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CConvergence and territorially balanced eco-
nomic growth require a faster increase in
income, employment and economy in weaker
regions than in stronger ones. However, it is
rather difficult to decide what measures would
strengthen the growth capacity of regions
most.

This study is, therefore, essentially searching
for answers for the following questions. What
factors determine regional growth? What pic-
ture does Hungary and its regions show in this
field? What effect did the crisis have on the
performance of regions, and how does it affect
future prospects? In order to answer these
questions, the first part of this study attempts
to identify the factors that determine regional
growth by providing a brief overview of the
main growth theories. The growth and conver-
gence performance of the Hungarian economy

will be discussed next. The third part focuses
on the differences in domestic regional devel-
opment, primarily through an analysis of the
statistical data regarding the factors identified
in the theoretical section. 

Following the mapping of domestic regional
development, the question arises what role
cohesion policy may play in convergence and in
a more balanced development. Namely, cohe-
sion policy may complement and support indi-
vidual Member States’ growth (and employ-
ment) objectives in a number of areas, as one of
its most important targets is real convergence,
i.e. making the less developed regions catch up.
However, much depends on the efficient utili-
sation of resources, and this efficiency raises a
fundamental question: supporting excellence
(the best developing regions) or balanced
development results in the highest efficiency?
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FACTORS THAT DETERMINE REGIONAL
GROWTH

Identifying the factors that determine growth is
difficult because there is no exclusively accep-
ted growth theory (the validity of one theory
does not necessarily mean that another one is
wrong). In the course of time, theoretical and
empirical researches identified a number of
growth factors (Erdõs, 2003). Their review and
systematisation alone constitute a serious task;
therefore, this article can only focus on the
presentation of the main features of the most
important theoretical schools (see Table 1).

In neoclassical growth models, growth is attrib-
utable to supply side factors (territorially identi-
cal, exogenous technology as well as capital and
labour). In view of the assumption regarding
the declining return on capital, the productivi-
ty growth of regions with relatively limited
capital supply is faster, while that of regions
having a high capital/labour ratio is slower (the
growth stimulating effect of capital accumula-
tion is limited). Therefore, if there is an equi-
librium, the growth rate of productivity will be
balanced across regions, and will equal the
exogenous rate of technological development.  

However, if technological change is at least
partly determined by an endogenous process
(e.g. it depends on levels of knowledge), then
the ability of a region to benefit from techno-
logical change through diffusion may be much
slower if there are interregional differences in
knowledge stocks (Harris, 2008). This has led
to the development of technology-gap models
where regions that lag furthest behind the
technology level of the most advanced regions
are presumed to experience the fastest rate of
catch-up and thus the fastest rate of growth in
total factor productivity (TFP). These models
suggest that differences in TFP are likely to be
the main driver of persistent regional growth dis-
parities. 

According to the -convergence1 theory
(Barro – Sala-i-Martin, 1995), which rests on
neoclassical foundations, all regions converge
(or do not converge) to one single equilibrium
value. Enhanced models (convergence clubs,
conditional convergence, application of time
series etc.) attempt to handle the problems of
the basic model. The latest neoclassical models
already strive to take into account the differ-
ences across territories as well, and thus the
clubs or groups of regions may head towards

Table 1 

FACTORS THAT DETERMINE REGIONAL GROWTH

Features, Competition Scale Convergence/growth Source of growth
model yield
Neoclassical Perfect Permanent Only equilibrium TFP*

Kaldor Imperfect Increasing Different growth paths Exogenous increase in demand

New neoclassical Perfect Permanent More equilibrium value (clubs) TFP

Endogenous growth Monopolistic Increasing Different growth paths TFP (intensity growth of physical 

capital, human capital accumulation

and increase in productivity)

New economic Monopolistic Increasing Different growth rates, Export base, agglomeration effects

geography different growth paths; 

Permanent centre-periphery 

disparity in regional development

Note: TFP: total factor productivity

Source: own editing
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different growth rates. However, the -conver-
gence models only refer to the fact of catching
up (or lagging behind), without explaining the
territorial differences in development.

Kaldor’s regional growth models, elaborated
in the 1970s, already assume an increasing scale
yield, with a feedback between output and pro-
ductivity growth (Verdoorn relation2). The
main driving force of regional output is the
exogenous demand for the export base (the com-
petitiveness of differentiated products and
services based on quality), and individual
regions may follow entirely different growth
paths.

