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Abstract 

In front of fiercer competition from outside Europe (especially from emerging countries), of the contraction of the 
internal European demand, following the crisis and the problems with public finances, and of the process of European 
integration that fostered increases in both wages and inflation in Eastern countries, European countries can no longer 
prosper without a clear long-run development strategy as they used to do before 2007. This paper aims at describing 
the long-run outcomes emerging from possible alternative growth strategies, differentiated between CEECs and EU15 
countries. The analysis involves the development of scenarios over a time span of 18 years, from 2012, the latest year 
with actual data, up to 2030. Results show that a strategy of modernization of CEECs economies leads to a more 
expansionary scenario; this strategy pays the most for Eastern countries if Western countries also move towards an 
industrial strategy. Interestingly enough, this choice is also associated to lower increases in regional disparities. 
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1 Introduction 

Europe is at a crossroads. The economic crisis that began in the US exerted its most relevant effects in 

Europe altering the medium to long run development patterns Europe was used to; besides, globalization, 

and the rise of emerging countries, increasingly expose EU weaknesses. Finally, despite the first ten years of 

Central and Eastern European countries (henceforth, CEECs) EU membership, the process of economic and 

political integration between Western and Eastern European countries is still to a large extent incomplete; 

moreover, the crisis altered the nature and speed of this process. 

The pre-crisis, medium-run development patterns of the EU were quite clear. While EU15 countries had 

been focusing for the two decades on a mix of high and low-value added service activities (Belloc and Tilli, 

2013), CEECs attracted manufacturing plants off-shored mostly from Western EU countries and Foreign 

Direct Investment (henceforth, FDI) from all over the world, thus enjoying remarkable productivity gains. 

However, such development patterns could be considered more as a way to adapt to the worldwide 

globalizing trends in a yielding way, rather than a conscious choice translated into a full-fledged growth 

policy. 

The economic contraction that begun in 2007-2008 exposed the limitations associated with these 

development processes. Because of the slowdown of the EU economy with respect to (hereafter w.r.t.) the 

major competitors, the crisis calls for conscious ς and different w.r.t. the past ς growth strategies. This 

paper aims at describing the possible long-run consequences stemming from alternative growth strategies 

that the EU countries could choose in this respect. In order to reach this goal, this paper describes possible 

alternative strategic responses of the EU to the relevant economic problems caused by the crisis. This 

analysis is carried out on the basis of a scenario building exercise, whereby different combinations of 

strategies adopted in Western and in Eastern European countries are combined to produce different 

development trajectories for these two groups of economies. 

This exercise is helpful for the debate that is taking place at the European and country level, related to the 

role Europe wants to play in the new world economic order. Facing a new multi-polar global economy, and 

the emergence of new powerhouses such as China, Europe is no longer the core continent and struggles to 

identify a new economic role, after the failure of the Lisbon strategy, the incomplete achievements in the 

first years of the EU 2020 strategy, and the present economic crisis. Ideally, this role should also take 

9ǳǊƻǇŜΩǎ ŜŎƻƴƻƳƛŎ and social welfare and way of living specificities into account. But more than that, the 

paper is useful for understanding the advantages that CEECs reach when the way towards an endogenous 

growth pattern, through modernization and reconversion to high value-added production activities, is 

undertaken in a decisive way. 

The paper focuses on the economic aspects and analyzes two opposite economic development strategies 

for the two groups of countries forming the European Union. 

CEECs, whose membership of the EU is more recent, are assumed to increasingly face the choice between a 

modernizing industrial strategy and a conservative oneΦ ¢ƘŜ ŦƛǊǎǘ ǎǘǊŀǘŜƎȅΣ ƭŀōŜƭŜŘ άModernizing CEECsέΣ 

involves a shift from traditional to more advanced industries, the strengthening of the system of second 

rank cities, and a general improvement of the research and innovation systems. This first approach implies 

that CEECs will move from their traditional cost-competitive strategy and attraction of foreign capital 

towards a more endogenous mode of industrial ŘŜǾŜƭƻǇƳŜƴǘΦ ¢ƘŜ ǎŜŎƻƴŘ ǎǘǊŀǘŜƎȅΣ ƭŀōŜƭŜŘ άTraditional 

industrial CEECsέ, represents a scenario based on the assumption that CEECs will try to maintain their cost-

competitive approach and focus their growth potential on their capability to attract the off-shoring of 

Western firms and export. 
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The growth effects of these strategies are however not independent from which strategy Western 

countries will choose in turn. Western European countries are assumed to choose between two different 

strategies to deal with the economic crisis and maintain a role in a globalized world. The first of these 

ǎǘǊŀǘŜƎƛŜǎ ƛǎ ƭŀōŜƭŜŘ άIndustrial EU15έ ŀƴŘ ŦƻŎǳǎŜǎ ƻƴ ŀ ǊŜǇǊƛǎŜ ƻŦ ²ŜǎǘŜǊƴ 9ǳǊƻǇŜ ŀǎ ŀ Ǝƭƻōŀƭ 

manufacturing centre. This is made possible by the shift towards higher quality manufacturing, customized 

production and re-ǎƘƻǊƛƴƎ ǘƻ ŎƻƴǘǊƻƭ ǇǊƻŘǳŎǘƛƻƴ ǇǊƻŎŜǎǎŜǎΦ ¢ƘŜ ƻǇǇƻǎƛǘŜ ǎǘǊŀǘŜƎȅ ƛǎ ƭŀōŜƭŜŘ άPost-Industrial 

EU15έΤ ƛƴ ǘƘƛǎ ŎŀǎŜΣ ²ŜǎǘŜǊƴ 9ǳǊƻǇŜ ŀƭƳƻǎǘ ŎƻƳǇƭŜǘŜƭȅ ƎƛǾŜǎ ǳǇ manufacturing, delocalizing all production 

functions and concentrating on the provision of advanced services on a global scale. The latter strategy 

involves a shift from low-level labour-intensive service activities to knowledge-intensive business services. 

