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Abstract: Difficulties in measuring EU convergence, with its economic, social and territo-
rial dimensions are a consequence of not only problems emerging from the formal issues
(e.g. differences in public statistics methods and procedures) but also an effect of different
regional conditions. In this context, a “territory” should be considered not only as a subject
of analysis, but a variable itself. Thus, regional science can derive from intellectual heritage
of institutionalism, since institutional environment matters as a framework for interpreting
the factors of regional competitiveness. What can decide about the power of the European
Union, it is a variability of institutional contexts of regional development. This paper is an at-
tempt to review current discussion among regional economists, to what extent the theoretical
achievements of institutionalism (especially institutional economics) as well as the demand
for diversity of research methods in regional science (e.g. triangulation of quantitative and
qualitative methods), can be reconciled with methodological regime and the need to ensure
the comparability of results.
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Introduction

Every European Union enlargement has deepened economical divergence be-
tween member states and their regions. However, the economic aspect of this issue is
only a part of a broad scope of reasons of its internal diversity, including also social,
cultural or cognitive dimensions. First of all, these are measurable and fairly not van-
ishing disparities in GDP per capita confirming an observation that there is no “one
global optimum” for the UE area but a contrary — one must admit various stages as
well as various rates of development. On one hand, analysis of regional disparities
in EU (especially when countries are a spatial level of research) reveals that regional
convergence is actually being observed, but as a very slow process [Gawlikowska-
Hueckel 2002].
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On the other hand, the biggest UE enlargement which took place in 2004 and
which included the poorest countries in the history has deepened again economic
divergence inside the Community. During last years, according to the Fifth Report on
Economic, Social and Territorial Cohesion, despite the fact that economic growth has
led to a marked narrowing of regional disparities in GDP across the Union as a whole,
it has not prevented disparities from increasing in a number of states. For instance,
in Romania the coefficient of variation rose from 15 in 1995 to 44 in 2007, reflecting
the relative concentration of growth in one or two regions, especially the capital city
region [European Commission, Fifth Report... 2010, pp. 11-14].

Besides, it is not only a tempo but also a way of catching-up that should be taken
into account. For example, in the UE there are both countries that chosen a strategy
of higher GDP growth rates but for the price of its higher concentration in few biggest
growth poles (regional polarization) and countries that try to balance growth rate with
regional cohesion [Sokotowicz 2008, pp. 7-22].

Above facts are clearly signaling that a picture of European economy is differ-
ential. There is no doubt one could really identify one simple reason of this. There are
for sure not only size of the country, number of its inhabitants, stage of development
or geopolitical location separately, that can decide about it. This is rather a combina-
tion of these and many other (later discussed) elements responsible for this. In this
context it should be noted that for such a wide variety of structures, a “one-size-fits-
all” strategy of building European competitiveness cannot be implemented.

In other words, different countries and different regions are repeatedly finding
“different routes for the same purpose”. It does not mean, however there are better or
worse routes, since everyone emerges from different spring — and this is the reason
why territorially rooted institutional context of regional and national development
matters. In these conditions, regional science can derive from intellectual heritage of
institutionalism, which assumes, inter alia, that historical path of development implies
the way economic actors act to achieve their objectives. In a broader context, institu-
tional environment (shaped especially strongly in the conditions of spatial proximity),
not only constitutes the framework but also can be a source of new ideas and thus — it
can contribute to sustainable competitiveness.

That is why an author shares an increasingly common thesis that there is no one-
speed Europe and the real value of the “European” is not determined by its uniformity,
but the variety of territorialities. Bearing this in mind, one must state that what can really
decide about the power of the European Union, it is a variability of institutional contexts
of regional development. This thesis would be considered as a kind of truism since after
all, the “soft law” in framing conditions for European bodies’ functioning exists for
tens of years (e.g. open co-ordination method). However, it can successfully refer also to
research programs aiming at measuring EU member states’ and regions’ development
conditions and achievements. In other words, research program on regional develop-
ment should be adapted to the specificities of the member countries and regions. The
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aim of this paper is to overview an compile the increasingly popular discussion among
regional economists (with the usage of institutional economics framework), to what ex-
tent the demand for diversity of research methods in regional science (e.g. triangulation
of quantitative and qualitative methods), can be reconciled with methodological regime
and the need to ensure the comparability of results.

1. Institutional economics as theoretical proposal
for exploring regional diversity

In economics and in regional science, so called institutionalism or institutional
economics' can be perceived as one of the most fruitful theoretical framework, con-
tributing to a thesis, that specific social, relational or cultural conditions do indeed
cause the differences in economic performance of such unites as enterprises but also
nations, cities and regions, which at the very beginning have at disposal similar ge-
neric resources?. Ipso facto, institutionalism can contribute effectively to explaining
not only the reasons of spatial economic disparities, but also the nature of processes
standing behind these reasons®.

