewhat lower. Differentials are particularly high along the East Ger-
man border. Most striking is the regional variability of education levels within the Cen-
tral East European Countries. In the Czech Republic, Slovakia, Hungary, Bulgaria
and Romania, the capital region have the highest share of the population with high
education. Apart of the capital regions, shares of high education, comparable to
those along the German border, are found in the Baltic countries and Cyprus.



Map 4-1: Active Population per km? Combined with Share of Highly Educated Population
in 2001 on NUTS 2/ NUTS 3 Level
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Map 4-1 charts both measures of the labour potential. The Baltic countries stand out
as having a comparatively small but seemingly highly educated labour force. These
measures indicate that the three Baltic countries should have a comparatively good
labour market potential with a labour force capable of working in higher-value added
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sectors®. Cyprus reflects a similar labour market potential, although with higher la-
bour force density. However, a comparison with sector employment shows, that Cy-
prus already has moved to other sectors than agriculture and fishery leading conse-
quently to higher income generation.” The position of these countries lies in contrast
to most of the remaining regions of the Candidate Countries, with the notable excep-
tion of some capital regions. In the majority of regions low to medium measures of
educational endowment mean the labour force is likely to be less well adjusted to
modern technologies. Furthermore, the quantitative potential of the labour market
cannot be fully utilised as long as the bottleneck of low levels of education persist. In
the Candidate Countries simultaneously high quantitative as well as qualitative labour
market potentials are only to be found within most of the capital regions. Even re-
gions close to the capital cities appear to lack favourable development potentials,
which implies related limitations for regional development.

4.2. Innovation Potential

The innovation potential can be illustrated by different kinds of indicators. However,
for most EU countries and the Candidate Countries, only data on research and de-
velopment expenditures are available for the NUTS 2 level. R&D expenditure distri-
bution, related to regional GDP, is illustrated in Map 4-2.

Generally speaking, relative R&D expenditure in the Candidate Countries is lower
than in many parts of the EU-15 and in most EU-15 border regions. Taking into ac-
count the different levels of GDP, this results in much higher absolute R&D expendi-
tures in the EU-15 and Norway rather than in the Candidate Countries. Relative dif-
ferences are particularly high along the East German border.

Within the Candidate Countries, the capital city regions generally have the highest
R&D intensity. Despite this concentration on the capital regions, it is still low com-
pared to levels achieved in large parts of the EU-15. Prague and the surrounding re-
gion has by far the highest R&D expenditure rate of the Candidate Countries, particu-
larly taking into account the relatively high income level in this region compared to
the rest of the Candidate Countries. Therefore, in absolute terms, R&D expenditures
in the region of Prague exceeds those in all other Candidate Country regions, includ-
ing the other capital regions. This measure translates into a high innovation potential
in the Prague region coinciding with a high qualitative labour market potential, which
could also suggest the potential for spill-over effects in the neighbouring Czech re-
gions. Combined with high R&D intensity in the German border region of Dresden,
the North and Northwest of the Czech Republic could be in a particularly advanta-
geous position. However, there is a need to improve the qualifications of the labour
force in order to capitalise fully on their innovation potential. Map 4-2 also displays a
comparatively high R&D intensity in Slovenia, compared to the other Candidate
Countries, though it is still below 2 % of GDP.

®  For the features of sectoral employment see chapter 4.3, and especially Map 4-3.

" Compare Kujath, Kunkel, Zillmer et.al. (2003-2: 152) and Map 4-3 in below chapter.
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Map 4-2: Research and Development Expenditures as % of GDP in 2000 on NUTS 2 Level

Thiz map does not
necessarily reflectthe
opinion ofthe ESFON
tonitoring Committee

< p

ESPE‘ © Project 2.2.2 IRS 2003 b ’ @ EuroGeographics Assodstion for the administrative ‘:E. eleitie: 5|
RnD Expenditure as % of GDP, 1999 Origin of data: Eurostat Database NewCronos
{PL, CZ, SK, S, HU,BG 1999, AT 1998, NO 1997} Geographical Base: Eurostat GISCO
[ Joo-o05%
Fegional Level Muts 2
[ Jos-10%
B o-20%
o c3%
|:| novalue