All these strategies represent a discontinuity with the pre-crisis development patterns; in fact, also in the 

case of a procrastination of the current dualism between a manufacturing Eastern Europe and a tertiary 

EU15, our scenarios will assume a conscious decision to improve the quality of the existing production 

infrastructure; as above anticipated, this would lead EU15 countries towards specializing in advanced 

services, while CEECs would occupy higher niches in the markets for products. 

The combination of the possible alternative strategies by CEE and EU15 countries produces four different 

scenarios, whose consequences will be analyzed at a disaggregated spatial level by using the last (third) 

version of the macroeconomic sectoral regional growth model called MASST3 (Capello et al., 2014). The 

time span of the analysis covers 18 years, from 2012, the latest year with actual data, up to 2030. 

This paper is structured as follows. Section 2 summarizes the stylized facts that characterized the evolution 

of growth trajectories in the EU before the inception of the ongoing crisis (Section 2.1), and the ensuing 

discontinuities that justify the analyses here presented (Section 2.2). In Section 3 we describe the way 

development strategy scenarios for Europe are built, on the basis of the four possible combinations of the 

strategies for EU15 and CEECs countries as above summarized. The main assumptions needed for the 

simulation of the four scenarios are summarized in Section 4, while Section 5 offers a detailed account of 

the main empirical results for the scenario simulations. The policy implications that can be derived from our 

results are offered in Section 6. Section 7, finally, concludes with the main messages from our analyses. 

2 EU pre-crisis strategies and crisis discontinuity: stylized facts 

2.1 EU strategies before the crisis 

The EU faces a crucial crossroads (Podkaminer, 2013). The combination of the incomplete transition of 

CEEC economies (Dobrinsky and Havlik, 2013) and the relevant impact of the presently ongoing economic 

crisis (Capello and Perucca, 2014; Capello and Caragliu, 2014) sum up to make the weaknesses of the EU 

economy even more evident. 

The average small size of firms in Southern and Eastern European countries has also worsened the impact 

of the economic downturn on those areas, and labour market policies aiming at stimulating full 

ŜƳǇƭƻȅƳŜƴǘ ƘŀǾŜ ƻƴƭȅ ǇŀǊǘƛŀƭƭȅ ǎǳŎŎŜŜŘŜŘ ƛƴ ƳƛƴƛƳƛȊƛƴƎ ǘƘŜ ŎǊƛǎƛǎΩ ǳƴŜƳǇƭƻȅƳŜƴǘ ŜŦŦŜŎǘǎ ό/ǎƛƭƭŀƎ Ŝǘ ŀƭΦΣ 

2013). 

A worldwide rush for the latest scientific discovery and the primacy in knowledge and innovation adds 

further pressure on the EU όaŀŎƪΣ нлмпΤ aŀǊŞ Ŝǘ ŀƭΦΣ нлмпύ. While, in this respect, the Lisbon and EU2020 

goals have been so far only partially reached, the main competitors, most noticeably China and India, have 

grown in their turn and are now chasing the EU in terms of R&D expenditure. The EU transition, and in 

particular the evolution of CEECs, has been focusing on fundamental and applied sciences; yet, the increase 
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in absorptive capacity of these areas has not been matched by an equally large improvement in research 

relevance and impact (Radosevic and Yoruk, 2013). 

All these endogenous elements intertwine with the new emerging trends of the vast process of 

globalization (Honglin Zhang, 2014). While the impressive process of transnational outsourcing is not new, 

globalization has entered a second, more complex stage, whereby outsourcing from high labour cost 

countries involves no more only low-tech manufacturing, but also, and increasingly so, high-tech 

manufacturing, and service industries (Damijan et al., 2013). 

During the last decades, EU economies have been steadily increasing the service sector. Figures 1.a and 1.b 

show the shares of manufacturing and service employment on the basis of data on 1-digit NACE industries, 

calculated for the EU, the two most important developed competitors (the US and Japan), and the four 

countries encompassed in the BRIC acronym. 

Figure 1. Location quotients for manufacturing and service activities, EU28 and selected competitors, 
1996-2012 

 

Figure 1.a Share of Manufacturing employment 

 

Figure 1.b Share of Service employment 

 

Figure 1.a suggests a clear process of manufacturing outsourcing from the EU, US, and Japan towards China 

and IndiaΤ ǿƘƛƭŜ 9ǳǊƻǇŜΩǎ ŀƴŘ ǘƘŜ ¦{Ω ǎƘŀǊŜ ƻŦ ƳŀƴǳŦŀŎǘǳǊƛƴƎ ŜƳǇƭƻȅƳŜƴǘ Ƙŀǎ ōŜŜƴ ǎǘŜŀŘƛƭȅ ŘŜŎƭƛƴƛƴƎ ƻǾŜǊ 

time,1 in fact, China, India, and to a lesser extent Brazil have been creating tens of millions of new jobs in 

this industry. Figure 1.b shows instead that all analyzed countries have been increasing their tertiary 

activities, although at different scales (China and India having a lower share of jobs in the tertiary industry). 

