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Foreword


In recent years, the economic and social costs of persistent disparities in economic performance across regions have become apparent. National economic growth is limited by the lagging productivity growth in some regions. Within affected regions, persistently high unemployment and stagnating or declining wages create economic hardship and diminish people’s confidence in a better future. As a consequence, there are populations in many OECD countries are increasingly discontent with the status quo and, not surprisingly, there is a geographic pattern to much of this discontent.

Helping all regions identify opportunities in globalisation is essential, and ensuring countries remain open to globalisation will require greater success in addressing regional divides within. The costs and benefits from trade are unevenly distributed across regions. Whereas in most regions the benefits from trade have far outweighed the costs, some regions have mainly experienced its downsides. In those regions, old industries have been harmed severely by foreign competition and large numbers of workers have lost their jobs. Furthermore, adjustment processes have been very slow and in many of those regions the jobs have not returned. In the future, unemployment might be exacerbated as jobs become increasingly automated.

To reduce such spatial disparities, policy makers need to address low productivity growth in economically lagging regions. Raising labour productivity is not only essential for long-term economic prosperity but also the only way to ensure sustainable wage growth. Beyond economic output and income levels, productivity matters for many other dimensions of well-being. It is, for example, directly linked to the resources that are available for investments in health care or environmental protection.

This report assesses the regional and national framework conditions that are conducive for the “catching up” of lagging regions and examines how tradable sectors, clusters and well-functioning cities contribute to this process. The analysis is complemented by concrete policy lessons and examples on how to harness the opportunities provided by a globalised world and effectively address the challenges that it brings. Put differently, this report is asking the question: How can all regions benefit?

This publication contributes to the broader work programme of the OECD Regional Development Policy Committee. It was approved by the Committee on 13 December 2017 under the COTE CFE/RDPC(2017)7 after discussion of the final report at its 38th Session on 7-8 December 2017 and of intermediate findings in earlier sessions of the Committee and its Working Party on Territorial Indicators.
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Executive summary


When considered at the scale of the OECD area, economic inequality across regions declined since the turn of the millennium. Between 2000 and 2015, inequality in regional GDP declined by 15% across the OECD and by 25% across Europe, driven by the catching up of regions in countries with comparatively lower income. However, in many OECD countries the economic disparities between the regions within the same country grew substantially over the same time period. 

Some of the regions that fell further behind with respect to the peers in their country exhibited persistently low economic growth rates, others followed unsustainable growth models that were exposed by the global financial crisis and its aftermath. Many regions that appeared to be in the process of catching up, but relied on an expansion of non-tradable sectors, such as retail services or construction, experienced rapid declines that wiped out the gains from previously high growth rates. As of 2015, per capita GDP levels in almost two-fifths of OECD regions (135 out of 350) were still below their pre-crisis peak. 

Productivity growth is a key factor in ensuring economic prosperity and setting regions on a path towards more inclusive societies. In part, the link arises as sustainable wage growth needs to be supported by productivity growth. Flexible exchange rates can compensate for a growing gap between wages and productivity, but in a single-currency area or across the regions in a country a growing gap between wages and productivity in some regions results instead in rising unit labour costs and accruing imbalances in regional competitiveness. Estimates for Europe suggest that a 1percentagepoint increase in the growth rate of regional unit labour costs is, on average, associated with a 0.3percentagepoint decrease in per capita gross value added growth and 0.4percentagepoint decrease in per capita exports in the region.

Growing gaps within countries in terms of productivity may come at the cost of higher income inequalities. On average, productivity growth is slightly higher in countries where productivity frontier regions outperformed others. However, inter-regional inequality in these countries – as measured by the Gini coefficient of per capita GDP – increased by more than 15% over the 2000-14 period, while it remained constant in those where lagging regions were catching up. The most productive regions are also highly persistent over time and in most countries the productivity leader is typically the capital region.

Two characteristics stand out among regions that successfully narrowed productivity gaps. The first is the proximity to well-functioning cities and the links between the cities with their surrounding rural areas. The second, and main focus of this report, is a strong reliance of the regional economy on tradable sectors. Tradable sectors are those that produce goods and services that could potentially be traded and are therefore exposed to international competition, irrespective of whether trade actually takes place or not. Manufacturing is still at the core of tradable sectors, but tradable services are gaining ground and already accounted for 15% of total regional output in 2013. In many well-performing regions, tradable services were the fastest growing sector, on average 2.5% per year in terms of gross value added between 2000 and 2013. Yet, not all regions take advantage of this potential. In European regions with low levels of income or low levels of growth, tradable services expanded by only 1% per year.