However, institutional economics is not a single and well established branch of
economics and social science, but rather a bunch of different schools and concepts.
One should recognize especially the difference between the “new” and the “old”
institutionalism. “New institutionalism” derives from many concepts of classical
economics, treating institutions as something that restricts individual behavior. On
the other hand, “old” institutionalism treats institutions as a result of social relations
[Hodgson 1993, p. 253] and does not fetish the values of individualism [Cumbers
et al. 2003, p. 327]. Besides, one should see a difference between the New Insti-
tutionalism (including some works of evolutionary economics, French regulation
school and even many other derivatives of the “old” American institutionalism) and
so called New Institutional Economics (NIE) [Moulaert 2005, p. 21]. Firstly, New
Institutionalism is considered to be more diversified in terms of presented views. It

' Tt must be stated, however, that the importance of institutions for economic processes is
shared not only by the various strands of institutional economics, but also by other various strands
of economics, such as the evolutionary economics, whose one of main representatives is Geoffrey M.
Hodgson [see: Hodgson 1997; also: Nelson, Winter 1982].

2 At national level, the idea that various configurations of institutional arrangements have led
to the emergence of different forms and models of governance is not new. In this way, B. Amable
has distinguished five models of capitalism: 1. The market-based Anglo-Saxon model (UK, USA,
Australia, New Zealand, Ireland), 2. Social democratic model (Sweden, Norway, Denmark), 3.
Continental European model (France, Germany, Netherlands, Austria), 4. Mediterranean model and 5.
Asian Capitalism (Japan, Korea) [Amable 2003, pp. 13-15]. This context is also an important subject of
institutional analysis of French regulation school [Chavance 2007, pp. 80-86]

3 Particularly first works in economic geography, referring to the institutional economics are
worth mentioning here: [Amin, Thrift 1994; Cooke, Morgan 1998; Storper 1997].
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includes such theoretical schools as Austrian school (Hayek), old American insti-

tutionalism represented by Commons and Veblen while the latter is also regarded

as the founder of evolutionary approach, which is under significant influence of
psychology and biology. New Institutionalism alludes strongly (as opposed to the

NIE) to the historical pensée (the German Historical School) and a contextual defi-

nition of the institutions (Commons) [see also: Moulaert 2005, pp. 28-30]. Besides,

it is strongly interconnected with economic sociology [Swedberg 1987] and refers

to endogenous sources of innovation [Hodgson 1988; Moulaert, Lambooy 1966,

pp. 217-237]. Instead, NIE shares many assumptions with mainstream economics;

i.e. presupposes the existence of individuals striving to maximize their utility (self-

interest) under conditions of limited access to information, including the reduction

of transaction costs*. In other words, NIE examines how the relationships between
individuals shape institutions (individualistic approach), but does not examine the
dimensions of the collectivist institutions [see also: Moulaert 2005, p. 23]. Despite

a considerable diversity of institutionalism, it is worthy to follow Chavance who

pointed out there are four common characteristics or every strand within institu-

tional economics [Chavance 2007, pp. 100-101]:

1. The sphere of economics depends on the sphere institutions®. All institutional ap-
proaches schools reject or at least distance themselves from the assumptions of
neoclassical economics about perfect rationality® of the individuals, as well as the
need for a “too simplifying” mathematical formalization of explanatory models.

* The conception of transaction costs, initiated by Coase [1937, pp. 386-405] and developed by
Williamson [1975] is a core of every analysis made in the framework of New Institutional Economics.
Transaction costs result from the fact that in addition to the market price paid to finalize transaction,
economic entity should consider also other costs associated with searching for contractors, negotiating
prices, costs associated with the risk of unreliability of contractors, transaction fees, insurance, efc
[Nowakowska et al. 2019, p. 142].

5 Institutions are understood here as sets of common habits, routines, established practices,
rules, or laws that regulate the relations and interactions between individuals, groups and organizations
[Edquist, Johnson 1997, p. 46]. In other words, institutions are perceived in a broad context; they
are “rules of the game”, referring to their popular definition proposed by North [1997, p. 5]. Thus,
among institutions one should mention not only formal ones, organized by the state and referring to
commonly and legally binding codes of acting, but also spontaneous ones, based on cultural norms
and conventions, as well as institutions shaped through private interactions, e.g. finalized by private
agreements [see e.g.: Webster, Lai 2003, p. 60].

Following this path, in a capitalist economy, among basic institutions there are also such social
constructs as ownership, money, market exchange or enterprise. In this context, while in a mainstream
economics competition is analyzed as given, from institutional perspective competition is not an axiom
but a consequence of specific social rules, such as freedom and responsibility. In this context it is not
surprising that competition as a form of market structure (and market structures themselves), are forms
of social relations, characteristic for the Mediterranean civilization and culture, but undoubtedly not
the only forms of these relations [see: Klimczak 2005, p. 22].

¢ Institutional approaches refer to the concept of o bounded rationality of Herbert A. Simon’s
[see: Simon 1959, pp. 253-283]. According to his assumption, economic decisions can never be fully
rational, since every human being: 1. Uses a simplified picture of reality, 2. Is not able to analyze the
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2. Every institutional approach concentrates on the problem of change’. In this con-
text, institutions are perceived as factor that ensures a certain level of stability in
the face of changing economic conditions.