An explanation to this contradiction is linked to the different relevance of primary activities in advanced 

and developing economies. While EU countries, Japan and the US have a limited share of workers in 

agriculture-related activities, China and India are rapidly turning millions of primary jobs into manufacturing 

and tertiary ones, so that the growth rate of tertiary jobs has been roughly equal in developed and 

developing countries. 

CEECs have instead benefited from the long-run process of economic integration into the market 

economies of their Western European counterparts. After the fall of the Iron Curtain, /99/ǎ άrapidly re-

oriented their external relations towards Western Europeέ όIƛƭŘŜōǊŀƴŘǘ ŀƴŘ ²ǀǊȊΣ нллрΣ ǇΦ мнлύ. Because of 

the large East-West wage differentials, coupled with the availability of a skilled labour force, several 

multinational companies located in the EU15 began near-shoring one or more stages of their value chains 

to CEECs (Tesar, 2006). This translated into a remarkable growth of FDI inflows into CEECs, as evidenced by 

                                                            
1 With a process of specialization homogenization between EU15 and CEECs, arguably because of the increase integration in the 

(monetary) union (Blankart, 2013; Capello and Caragliu, 2014). 
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Figure 2, which shows the shares of total FDIs directed to EU28 countries in terms of relative Eastern-

Western shares. Given the relatively stable total amount of FDIs inflowing into the EU as a whole, Figure 2 

suggests that over the 15 years period before the inception of the 2007-2008 crisis a remarkable growth of 

FDI inflows into CEECs took place. 

Figure 2. Relative share of EU-bounded FDIs, EU15 vs. CEECs, 1990-2012 

 

Source: UNCTAD, !ǳǘƘƻǊǎΩ elaboration 

However, Figure 2 also shows after 2007 FDIs inflowing into CEECs stabilized in terms of share over total FDI 

inflows into the EU. In fact, in search for cheaper factor prices, FDI inflows deviated towards countries at 

the Eastern border of the EU, as also evidenced in Capello and Caragliu (2014). This Figure, therefore, 

suggests that the previous pattern of development can no longer be pursued in the absence of a EU 

strategy for either fostering endogenous demand, or (not necessarily in contrast with the previous 

approach) stimulating the attraction of FDIs from other countries, or towards higher value added 

industries. 

2.2 Crisis-driven discontinuities 

The pre-crisis long-run trends in the patterns of economic development in the EU came to an abrupt halt 

with the inception of the presently ongoing crisis. New economic phenomena came to the fore ς for EU 

countries, most noticeably this refers to macroeconomic constraints that financial markets made more 

evident. Traditional patterns of development have been to different extents changed. In general, the crisis 

elicits a conscious and full-fledged response of the EU to a set of challenges that need to be tackled, lest EU 

countries lose ground to the main competitors. 

Such challenges are described below. Three main aspects are taken into consideration: competitiveness, 

macroeconomic constraints, and trade and FDIs. 

2.2.1 Competitiveness 

Despite the debated first wave of globalization that took place over the early years of the 20th Century 

(Bordo et al., 1999), the relevance of the presently ongoing global integration of trade flows is 
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unprecedented. Also, the way growth is taking place in emerging countries is in many respects rather new. 

In fact, rather than competing only on lower prices, BRICs have, to a certain degree, managed to erode the 

competitive edge of the EU, US, and Japan in many advanced industries. Productivity in emerging countries 

has grown in absolute terms much faster than in developed ones (Figure 3), while salaries have remained 

relatively stable; as a result, real productivity has been relatively stagnating in developed countries, and 

enjoyed remarkable growth in emerging ones. 

Figure 3. Total Factor Productivity (TFP) in selected countries, 1950-2012 (USA=1) 

 

Source: Penn World Table 8.0 (Feenstra et al., 2013) 

Figure 4. Real wages in Japan, USA, and EU28 in constant exchange rates, 2001=100 

 

Source: EUROSTAT, !ǳǘƘƻǊǎΩ elaboration 
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While Japan managed to hold the growth of real wages under strict control, thus offsetting the effects of an 

insufficient TFP growth, the USA and the EU increased real salaries by about 10 per cent in real terms over 

the past decade (Figure 4), even in face of a poor productivity performance, as in the EU case. Thus, real 

productivity levels in developed countries have been losing against catching up countries. 

In terms of knowledge production, once again competition from BRICs has proved to be daunting for the 

EU. Ambitious Lisbon Strategy and EU2020 goals have only partially been met, and while R&D expenditure 

has been growing both in absolute terms as well as w. r. t. GDP (Figure 5), emerging countries, above all 

China, have been growing even faster and will, in the absence of corrective measures, soon catch up with 

European standards. 

Figure 5. R&D expenditure /GDP in selected countries, 1999-2012 

 

Source: EUROSTAT and World Bank, !ǳǘƘƻǊǎΩ elaboration 

2.2.2 Macroeconomic constraints 

The most apparent effect of the presently ongoing financial and real economy crisis has been felt at a 

macroeconomic level. Yet, despite the dire straits, or at least the doldrums, through which several EU 

countries have been sailing in the last seven years, the evidence about the effects of the creation of the 

European Union in terms of financial stability for the member countries is at least mixed. 