There is a misconception that a greater share of economic activity in tradable sectors increases economic vulnerability. No doubt, in some regions external trade competition has caused extensive economic restructuring, especially where regions were highly specialised in specific sectors. But, as a whole, the tradable sector is not more susceptible to economic shocks than the non-tradable sector. It is over-reliance on the non-tradable sector that creates risks for a region’s long-term economic performance. The 10% of regions with the largest shifts towards the non-tradable sector before the crisis also experienced the strongest employment losses after the crisis, with an average decline in employment of 2.9% annually.

Any strategy that helps regions benefit from an increasingly globalised world and supports the development of their tradable sectors needs to be multi-faceted. Regions are different and regional policy approaches need to be tailored to their different conditions and specific circumstances. To this end, policies should follow three core principles: 


	
They should be well co-ordinated across the territory and policy fields. 



	
They should identify and build on local strengths.



	
They should help regions overcome barriers to knowledge and innovation diffusion. 





However, a “silo approach” to regional policy is still a common occurrence. For example, trade adjustment programmes that aim to provide laid-off workers with new skills are often disconnected from those that support firms and entrepreneurs. Skill development and utilisation policies need to be linked with wider regional economic development strategies and support for labour mobility where necessary. Likewise, policy should be co-ordinated across the territory and account for the actual extent of the economic and social ties within and across regions. Particularly leveraging the potential of urban areas requires that their links with rural areas and other cities are taken into account.

A second common pitfall to regional economic development is to attract firms through tax exemptions, financial incentives, flexible regulations or similar measures risking a “race to the bottom” for what is often only a moderate impetus to wider regional development. Building on local strengths can take the form of “niche” sectors that exploit locational advantages, strategic diversification in related sectors through a range of policies, including clusters and harnesses the skills and knowledge of the local workforce.

As productivity growth across the OECD stalls, efforts to support the diffusion of knowledge from the most innovative firms and regions to other firms and regions can unlock growth potential. Public authorities can contribute to the diffusion process. Innovation agencies and business support centres can help small businesses implement effective production and management practices; these can be combined with other assistance, such as advice on how to enter foreign markets. Finally, effective university-industry collaboration is another tool to create and spread innovation.




Chapter 1. The elusive quest for regional convergence?


This chapter outlines trends in regional productivity growth and job creation (and destruction) over the past 15 years. Both convergence and divergence are evident across OECD countries and this chapter highlights the trade-offs that countries and regions face in terms of inequality, growth and job creation. A particular focus in this chapter is on economic trends before and since the global 2007-08 crisis and why some regions might have been more strongly affected than others.





Chapter synopsis


Economic integration and global trade have created great opportunities to improve lives for many people and in many regions. Average income levels in the OECD have continuously risen over the last 20 years and only the global crisis that began in 2007-08 put the economic expansion to a (brief) halt. Disparities in terms of per capita GDP and in labour productivity have declined, driven by a catching up of countries and regions with the lowest income levels. 

But not all people and all regions have benefited. In many countries the gap between the region(s) with the highest labour productivity and other regions has widened between 2000 and 2014. This growing divide is not a result of the global 2007-08 crisis, though the crisis revealed unsustainable growth models that some regions followed. Even 7-8 years after the onset of the crisis its marks are still evident across OECD regions. By 2015, real per capita GDP in 135 out of 350 large (TL2) OECD regions remained below 2007-08 levels. Most of the regions that are still struggling with the aftermath of the crisis are located in Europe, with rapid recovery concentrated in Germany and in Europe’s east, as well as in the northern regions of Scandinavia.

Inequalities often persist over long periods of time. In 14 out of 19 European countries with at least 5 NUTS 2 regions, the most productive region was the same in all years between 1995 and 2014. Regions with large cities and those rich in natural resources are the most productive in the OECD. But the potential to “catch up” is present in all types of region and many have found ways to narrow the gap to their country’s frontier. Across OECD countries regional productivity growth follows mainly two models: countries where regions’ catching up drives overall productivity growth and countries where the most productive region dominates and the economic strength becomes increasingly concentrated. 