3. Institutions are also a subject to change — every approach tries to examine the
reasons and the processes of evolutionary or revolutionary transformation of insti-
tutional conditions.

4. Each school refers to the issue of the emergence of the new institutional order.

In other words, institutional economics takes into account the social context of
economic processes and stresses the evolutionary nature of economic growth. At
the same time, it departs from basic assumptions of neoclassical economics of one
hand, but also Marxian determinism and reductionism, on the other hand [Cum-
bers et al. 2003, p. 325].

In parallel with the growing interest in institutional economics, the study on
the issue of path-dependency, having its root in evolutionary economics, has been
developed [ibidem, p. 328]. In fact, the definition of this phenomenon may be reduced
to the thesis that the evolution of business, technology and territories is the result of
earlier decisions [Arthur 1994]. Path-dependency involves a specific group of actors,
organizational formations, technical systems and their knowledge bases, as well as an
institutional and cultural setting [Schienstock 2007, p. 170].

Schienstock suggests distinguishing five interacting factors in the process of path
creation: 1. A window of new opportunities, associated with a new techno-organiza-
tional paradigm, 2. The prospects of new businesses and new markets, 3. Pressures
coming from external socio-economic factors, 4. Key change events, and 5. The human
will to change things [Schienstock 2007, p. 171]. Bassanini and Dosi mention the fol-
lowing factors: 1. The emergence of a new technological paradigm, 2. Heterogeneity
among actors, 3. The co-evolutionary nature of many processes of socioeconomic ad-
aptation, and 4. The invasion of new organizational forms [Bassanini, Dosi 2001, p. 62].

Therefore, in consideration of the role and functions of institutions in the econ-
omy one cannot ignore the fact that the latter, under certain conditions, may also
constitute barriers to change and innovation. Institutional changes are rather slow
and always follow technological changes. There are barriers to the acceleration of
institutional changes, and there are behavioral patterns responsible for this. Institu-
tions may therefore act in two directions: to hasten and to delay the effects of changes
[Okon-Horodynska 1998, p. 46].

entire set of possible solutions, 3. During the decision making process, uses simple heuristics in place
of in-depth analysis of the existing state. As a consequence, economic decisions are not based on first-
best possible solutions but on first options considered satisfactory by specific person at a specific time
and in specific conditions [Kacprzyk 2005, pp. 123-125]. For the history of development of the idea of
bounded rationality, see also: [Jones 1997, pp. 297-321].

7 Contrary to the mainstream economics, which concentrates mainly on the problem of
equilibrium.
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In conclusion, institutional economics or more broadly —an institutional approach,
has much to offer to regional science. As Healey proposed, it can contribute to develop-
ment of so called “place-focused” discourse, since places are socially constructed, on
the relationships and their history [Healey 1999, p. 118] and internal relations between
regional actors. This can be successfully considered as the quintessence of the marriage
of an institutional approach and modern concepts of local and regional development.

Thus, analyzing briefly main theoretical strands of institutional economics, one
can try to identify the possibilities of applying them in the research on territories.
Among these strands one can mention: 1. Classical thoughts of institutional econom-
ics (including current neoinsitutional concepts), 2. Various concepts classified as parts
of New Institutional Economics (property rights theory, transaction cost econom-
ics, agency theory and public choice theory) and 3. Territorially-oriented approaches
which are close to institutional economics such as social embededdness concept or
economics of proximity.

First of institutional branches mentioned above, criticizes to much extent some
assumptions of mainstreams economics, sometimes even opposing institutions to
free-market mechanisms. Institutions are treated as a heritage of the past which can
be responsible for some inertia of development paths but thanks to that, guarantying
the stability of social and economic structures. From the regional science point of
view, institutional context is determined not only historically but also geographically
(territorially). The spatial differentiation of institutions will, therefore, strongly cor-
relate with the spatial differentiation of economic development.

The second of institutional schools — New Institutional Economics — does not
negate the fundamental assumptions of mainstream economics. On contrary, it analy-
ses behavior of actors seeking to maximize their utilities, where institutional settings,
are treated as “a set of rules”, according to which their decisions can be taken. First
on its sub-domains — property rights theory — is based on a thesis that clearly defined
structure of these rights (with the general the primacy of individual ownership over
the others), should be treated as a cornerstone of well-functioning economy. There-
fore, institutional system should be primarily responsible for the respect of property
rights. In the regional science, usefulness of this trend is mainly associated with the
search for the optimal allocation of property rights in space and thus, can be used in
spatial planning or real-estate research.