R&D intensities also decrease the more peripheral the Candidate Country is from the
EU-15 point of view. Low income overall, combined with low percentage expenditure
on R&D means that innovation could be a substantial bottleneck for future develop-
ment. For a country like Latvia, with a relatively well educated labour force (see
above Map 4-1), this observation might support a policy shift towards assistance for
R&D activities in order to improve the utilisation of the labour force and to foster the
restructuring process. However, basically all regions classified as peripheral Eastern
and rural regions in Map 3-1 are characterised by, not only, comparatively low levels
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of qualitative labour market potential, but also poor innovation potentials and face
even more substantial challenges.

4.3. Urbanisation and Localisation Advantages

Urbanisation and localisation endowments can be measured by a number of different
indicators as suggest by Kujath et.al. (2003-2: 18, 170-179). A key characteristic of
the measure used here is an element taking account of the 'regional sector structure’,
measured in terms of people employed in the different economic sectors. Levels of
employment in the primary and the service sectors, from which the secondary indus-
trial sector can be deducted, are set out in Map 4-3.

Despite the problems associated with measures of sectoral employment, the two
measures used in this paper, agricultural and service sector employment, can be
used to highlight specific 'localisation disadvantages' of regions, which are still domi-
nated by primary production and can be found in some areas of the Candidate Coun-
tries. These 'localisation disadvantages' then have knock-on effects hampering quali-
tative labour market and innovation potentials. A map of the growth of regional ser-
vice sector is an indication of progress with the restructuring process, i.e. to what ex-
tent regional economies have diversified into new areas of economic activity. Though
it should be recognised that these figures do not display the quality and kind of ser-
vices produced in these regions, e.g. in terms of their sophistication or value added.

Measures of employment structures are also closely linked to the qualitative labour
market potentials. Usually, labour cannot be shifted between sectors easily without
undergoing some re-qualification and training. Therefore, a region dominated by ag-
ricultural employment can be expected to also have a bottleneck concerning the
gualitative structure of its labour force. In contrast, employment in the tertiary sector
can be assumed to be of great variety, implying possibly a relatively high qualitative
labour force potential.

Mapping these indicators demonstrates both common ground and differences in em-
ployment structures along the border regions of the EU-15 and the Candidate Coun-
tries. Almost everywhere along the EU-15 side of the border, with the exception of
Niederdstereich and Steiermark in Austria, agricultural employment shares are in the
lowest category. Interestingly, on the side of the Candidate Countries, there are only
few regions along this border, in Slovenia and in Poland, which have medium agricul-
tural employment levels. The main exception, where agricultural employment seems
to be higher in the EU-15 border region rather than the neighbouring Candidate
Country, is in the Greek region of Anatoliki Makedonia. In how far this appears to be
an indication of the true employment structure shall be discussed below.

Despite these broad similarities in relation to the role of agriculture, differences are
more distinct when comparing employment in the tertiary sector. Overall employment
structures seem to be comparatively homogenous along Bavarian and Austrian bor-
ders, though this does not exclude strong intra sectoral differences. Yet, service em-
ployment is of much greater importance in the East German regions than in the
neighbouring Polish regions. A similar observation can be made for the Italian-
Slovene border region.
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Map 4-3: Sectoral Structure of Employment in 2001 on NUTS 2 Level
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Within the Central East European Candidate Countries there is a clear East-West
split for many indicators. However, this only holds partially when observing shares of
agricultural employment. For example, in Poland, levels of regional employment in
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agricultural employment are higher the further East the region. Compared to other
Central East European countries, Poland has average levels of agricultural employ-
ment especially in the centre of the country. However, in the East of the country lev-
els are considerably higher, in some cases over 50 %. In the Baltic States, the Czech
Republic and Hungary levels of agricultural employment are generally average to
low, relative to other Central East European Countries. With the exception of the Bu-
charest region, levels of agricultural employment are considerably higher in Romania.
In Bulgaria levels appear to be slightly lower. Official figures suggest employment in
agriculture is below 15 % of total employment. However, it is likely that this figure
may not represent a fully accurate account. Farming in Bulgaria is often in the form of
low intensity, subsistence plots, which are not necessarily captured in official meas-
ures of farming activity. At the same time, employment density in most Bulgarian re-
gions is of low and population density is of a medium level (Kujath et.al. 2003-2: 170-
172), which suggests, either high levels of unemployment or low levels of working
age population. In either case, this presents a challenge for a country with a relatively
weak system of social security and, a high dependence on subsistence agriculture
(Pavel 2001: 71). Therefore, it can be assumed that the apparent difference in agri-
cultural employment between Bulgaria and, for example, neighbouring Greek re-
gions, is not as large as it appears in the map.

