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A closer look at the dynamics of regional
convergence
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Different theoretical explanations for regional
convergence/divergence patterns

Neo-classical growth theory- Solow growth model
Regional Development theories- Hirschman-Rostow
Development economics- growth by state intervention

Endogenous growth
Capital logic
Dependency, unequal exchange




Not only the amount of capital flow but also the main
attributes of the flows of capital matters in
covergence/divergence patterns

*Financial flows by instruments
*Financial flows by sectors
* Geographies of financial flows



Figure 6: Euro area net financial flows by instrument, % of GDP
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In absolute terms, the euro area is now the world’s
largest exporter of capital.

China has moved from being a net receiver of foreign
direct investment to becoming a net exporter.
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Figure 37: Stock of Chinese
outward FDI, % of Chinese GDP

12.0
100
8.0

60

4,
0.0

2009 2mo 2011 2m2 2013 2ma 2015

[=]

(=]

M Africa W Asia MEU ® Latin America WNorth America W COceania MRes: of Curape

The euro area plus China and Japan now
represent 75 percent of global net savings. In the
last two years, the US, together with the UK and
some other advanced economies (Canada,
Australia), have absorbed the vast majority of
these savings.

Inflows to emerging market economies, which
attracted a high share of global surpluses up to
2012-13, have receded without resulting in major

turbulence.
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Positive contribution to the
economic competitiveness

Decreasing motivations in
Technological change in
advanced regions
Supporting middle-income
trap

Labour
Two types of labour
Skilled-creative-innovative-talented

Unskilled-migrants (search for low
wages-best quality)-flexibility/ short
terms contracts/especially in
construction



Mobility of labour
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People on the move: migration and mobility in the European Union
bruegel.org 2016



http://www.google.com/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=2ahUKEwiH3Y3A-_TdAhUSC-wKHfmpAXAQjhx6BAgBEAM&url=http://bruegel.org/reader/people-on-the-move&psig=AOvVaw3Wq0JEoTT-7wsuYyPxuirS&ust=1539023376915874
http://bruegel.org/reader/people-on-the-move

Global capital financing
Implications on regional
convergence/divergence
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Increasing importance of global capital financing economic
growth: Turkish evidence is quite informative
Rapid growth of external debt in percentage GDP

Figure A. Investment is dynamic but increasingly
C. External debt in percentage of GDP, 2016 D. External debt in percentage of exports, 2016 funded by debt
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Note: SNA debt definition using consolidated accounts.
Note: For presentation purposes, Panel C and D exclude advanced European countries that typically have Source: QECD (2018), OECD Economic Outlook and
substantially higher external debt ratios. OECD Financial Accounts (databases).
Source: IMF (2018), Balance of Payments Statistics (database). StatLink =r=hitps://doi.ora/10.1787/888933798504
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A. Major reforms following the 2001 crisis have B. Percentage difference in labour resource
paid off utilisation and labour productivity'
3(? B Labour productivity [ Labour resource utilisation
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° o : 2 Figure 3. Lately, exports and construction have driven growth
-20 i :
* = = Yoy % A. Real GDP growth B. Gross fixed capital formation in construction
—~" % of GDP
R T . s changes®
60 60 K 18

1991 1996 2001 2006 2011 2016 MEX CHL TUR POL PRT CZE OECD 3 Redl priva[e (x)nsunpﬁon o POL a o o DT OECD

1. Labour productivity is measured as GDP per hour worked. Labour resource utilisation is measured as the 25 —Real inves[men[’
total number of hours worked per capita.
Source: OECD (2018), Economic Policy Reforms 2018: Going for Growth Interim Report, OECD S
Publishing, Paris, http://dx.doi.org/10.1787/growth-2018-en. 20 Real eﬂons 15
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e implications of growth based on global capita

Divergence in growth period-convergence in recession period
Low productivity low tech specialisation leading to growth of less developed regions.
The low levels of divergence, although most of the capital flow concentrates in advanced

regions
Results of Beta Convergence Analysis
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Both external flow of capital and labour mobility is important in
regional convergence/divergence

But
The outcome can be different in different context and dynamics.

What about regional policies?