Another element of NIE — transaction costs economics — is built around search
for optimal economic structures that promote the minimization of transaction costs
in market. Institutions here are analyzed as a tool of diminishing the cost of “using
market mechanism” (by ensuring transparency and predictability of transactions) as
well as “rules of the game”, where economic agents (enterprises, households, but also
public agencies) are treated as a players. In the territorial context, transaction costs
economics can be applied in testing the correlation between territorial proximity (be-
ing often a source of informal institutions) and the level of transacting costs. Another
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area of application refers to the concentration of so called transaction sector in the
biggest urban (metropolitan) areas of the world)?.

Agency theory as a next strand of NIE is based on assumption that transactions
are met not only outside but also within organizations. The subject if inquiry is here
the relation between the principal (owner of enterprise, public agency founder, etc.)
and the agent employed in order to act on behalf of the former. Institutional arrange-
ments are responsible here for minimization of internal transaction costs of organiza-
tions, by motivating agents to realize principals’ aims. Besides the use of analytical
instruments of agency theory for the improvement of management processes in local
or regional organizational structures, they can also be used to study the inferiority-
superiority relationships in local government as well as between different levels of
public administration (e.g. central power vs. local power).

The interest of public choice theory is the analysis of collective choices using
the apparatus of classical economics (methodological individualism, the assumption of
rationality of behavior). In the research devoted to local and regional development, this
theory allows to analyze: a mechanism of local government elections, the search for op-
timal forms of territorial management of complex structures, and finally search for the
optimal allocation of power between different levels of government (decentralization).

Last of institutional strands discussed here (embededdness concept, economics
of proximity) also assume that economic relations are shaped by certain institutional
conditions and constraints. Each of the forms of economic activity located between
the market and the hierarchical structure of the organization, is woven the web of
interpersonal relationships, conditioned by a certain degree of proximity. Thus the
latter decides about institutional quality of economic relations and as such, depends
also on social structures, considered in the next chapter.

2. Regions and territories
— where economics and sociology meet

The process of European integration is parallel to the processes of economic glo-
balization. In this context however, a thesis about “the end of geography” [O’Brien 1992]
or territory as a passive reservoir of basic resources, exploited by nomadic transnational
corporations [see: Amin 1999, p. 210], found their counterarguments very quickly. In
early nineties, many discourses about region as an important source of competitive
advantage have occurred. Among them one should mention the concept of clusters,
popularized by Porter [1990], works of Saxenian [1994] on the “success stories” of Sili-

8 Because of such phenomena as increasing specialization and division of labor, technological
change in production and transportation accompanied by increasing firm size, and the augmented role of
government in relationship to the private sector, one can observe the growing size of transaction sector in
time, offering services aiming at minimization of transaction costs [see: Wallis, North 1986, pp. 95-162].
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con Valley and Route 128 as well as theoretical considerations of Scott [1998]. What is
important, these works refer to the broader theoretical context of institutional econom-
ics and evolutionary economics [Scott 2000, p. 31]; among the most significant contri-
butions one can mention: [Hodgson 1997] and [Nelson, Winter 1982].

Rediscovering the growing role of region as a specific economic entity is one of
important phenomenon in literature in economics and economic geography. Recently,
especially representatives of Californian school of economic geography, called also
new industrial geography, underline this aspect. Scott and Storper point out that in
the époque of global communication and long-distance data transfers, geographical
proximity and its impact on spatial concentration of economic activity still matter in
case of many transactions. Contemporary economy can be characterized not only by
internationalization of business activities, but also by growing level of complexity
and diversity of economic interactions.

And thus, while transactions which are relatively frequent, predictable, sim-
ple and easily codifable are indeed not sensitive to geographical proximity, relations
characterized by high complexity, irregularity, uncertainty as well less limited codi-
fication and predictability (which are of growing importance in a knowledge intensive
economy), are still embedded in regional context [Scott, Storper 1995, pp. 506-507].

That is why the regionalization of production systems is intensified by localized
technological learning processes and by the location inertia that is created in the process
of accumulation of a mass physical capital at particular locations. In this manner, re-
gional industrial agglomerations continue to be significant elements of the landscape of
capitalism, even in a world of steadily globalizing economic relations [ibidem, p. 509].

To confirm thesis about important role of regional or local and regional di-
mension’® of economy, Scott and Storper use the example of the processes of grow-
ing divergence of spatial redistribution of gross domestic product in both developing
and well developed countries. Despite revolution in telecommunication technology
and lowering transport costs, mechanism of spatial concentration of production still
works. It is stimulated by important role of external effects of agglomeration of eco-
nomic activity, leading to better possibilities of finding appropriate workers, co-oper-
ators, suppliers, partners, who support flexible specialization of territory and creation
of networks promoting fast diffusion of innovation [Scott, Storper 2003, pp. 579-593].
In this context, in contemporary global economic landscape, the phenomenon of “re-
gion states” (as Ohmae calls it, equally extreme as periphrastic), becomes more and
more discussed. Under this term Ohmae understood areas that are not limited by

% In recent years many authors have partly resigned of analyzing differences between so called
“regional” and “local” scale of development [Bunnell, Coe 2001, pp. 569-589]. They often replace it
with a term “territory”, which is especially visible in French regionalists’ literature. In this sense, “ter-
ritory” does not reflect clearly defined spatial area, but is rather a “philosophy” of perceiving it as a
specific space of economic and social relations. In this sense, territory is not given, but rather created
by “actors” operating there [Jewtuchowicz 2005, p. 64].
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existing political borders. If these borders even exist, they rather follow than precede
real flows of human activity. They do not menace national states and they are not
protected by military forces. They are rather “natural economic zones”, in which hu-
man, material, intellectual, social resources concentrate, making some of them most
important players in global economy [Ohmae 1993, p. 79].