Within the Candidate Countries only the regions incorporating national capitals
achieve employment levels in the service sector assigned to the highest group. More
generally, shares of tertiary employment are also still quite low in large parts of Po-
land, as well as in selected regions of the Czech Republic and Hungary. In Poland
and Romania, these low shares are combined with the, above mentioned, dominance
of agriculture. In the Czech Republic and the Northwest of Hungary neither of these
two sectors is of dominant importance. Instead, most parts of the Czech Republic,
Slovakia and some parts of Hungary are dominated by industrial employment. Al-
though the border regions along Austria seemed to be relatively homogenous in
terms of primary and tertiary sector employment, more pronounced differences are
apparent if types of industrial employment are taken into account. Cyprus does not fit
into the same pattern of development as the Central East European Candidate Coun-
tries. Cyprus has a very high share of tertiary employment combined with a low agri-
cultural employment share. This feature can be attributed to the high number of off-
shore companies located on the Island, as well as the role of tourism.

Taking all the preceding observations together, urbanisation and localisation advan-
tages/disadvantages and their resulting potentials respectively bottlenecks can be
identified. Localisation disadvantages seem to be particularly relevant in the cases of
Eastern and South-Eastern parts of Poland and the whole of Romania, due to the
dominance of agriculture. Development bottlenecks in these regions, which are
linked to their economic structure, are compounded, in the case of Romania, by the
low levels of labour force education. Thus, especially for the case of Romania, it
seems to be appropriate to support the reduction of these existing bottlenecks, pos-
sibly in particular in the regions surrounding the Romanian capital. For instance,
promoting the growth of modern enterprises could result in comparatively high mar-
ginal returns, multiplier effects for the neighbouring regions and drive improvements
in the education of the labour force.

In the Eastern parts of Poland, the existing development potential of a skilled labour
force could be used to advance restructuring processes in the region. However, it is

15



likely that strong incentives would have to be offered in order to achieve a sound
movement away from family farming. Without the support of the local populations, the
restructuring process intended by the political elite cannot be achieved.® Therefore,
one could argue, that the attitudes of the agricultural population might be regarded as
another, more qualitative indicator, indicating regional bottlenecks. The extent to
which key development policies actually go on to address these potentials and bot-
tlenecks is the focus of the following section of the paper.

5. Regional Challenges for Pre-Accession Aid and Future Structural

Funds

At the EU-level, pre-accession aid programmes are key main instruments capable of
promoting ESDP objectives in the Candidate Countries. The focus of the PHARE
programme is economic and social cohesion, ISPA targets the establishment of EU
environmental standards and expansion of Trans-European transport networks and
SAPARD is related to the implementation of the acquis concerning the Common Ag-
ricultural Policy. This section focuses on the question of whether pre-accession aid
tackles the challenges (bottlenecks and potentials) faced by specific regions in the
Candidate Countries and the Candidate Countries themselves and whether it con-
tributes to realisation of ESDP objectives. Pre-accession aid spending in the Candi-
date Countries is relatively modest in comparison to future Community programmes
(or to Structural Funds in the EU-15). Hence, measurement of relevant impacts in
terms of spatial cohesion, balanced spatial competition and spatial integration is
rather difficult. Nevertheless, assessment of the policy relevance of EU pre-
accession aid programmes, i.e. to identify to which extent they actually target genu-
ine regional problems and challenges, is possible and necessary. This type of as-
sessment is particularly important in light of the application of Structural Funds in the
new Member States, post-2004. In order to come to a territorial impact assessment
of pre-accession aid three analytical questions need to be answered:

1. Are the existing priorities of pre-accession aid and in the future Community Funds
sufficient to answer the specific regional challenges in the Candidate Countries?