According to the endogenous growth theory,
technological development is not exogenous,
and increasing scale yield has to be assumed
because of the externalities (Romer, 1986;
Lucas, 1988; Aghion – Howitt, 1998 etc.). Due
to the increasing scale yield, the per capita out-
put growth is no longer limited, and the region-
al or national convergence of per capita
incomes is not inevitable either. The second
wave of endogenous growth models (Romer,
1990; Grossman – Helpman, 1991 and Aghion
– Howitt, 1998 etc.) already takes account of
the microeconomic environment of corpora-
tions. The accumulation of knowledge through
research and development is a costly process,
which only pays off if corporations have mar-
ket power. These models; therefore, break
away from assuming perfect competition, and
assume monopolistic competition.3

Total factor productivity captures not only
the technical efficiency level of the economy,
but also its allocation efficiency (i.e. the effi-
ciency of the distribution of resources available
for the country across various economic activi-
ties) (for details see Boulhol et al., 2008).
Therefore, the increase in per capita output is fun-
damentally determined by three factors: the
increase in physical capital intensity, human cap-
ital accumulation and productivity growth. This
is the standard growth accounting (based on

growth functions). However, caution is war-
ranted by the fact that the growth in accumula-
tion and productivity is endogenous. Rodrik
(2001) mentions the following among the sec-
ondary factors that determine growth: integra-
tion and openness (trade), culture and institu-
tions.

Following the publishing of the new trade
theory (Krugman, 1980; Krugman – Venables,
1990) and the new economic geography models
(Krugman, 1991; Krugman – Venables, 1995;
Baldwin et al., 2003), the determining role of
the territorial dimension in economic develop-
ment gained increasing recognition.4 Although
the primary focus of the theory of economic
geography is the territorial distribution of pro-
duction, there are growth aspects as well.

The new trade theory postulates monopolis-
tic competition, increasing scale yield and dif-
ferentiated products. In the interest of min-
imising transportation costs and easier access
to markets, corporations settle in the vicinity
of the large consumer markets. At the same
time, this also means that the given region
exports products for which there is relatively
high domestic demand (this is the so-called
domestic market effect). It is worth mention-
ing that in this case increasing scale yield is not
necessarily technology based. Concentration is
much more driven by territorial externalities.

New economic geography extends the new
trade theory, and examines the reasons for the
geographical concentration of new industries.
While the size of the domestic market is an
exogenous factor in the new trade theory (fun-
damentally because it is assumed that labour is
not mobile), in the new economic geography
approach it is already endogenous, mainly
because of the assumption regarding the mobil-
ity of labour, and partly because it allows
greater mobility for those companies as well
that have significant interim demand. As by
now not only capital, but labour has also
become mobile, redeployment of economic
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activities among regions may be even more sig-
nificant (Harris, 2008).

The mobility of labour and capital both con-
tribute to the increasing of the effect of the
domestic market. The size of the domestic
market is further increased by the consumption
of the labour flowing into the region as well as
by the capital mobility within the industry
through the strong input-output relations
(strong indirect demand). The higher the ratio
of interim products in the final product is, the
more important the demand and cost relations
are, and the greater the advantage stemming
from the geographical/territorial concentration
is. Accordingly, the new economic geography
approach considers trade and agglomeration
forces as the determining factors of regional
growth. 

However, there are centrifugal forces as well
that work against agglomeration (e.g. housing
costs). Therefore, depending on the centripetal
and centrifugal forces, the new economic geog-
raphy models may have innumerable equilibri-
um results. Some models forecast permanent
centre–periphery division (regarding the level
of output). Other models result in different
growth rates and growth paths. Furthermore,
there are models which suggest that (as a result
of the prevailing of centrifugal forces) initial
division is followed by convergence.

PERFORMANCE OF THE HUNGARIAN
ECONOMY – GROWTH, CONVERGENCE

Following the recession typical of the early
1990s (and closely related to the transforma-
tion), economy had become stable, which was
followed by notable growth preceding EU
accession. Growth was primarily driven by
trade openness, foreign direct investment
(increase in capital assets) and an improvement
in institutional conditions (EC, 2009a). These
factors contributed to an increase in productiv-

ity and – through that – an increase in living
standards and domestic demand. 

As a result of the growth that exceeded the
EU average, the lag compared to old Member
States declined, and catching up began. Per
capita GDP in 1999 amounted to 50 per cent of
the average of old Member States, but
increased to around 60 per cent by 2008. 