At the same time, Cooke with Morgan [Cooke, Morgan 1998], Malmberg [1996,
pp. 392-403] in Europe, as well as Florida in USA [Florida 1995, pp. 527-536], has
concentrated their attention on the phenomenon of learning regions, defining them
as territories that are functioning according to the logic of networking, where mutual
relations, thanks to the proximity of actors as well as proximity of supporting institu-
tions, lead to effective knowledge spill-overs. In other words, their research focused
on such regions as Baden-Wiirttemberg in Germany, Californian Silicon Valley or
Italian industrial districts revealed that specific relations resulting from territorial
(but also social, organizational, institutional or cognitive!®) proximity, can be per-
ceived as specific resources on which competitive advantage can be build. They are
sources of learning and allow regions to adapt to changes in the environment.

Similarly, Maskell et. al [1998] underlined that so called facit knowledge
spreads best in a situation of direct contacts which are naturally strengthened by
geographical proximity. Finally, also Becattini with Rullani [1993, pp 25-40], Asheim
[1997] and Noteboom [1999, pp.127-150], introduced the distinction between codified
knowledge, transferred via trans-local networks (transnational corporations, educa-
tional and training institutions, specialists press, efc) and facit knowledge, rooted in
relations of proximity, resulting from a local “industrial atmosphere”, acquired in the
workplace and in daily activities and interactions between the various actors''.

Treating locally developed social relations in terms on their impact on building
specific resources (resources that are rooted into regional context and “territorially
tied”), seems to be strongly associated with institutional aspect of economic relations,
especially via the theoretical context of social capital'? but on the regional level, even
stronger, via the concept of embededdness.

The origins of the concept of embededdness date back to works of Polanyi
[1944, 1957], developed recently in the field of so-called “New Economic Sociology”
[Swedberg 1991, pp. 251-276]. Besides, the main thesis of this concept is rooted deep-
ly in the context of institutional economics claiming that economy is embedded in
both economic and non-economic institutions defined as the restrictions established
by the people for structuring their relationships. They consist of formal (such as a

1% About various types of proximity, mutual interdependencies between these types and impact
of proximity on changing geography of economic flows, see writings of economics of proximity, for
example: [Boschma 2005, pp. 61-74; Rallet, Torre 2005, pp. 47-59; Paradigme...1999]. On the other
hand, on “temporary geographical proximity” see: [Maskell ef al. 2011; Torre 2008, pp. 869-889].

" An extensive literature review on this issue also in [Amin 1999, pp. 365-378].

12 Among milestone contributors to the theory of social capital one should mention Pierre
Bourdieu, Francis Fukuyama and Robert Putnam: [Bourdieu 1984; Fukuyama 1995; Putnam 2001].
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rules, laws, and constitutions) and informal constraints (such as behaviors, conven-
tions, beliefs) as well as rules for their implementation in practice [Chavance 2007,
p. 39]; interpreting: [Polanyi 1957, p. 249].

The term embededdness means that every economic relation is not an effect of
implicitly rational decisions of independent entities because, in fact, these entities are
never fully independent. Economical decisions are always under influence of context
that is deeply rooted (embedded) in social interactions that constitute specific pat-
terns of behaviors. In other words, the concept of embededdness is based on a thesis
developed by Granovetter that all economic activities are rooted in social network
relationships [Granovetter 1985, p. 481].

According to Granovetter, every analysis of intermediate forms of economic ac-
tivities between pure markets and pure hierarchy is bound with networks of personal
relations and disregarding this context is doomed to failure. Ipso facto, the social (in-
stitutional) context of economic action shall be not a secondary but the main aspect
of processes governing it. In other words, “as rational choice arguments are narrowly
construed as referring to atomized individuals and economic goals, they are incon-
sistent with embededdness position (...)”. Referring to the thesis that every economics
action is rooted (embedded) into social structures and relations, Granovetter suggest
abandoning an absolute assumption of rational decision making, as Harvey Leiben-
stein did in his concept of “X-inefficiency”, based on so called “selective rationality”
[Granovetter 1985, p. 505, following: Leibenstein 1976].

The problem of embededdness uses a similar conceptual apparatus that the con-
cept of territorialisation, based on the assumption that what contributes to the process
of strengthening institutional framework (interpreted in the context of external econ-
omies'), it is a territorial proximity. Even in the age of growing role of other types
of proximity, spatial proximity is still a prerequisite factor of reducing transaction
and communication costs, since it facilitates the development of common codes and
common language [See also: Oinas 1990, pp. 363-372; Ghemawat 2001, pp. 137-147].