2. How are the principles of solidarity and efficiency compatible with pre-accession
aid interventions, taking into account regional bottlenecks and potentials of each
separate candidate country?

3. In which way should trans-national problems and bottlenecks be managed and
which contents and strategies should be emphasised by trans-national policies?

Answers to these questions can be found, first by looking at the extent to which pro-
gramme priorities are oriented towards specific regional potentials and, related,
ESDP objectives. Secondly, by analysing whether a systematic regional variation of
financial amounts can be identified and finally, by asking in how far structures of pro-
gramme and project implementation contribute to strengthen regional institutional
capacity. An analysis of pre-accession aid projects on regional level (NUTS 3) is still

® For further explanations on the willingness of Polish farmers to leave the agricultural sector see

e.g. Zillmer (2002: 99-101).
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In process at this stage, thus, only preliminary insights resulting from a meta-analysis
are outlined in the following sections.

Potential orientation of priorities

Territorial development aims are not a compulsory element of pre-accession pro-
grammes and only few national programmes explicitly refer to them. However, it is
possible to highlight a number of ways in which the various programmes have ad-
dressed and impacted on territorial development themes. For instance, several fields
of action of PHARE are related to specific regional potentials and thus affect spatial
cohesion and balanced spatial competition. Developing human capital respectively
the labour market potential is supported in the programme through funding for educa-
tion and training; training to promote institutional capacity building and promotion of
human rights/social integration. Although the projects are not necessarily spatially
targeted, the nature of the projects addresses one of the main bottlenecks in many
regions in the Candidate Countries (see section 4.1).

The PHARE programme also contributes to regional capital supply via the funding of
construction projects and SME funding. This funding can be related to a wide range
of spatial development goals. For instance, business infrastructure and support can
contribute towards more balanced spatial competition by allowing towns and regions
to promote economic development and target regional potentials and bottlenecks.
Transport and service infrastructure projects are capable of contributing to balanced
development by improving accessibility and networking and to spatial integration be-
tween regions and wider European networks.

Also institution building, as long standing and core element of the PHARE pro-
gramme, contributes to spatial development objectives. Traditionally with respect to
institution building, PHARE aims to create “an institutional framework for the eco-
nomic catch up process,” (Brusis 2000) to a large part through the ‘“Twinning’ pro-
gramme. Although most institution building measures concern the national level, ca-
pacity building projects have gradually been extended beyond the national level to
new regional authorities.

With regard to SAPARD, it can be stated that since SAPARD addresses the funda-
mental structural disparities between urban and rural areas, the broad objective of
reducing territorial disparities by supporting economic and social cohesion is implicit
in the SAPARD programme. SAPARD affects mainly three regional potentials,
namely capital supply, geographic position and environmental quality. Investments in
agricultural holdings and economic diversification are central fields of action within
SAPARD, thus, contributing to the regional capital supply. All SAPARD programmes
incorporate measures for improving rural infrastructure and therefore have an impact
on the geographic position or accessibility of regions. SAPARD interventions ad-
dressing such issues as the redevelopment of villages, better water resource man-
agement, land improvement and re-parcelling and land consolidation, and agricultural
production methods designed to protect the environment and maintain the country-
side will improve the quality of life and the environment in rural areas.