On the one hand, the stock of public debt in several EU countries has been growing rapidly in reaction to 
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debt is rapidly reaching the infamous 90 per cent threshold suggested in Rogoff and Reinhard (2010) as 

being detrimental to long-run economic growth. Some individual member states have been subject to the 

speculations of international markets and the price paid by public administration for servicing their debt 

has been for a long while higher than before 2007, and, for some countries, unbearable.2 Higher costs and 

insufficient private demand prompted the formulation of Keynesian policies leading to the increase in the 

stock of debt over GDP; however, as Figure 6 displays, this process of debt accumulation has been ever 

more relevant in developed competitors, viz. Japan and the US. 

                                                            
2 This crisis led Spain, Ireland and Greece to renegotiate in various terms their debt. 
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Figure 6. Debt/GDP ratio for selected countries, 1996-2013 

 

Source: EUROSTAT and World Bank, !ǳǘƘƻǊǎΩ elaboration 
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the Euro onto the limitation of inflationary pressures in EU economies. Presently, the inflation rate in the 

EU28 is close to nihil, and this is even engendering worries about possible risks of deflation (Miller, 2014). 

Figure 7. Inflation rates in selected countries, 1997-2013 

 

Source: EUROSTAT and World Bank, !ǳǘƘƻǊǎΩ elaboration 
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2.2.3 FDIs and international trade 

A final set of remarks concerns the trends in FDIs and international trade, that have been, as above 

anticipated, rapidly mutating both worldwide as well as within EU boundaries. In the years preceding the 

financial crisis, i.e. before 2007, the effectiveness of the first waves of CEECs accession has been based on 

the high relevance of FDIs inflowing into Eastern countries, in particular directed towards manufacturing 

(Capello and Perucca, 2013). While the fact that these FDIs are presently fleeing Eastern EU member 

countries and pursuing cheaper factor prices in countries on the Eastern border of the Union, less inspected 

is the progressive decrease of relevance of the EU as a whole as a FDI destination. 

Figure 8 shows the slow but steady decline in the role of EU member states in the global flow of foreign 

direct investment. Conversely, China, and to a lesser extent India, have been conquering relevant positions. 

While the distance in absolute terms is still clearly rather large, if present trends are not offset, Figure 8 

suggests a likely catch up of China as the main global destination of FDIs within the next few decades. 

The nature of incoming FDIs is also rapidly changing. Figure 9 shows the evolution of industrial composition 

of incoming FDIs in the EU. While the relatively limited relevance of FDIs in agriculture remained stable, in 

the last two decades the main destination of EU-bounded FDIs shifted from manufacturing to service 

activities. This poses a serious challenge for EU countries, especially those holding a relative comparative 

advantage in manufacturing activities (Germany and Italy among EU15 countries, and many CEECs). 

Figure 8. FDIs inflows as a % share of global FDIs in selected countries, 1990-2012 

 

Source: UNCTAD and OECD, !ǳǘƘƻǊǎΩ elaboration 
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Figure 9. Percentage of total FDI inflows into EU OECD countries, 1993-2012. 

 

Source: OECD, !ǳǘƘƻǊǎΩ elaboration 
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Industrial EU15 

Traditional industrial CEECs 

Post-industrial EU15 

Modernizing CEECs 

Scenario A 

A clear and distinct division of labour between a manufacturing Eastern 

economy and a Western service economy:  

An advanced dual Europe 

EU15 countries proceed in their long-run trend of tertiarisation, possibly 

concentrating on high-value added service industries. 

CEECs succeed in modernizing their economies, leaping on higher order 

manufacturing industries, and further developing their tertiary 

industries. A network of growing second-rank cities enrich their urban 

systems. 

Scenario B 

Possible competition between the two blocks of countries; CEECs strategy 

complemented by a similar choice of Western countries: 

An industrial Europe 

EU15 regain competitiveness in the manufacturing industry, increasing 

specialization in high-value added, high-tech production. 

CEECs succeed in modernizing their economies, leaping on higher order 

manufacturing industries, and further developing their tertiary industries. A 

network of growing second-rank cities enriches the urban systems in these 

countries. 

Scenario C 

Advanced manufacturing in the Western part and traditional industries 

in the Eastern part: 

An industrial segmented Europe 

EU15 regain competitiveness in the manufacturing industry, increasing 

specialization in high-value added, high-tech production. 

CEECs regain productivity levels of the pre-crisis period, attract FDI and 

increase the creation of endogenous manufacturing activities through 

FDI spillovers. 

Scenario D 

CEECs play the role of the EUΩǎ advanced manufacturing belt, while 

the EU15 countries provide the services needed for such production: 

A traditional dual Europe 

EU15 countries proceed in their long-run trend of tertiarization, 

possibly concentrating on high-value added service industries. 

CEECs regain productivity levels of the pre-crisis period, attract FDI 

and increase the creation of endogenous manufacturing activities 

through FDI spillovers. 

Figure 10. Possible alternative development strategies by blocks of European countries. 
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i. attitude towards these events, creating several jobs in relatively low value added service industries. 

Moreover, this allowed EU15 countries to hold control of unemployment, at least before the 

inception of the crisis. On the other hand, new jobs in low productivity service industries contribute 

to the explanation of the poor productivity performance of several EU countries before and during 

the crisis (Section 2 above). 