Review of the extensive literature on the growing role of the territory in contem-
porary increasingly open economy, in conjunction with the literature on institutional
economics leads to the conclusion that today region cannot be identified with physical
space only, treated in traditional location theory. It is not a “‘container” of land, capital,
labor and it cannot be perceived mainly in the context of transport costs, but is rather
considered as “a form of organization that reduces uncertainty and risk, and which is
a source of information and accumulation of knowledge and capabilities supporting

13 External economies are advantages of the operation of businesses in small geographic
distances and can be related largely to the spatial externalities that arise from the benefits that apply
to a single company by the mere fact of its existence in space in which there are many other operators
[Marshall 1920]. Co-location of similar business (even economic rivals) in a local production system is
a classic example of external economies, where the success of one company does not remain unnoticed
by the other [Maskell 2001, pp. 921-943].
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innovation potential” [Pietrzyk 2006, p. 34]. This has undoubtedly consequences for
normative approach to regional development, where neither pure Keynesian nor liberal
approach proved to be effective. However, one can identify some kind of “third way”
which is based on the concept of endogenous regional growth. This approach does not
have yet a coherent theoretical framework but in a layer of policy making it involves
a number of very diverse concepts and tools, such as: bottom-up perspective, sensitiv-
ity to the specific conditions of individual regions, long-term perspective of regional
development policy and a plurality of actors [Amin 1999, p. 365-366]. This concept
also emphasizes the importance of the social foundations of economic processes and
sometimes is being called New Regionalism. Its basic tenets are most briefly and aptly
expressed by Gren in his works on territorial dimension in Sweden, Spain and France.
He indicated main assumptions of new regionalism as follows:

— region is a prime agent of development,

— region is an independent entrepreneur searching for investments,

region is the level on which the opportunities and threats of the European integration
processes and a globalised economy should ideally be met [Gren 2002, pp. 79-101,
cited in: Gasior-Niemiec 2007, p. 141].

It is also worth noting that “new regionalism” differs from the “old” regionalism
in widening the scope of the role of government in economic matters. In this view,
local government is responsible not only for providing services in the field of public
interest, but should also support local economic development, e.g. contributing to
internationalization of local economy, promoting the competitiveness of firms and
building capacity of metropolitan potential [ Lackowska 2009, p. 65].

3. Implications of institutional perspective
for the research and the regional policy

One of the biggest challenges of institutional economics is the use of its assump-
tions in the empirical analysis. These difficulties arise from both the construction of
theories or their operationalization (such as ambiguity in defining the institutions
[see: Hodgson 2006, pp. 1-26], the diversity of institutional trends, fuzzy concept of
informal institutions), and problems with acquiring valuable data, particularly on the
sub-national level. In consequence, what does institutional approach mean primar-
ily for research program on territories, it is a need of combining different methods.
A methodological cross examination' can be one of ways that can help to detect re-
gional specificities. First of all, this cross examination should refer to a combination
of quantitative and qualitative approaches.

4 In 1970, Denzin distinguished four forms of cross examination in the research process,
defining it as triangulation: data triangulation, investigator triangulation, theoretical triangulation as
well as methodological triangulation [see: Denzin 2009, p. 301].
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As far as a quantitative approach is concerned, it is able to capture an overall
picture of investigated problem and thus, gives a possibility of formulation of uni-
versal and, what is an even more important, comparable conclusions. However, this
kind of research, based on formal mathematical models, is by the nature of the matter,
doomed to far reaching simplifications. For example, when it comes to quantitative
methods of clusters® identification (e.g. input-output, location quotient), they iden-
tify concentration of enterprises in specific industries only, staying silent about the
internal structure and functioning of potential clusters (the quality and organization
of business networks) [Nowakowska et al. 2009, p. 267-269]. Also Krugman admits
that among three basic sources of agglomeration economies indicated by Marshall
[1920, pp. 55-57] (information spillovers, non-traded local inputs, and local skilled
labor pool), the quantitative branch of regional sciences — New Economic Geography
— investigates only one of those, namely backward and forward linkages, omitting
knowledge spillovers and labor pool [Krugman 2000, p. 59].

When it comes to quantitative research on regional level, there is also a re-
current problem with gaining suitable and comparable statistical data. Also, spatial
unit of analysis is often not conducive but a barrier for obtain reliable results. In
regional science, one can observe so called modifiable area unit problem (MAUP),
which states that “the number, size and shape of the chosen spatial unit might affect
the results of the analysis. This is a consequence of the fact that the number of ways
in which fine scale of spatial units can be aggregated into larger units is often great,
and there are usually no objective criteria for choosing one aggregation scheme over
another” [Bertinelli, Decrop 2005, p. 569].