Combining dynamic growth of the most productive “frontier” regions with catching up of those that are lagging behind proves a challenge. The regional frontier is, on average, less dynamic in countries where “catching up” was predominant than in countries where the most productive region(s) were pulling away. The lack of catching up comes at a cost. Per capita GDP inequality, measured by the Gini coefficient remained stable across regions in countries where regions managed to “catch up” to their country’s frontier in terms of labour productivity. In contrast inequality increased in countries where the frontier regions kept pulling away from other regions.

Raising productivity is not only essential to curtail growing economic disparities it is also essential to sustain individual well-being. Sustainable wage growth, and thereby growth in living standards, requires that productivity keeps pace with wage increases. As ageing becomes increasingly pervasive, regions need to find ways to compensate for a declining workforce to ensure prosperity does not decline. But even in regions with growing productivity, inclusive gains from growth are by no means automatic and a key policy challenge remains to ensure a fair distribution of the benefits created by economic growth. While in boom periods between 1980 and 2014 more than 40% of OECD regions combined productivity and employment growth, about the same percentage of regions experienced productivity growth at the expense of employment growth in the recessions that followed.





The quest for regional convergence


Countries undertake tremendous effort and often spend considerable resources in trying to balance aggregate economic development and supporting growth in all regions. But divides are often entrenched. It seems that the “quest for convergence”, i.e. the catching up of lesser performing regions to a national or global frontier, seems ever elusive.1 The challenge is not unique to a single country. The United States face a growing “great divide” that opens between innovative, educated and growing metro areas on the one hand and those struggling to keep up on the other.2 In Europe, countries have faced a reversal of convergence in the wake of the 2007-08 global crisis, with regions that were able, before the crisis, to narrow their gap to the European average before falling back again. Across the OECD, trends are pointing to a growing divide between well-performing and lagging regions.

Notwithstanding the existence of economic cycles, economic theory would suggest that in the long term regions that are lagging behind their peers have the capacity to “catch up” to those leading regions.3 Lagging regions’ lower levels of economic output are often associated with structural deficits, such as insufficient basic infrastructure, transport connectivity or low skill levels in the workforce. But the gap to leading regions also constitutes a possible advantage, deemed “the advantage of backwardness” in many economic textbooks. In less-developed regions, capital investment, skill development and the adoption of technologies from more advanced regions all offer significant growth and catching-up potential.

But in reality there is often little evidence for an advantage of backwardness in lagging regions. For example, Île-de-France, the region containing the metropolitan area of Paris, experienced faster economic growth than all other French mainland regions. This success widened an already substantial gap between the region and the rest of the country. Île-de-France produced 53% more GDP per inhabitant than the second richest region in 2000 and this gap has grown to 66% over the last 15 years. In part, gaps are due to differences in local economic assets and economic forces.4 A region located in a central position surrounded by large markets or close to a large city will find it easier to attract business and residents. A remote rural region that is rich in (coveted) natural resources will be better off than a region without such resources. Often these assets, which contribute to economic development, are tied to a place and hard to create or change through policy.

However, even factors than can be affected by policy are often hard to disassociate from the place where they are located. A top-tier university operates in a specific city (or even neighbourhood), a successful technology cluster develops in a certain place, and the location of major transport infrastructure, e.g. ports or airports, also changes rarely. Some of these place-specific factors contribute to virtuous cycles. The investment of a high-tech company in a research campus might incentivise other firms to locate complementary research facilities in the area, creating demand for high-skilled jobs, which, in turn, results in demand for personal services, high quality housing and local amenities and an incentive for firms and local governments to invest. Whether major investments can create and sustain development without initial impetus or complementary policies is less clear.5 Even with virtuous cycles, progress is often slow and dependent on past success.

As local growth potential depends on local assets and can follow virtuous cycles, inequalities are not expected to completely disappear. However, when disparities become entrenched or worsen it is sometimes symptomatic of regions failing to leverage their “advantage of backwardness”. The OECD Regional Outlook 2016   (OECD, 2016[1]) highlights the growing disparity in labour productivity within countries as a key policy challenge, as the most productive regions are pulling further away from other regions. This is worrying as growth in productivity is essential for economic growth, improving living standards and increasing well-being.6






Gaps between OECD countries are narrowing, but they persist across regions


Closing interregional gaps is a key policy objective in many countries. Often policies focus on economic convergence, i.e. the reduction in the gap between more prosperous regions and those lagging behind in terms of per capita income (typically measured by gross domestic product, GDP). Examples include the European Union (EU)’s Regional “Cohesion Policy”, Korea’s aim for “balanced economic development” or Turkey’s efforts to reduce regional and rural-urban disparities.7 Support is typically provided to regions that are lagging behind the more prosperous parts of a country (or the EU), helping them to develop a better socio-economic foundation, improve competitiveness or attract investment. 