Chart 1 also shows that countries with a
lower per capita GDP grew faster, and catching
up started. The inverse relation between
growth and income level is actually the afore-
mentioned ß-convergence. As inflation rate,
interest rates and government debt also con-
verged to the EU average, this meant not only
real but nominal convergence as well. However,
as a result of the financial crisis, this financial
stability ceased to exist as of 2007, and has
probably contributed to the increase in the
income gap. 

It is a fact that in the period under review the
convergence of Hungary can be detected.
However, a more thorough examination of the
data leads to interesting findings. It can be
observed that while output growth continued
to accelerate in the other new member states
from the year of accession, the process of con-
vergence in Hungary came to a sudden halt
right after the accession. Based on calculations
regarding the catch-up rate5, Halmai (2009)
comes to the conclusion that “in Hungary’s
case, as a result of the macroeconomic (espe-
cially equilibrium) difficulties as well as the
coerced stabilization program launched in the
autumn of 2006, there has essentially been no
catch-up in GDP per capita since accession.” The
catch-up rate has been positive since the acces-
sion, i.e. convergence can be exhibited for the
period under review as a whole only because
the outstandingly high growth rate in the pre-
accession period resulted in an extremely
favourable catch-up rate.

It is also of interest to know whether
absolute inequalities among countries are being
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reduced over time. Although ß-convergence is
necessary in order for absolute income differ-
ences to disappear, it may not be sufficient. If
the income difference is wide and the poorer
country is growing only moderately faster than
the richer one, the absolute income difference
may actually increase (EC, 2009a). The speed
of convergence compared to the equilibrium
growth rate, i.e. whether the disparity is being
reduced over time, is measured by the so-called
sigma-convergence6. According to the
Commission study (EC, 2009a), the new
Member States with low per capita GDP are
not only catching up with their wealthier peers
in relative terms, but they are doing so at a fast
enough pace for absolute income inequalities
to diminish over time.

Although income disparities across countries
have declined, the differences within countries
have grown markedly. This is in line with the 
so-called Williamson-curve hypothesis (Williamson,
1965), according to which the relationship

between a country’s economic development
and within-country regional disparities follows
a reverse-inverted U-shaped curve.7 The
hypothesis is based on the argument that, in
the early stages of development, capital and
skilled labour tend to concentrate in a few
regions which drive the country’s economic
growth. In a certain period of development, as
a result of knowledge spillovers, financial
transfers and centrifugal agglomeration forces,
a more balanced income situation may evolve.

Chart 2 depicts the weighted standard devia-
tions of regional (NUTS level 2) GDP per
capita levels divided by the countries’ GDP per
capita levels, i.e. the regional disparities within
countries. 

It is clearly visible in Chart 2 that Hungary is
in the rising section of the curve, i.e. growth
within the country is not balanced, and regional
disparities are high. If the theory stands the test,
regional disparities are expected to continue to
increase, as a turn in the trend is only expected

Chart 1 

PER CAPITA GDP

Source: EC (2009a)
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at around 80 per cent (instead of the current 60
per cent) of the average per capita GDP of the
EU 27. Accordingly, economic convergence is
driven by the growth of a few regions.

REGIONAL DISPARITIES IN HUNGARY:
CENTRE–PERIPHERY

In terms of per capita income growth, the
region of Central Hungary, which also includes
the capital, shows a systematically better result
than other regions (see Table 2). Central and
West Transdanubia are somewhere in the mid-
dle, but the performance of the rest of the
country is well below that of the leaders. 

It is clearly visible from the figures in Table 2
as well that the “growth bonus” of the region
that includes the capital is outstandingly high.
[For that matter, this phenomenon is generally
typical of the Central and East European new

Member States of the EU, and, as it is estab-
lished in a Commission document (EC,
2009a), the growth bonus of the regions in
question is much higher here than in the old
Member States.] The data in Table 2 support
Williamson’s (1965) hypothesis empirically as
well. The hypothesis suggests that at the begin-
ning of the convergence process economic
growth is concentrated in the regions that
comprise big city agglomerations. 

According to Baldwin and Martin (2004),
agglomeration enhances growth, but other
authors have also emphasised the close rela-
tionship between the two processes. Martin
and Ottaviano (1999), for example, described
the correlation between agglomeration and
growth as a mutually reinforcing process, while
Fujita and Thisse (2002) characterised it as a
“hand-in-hand” process. 