Also, when applying institutional studies, a problem of reliable data also ap-
pears. For example, research on the level of transaction costs as a part of New Institu-
tional Economics, faces the problem of difficulty in measuring these costs, which are
not revealed directly in market transactions. In consequence, different types of costs
may require different methodologies. Reliance on financial or other monetary data
neglects some types of costs (e.g., time which must be spent on making transaction).
In these case, rather qualitative surveys may be required to obtain information on
these types of transaction costs [McCann et al. 2005, p. 538].

What is also important, the smaller geographical unit of activity is, the more
blurred quality of statistical information it provides. For example, research of Key et
al. [1994] revealed, that for national market sectors, the typical R’ value achieved in
econometric models is 0.85-0.95. Equivalent models of regional markets show R’ val-
ues around 0.75-0.90. Thus, “as one goes deeper, the ability to generalize dissipates
and the quality of aggregate analysis and explanation becomes weaker.” [Guy, Hen-
neberry 2000, p. 2405].

5 Defined as geographic concentrations of interconnected companies, specialized suppliers,
services providers, firms in related industries, and associated institutions in particular fields, (...)
linked by commonalities and complementarities” [Porter 2008, pp. 213-214].
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As Lambooy has noticed [Lambooy 2001, pp. 301-302], Perroux considerations
on so called growth poles [Perroux 1955, pp. 307-320], well-known among regional
economists, were placed by the author in quite an abstract space of economic rela-
tions. In other works, economic forces leading to concentration of human activity and
resources were perceived as a-spatial, a-temporal and a-social. Meanwhile, empirical
studies such as the those in Mezzogiorno in Italy, Baden-Wiirttemberg in Germany
or Silicon Valley in USA have shown, that geography and society or, geographical-
ly-constructed social conditions for economic relations, still matter. In this context, a
quantitative approach can contribute significantly to various regional analyses. Its main
characteristic is it tries to answer the question “how?” or “why?” rather than the ques-
tion “how much?” or “how many?”. It is based on less rigorous ways of obtaining in-
formation (open questions, focused interviews, observation, efc.). Qualitative research
is suitable for the analyses conducted on local or regional level also because it is based
on no-probability sampling and smaller samples. However, this approach requires a
higher level of engagement and expertise from the researcher, who, especially in case of
regional science, should remain sensitive to territorial (institutional) context.

The biggest weaknesses of qualitative approach lies in a fact, that despite more
extensive analysis, there is usually much smaller number of cases that can be com-
pared on the interregional level. Besides, smaller possibility of generalizing results
and more subjective methods of analyses cause difficulties of its falsifiability. Finally,
institutionalism which is itself sensitive to qualitative research, carries the risk of
explains so much as almost nothing. For example, such notions as embededdness are
often uncritically borrowed from institutional economics, without an accurate defini-
tion of its meaning [Cumbers et al. 2003, p. 327].

In consequence, more and more research projects are based on combination of
various quantitative and qualitative methods. This is especially observable in applied
research projects, formed at the interface between different scientific disciplines as
well as at the interface between science and policy. In regional science and regional
studies, such concepts and methods as regional and technological foresights'® and
benchmarking'’, can be given as best examples.

16 Foresight can be defined as a set of various tools used for the prediction of development trends
(Practical Guide to Regional Foresight, FOREN Network (Foresight for Regional Development),
European Commission Research Directorate General, STRATA Programme, December 2001). It is
a systematic way of assessing future trends, technical and technological capabilities, resulting from
recent scientific developments that may have a strong impact on society and its future development. It
is also defined as a dialogue aimed at identifying technologies that can have economic and / or social
significance [Piasecki 2004, p. 9].

7 Benchmarking can be interpreted as a continuous process of measuring products, services
and procedures in relation to the strongest competitors or those companies that are considered to be
industry leaders [Sage, Rouse 1999, p. 341]. Benchmarking is nowadays used also for non-commercial
activities, such as benchmarking of cities and regions, technology and science parks, but also: airports,
universities energy suppliers or health care organizations. Benchmarking is also used for evaluation
of more complex economic structures, such as regional innovation systems, or whole public services’
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Institutional approach suggests also a combination of various ideas on the field
of policy recommendations. The latter are nothing more than just metaphors. What is
symptomatic that simplifications are used by both the followers of liberal approach and
supporters of public interventionism. Both sides simplify reality too much, creating a
vision of “institutions almost free from the institutions”. The postulate of centralization
usually does not refer to the problems, how the public agency should be created, what
kind of jurisdiction should control it, how to select agents and reward them, how to ob-
tain the information necessary for decision-making, etc. Postulate of full privatization
does not refer to how to define property rights, how to measure the value of individual
assets (e.g. common resources, public spaces), who should cover the costs of exclu-
sion from consumption and to resolve conflicts relating to property rights, efc. In this
context, the greatest contribution of the institutional economics to science and policy is
to realize that these “institutional details” remain extremely important. This universal
assumption should be also valid in regional science and regional policy.