The continuation of increasing the service process here assumed does not imply a passive extrapolation of 

the pre-crisis trends, but rather the conscious policy to invest in high-value added services. Analogously, 

because the existing productive infrastructure in the EU is mostly concentrated in medium-tech 

manufacturing activities, the choice to stimulate manufacturing industries assumed as a possible 

alternative to the previous strategy implies the future growth of high value added manufacturing, which is, 

to date, relatively less relevant in EU15 countries. 

The combinations of these two bifurcations suggest the need to assess the consequences of the choice 

made by the two blocks of EU countries in terms of four scenarios, summarized in Figure 10. The result of 

combining the two alternative strategies for CEECs and EU15 countries produces four possible scenarios, 

here described from the first (North-East) quadrant. 

¢ƘŜ ŦƛǊǎǘ ǎŎŜƴŀǊƛƻΣ ƭŀōŜƭƭŜŘ άAn Advanced Dual Europeέ scenario (scenario A), implies a modernization of 

the CEECs and an evolution of the presently ongoing increasing service activities trend in EU15 countries 

towards higher productivity, higher value added service industries, giving rise to a clear and distinct division 

of labour between Eastern and Western countries. For this reason, the label includes a flavour of duality: 

CEECs would play the role of the EUΩǎ advanced manufacturing belt, while the EU15 countries would 

provide the services needed for such production. 

In Scenario BΣ ƭŀōŜƭŜŘ άAn Industrial EuropeέΣ /99/ǎ ŀǊŜ ŀǎǎǳƳŜŘ ǘƻ ƳƻŘŜǊƴƛȊŜ ǘƘŜƛǊ ŜŎƻƴƻƳƛŜǎΣ while 

EU15 countries are hypothesized to revert to manufacturing, and in particular to upgrading towards high 

value added productsΣ ƛƴ ƭƛƴŜ ǿƛǘƘ ǘƘŜ ǊŜŎŜƴǘ ƛƴŘǳǎǘǊƛŀƭ ǇƻƭƛŎȅ ŎƻƳƳǳƴƛŎŀǘƛƻƴ ƻŦ ǘƘŜ 9¦ άfor a European 

Industrial Renaissanceέ όEC, 2014). This scenario can also reflect some competition between the two blocks 

of countries and the question is here whether CEECs strategy to move towards an advanced industrial 

strategy is not obfuscated by a similar choice of Western countries. 

In Scenario CΣ ŘŜŦƛƴŜŘ άAn Industrial Segmented EuropeέΣ 9¦мр ŎƻǳƴǘǊƛŜǎ ŀǊŜ ŀƎŀƛƴ ŀǎǎǳƳŜŘ ǘƻ ǎƘƛŦǘ ǘƻ ƘƛƎƘ 

value added manufacturing, thus inverting the long-run increase in service activities. However, this strategy 

is coupled with a lack of full-fledged modernization of Eastern economies, which would choose to reinforce 

their present role of medium-to-low tech manufacturing belt. With respect to scenario B, the difference lies 

in the geographical segmentation of production in Europe: advanced manufacturing in the Western part 

and traditional industries in the Eastern part. 

Finally, Scenario DΣ ƭŀōŜƭŜŘ άA Traditional Dual EuropeέΣ ǊŜǇǊŜǎŜƴǘǎ ǘƘŜ ŜƴŘƻƎŜƴƻǳǎ ŎƻǳƴǘŜǊǇŀǊǘ ƻŦ ǘƘŜ 

picture described in Section 2.1 above. While, however, pre-crisis long-run trends could be conceived of as 

stemming from a relatively yielding attitude of EU countries towards context conditions, this scenario is 

built around the idea that both CEECs and EU15 countries will voluntarily make square around their 

traditional growth potential, increasing the quality of their strategies within their traditional specialization 

patterns. In particular, CEECs would focus on medium-tech manufacturing, with the benefits of 

technological spillovers from and increased inflow of FDIs, while EU15 countries would specialize in higher-

value added stages of the service activities. 

Before turning to the description of the quantitative assumptions needed for the simulation process, it is 

worth emphasizing that none of these scenarios can be considered ex ante as better than the others.  
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Industrial EU15 

Traditional industrial CEECs 

Post-industrial EU15 

Modernizing CEECs 

Scenario A) An advanced dual Europe 
Post-Industrial EU15 
LƴŎǊŜŀǎŜ ƛƴ ǘƘŜ ǉǳŀƭƛǘȅ ƻŦ ƛƴǘŜǊƴŀƭ ŘŜƳŀƴŘ όǊŜǾŀƭǳŀǘƛƻƴ ƻŦ ϵκ¦{5 ŜȄŎƘŀƴƎŜ ǊŀǘŜύ 
Increase of skilled labour force (increase in unit labour costs) 
Stability on international financial markets (decrease of interest rates on public bonds) 
Partial dissolution of social capital in core areas (decreased trust) 
Increase in service activities (growth of tertiary industries) 
Increased high-value functions, especially in core areas (increased share of high-level professions) 
Geographical diffusion of R&D activities 
 