In their ISPA strategies most of the Candidate Countries do not explicitly address
spatial development themes. However, the core rationale of ISPA is to improve basic
infrastructure in order to allow for stronger economic development in the Candidate
Countries. It therefore contributes to enhanced territorial cohesion at the level of the

17



EU-27. Within the transport sector, ISPA funds focus on sustainable forms of trans-
portation infrastructure, thus affecting the geographic position of regions. Precedence
is given to the Trans-European Transport Network as defined in the TINA (Transport
Infrastructure Needs Assessment) Report. Around half of the ISPA projects are allo-
cated to the environmental sector. Through the funding of technical infrastructure
projects in this field, ISPA has a direct impact on the environmental quality in the re-
spective regions.

Regional targeting

The extent to which the three pre-accession aid programmes regionally vary their
funding differs. Within the PHARE programme a number of countries have used re-
gionally targeted projects and programmes from a relatively early stage. By targeting
lagging regions, these programmes have the potential to contribute in some way to
the promotion of balanced national development. However, in most countries the na-
tional dimension is much more important than the regional one and a systematic re-
gional variation of PHARE funds can not be observed. In contrast, SAPARD already
implies a systematic regional variation of funding by concentrating on rural regions,
which in nearly all of the Candidate Countries are the most lagging regions.

For the most part, ISPA funds do not give priority to the less developed regions.
ISPA’s transport funds are focused on core transport networks, often between the
main agglomerations, while the environmental funds tend to be targeted on those
places where the population is concentrated, whether in terms of e.g. waste water
treatment plants, or actions to address severe environmental damage e.g. linked to
nuclear sites. Nevertheless, the localised character of the main environmental prob-
lems and transport potentials and bottlenecks, as well as the large-scale character of
ISPA project financing, results in rather few and clearly spatially targeted projects.

Regional institutional capacity

In addition to the more tangible impacts upon territorial development, the pre-
accession funding programmes have important capacity and institution building ele-
ments. Appropriate institutional and programming frameworks are required for the
management of pre-accession funds. Thus, the development and delivery of projects
and programmes could, for instance, promote international institutional cooperation
(e.g PHARE CBC), strengthen the participation of regional and local levels (e.g.
PHARE, SAPARD) or improve policy coherence. Programming commitments and
project requirements encourage increased partnership within and between national
and regional levels of governments, involvement of civil society groups and the es-
tablishment of new development organisation at national and regional level. Experi-
ence gained through these structures and approaches moreover provides potentially
useful lessons for future involvement in Structural Funds Programmes.

6. Conclusions

So far, the analysis showed that, on the one hand, regional disparities within the
Candidate Countries with regard to the endowments of regions with potentials and
the burden of bottlenecks are extremely wide and have been growing. On the other
hand, the analysis suggests that pre-accession aid affects different regional situa-
tions but in an indirect and diffuse way, since territorial development objectives are
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not addressed directly in the different programmes. Thus, the need for a more differ-
entiated policy which is oriented on regional potentials and bottlenecks, can be identi-
fied. Relating this conclusion to the typology of regions developed the following pre-
liminary policy recommendations can be stated:

Though the capital cities and major urban agglomerations are least in need of Struc-
tural Funds assistance, their integrating function (geographic position) for the sur-
rounding regions, the national territory and the trans-national territory within Europe
is frequently underdeveloped, often due to poor accessibility. Against this back-
ground, a strategy of territorial cohesion has to give precedence to the trans-
European trans-port networks (TINA) as well as to the national and regional transport
infrastructure, for which the ISPA funds lay a foundation.

The Western border regions play a major role for the Candidate Countries' integration
with the EU-15. Structural policies should further assist this process of trans-national
regionalism by targeting measures of interregional co-operation, dismantling barriers
between regions and combining transport networks across border regions. In the
long run, economically strong border regions will be able to become transmission
regions of cohesion. These considerations are already supported by PHARE CBC
programmes, combined with INTERREG measures along the EU-15 border. How-
ever, these programmes could focus more strongly on co-operation issues in order to
dismantle existing barriers to development and co-operation.

