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What is this all about?



International economic geography – a part of regional 
economics

• Regional Economics covers material variously referred to as Regional 

Macroeconomics, Regional Income Analysis, Regional Science and 

Economic Geography

• Focus is on the understanding of the structure, performance and 

interdependencies among sub-national areal units within a national economy

• Some analysts refer to regional integration in the context of trade alliances of 

countries but primary focus in this course is on intra-national economies

• Still, we will also discuss (to some extent) the models explaining different 

patterns of specialization and economic development of different countries (in 

particular the EU and the US)



The goals of the course

Main objective in this course is to:

• Understand how a set of sub-national economies work

• How they interact with each other

• In what forms does this interaction take place?

• Goods & services

• People

• Ideas

• Flows of funds

• How the growth/decline of one region affects the rest of the economic 

system of regions within a country



Regional economics – a definition

We may distinguish two groups of theories within regional economics:

Location theories 

• Where are activities located in space and is the distribution even, 
concentrated or hierarchical?

Regional growth and development theories

• Why and how do regions grow?

• Why do some regions grow more rapidly than others

• Why do some regions decline?

There is, however, a lack of agreement on the definition of a region. All can agree 
that it is a subnational unit of space but the way it is defined varies significantly

• Homogeneous/uniform

• Nodal/functional

• Hierarchical



Why Study Regional Economies?

• Most macroeconomics characterizes what goes on inside a nation as 

though it were located on the head of a pin (Isard referred to this as the 

neoclassical bias)

• But firms, people, retail outlets, factories, banks and other forms of 

economic activity are not all concentrated either uniformly or at one 

location

• Production systems involve movement of goods; the banking system 

provides services that need to move – physically or electronically – across 

space

• Workers need to access job locations and, as consumers, journey to places 

where goods and services are offered that they wish to purchase



Why Study Regional Economies? (2)

• Process of globalization has increasingly become a process of urban-
centered development

• In 2018, urban areas accounted for 55% of the world’s population. UN 
previsions set this share at 68% in 2050.

• Urban areas typically dominate the regional economies that we will 
explore

• To understand spatial patterns of urbanization, we need to explore 
theoretical bases for development of urban places

• This will help provide an understanding of the economic basis for regions



World’s biggest cities



World’s biggest cities in 2019

1.Tokyo (Population: 37,435,191)
2.Delhi (Population: 29,399,141)
3.Shanghai (Population: 26,317,104) 
4.Sao Paulo (Population: 21,846,507) 
5.Mexico City (Population: 21,671,908) 
6.Cairo (Population: 20,484,965)
7.Dhaka (Population: 20,283,552)
8.Mumbai (Population: 20,185,064)
9.Beijing (Population: 20,035,455)
10.Osaka (Population: 19,222,665)

By 2020, Asia alone has 58 of the world's 100 largest cities, 
compared to 22 in 1900.



Nations’ level of urbanization vs. their GDP per capita level

Source: Satterthwaithe (2007)



The world is not flat?

According to Thomas Friedman (2005), the world is flat – not in a 
physical but in an economic sense. But, the reality suggests the opposite –
it continues to be very spiky:

• Metropolitan concentrations continue to dominate the landscape

• Even inside cities, the distribution of population is not even

Consider the distribution of:

• Population

• Resources such as coal, oil, gas, water

• Accessibility (i.e. access to transportation systems)

• Accessibility to education, public services

• Accessibility to goods and services

None of these is evenly distributed – serious debates about the problems 

of personal and spatial (regional) inequalities (e.g., Piketty, “Capital in the 

Twenty-First Century”, 2013)



Spatial allocation of economic activity - world



Spatial allocation of economic activity – North America



Spatial allocation of economic activity – Asia



Spatial allocation of economic activity – Europe



Per capita GDP vs. light pollution

There exists a strict correlation between light pollution and per capita GDP both at 
the level of countries and regions (e.g. Doll et al. 2006; Ghosh et al., 2010).

Actually, light pollution is being used to predict per capita GDP in countries with 
unreliable official statistics.

Source: Ghosh et al. (2010)



Cities and Regions

Need to understand:

• Why are there a large number of small cities but a smaller number of large 
cities?

• Is there an upper bound to the size of metropolitan regions?

• How has the distribution of metropolitan populations changed over time?

• Why is China adopting policy to increase urban population to >60%?

• Cities “anchor” regions – exploiting agglomeration externalities



How is Regional Economics Different from 
Macroeconomics?

Is it just a smaller version of a national economy?

In what ways might a regional economy differ from the nation of which it is a 
part?