Economic convergence is often not the sole focus of regional policy. Increasingly, wider concepts, such as well-being, are at the fore of convergence considerations. For example, the goals of the Europe 2020 Strategy cover a wide range of social, innovation and environmental goals that are supported through European Cohesion Policy.8 Similarly, the Region of Southern Denmark, a comprehensive set of well-being indicators has been developed that aim to enhance the “good life” of people in the region. This initiative also supports its multi-year Regional Growth and Development Strategy and guides policy decisions.9




Overall economic inequality declined, but within-country inequality did not follow


Inequality across European regions in terms of per capita GDP has declined since the mid-1990s.10 Inequality, measured by the Theil Index, followed a steady downward trend from 1995 until the 2007-08 crisis (Box 1.1). Since the crisis, inequality remained fairly constant until 2015, the last year with available data. The positive trend towards greater cohesion masks significant diversity among regional growth paths within countries.

Disparities within countries have remained large in many countries and have even grown in some. The overall decline in inequality in terms of per capita GDP since 1995, as measured by the Theil Index, was purely driven by declining inequality across countries. Inequality within countries, i.e. inequality between their regions, even increased over the 1995-2015 period (Box 1.1). The pattern is not only evident for Europe, but across the OECD   (OECD, 2016[1]). For OECD regions, however, the decline in overall inequality was slower than in Europe and the contribution of inequality across countries to total inequality remains larger than the contribution from interregional inequality within countries.11 





Box 1.1. Regional disparities are declining across countries but not within them


Since 1995, inequality between European regions, as measured by the Theil index, has declined by about one third (Figure 1.1). In 1995, nearly 75% of total inequality in Europe in terms of per capita GDP came from differing levels of income among EU countries. Regional disparities within countries contributed only about 25%. By 2007, faster growth in countries with lower per capita income had reduced the gap with other European countries. This led to a decline in inequality across countries. In fact, inequality between countries was cut in half. Over the same period, inequality within countries rose by about 20%. These opposing trends mean that since the 2007-08 crisis about 50% of inequality in Europe has been due to disparities across regions within the individual countries.




Figure 1.1. In Europe, inequality across regions is now as high as inequality across countries


[image: graphic]


Note: Data refers to regional GDP per capita expressed in constant 2010 USD PPP. Data for the period 1995-99 represent estimates based on SNA93. Data for 2000-2015 and for large (TL2) regions in 21 countries: Austria, Belgium, Bulgaria, Czech Republic, Germany, Denmark, Spain, Finland, France, United Kingdom, Greece, Hungary, Ireland, Italy, Netherlands, Poland, Portugal, Romania, Slovak Republic, Slovenia and Sweden. Countries with only one TL2 region are excluded: Estonia, Malta, Lithuania, Luxembourg and Latvia. Due to a break in series for Irish GDP in 2015, 2014 data have been used for 2015.




Source: Calculations based on OECD Regional Statistics [Database]. 


StatLink  http://dx.doi.org/10.1787/888933707513



Labour productivity (measured as GDP per worker) mimics the change in per capita GDP inequality (Figure 1.1). A decline in disparities between countries is met with persistent inequality within countries, albeit the contribution of cross-country differences to inequality remains larger than within-country productivity differences. Unlike inequality in terms of per capita GDP, productivity continued its convergence trend even through the 2007-08 crisis and the subsequent recession. 







“Low-income” regions leverage their growth potential


The decline in overall inequality is driven by a catching up of countries and regions with the lowest income levels. For 363 large (TL2) OECD regions and comparable regions in Bulgaria and Romania, growth over the 2000-15 period was negatively associated with initial income. Over the 2000-15 period, regions with the lowest income levels at the beginning of the period were able to capitalise on their “advantage of backwardness” (Figure 1.2).12 Per capita GDP in regions in Bulgaria, Hungary, Poland, the Slovak Republic or Romania grew in excess of 3% per year, in many cases even reaching annual average growth rates of around 4%. To put this into perspective, at a growth rate of 4% the per capita output of a region doubles in less than 20 years. Within the OECD, Chilean and some Mexican regions were able to match similarly high growth rates over the same period.