According to Williamson (1965), the signifi-
cance of agglomeration is highest in the early

Chart 2 

REGIONAL DISPARITIES AND PER CAPITA GDP, 1995–2005 

Note: IRD = [(SUM((GDPpc_r - GDPpc)^2)/N)^1/2]/GDPpc, where IRD is the index of regional disparity, N is the number of the regions in the
country, GDPpc is the national per capita GDP, and GDPpc_r is the per capita GDP in region r. OMS: EU 15, except DK, LU. NMS: SK, RO, CZ,
HU, BG, PL, SI.

Source: Eurostat Commission services; EC, 2009a



STUDIES 

114

Table 2 

PER CAPITA GROSS DOMESTIC PRODUCT AS A PERCENTAGE OF THE NATIONAL AVERAGE

1997 2004 2007 
Central Hungary 148.7 (1) 159.5 (1) 164.4 (1) 

Central Transdanubia 96.4 (3) 94.7 (3) 92.9 (3) 

West Transdanubia 105.4 (2) 104.0 (2) 98.1 (2) 

South Transdanubia 78.0 (5) 71.0 (4) 68.2 (4) 

North Hungary 67.2 (7) 66.0 (6) 64.1 (6) 

North Great Plain 69.9 (6) 65.3 (7) 63.0 (7) 

South Great Plain 79.1 (4) 69.5 (5) 66.8 (5) 

Note: ranking in brackets.

Source: Own calculations based on HCSO data 

Table 3 

PERFORMANCE VALUE OF THE INVESTMENT OF ECONOMIC ORGANISATIONS 
(as a percentage of the total)

As a percentage of the total 2005 2007 2009 
Central Hungary 52 (1) 53 (1) 55 (1) 

Central Transdanubia 11 (2) 14 (2) 10 (2) 

West Transdanubia 8 (4) 8 (3) 8 (3) 

South Transdanubia 5 (7) 5 (7) 7 (5) 

North Hungary 8 (5) 6 (6) 6 (6) 

North Great Plain 10 (3) 8 (4) 8 (4) 

South Great Plain 6 (6) 6 (5) 6 (7) 

Note: ranking in brackets.

Source: Own calculations based on HCSO data 

Table 4

HIGH-TECH EMPLOYMENT

1999 2004 2008 
Central Hungary 6.02 7.17 7.48* (1) 

Central Transdanubia 7.49 7.05 6.65 (2) 

West Transdanubia 4.40 6.01 6.01* (4) 

South Transdanubia 3.53 4.15 6.28 (3) 

North Hungary 3.45 5.82 4.86 (5) 

North Great Plain 2.69 3.83 3.60 (6) 

South Great Plain 2.58 2.48 2.89 (7) 

Note: ranking in brackets.

Source: Own calculations based on HCSO data 
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stage of development. When transport and
communications infrastructure is still sparse,
and capital market opportunities are limited,
efficiency may be significantly increased by the
territorial concentration of production. This
territorial concentration is clearly discernible in
Hungary. On the basis of the figures in Table 3,
it is distinctly visible that more than 50 per cent
of the investment of economic organisations is
concentrated in the Central Hungary region,
which includes the capital as well. The other six
regions share the remaining less than 50 per
cent in a more or less balanced manner.

According to the neoclassical theories, the
higher TFP value in the leading regions is the
result of the greater stock of knowledge and
human capital. In less developed regions, tech-
nological development usually means the feed-
through of existing technology, rather than the
creation of new products and processes.

Knowledge and learning may fundamentally
determine the growth prospects of a region.
To be able to compete and grow in new mar-
kets as well, companies have to understand,
share and include new knowledge in their own
activity. Preliminary knowledge enables a
company to recognise the value of informa-
tion and to adequately utilise and apply it.
(Together, these abilities are called the absorp-
tion capacity of the company.) For example,
Verspagen – Schoenmakers (2004) came to the
conclusion that the absorption of new knowl-
edge is much better in regions where the level
of productivity is higher and the knowledge
stock is richer from the outset. Without ade-
quate absorption capacity, companies are
unable to make use of the advantages stem-
ming from favourable pass-through effects,
agglomeration or technology transfer.
Moreover, regions are not equally able to
absorb available knowledge and to integrate
knowledge into (endogenous) economic
growth. According to the OECD (2003), it is
possible to prove that expenditures spent on

R&D and human capital8 more strongly influ-
ence the developments in per capita GDP in
territories that can be characterised with a
higher urban concentration.