• Limited fiscal authority

• No monetary, defense or exchange rate policy

• Increase in mobility of factors and goods and services across regions compared 
to nations (regions within a country like the US are part of what might be 
considered an optimal currency union). What about the EU?

• More mobility of human factors than at the international level

• Trade is usually greater within regions than between regions and other nations

• Higher probability that some of the impacts from a change in activities levels 
in one region will spillover to other regions



Regional economic and social heterogeneity

Following the differences in spatial allocation of economic 
activity, particular regions may differ in various aspects such as:

• Per capita income level

• Population structure

• Labor markets

• Sectoral structure of economy 

• Public infrastructure endowments

• Transport accessibility



Some Early Appreciation of Regional Differences in 
economic Performance

• One of the first studies was the Beveridge Report (1942) that examined the role 
of full employment in a society

• In the process, attention was directed to the rates of unemployment by locality 
(regions)

• Readers were startled to find that during the Great Depression (1929-1937) 
unemployment rates varied by a factor of 2 or 2.5 times between southern UK 
(London-centered region) and Wales, Scotland and the North of England

• The impact of the Depression was uneven over space; the Beveridge Report 
sought to understand the causes and the outcomes

• In mid 2019, the differences persist although the unemployment rates vary 
from 2.4% in South West to 5.0% in North East.





Regional labor market differentials in Europe (2017)

Dispersion of regional unemployment
rates in the EU member states at the 
NUTS2 and NUTS3 level (<15 years, 
Eurostat)

NUTS2 NUTS3
European Union 67.7 69.2
Belgium 52.9 58.3
Bulgaria 24.4 58.0
Czechia 33.2 31.9
Denmark 6.5 12.3
Greece 12.3 20.9
Spain 28.0 31.2
France 25.3 31.0
Italy 47.3 53.7
Hungary 41.2 50.6
Netherlands 15.2 21.6
Austria 46.4 49.0
Poland 22.6 37.6
Romania 39.8 76.3
Slovakia 28.8 41.9
Finland 13.1 17.0
Sweden 11.1 16.9
United Kingdom 26.5 36.1



Labor market – the US case





Regional labor market differentials - it is not 
just a European phenomenon!

Previous two figures show unemployment rates by state and by 
county.

General hypotheses can be developed:

• Larger the number of regional divisions, greater the variance

• With smaller geographical regions, the variance will be even higher

• Variances will be a function of the choice of regional divisions – we 
have the Modifiable Areal Unit Problem (MAUP) – alternative divisions 
of space might yield different outcomes

• Hence, we need to think carefully about the economic integrity of the 
regional divisions.



Core-Periphery Ideas

• Copus (1999) examined 1,105 European regions. In his study he 
defines a ‘center’ (usually the largest city, but sometimes the 
geometric center).

• He calculated detailed travel times from one center to other centers, 
taking into consideration the type of road, ferries, waiting times for 
ferries and crossing a border, driving speeds in mountains and 
urban areas, rest times for drivers, etc. 

• Copus (1999) uses this and the market potential approach to 
construct a peripherality index, ranging from zero for the most 
central region (with the highest potential) to 100 for the peripheral 
region (with the lowest potential).





Peripherality versus income



Regional specialization of economic activity

Krugman specialization index:

Σi |si – si*|

where: 
si – share of industry i in total industrial employment in a given
region
si* – average share of industry i in total industrial employment in a 
given country

Interpretation:
If two regions have exactly the same structure of their economies
the index will take the value 0.
If two regions have completely different structure the index will 
take the value 2.



Agglomeration in Europe (Krugman specialization index)

Source: Krenz and Rubel (2010)



Evolution of spatial concentration of industry in Europe

Source: Krenz and Rubel (2010)

Results of empirical research show that the rate of spatial concentration of industry 
in Europe is higher than the rate of specialization of particular countries. 

Also, different kinds of industry concentrate at different pace. 



Bilateral differences in economic structure 1994-1997



Sectoral specialization index by labor skills categories

Source: IAPMEI (2005)



Comparative advantages of the EU15 member states
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Agenda

Results of analysis of the last several decades have revealed:

• Persistence of areas of economic distress in all countries

• Until recently, lack of appreciation for the role that regional 
disparities in economic welfare play in national economic growth 
and development

• If we are to understand how the economy of a country works, we 
need to understand the way the regions work, how they interact 
with each other and the challenge of viewing economic 
development policy as a multi-level strategic exercise

• In the next decades, international competition will focus more on 
region-region interaction rather than nation-nation


