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Growth-based Theories for Declining Regions? A Note on
Conceptualisations of Demographic Change for Regional
Economic Development
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Abstract: This article aims to critically assess the economic growth paradigm, which
typically underlies most approaches to regional policymaking for demographic
change. While population losses, ageing and outmigration —i.e. phenomena that are
addressed as demographic change — have become a matter of urgency for many Eu-
ropean regions, most regional economic development theories remain silent about
the population decline affecting the economic growth and development prospects
of regions. Consequently, regional policies usually rely on the concept of economic
growth, yet neglect the complexity and importance of demographic change and
how it relates to the economic sphere. Due to this lack in nuance, we argue that
regional policymaking fails to design adequate policy support for regions facing
persistent demographic change and economic stagnation or decline as a result.
Based on these observations, the paper examines a selection of regional economic
development theories in search for alternative concepts of growth and develop-
ment in the context of demographic change. To this aim, globalisation peripheries
are introduced as a fruitful conceptual point of reference and, in combination with
endogenous regional development theories, discussed as an alternative approach
for regional policymaking.

Keywords: Demographic change - Economic growth theories - Regional economic
development - Globalisation peripheries - Regional policies

1 Introduction

Many countries across Europe and elsewhere (e.g. Japan or the PR of China) are
experiencing profound and long-term demographic challenges, such as population
ageing and decline and increasingly heterogeneous populations (Go/dstein/Kluge
2016; Niephaus et al. 2016; Bloom/Canning 2008). In fact, these challenges and pro-
cesses are the result of decreasing fertility rates and increasing longevity and mi-
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gration, originating from shifts in lifestyle, attitudes and an ever-rising standard of
living. These processes will change the face of many European economies and so-
cieties quite dramatically (van der Gaag/de Beer 2014). For example, as Fuchs et al.
(2010) or Gunkel and Henn (2016) show, demographic change in Eastern Germany
significantly alters the long-term economic growth prospects for a region which
has already lost part of its workforce due to outmigration and ageing. In this article,
“demographic change” refers to population ageing and decline.

Without a question, demographic change is a major factor of regional economic
development across many European regions. However, despite the large public and
political debates about the challenges ahead (e.g. an ageing workforce, bottlenecks
on labour markets, the public pension system or service provisions), academic dis-
cussions on demographic change in economics, regional economics and economic
geography only partially touch on these challenges (Hanink 2010: 18-23). This ob-
servation, as we think, has its roots in the fact that many mainstream theories and
conceptual approaches neglect or simplify demographic change and its effects on
economic development. Consequently, it is hard to find any references to demo-
graphic change and stagnation or decline within the established theories of regional
growth (s/c!) and development in economics and other social science disciplines
(Martin 2015; Schulz 2012). Hence, most of the academic literature gives inadequate
answers to the question of how demographic and economic processes are interre-
lated, particularly in the context of stagnation and decline, and what can be learnt
from this interrelationship for contemporary demographic challenges.

This criticism becomes even more relevant when it comes to economic policy-
making. As many approaches focus on the economic success and competitiveness
of regional economies without addressing population size and change, they tend
to overlook demographic processes as a factor influencing the long-term growth
prospects of regions and the potential levers for policy interventions. Indeed, many
regional policy approaches rely on growth-oriented paradigms (Haase et al. 2016a;
Wiechmann/Pallagst 2012) that have their origins in economic modelling; meaning
that counteracting the challenges associated with regional decline and stagnation,
be they inthe demographic, economic or both spheres, implies returning to a growth
as quickly as possible. Often, these approaches and the resulting policymaking do
not explicitly consider conditions of stagnation and decline beyond short-term de-
viations from a pre-determined path of economic growth. Accordingly, recommen-
dations that are derived from this ideal-type of — in economic terms — growing and
successful regions are made, irrespective of the demographic status quo or outlook
of regions. However, it makes little sense to apply “best practice” policy strategies
that are drawn from growing regions to demographically changing and therefore
declining regions, because such policies are highly likely to fail and neglect the spe-
cific needs of regions facing decline or stagnation beyond temporary downturn.