Based on Table 4, a strong positive relation-
ship can be assumed between regional econom-
ic growth and human capital (measured with
the share of highly qualified employees within
the population). 

Higher human capital stock presumably has
a stimulating effect on innovation and through
this on productivity growth. At the same time,
this particular relationship is negative in the
peripheries, as these areas are sparsely populat-
ed, the human capital stock is low, and thus
technological development is also below the
development level of central regions. 

With regard to R&D expenditures (GERD9),
the picture is not so clear, which can probably
be explained with the placing of research cen-
tres supported from public and Community
funds in less developed regions (see Table 5).

Local pass-through (e.g. technological)
effects result in a positive relationship between
growth and the territorial agglomeration of
economic activities: the nearness of innovation
clusters and the positive agglomeration forces
in general have a positive impact on produc-
tivity.

Due to the centralisation of corporations
that employ innovative, knowledge intensive
and highly qualified staff, the centre gains a
permanent advantage over the less developed
regions, where standardised, routine produc-
tion processes prevail. According to McCann
(2001), as a result of the favourable agglomera-
tion effects (increasing input demand that
should primarily be satisfied from regional sup-
ply; higher level of innovation etc.), the income
elasticity of the import demand of the region
declines, while that of export demand increas-
es. However, an overall general decline is typi-
cal of regions where the majority of companies
produce export products of relatively low
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income elasticity (e.g. standardised, mature
products), and at the same time they signifi-
cantly depend on imports as well [e.g. in those
peripheral regions where, following a serious
fall in industrial activity, employment increased
considerably at the “footloose”10 FDI compa-
nies]. The final outcome: a permanent dispari-
ty between the regional development of the
centre and that of the periphery.

The disparities in domestic regional develop-
ment are shown in Table 6 and Chart 3. Table 6
is a summary for 2007 of the performance of
the regions reviewed so far. 

The numbers in the columns of the table
show the serial numbers of individual regions

according to a given indicator. It is clearly visi-
ble that Central Hungary occupies the first
place in all respects. Central and West
Transdanubia have medium ranking (mostly
with 2nd or 3rd best results), while the charac-
ter of the remaining regions is strongly periph-
eral.

This same centre–periphery division is dis-
played in Chart 3. However, the performance
compared to the Community average is also
displayed here. It is a remarkable fact that only
Central Hungary reaches the Community aver-
age. [Compared to previous years, perform-
ance is stagnant here as well, as indicated by the
– (minus) sign.] The performance of Central

Table 5

GERD (R&D EXPENDITURE AS A PERCENTAGE OF GDP)

GDP, % 1999 2004 2007 
Central Hungary 1.02 1.25 1.33 (1) 

Central Transdanubia 0.28 0.50 0.50 (5) 

West Transdanubia 0.24 0.38 0.60 (4) 

South Transdanubia 0.28 0.40 0.37 (7) 

North Hungary 0.16 0.27 0.42 (6) 

North Great Plain 0.56 0.71 0.85 (2) 

South Great Plain 0.59 0.61 0.84 (3) 

Note: ranking in brackets.

Source: Eurostat

Table 6 

REGIONAL DISPARITIES – SUMMARY

Per capita Percentage   Investment Unemployment High-tech GERD  
GDP of GDP

Central Hungary 1 1 1 1 1 1 

Central Transdanubia 3 2 2 3 2 5 

West Transdanubia 2 3 3 2 4 4 

South Transdanubia 4 6 7 5 3 7 

North Hungary 6 7 4 7 5 6 

North Great Plain 7 4 6 6 6 2 

South Great Plain 5 5 5 4 7 3 

Note: GERD = gross expenditure on research and development

Source: own editing
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and West Transdanubia is at around 60 per cent
of the average of the EU 27 (with a weaker per-
formance than in earlier years: ¡), while periph-
eral regions do not even reach 50 per cent of
the Community average.

Regional disparities have already been
described clearly by the above data. However,
the aforementioned catch-up rate allows more
insight. Applying the rate for the performance
of the regions of Hungary (see Table 7) reveals
that only Central and West Transdanubia show

signs of catching-up. No catching up is
attained at all in South Transdanubia, the South
Great Plain, the North Great Plain and North
Hungary. Namely, the positive value of the
catch-up rate indicates an increase in the dis-
tance, in backwardness.