At this stage, structural policy assistance for many of the peripheral Eastern and rural
regions, which are affected by several bottlenecks and endowed with few, if any,
considerable potentials, will struggle to offer growth incentives in all areas. Assis-
tance of this type runs the risk of becoming 'social aid', without any associated eco-
nomic growth effects. Structural policies for this type of Objective 1 regions should,
therefore, be spatially concentrated on a small nhumber of urban areas in order to
achieve some positive growth effects. These areas could have the basic develop-
ment potentials of urbanisation and localisation, of labour market and demand poten-
tial, which may be strong enough to be mobilised by Structural Fund aid.

Currently, eligibility of pre-accession aid funds is not regionally limited, with the ex-
ception of cross-border co-operation funds. This means that limited resources are
allocated across regions without a strong regional focus to support efficient use of
funds. The situation is, however, somewhat different with regard to the small periph-
eral island economies of Malta and Cyprus. The special programmes aiding these
countries in their preparation already take account of their specific situation. Due to
their small size and distinct economic differing structures, Structural Funds can be
much more focussed from a spatial point of view, thus avoiding a potentially dis-
persed allocation of funds and a limited contribution to cohesion and balanced spatial
competition.

Old industrialised regions generally constitute the geographic centre of the Candidate
Countries and the trans-national industrial core region (Southern parts of Poland,
Czech Republic, Western parts of Slovakia, North-western parts of Hungary). Fur-
thermore, this macro region constitutes the territory with the highest density of eco-
nomically active population and urban agglomerations. Though processes of indus-
trial conversion are at an advanced stage, especially in the Czech Republic and Slo-
vakia, these regions still require specific assistance to promote successful economic
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restructuring, improved environmental conditions, improved infrastructure and labour
retraining. As the old industrial regions are likely to remain one of the core economic
zones in Central Europe, Structural Funds policies must give particular attention to
their development bottlenecks and to concentrate public funds on problems they still
have to overcome.

Special attention should also be paid to the “Triangle” of Central Europe. This triangle
can be seen as a European macro region, which constitutes an agglomeration of ma-
jor cities, human capital, and comparatively high innovation potential with long indus-
trial traditions comparable to the European macro region of the Northwest. Supported
by EU Structural and Cohesion Policies it may, in the long term, develop as eco-
nomic counterpart to the so-called 'Pentagon’ in North-western Europe. Nevertheless,
it should be noted that the regions within the development triangle also suffer from
low potentials and also bottlenecks, compared to conditions in the EU-15. Thus, in
this new macro region structural policies need to be focussed not only thematically,
but also spatially.

Looking to the future, the 10 new Member States as well as Bulgaria and Romania
have drafted already National Development Plans (NDP), which will become the ba-
sis of EU co-financed Structural Funds programmes in 2004-2006. The NDPs are
strategic documents, frameworks for setting policy priorities. They identify main spa-
tial challenges of catching up with the EU average level of economic development
and, at the same time, aim at reducing internal regional disparities. These plans gen-
erally identify similar types of regions and development concerns as those identified
in this paper. However, the future developments of the individual Candidate Coun-
tries in Central Europe are also closely intertwined with each other, neighbouring
countries of the EU-15 and often with Eastern external countries. From a European
viewpoint, it therefore seems to be vital to co-ordinate the plans of neighbouring
countries. This particularly affects the triangle of Central Europe. Between the coun-
tries of this central region — perhaps even including the East German regions near
the border — a common trans-national approach has to be found to co-ordinate mobi-
lisation of potentials and overcome bottlenecks. This suggests strong co-operation
within the framework of INTERREG and possibly further trans-national institutional
measures.

A final point to note is, that current NPDs try to tackle the two goals of catching up
with EU-15 levels of GDP per capita and reducing interregional disparities within the
country. These goals are generally seen as complementary rather than conflicting.
However, they are generally only manageable in countries with a lot of resources to
be allocated to all eligible regions. The Candidate Countries’ limited financial re-
sources are likely to limit the possibility of combining both overall growth strategies
and disperse funding to all lagging regions. As described above, under these condi-
tions funding should be concentrated on the growth poles of the second and third
order, strengthening growth potentials even in peripheral regions.
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