Figure 1.2. Convergence is driven by the poorest “low-income” regions



Per capita GDP and per capita GDP growth, 2000-15


[image: graphic]


Note: Data refers to regional GDP per capita expressed in constant 2010 USD PPP. Data for 2000-15 and for 363 large (TL2) regions in 30 countries (AU, AT, BE, CA, CL, CZ, DK, FI, FR, DE, EL, HU, IE, IT, JP, KR, ME, NL, NZ, NO, PL, PT, SK, SI, ES, SE, UK, US, BG, RO). Low-income regions are EU regions with less than 50% of EU-average per capita GDP in 2000 (full list in Annex Table 1.A.1).




Source: Calculations based on OECD Regional Statistics [Database].


StatLink  http://dx.doi.org/10.1787/888933707532






Some European regions seem to fall into a “middle income trap”


Convergence is rarely a smooth process. It often includes prolonged periods of low growth. In development economics, the idea of a “middle income trap” has been proposed as growth slowdowns seem to follow the successful transition of many low- to middle-income countries.13 In Europe and the OECD, convergence was driven by rapid growth before the 2007-08 crisis. During the pre-crisis period, growth was not limited to the regions with the lowest per capita GDP levels, but also sustained by many regions with intermediate income levels, (e.g. by Greek or Spanish regions). But many of the OECD’s “middle” income regions, with per capita GDP above USD 20 000 in 2010 prices and purchasing power parities, have stagnated or even declined since the 2007-08 crisis (Figure 1.3). 




Figure 1.3. A middle income trap ensnared “low-growth” regions after the 2007-08 crisis



Per capita GDP and per capita GDP growth, 2008-15


[image: graphic]


Note: Notes: Data refers to regional GDP per capita expressed in constant 2010 USD PPP. Data for 2008-15 and for 363 large (TL2) regions in 30 countries (AU, AT, BE, CA, CL, CZ, DK, FI, FR, DE, EL, HU, IE, IT, JP, KR, ME, NL, NZ, NO, PL, PT, SK, SI, ES, SE, UK, US, BG, RO). Low-growth regions are EU regions with less than 90% of the EU-average per capita GDP in 2000 (less-developed and transition regions) that grew less than the EU-average over the 2000-13 period (full list in Annex Table 1.A.1).




Source: Calculations based on OECD Regional Statistics [Database].


StatLink  http://dx.doi.org/10.1787/888933707551



The regional middle income trap is partly driven by slow growth in some countries that fall into the middle income range within the OECD. For Europe, these are mainly “low-growth” regions in the south of Europe.14 Another reason is the lack of catching up within countries. In Italy and Spain, for example, the negative correlation between growth and initial level of per capita GDP – indicating the catching up of less affluent regions to the more prosperous ones – turns positive for the 2008-15 period. This means that less-developed regions in these countries were not only unable to narrow the gap, but they even lost ground against more affluent parts of the country.





Not all gaps will close, but persistent and growing differences raise concerns


Differences in prosperity of regions and places within a country have always been a reality. Prague was the most productive region in the Czech Republic in the 1990s and remains the most productive region in 2014, as does Stockholm in Sweden. In 14 out of 19 European countries with at least 5 NUTS 2 regions, the most productive region was the same in all years between 1995 and 2014.15 These differences are unlikely to completely disappear. As already mentioned, regions have different endowments in factors that support growth, as well as different types of economic activity. For example, knowledge-intensive services are often concentrated in large cities.

The underlying factors and regional assets that matter most in supporting growth can change over time. Proximity of suppliers and producers was a major factor in firm location choices until transport costs declined. Resources that were highly valued 30 years ago are not the same as those most sought after today. In addition, decisions made by individuals and policy makers sometimes affect growth drivers. Where to move, where to start a new business or where to invest are conscious decisions that are greatly affected by the policy environment in a region. 

Gaps are therefore not set in stone, change can occur and new frontier regions can emerge. Even without complete “catching up”, gaps between the most productive region and the rest of the country can narrow. Whereas Stockholm produced about 40% more output per worker in the 1990s than other parts of the country, progress in other regions has cut the lead to about 30%. The Czech Republic experienced the opposite trend with the productivity gap between Prague and the rest of the country growing from about 110% in the 1990s to more than 150% since 2010 (Figure 1.4). 