According to Bülhart – Sbergami (2009), in
the period following rapid growth, the econo-
my may be characterised by excessive econom-
ic concentration (concentration may even
exceed the optimum level). Regarding

Chart 3 

PER CAPITA GDP (PPS, AS A PERCENTAGE OF THE AVERAGE OF THE EU 27, 2008)

Source: Own editing based on HCSO and Eurostat data. 

Table 7 

REGIONAL CONVERGENCE

1995–2000 2000–2004 2004–2008 1995–2008 
Central Hungary 0 0 0 0 

Central Transdanubia –1.512 0 –0.14 –0.34 

West Transdanubia 0 0 –0.018 0 

South Transdanubia 0.448 0.167 0.051 0.554 

North Hungary 0.362 0.076 0.075 0.538 

North Great Plain 0.353 0.087 0.058 0.341 

South Great Plain 0.747 0.152 0.048 0.785 

Source: Own calculations based on HCSO data
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Hungary’s future prospects, one may only rely
on Williamson’s (1965) findings, i.e. with an
improvement in infrastructural conditions and
an expansion of the market, as a result of con-
gestion (crowdedness, overpopulation) exter-
nalities, the more scattered economic geogra-
phy may be more advantageous. After reaching
a certain income level, concentration does not
have an effect or rather has an adverse effect on
development. Dynamic gains stemming from
the agglomeration face static losses resulting
from congestion. The relative significance of
these two effects varies depending on the
stages of development. As the gains from
human capital accumulation are the most sig-
nificant in the initial stages of development,
and the losses resulting from congestion do not
depend on the level of development, the rela-
tive significance of congestion increases in par-
allel with the rise of the level of development
(Bertinelli – Black, 2004).  Centrifugal forces
become effective, and they may already result
in a more balanced regional development.

THE EFFECT OF THE CRISIS ON
REGIONAL GROWTH

We could see that growth in Hungary has decel-
erated following accession to the EU; the dis-
tance compared to the average of the region has
increased. Convergence, the process of catching
up itself entails many risks (high degree of open-
ness, higher external financing requirement,
rapid expansion in financial integration and loans
outstanding, growth that exceeds supply poten-
tial etc.). The crisis resulted in a further deepen-
ing of problems. Capital cost increased as a result
of the higher risk rating, leading to a general
shortage of funds. Unemployment increased,
investment declined, also entailing a decline in
TFP growth. Industrial production and the GDP
fell. Under these circumstances, real conver-
gence prospects deteriorated drastically.

Commission forecasts (EC, 2009b) suggest
that the 3–4 per cent annual growth of poten-
tial output may decline to below 1 per cent (see
Chart 4). This means that instead of real con-

Chart 4 

POTENTIAL GROWTH (1999–2008; 2009–2013)

Source: EC (2009b)
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vergence, the distance to more developed
countries might even grow. This is called con-
vergence crisis by Halmai – Vásáry (2010).

The question is how the general recession is
reflected in the performance of the regions.
Some authors (Petrakos et al., 2005) believe
that regional disparities follow a pro-cyclical
pattern in the EU: the difference increases in
the period of economic expansion and decreas-
es in the period of slow growth. 

As a result of the pro-cyclical pattern, so-
called sheltered economies (Padoa – Schioppa,
1993) evolve in the periphery of the countries
concerned. The poorest regions become
increasingly detached from the market, and
increasingly depend on public employment
opportunities, government transfers and subsi-
dies, instead of viable entrepreneurial initia-
tives. Therefore, regions on the periphery
become increasingly unable to compete in an
increasingly integrated market, and become
less and less able to make use of the opportuni-
ty of convergence in the period of economic
upturn (Pekkala, 2000). 

Economies that rely on the manufacturing
sector and business-centred services, where
strong competition is typical, are usually much
more open than economies based on agricul-
ture and non-market oriented services. Open
economies are generally more influenced by
cycles: they grow more rapidly in periods of
upturn and more slowly in periods of decelera-
tion or downturn. Cycles affect less open
economies to a lesser extent, either because of
the relative isolation or because of the domi-
nance of sectors that do not depend on market
effects that much. In addition, a more limited
utilisation of local resources is also typical of
sheltered economies (lower employment rate,
higher unemployment rate). 

The pro-cyclical nature is a result of the fact
that in the period of an upswing, the growth of
isolated regions remains below the national aver-
age; however, they are also less affected by down-
turns. The reaction of open regions is just the
opposite; their growth exceeds the average in
times of upturns, but in periods of recession their
decline is also more significant (see Chart 5).