Modernizing CEECs 
LƴŎǊŜŀǎŜ ƛƴ ǘƘŜ ǉǳŀƭƛǘȅ ƻŦ ƛƴǘŜǊƴŀƭ ŘŜƳŀƴŘ όǊŜǾŀƭǳŀǘƛƻƴ ƻŦ ϵκ¦{5 ŜȄŎƘŀƴƎŜ ǊŀǘŜύ 
Increase of skilled labour force (increase in unit labour costs) 
Stability on international financial markets (decrease of interest rates on public bonds) 
Increased quality of public services financed through public resources (increased public expenditure 
and higher tax rates) 
Increased CEECsΩ competitiveness on world markets (growth of exports) 
Increased R&D activities and high-value functions (especially in strong areas) 
 

 

 Scenario C) An industrial segmented Europe 

Industrial EU15 

Increased share of blue collars (decrease in unit labour costs) 

Decreased demand of high-quality products (devaluation of ú/USD exchange rate) 

Increased industrial competitiveness of EU15 countries on world markets (growth 

of exports) 

Increased R&D activities (especially in strong areas) 

Increased advanced manufacturing activities (growing specialization in high-tech 

manufacturing industries) 

 

Traditional Industrial CEECs 

Increase share of blue collars (decrease in unit labour costs)  

Decreased demand of high-quality products (devaluation of ú/USD exchange rate) 

Increased traditional manufacturing activities (growing specialization in low and 

medium-tech manufacturing industries) 

Pre-crisis FDI attractiveness 

Scenario B) An industrial Europe 
 
Industrial EU15 
Increased share of blue collars (decrease in unit labour costs)  
Decreased demand of high-ǉǳŀƭƛǘȅ ǇǊƻŘǳŎǘǎ όŘŜǾŀƭǳŀǘƛƻƴ ƻŦ ϵκ¦{5 ŜȄŎƘŀƴƎŜ ǊŀǘŜύ 
Increased industrial competitiveness of EU15 countries on world markets (growth of exports) 
Increased R&D activities (especially in strong areas) 
Increased advanced manufacturing activities (growing specialization in high-tech manufacturing 
industries) 
 
Modernizing CEECs 
LƴŎǊŜŀǎŜ ƛƴ ǘƘŜ ǉǳŀƭƛǘȅ ƻŦ ƛƴǘŜǊƴŀƭ ŘŜƳŀƴŘ όǊŜǾŀƭǳŀǘƛƻƴ ƻŦ ϵκ¦{5 ŜȄŎƘŀƴƎŜ ǊŀǘŜύ 
Increase of skilled labour force (increase in unit labour costs) 
Stability on international financial markets (decrease of interest rates on public bonds) 
Increased quality of public services financed through public resources (increased public expenditure 
and higher tax rates) 
Increased CEECsΩ competitiveness on world markets (growth of exports) 
Increased R&D activities and high-value functions (especially in strong areas) 
 

Scenario C) An industrial segmented Europe 
Industrial EU15 
Increased share of blue collars (decrease in unit labour costs) 
Decreased demand of high-ǉǳŀƭƛǘȅ ǇǊƻŘǳŎǘǎ όŘŜǾŀƭǳŀǘƛƻƴ ƻŦ ϵκ¦{5 ŜȄŎƘŀƴƎŜ ǊŀǘŜύ 
Increased industrial competitiveness of EU15 countries on world markets (growth 
of exports) 
Increased R&D activities (especially in strong areas) 
Increased advanced manufacturing activities (growing specialization in high-tech 
manufacturing industries) 
 
Traditional Industrial CEECs 
Increase share of blue collars (decrease in unit labour costs)  
Decreased demand of high-ǉǳŀƭƛǘȅ ǇǊƻŘǳŎǘǎ όŘŜǾŀƭǳŀǘƛƻƴ ƻŦ ϵκ¦{5 ŜȄŎƘŀƴƎŜ ǊŀǘŜύ 
Increased traditional manufacturing activities (growing specialization in low and 
medium-tech manufacturing industries) 
Pre-crisis FDI attractiveness 
 

Scenario D) A traditional dual Europe 
Post-industrial EU15 
LƴŎǊŜŀǎŜ ƛƴ ǘƘŜ ǉǳŀƭƛǘȅ ƻŦ ƛƴǘŜǊƴŀƭ ŘŜƳŀƴŘ όǊŜǾŀƭǳŀǘƛƻƴ ƻŦ ϵκ¦{5 exchange rate) 
Increase of skilled labour force (Increase in unit labour costs) 
Stability on international financial markets (decrease of interest rates on public 
bonds) 
Partial dissolution of social capital in core areas (decreased trust) 
Increase in service activities (growth of tertiary industries) 
Increased high-value functions, especially in core areas (increased share of high-
level professions) 
Geographical diffusion of R&D activities 
Traditional Industrial CEECs 
Increase share of blue collars (decrease in unit labour costs)  
Decreased demand of high-ǉǳŀƭƛǘȅ ǇǊƻŘǳŎǘǎ όŘŜǾŀƭǳŀǘƛƻƴ ƻŦ ϵκ¦{5 ŜȄŎƘŀƴƎŜ ǊŀǘŜύ 
Increased traditional manufacturing activities (growing specialization in low and 
medium-tech manufacturing industries) 
Pre-crisis FDI attractiveness 
 

Figure 11. Qualitative assumptions for the alternative development strategies by blocks of European countries 
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Because each of the possible combinations of strategies is the result of a conscious decision of local actors 

ς policymakers and entrepreneurs above all ς each strategy comes after a bottom-up process of 

rediscovery of competitive advantage is completed. This process of discovery shows clear links with the 

recent literature on Smart Specialisation Strategies (Coffano and Foray, 2013). 