Figure 1.4. The most productive "frontier" region often remains at the top over time



Labour productivity in TL2 regions (per worker GDP in EUR at 2005 prices)


[image: graphic]


Source: Calculations based on Cambridge Econometrics (2017) European Regional Database [Database].


StatLink  http://dx.doi.org/10.1787/888933707570



The challenge when economic inequalities become entrenched is that they become self-perpetuating. Income levels, employment and wealth are lower in the north of the United Kingdom than in the south (McCann, 2016[2]). In the United States, the returns to education, divorce rates, crime rates and even life expectancy are growing further apart between dynamic and growing metro areas and those that are losing ground.16 A strategy that relies on budgetary transfers from better-performing regions to others will not address the root cause of the problem. Without narrowing the economic gaps, especially productivity gaps, it is unlikely that living standards can be sustainably raised.



Catching up is possible, but is often a long-term effort


Bavaria in Germany is one of the regions that successfully narrowed the gap to Germany’s most productive “frontier” regions over the 2000-14 period. Productivity in the region grew faster than in Hamburg and Hesse.17 The strong position of Bavaria today is in stark contrast to the situation in the middle of the 20th century. Between 1950 and the mid-1980s, the Federal State was a net recipient of fiscal transfers from other parts of Western Germany that compensate for low tax revenues. By the mid-1990s, Bavaria’s was providing a net contribution to the system of horizontal transfers (BMF, 2012[3]). Between 2000 and 2014 labour productivity in Bavaria grew at about three times the rate in Germany’s frontier, but even if current trends continue it will take until 2030 for Bavaria to completely close the gap.18 

These slow changes are a common feature. In the United States, the greater Los Angeles area and San Francisco Bay Area followed markedly different trends. In terms of median household income the Bay Area (San Jose, San Francisco and Oakland) was the most prosperous in the United States in the 1970s and has remained among the top-income regions. Conversely the southern Californian greater metro area around Los Angeles-Long Beach-Riverside, which started at the same level as the Bay Area in 1970, has experienced a continuous decline compared to its peer areas, and over time this gap has begun to widen at an increasingly fast pace. While the region was ranked 4th among US Metropolitan Statistical Areas in 1970, its position had dropped to 25th by 2009.19





Local assets differ and contribute to regional economic gaps


Productivity or income gaps reflect, in part, differences in local fundamental assets. Resource-rich or fertile soil, an accessible and protected bay, a central location within a country and even climatic conditions are all local advantages that can be turned into growth opportunities. They are geophysical advantages and are often slow to change and difficult to alter, at least positively. In the subfield of economic geography, these advantages are called “first nature” assets.20


Whether “first nature” assets constitute an advantage can also change over time. The importance of an accessible port may have waned over the centuries as land-based transport became cheaper and maritime freight transport required increasingly larger ports. Conversely, the demand for certain metals or minerals has risen as new technologies and production methods require different materials than were used in the past.21 The value of “first nature” advantages is therefore something that has changed fundamentally over the years, changing the value of some assets or the costs associated with them. Innovation can play an important role in this context. In one example, hydraulic fracturing (“fracking”) paved the way for the commercial exploitation of oil and gas reserves in areas where costs were previously too high.

Using natural resources can, however, come at significant costs and for different reasons. The depletion of natural resources results in a more finite opportunity to use them as an economic growth asset. The environmental and health impacts of fracking are still hotly debated; indeed, exploitation of natural resources sometimes comes with other costs. Even economically abundant natural resources can stifle growth. When resource extraction arises as a natural advantage for the area, development of other sectors is often limited. Wages and demand are driven by the productive resource-intensive industry, making it difficult for firms in other sectors to develop and to diversify the economy. The local economy remains, therefore, highly dependent on the extractive sector, the global demand and supply of its main product and the (finite) availability of reserves in the region.




While some local assets are determined by nature, others depend on human actions


There are also regional disparities driven by “second nature” advantages, which are created through human intervention. People’s choices of where to live and work, firm location decisions, or public policies typically contribute to these “second-nature” advantages. Not only policies that are set at the local level, but also country-wide “structural” policies (c.f. Chapter 4). The location of capital cities, selection of sites for academic institutions and the placement of large plants are choices favouring certain places...
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