Chart 5 

5 PRO-CYCLICAL REGIONAL DISPARITIES

Source: Rodríguez-Pose – Fratesi, 2006
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This pro-cyclical nature can clearly be identi-
fied in the regional development in Hungary.
The unfavourable effects of the crisis were
much stronger in the central regions (Central
Hungary, Central and West Transdanubia).
Employment declined to a significantly greater
extent in the regions that drive growth (see
Table 8).

Employment declined to a lesser extent in
the peripheral regions, where the level of
unemployment had been higher from the out-
set. The picture is not so clear in relation to
industrial production. Undoubtedly, the great-
est downturn was observed in the Central and
West Transdanubian regions, which otherwise
have good indicators, but the decline in pro-
duction in the Central Hungary region was
lower than the average (see Table 9). 

It is apparent that in the short- term, the

existence of sheltered, peripheral economies
does not necessarily add to regional disparities.
In certain cases (for example in crisis periods),
convergence is also conceivable. However, over
the longer term an increase in regional dispari-
ties is much more likely than convergence.

CLOSING THOUGHTS: CONVERGENCE
AND GROWTH

Based on empirical analyses, it is clear that growth
and catching up in Hungary were driven by some
regional poles (Central Hungary, Central and
West Transdanubia). The Central Hungary
region, which includes the capital, showed a sys-
tematically better result (in all indicators).

Both the analysis of available statistical data
and the calculations in connection with the

Table 8 

THE EFFECT OF THE CRISIS ON EMPLOYMENT

% 2007 2008 2009 Change  
Central Hungary 59.7 62.7 54.8 –8.1 

Central Transdanubia 58.5 60.3 51.1 –9.2 

West Transdanubia 63.0 62.1 52.8 –9.3 

South Transdanubia 52.8 51.0 46.1 –4.9 

North Hungary 48.1 49.5 43.0 –6.5 

North Great Plain 48.8 49.9 43.1 –6.8 

South Great Plain 55.3 54.5 46.9 –7.6 

Source: Own editing based on HCSO data

Table 9 

THE EFFECT OF THE CRISIS ON INDUSTRIAL PRODUCTION 
(previous year = 100) 

% 2008 2009 Change  
Central Hungary 99.7 90.4 –9.6

Central Transdanubia 93.6 74.4 – 25.6

West Transdanubia 99.8 75.2 –24.8

South Transdanubia 100.8 84.8 –15.2

North Hungary 94.5 80.4 –19.6

North Great Plain 97.6 92.6 –7.4

South Great Plain 94.8 89.5 –10.5

Source: Own editing based on HCSO data
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catch-up rate show that Hungarian regional
development is strongly differentiated, and the
so-called centre–periphery relationship can
clearly be identified. According to the interna-
tional literature, a strong concentration of eco-
nomic activities such as this is typical of the
early stage of development. 

After reaching a certain level of income, with
an improvement in infrastructural conditions
and an expansion of the market, a more scat-
tered economic geography may be more advan-
tageous because of certain externalities (con-
gestion, overpopulation). As the gains from
human capital accumulation are the most sig-
nificant in the initial stages of development,
and the losses resulting from congestion do not
depend on the level of development, the rela-
tive significance of congestion grows in parallel
with the rise of the level of development.
Centrifugal forces become effective, and they
may already result in a more balanced regional
development. The Hungarian economy, how-
ever, has not reached this level of income
(according to the literature, around 80 per cent
of the average per capita GDP of the EU 27)
yet. Therefore, regional disparities are expected
to continue to increase. 

The economic crisis resulted in an interest-
ing, somewhat paradoxical situation. The crisis
has had an extremely unfavourable effect on
the economic performance of Hungary.
Nevertheless, in a paradoxical manner – even if
only temporarily and to a small extent– it
reduced regional disparities. This is explained
by the pro-cyclical nature of regional develop-
ment, which means that in times of upswings
sheltered (peripheral) economies grow more
slowly, but in times of crises the downturn is
less significant than in the central regions that
drive growth. 

Convergence and territorially balanced
economic growth require a faster increase in
income, employment and the economy in
weaker regions than in stronger ones.

However, it is rather difficult to decide what
measures would strengthen the growth capaci-
ty of regions most. The theory emphasises that
growth factors (e.g. human capital and R&D
investment, innovation) should be enhanced
simultaneously. 