4 Scenario description: qualitative assumptions 

The scenarios are first theoretically designed by making assumptions on the evolution of the major existing 

trends and on the paths assumed by the possible future bifurcations (Capello et al., 2014). Assumptions are 

formulated at both national and regional level, and summarised in Figure 11. 

For the four scenarios of this paper, the qualitative hypotheses will be described in this section; the 

qualitative assumptions are translated and inserted in MASST3 as levers of the model, their values are 

presented in the Figures of the Technical Appendix. 

In the first scenario (Scenario A, An advanced dual Europe), EU15 countries adopt a post-industrial strategy, 

while the New 12 follow a modernising one. It is therefore a scenario of courageous strategies for both 

blocks of countries, calling for deep structural changes. In this scenario, a process of modernisation of 

CEECs matches a full high-profile knowledge economy for Western countries. This prompts the growth of 

internal demand and a general reshuffling of production towards higher market niches. A revaluation of the 

9ǳǊƻ ŀǊŜŀΩǎ ǘŜǊƳǎ ƻŦ ǘǊŀŘŜ Ŧƻƭƭƻǿs, and this pays off on world financial markets in terms of lower interest 

rates on EU public bonds. In this scenario, regions reinforce their productive specialisation, moving towards 

an increase in quality and intensity of their historical production. 

Besides, in this scenario CEECs benefit from the ongoing modernisation of their economies and increase the 

quality of public services offered, which is financed with an increased tax rate. The development path of 

CEECs moves towards an endogenous model of growth, less dependent on FDIs, and more on self-sustained 

industrial activities. This strategy requires an increase in innovation efforts in all regions, with a less 

concentrated pattern in EU15 countries and a penetration of these kinds of activities also in second-rank 

areas in CEECs. A generalised increase in control and high-level functions will also take place, especially in 

core urban areas typically hosting advanced services in Western countries, and a diffused trajectory in 

CEECs. 

Finally, a partial dissolution of social capital in core areas in both CEECs and EU15 countries is expected to 

take place in this scenario. In Eastern countries, the complete transition process and the diffusion of 

production capacity towards second-rank areas means that some of the old mental schemes and 

procedures change, and, consequently, people feel less protected by social ties (Okulicz-Kozaryn, 2014; 

Lenzi and Perucca, 2014; Latusek and Cook, 2012). In Western countries, the transition towards high level 

services increases the distance between those able to take advantage of it (i.e. the skilled and educated) 

and those whose competences are scarce or obsolete, who are left behind. 

Because scenario A acts as a benchmark, the qualitative hypotheses of the other scenarios follow 

accordingly. These hypotheses depend on whether the CEECs are unable to fully pursue a modernizing 

strategy and focus on regaining the competitive advantage (mostly FDIs and externally driven, although 

with technological spillovers driving the emergence of local firms) they enjoyed before the inception of the 

crisis, and on whether the EU15 countries are pursuing, rather than a post-industrial strategy, an industrial 

one, in which they focus on the sectors abandoned in scenario A. 

Scenario B (An industrial Europe) differentiates for the choice of EU15 countries to focus again on 

manufacturing activities, and in particular on advanced industrial production. In this scenario, CEECs are 
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instead still assumed to proceed towards full modernization. In order to formalize this framework, an 

increase in the specialisation of EU15 countries in high value added manufacturing activities takes place, 

with an ensuing growing share of blue collars and a consequent growth of cost competitiveness (i.e. a 

decrease in unit labour costs). A decreased demand of high-quality products engenders a devaluation of 

the exchange rates of the Euro against other major currencies, which further strengthens the EU 

competitiveness. As a consequence of all above mentioned assumptions, an increase in the industrial 

competitiveness of EU15 countries on world markets triggers a remarkable growth of exports. 

Scenario B also implies an increased intensity of R&D; increased production of high value added 

manufacturing goods in Western countries implies the growth of innovative activities needed to stay on the 

technological frontier. CEECs are still assumed to fully modernize, hence shifting their production towards 

quality competition on international markets, along with the increased cost of labour associated to this 

process and the increased stability of interest rates on public bonds. 

In the C scenario (An industrial segmented Europe), instead, while EU15 countries are still assumed to 

follow a reindustrialization pattern, with the hypotheses qualitatively described in the previous scenario, 

CEECs are assumed to regain competitiveness in the way they proceeded before the inception of the crisis, 

i.e. on the basis of an exogenously, FDI-driven path of development. Besides the increased relevance of 

manufacturing activities, with the consequent decrease of unit labour costs, which they share with EU15 

countries, in this scenario the specialisation pattern of CEECs shifts towards traditional manufacturing 

activities. FDIs regain instead the relevance they had in these countries before the crisis began (Capello and 

Caragliu, 2014), with a progressive process of spinoff generation of a universe of local firms, benefiting 

from technological spillovers generated by this renewed inflow of FDIs. Thus, for CEECs an exogenous 

pattern of production, based on externally-financed investment, can also foster the strengthening of a 

fabric of local firms. 

Finally, scenario D (A traditional dual Europe) represents the less courageous scenario among the four 

presented: CEECs remain in the logic of price-competitiveness, and of FDIs-driven growth. At the same 

time, Western countries opt for a post-industrial strategy and reinforce the knowledge economy paradigm, 

giving up the attempt to regain core manufacturing activities. R&D efforts remain those of the past for both 

CEECs and EU15, while both groups of countries reinforce their historical specialization, upgrading it: low-

tech manufacturing activities in Eastern countries enlarging the spectrum towards higher functions and 

medium-value sectors, and service activities in Western ones. In the latter, an effort is made to move from 

low- to high-value added service activities. 