In regional research, a triangulation exercise is only one important aspect. One
should bear in mind that another one is sensitivity to the territorial context. Thus, Eu-
ropean Commission in the Fifth Report on Economic, Social and Territorial Cohesion,
underlined that there are three main determinants of regional economic development:
the level of innovation, the quality of infrastructure and the capacity of institutions [Eu-
ropean Commission, Fifth Report... 2010, p. 1]. This Report, in the procedures meas-
uring the level of cohesion, has referred directly to the works of Stiglitz-Sen-Fitoussi
Commission on the Measurement of Economic Performance and Social Progress'®.

This means that regional and local case studies can contribute significantly to
the stock of knowledge about processes influencing economic, social and territorial
cohesion. However, in order to ensure their comparability and to elaborate a common
“research code”, a creation and development of platforms for collaborative research is
necessary. In this context, one of best European example is ESPON research program.

Finally, one must avoid both the theoretical and methodological simplifications.
For example, such as spatial planning is not a sectoral policy, because it requires an
interdisciplinary approach, also the research program on the regions requires an inter-
disciplinary approach. But still, in order to abstain from self-fulfilling prophecies and
all-explanatory models one must underline that institutional approach does not mean

systems. From the methodological point of view, each benchmarking is a heuristic research method
and uses combination of quantitative and qualitative approaches and each refers to the need of analysis
of both internal processes and organization’s outcomes (internal perspective) and organization’s
environment (external perspective).

18 The Commission on the Measurement of Economic Performance and Social Progress has been
created at the beginning of 2008 on French government’s initiative, as an answer to the inadequacy of
current measures of economic performance, in particular those based only on GDP figures. Commission
offered a more comprehensive way of measuring the level of development, concentrated not only on
the raise of production but also on capturing many other aspects of “well-being” [for more details, see:
Stiglitz et al. 2011].
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a complete methodological freedom but rather sensitivity to diversity of methods, as
well as objects and subjects of the research.

Conclusions

The analyses of chosen aspects of economic, social and territorial cohesion in
the EU, leads to a thesis that due to the great diversity of development paths, there
is no single-speed Europe and there are no “one-size-fits-all”” approaches to regional
development policy. This paper is of “review-and-classification” nature, as well as
a theoretical proposal of a broader use of institutional approach in regional science,
since regional science, by its nature, should be sensitive to territorial diversity.

Since there are many strands of institutional approaches (classic institutional-
ism, New Institutional Economics and other), there are many possibilities of their
application in territorial studies. Old institutionalism offers a set of thoughts helpful
for eclectic (mainly holistic and qualitative) studies on territorial differences of de-
velopment paths as well as on the role of public authorities in development’s stimula-
tion. New Institutional Economics can contribute to regional studies by more strict
methodologies of economic research, borrowed from classical economy. As such, its
apparatus can be used for the research on the structure of ownership in territorial
units (property rights theory), the measurement of transaction costs and transaction
sector as well as quantitative analysis of costs and benefits of co-operation between
enterprises (transaction costs economics) or within enterprises and other organiza-
tions (agency theory). NIE allows also for both quantitative and qualitative studies of
delegation of power and comportments of local politicians and their electorate (public
choice theory). Finally, institutional concepts open a way for searching the added
value of studies which are on the verge of such disciplines as economics and sociol-
ogy (the embeddedness concept, economics of proximity).

However, the diversity of institutionalism with its theoretical and methodologi-
cal consequences, raises many challenges in the design of research in general, and the
sub-national level particularly. In practice, an institutional approach in its empirical
dimension shall mean a need of cross-examination of research methods and tools
and, what is more important, sophistication to the territorial context. From this point
of view, the biggest added value can be created at the interface between scientific dis-
ciplines (economics, sociology, geography, core competencies based approach, etc.)
[See, for example discussion of: [Amin, Thrift 2000, p. 8]. One should also bear in
mind the problems of acquiring suitable and sufficiently detailed data on the territo-
rial level, which could probably also cause changes in the public statistics.

Similarly, also regional policy should be sensitive to the territorial context, be-
cause in the era of post-modernism one can not speak of universal solutions, as the
latter just do not exist. What is more, it is a difference and diversity, on which regions
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can build their core competencies and specific resources. For example, in the discus-
sion on the policy of dealing with regional disparities, we should generally avoid a
“one-zero” dichotomies, such as “public interventionism vs. liberalism”, “regional
convergence vs. polarization” or “supporting cores vs. helping peripheries”. Although
important for understanding the general processes, such opposites omit the fact, that
what is observable in contemporary economy and contemporary society, it is the
growing complexity of the processes, and hybridization of the structures, indicated
by the institutionalists. Especially on local and regional level, diversity becomes actu-
ally a serious challenge for both research and practitioners.

For researchers, however, it does not mean the dismissal of the rigor of for-
mal methods. On the contrary, institutional approach requires more broad knowledge
about the phenomena and methods that can be combined, as well as strong interdis-
ciplinary co-operation in this field. Therefore, what is crucial, it is the creation of
research platforms, enabling this co-operation on one hand and the comparability of
data and results obtained on the other.
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