Accordingly, it is clear that cohesion policy
may complement and support growth objec-
tives in a number of areas, as one of its most
important targets is real convergence, i.e. mak-
ing the less developed countries/regions catch
up. However, much depends on the efficient
utilisation of resources, and this efficiency rais-
es a fundamental question: supporting excel-
lence (the best developing regions) or balanced
development results in the highest efficiency? 

There are two basic approaches upon deter-
mining the priorities. 

Resources are concentrated to the nation-
al centres that develop best, which guarantees
the highest possible return on investment.
Other resources intended to be used for inno-
vative activities are also accumulated in these
centres (e.g. within framework programmes). 

Resources are concentrated to the weaker
regions, to activities that are not covered by
national programmes. The objective is to
enable less developed regions to participate, in
the future, in domestic and European projects
that focus on competitive, progressive research
activities and technological innovations. 

Based on relevant analyses, it is clear that the
complementary nature of growth and territori-
al concentration also entails serious economic
policy consequences. A trade-off problem may
arise: efficiency or equalisation? Decision-
makers have to decide whether it is worth con-
centrating the resources on the best, most pre-
pared centres (maximising the benefits to the
country and the region), or the resources
should be used for building out the innovation
capacity in the weaker regions as well, to enable
them to gradually become involved in more
innovative and more competitive programmes. 
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At first glance, the answer seems obvious:
supporting the outstanding regions in order to
maximise national welfare. However, a more
thorough examination of the two relevant poli-
cies of the Community (innovation and cohe-
sion) reveals that it is not necessary to take a
decision concerning the two possibilities (see
Table 10). Namely, through the coordination of
innovation and cohesion policies (i.e. through
the termination of the overlaps) both objec-
tives can be kept in view. In the event that inno-
vation and R&D are given priority, offsetting
the possible negative effects arising from the
aspect of cohesion may be the task of cohesion
policy.

If harmony between the two policies is
attained, it may bring the following benefits at
national level:

• development of regional research and
innovation capacities;

• it encourages the inclusion of research
achievements in local social–economic
processes; thus they may contribute to
economic growth faster;

• through its resource mobilisation ability, it
increases public and private research and
innovation investment in the region, which
has a benign effect on economic as well as
social development;

• through creating an innovative environ-
ment, the latest results of research and
innovation – without which there is no
chance of catching up – may reach the least
developed regions as well;

• with the coordination of innovation and
cohesion policies the whole innovation
process can be covered (while innovation
policy focuses on excellence, cohesion pol-
icy prepares for the innovation policy, and
ensures an innovative environment).

1 The -convergence shows the correlation between
the initial income and the growth rate. 

2 Verdoorn assumes a linear relationship between
labour productivity and output. The quotient of pro-
ductivity and output growth indicate an increasing
scale yield.

3 For further details on new growth models see, for
example, Meyer, 1995.

4 Regarding the role of the territorial dimension see
also: Csaba, 2006; Lengyel – Rechnitzer, 2004.

5 Catch-up rate, where yit
is the per capita GDP level in purchasing power
standard in country i, at time t; y*

tis the weighted
average of the EU 25; while is the absolute dif-
ference between t and t–1. In the case of a nega-
tive catch-up rate the difference between the
given country and the EU average decreases,

*
1–t1–it

*
tit

y–y
y–(y100  ráta atásiFelzárkózt ×=

Table 10 

THE “COMPLEMENTARY” NATURE OF COHESION AND INNOVATION POLICIES

Innovation policy Cohesion policy
Nature Sectoral Geographical

Territorial location of beneficiaries Best developing central regions Less developed regions

Supported activity The most competitive innovative activities Competition and innovation at regional level

(new, internationally competitive activities)

Strength Support to R&D Prepares for innovation programmes

Weakness Support to small, less rapidly developing Disregards the demand side of innovation

companies is missing

NOTES
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while a positive rate shows an increase in the dif-
ference.

6 This shows the developments in per capita GDP dis-
parity, i.e. the changes in the fluctuation of per capi-
ta GDP around the average value.

7 Brülhart and Sbergami (2009), however, call the
attention to the fact that the aggregate pattern masks
considerable heterogeneity across sectors. Their esti-
mates suggest that the growth effects of financial-
sector agglomeration increase as countries get richer

– consistent with a “reverse Williamson hypothesis”
for this industry.

8 For more details on expenditures spent on research and
development and on the correlation between growth
and competitiveness see Török – Borsi – Telcs, 2006.

9 GERD: Gross Expenditures on Research and
Development

10 Companies that do not need knowledge related to the
location and that may be characterised by low salaries.
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