With the combination of these strategies, the four scenarios depicted in Figure 11 can be translated into 

quantitative assumptions that are included in the MASST3 model with the values which are presented in 

detail as Technical Appendix.3 

5 Regional growth and disparities in Europe in the four scenarios 

This section presents the results of the simulations with the MASST3 model in the four scenarios. The 

purpose of the MASST model is to create territorial scenarios under different assumptions about the main 

driving forces of change that will act in the future and, for this reason, the quantitative results of the model 

                                                            
3 For all the quantitative hypotheses that needed in the MASST3 model and are unaffected by the assumptions of the 

four scenarios, the values of a baseline scenario simulation are kept. The baseline scenario assumes that the actual 

economic trend situation is kept constant, and that no new policies are applied. For a detailed description of the 

baseline, see Capello et al. (2014). 
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are not to be read as precise values of specific economic variables in the future, such as in a forecast, but 

depict the tendencies and relative behavioural paths of regional variables in countries and regions when 

certain conditions take place. 

Table 1 shows the annual average GDP growth rates in the four scenarios. At European level, scenarios B 

and C are more expansive, as European growth rates tend to reflect the values of EU15 countries, which 

account for a large majority of European population and GDP. Western countries grow more if they do not 

give up their manufacturing base, but upgrade it, as in the case of the άƛƴŘǳǎǘǊƛŀƭ 9¦мрέ ǎǘǊŀǘŜƎȅΦ Losing 

manufacturing altogether, on the contrary, brings lower growth rates, because high level services bring 

development only in core areas where service activities are concentrated, leaving behind regions less 

endowed with skills and education. 

For Eastern countries, the result depends on their strategy and also on what Western countries decide to 

do. A courageous strategy pays the most, as Eastern countries benefit from a modernizing strategy with 

respect to a traditional industrial strategy. Their GDP growth rate is higher in scenario A with respect to 

scenario D and in scenario B with respect to scenario D (Table 1). It is especially beneficial, with a difference 

of 0.29% annual growth rate, in case the EU15 pursue a post-industrial strategy, meaning that if the EU15 is 

no longer a manufacturing zone, the CEECs benefit more from shifting to an endogenously driven growth 

pattern, in which they do not depend on EU15 FDIs. 

Table 1. Annual average GDP growth rates in the four scenarios: absolute values and relative to scenario 
A 
 Annual average GDP growth 2012 - 2030 

Scenario A 
An advanced dual 

Europe 

B 
An industrial Europe 

C 
An industrial 

segmented Europe 

D 
A traditional dual Europe 

EU27 1.70 2.20 2.18 1.68 

EU15 1.67 2.18 2.18 1.67 

CEECs 2.07 2.43 2.17 1.78 

  Annual average GDP growth with respect to scenario A. 2012 - 2030 

Scenario - B C D 

EU27 

- 

0.50 0.48 -0.02 

EU15 0.51 0.51 0.00 

CEECs 0.36 0.10 -0.29 
Source: MASST3 model results 

Besides, Eastern countries strongly benefit from the presence of a fast growing Western Europe. The 

growth rate of CEECs, in scenarios B and C, when the EU15 grows more thanks to an industrial strategy, are 

significantly higher than those in scenarios A and D, where the EU15 adopts a post-industrial strategy. This 

depends on two factors. On one hand, there are strong spillover effects from Western to Eastern countries, 

in terms of demand for goods and, more recently, services, being these economies strongly inter-twined. 

For this reason, if the EU15 grows more, this brings more demand, and consequently more exports and 

growth, to Eastern countries. On the other hand, there is also an impact due to the type of strategy 

pursued in Western countries. The two strategies of Eastern countries, in fact, are both largely based on 

manufacturing, though in the Modernizing CEECs strategy they are able to upgrade and modernize their 

structure and in the Traditional Industrial CEECs strategy they rely on a traditional industrial strategy. Being 

close to a manufacturing Western Europe generates, therefore, an advantage in terms of the intensity of 

technological spillovers intra-industry trade generated. This is even more relevant for the Traditional 

Industrial CEECs strategy, which depends on EU15 delocalization, but also when CEECs modernize, as being 

close to high level Western manufacturers generates demand and technological advantages. 
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The MASST 3 model produces results at regional NUTS2 level, and this represents a crucial asset w.r.t. other 

scenario models that usually provide results at national level only. Figure 12 depicts the average annual 

GDP growth rate in the regions of the EU27 from 2010 to 2030, as obtained by the simulations, in four 

separate maps. 

The first map (Figure 12.a) ŘŜǇƛŎǘǎ ǘƘŜ ŀōǎƻƭǳǘŜ ƎǊƻǿǘƘ ǊŀǘŜ ƛƴ {ŎŜƴŀǊƛƻ ! ά!ƴ ŀŘǾŀƴŎŜŘ Řǳŀƭ 9ǳǊƻǇŜέΣ 

where the EU15 follows a post-industrial strategy and the CEECs a modernizing one. 

Figure 12. Annual Average GDP growth rate 
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Legend: a) Absolute annual GDP growth rate; b) c) and d) annual average GDP growth with respect to scenario A 
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