Against the backdrop of these observations, this paper aims to adopt a critical
stance towards both the growth-based paradigm in regional economic develop-
ment theories and the prevailing approaches to policymaking for regions affected
by demographic change. The paper therefore addresses how the systemic nexus
of demographic-economic change is represented in the main concepts of regional
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economic development and establishes points of departure for conceptualising a
more adequate understanding of regional economic development for demographic
change. This alternative understanding uses the concept of so-called “globalisation
peripheries” to link complex phenomena in the demographic-economic spheres,
which imply regional stagnation and decline. Besides contributing to a more ad-
equate conceptual understanding of the demographic-economic dilemma from a
regional perspective, the globalisation peripheries approach is also open to policy-
making in that it considers specific local development trajectories. The basic prem-
ise of this article is therefore that in the light of demographic change as a systemic
and long-term process involving stagnation and decline, it is necessary to move
beyond strictly growth-based policy approaches and develop open, non-normative
ones. A core challenge, then, is that the decline and stagnation associated with
demographic change should be accepted as long-term conditions of economies
and societies, which can and should be proactively shaped through policymakers.
On these grounds, and in line with the arguments proposed by Mdiller (2003) and
Friedrich and Woon Nam (2009), we call for paying greater attention to demographic
and/or economic stagnation and decline in the practice of policymaking as these
conditions become reality in many European regions. This approach, however, is
quite different from the usual practice of copy-pasting growth strategies (such as
industrial clusters or innovation policies) to regions facing demographic-economic
decline.

The remainder of this article is structured as follows: After introducing the re-
lationship of demographic and economic growth based on a literature review, the
paper critically focuses on the main conceptual approaches that examine this rela-
tionship on the level of regional economies, searching for ideas on how to concep-
tualise stagnation or decline as the opposite of growth. The next section discusses
globalisation peripheries as an alternative theoretical approach, which more real-
istically describes long-term conditions of demographic-economic stagnation and
decline. Finally, the paper proposes ideas for new policy approaches in the context
of demographic change which are associated with the acceptance of decline and
stagnation as long-term phenomena, the activation of endogenous local potentials
and, to achieve this, proactive coping strategies.

2 Demographic change, regional economic development theories and
policymaking: state-of-the-art

2.1 On the relationship between demographic and economic change

Western European economies have long faced what can be described as a post-
Malthusian growth regime. Since the 1960s, fertility rates and population growth
have slowed down, while economic standards of living and income levels have risen
(Feng/Yang 2007: 49; Poot 2008). In times of demographic change, this relationship
has been increasingly challenged, with population ageing and population decline
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becoming manifest. Hence, recent contributions by scholars such as Batey (2016),
van der Gaag and de Beer (2014), Liao (2011), Weber (2010), Headey and Hodge
(2009), and the collection of papers in Prskawetz and Lindh (2007) explore the re-
lationship between demography and economic growth in phases of demographic
change in the tradition of macro-economic models for the political economy.

Generally, Poot (2008: 131) observes a striking asymmetry in the research on the
potential interdependencies between economic and demographic change: While
the influence of the economy on the demography of a nation can be explained and
modelled well, the opposite does not necessarily hold true (Kdpper 2015). A gen-
eral problem occurring in this study is what Headey/Hodge (2009: 221) describe
as follows: “a stylized fact in the macroeconomic literature on population growth
is the absence of a robust effect of total population growth on economic growth”.
Moreover, mainstream economic theories have some difficulties considering sys-
temic endogenous change. This is partly due to the complexity and the systemic
character of internal change processes, which does not fit the fundamental theo-
retical assumptions and deterministic thinking of neoclassical or Keynesian growth
models (Aghion/Howitt 2009). In addition, different isolated demographic variables
might counteract each other in a way that offsets negative and positive effects, a
finding that has been called the “population neutralist view” in economic modelling
(Bloom/Canning 2008: 26).

Closely related to the previous and general argument is the fact that neoclassical
growth models traditionally consider economic growth as determined by techno-
logical growth and change, rather than by population change (Ehrlich/Lui 1997).
However, Dalgaard/Kreiner (2003) argue that endogenous and particularly “semi-
endogenous” growth models may well capture population decline and model eco-
nomic growth prospects, based on an innovation-driven growth path. Still, many
of the recent macro-economic models focus on the relationship between popula-
tion and economic growth, but not on decline. For example, Headey/Hodge (2009)
find that a growing working-age labour force is associated with economic growth,
whilst the opposite may not necessarily be true. Liao (2011) shows that demographic
change caused by rapid fertility decline in Taiwan has adversely affected the coun-
try’s economic growth, but that the negative effect can to a large part be offset by
productivity gains.

Some recent contributions use more sophisticated modelling such as Comput-
able General Equilibrium (CGE) analysis to explore demographic change and its ef-
fect on economic growth, yet focus on isolated effects (Batey 2016; Lisenkova et
al. 2010; Gaigné/Thisse 2009). For example, Lisenkova et al. (2010), computing a
CGE model for Scotland, find a negative effect of demographic change on regional
economic growth. In contrast, Prettner (2013: 831) who computes changes in the
size of the population and age structure and their effects on the long-term economic
growth in an endogenous growth model through technological progress, observes
that increasing life expectancy is associated with higher growth rates in this con-
stellation, while the opposite is true for falling fertility rates.

To summarise the results of these CGE-based models, the overall impression is
that a declining or ageing population has a depressing impact on economic activity,
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a finding which is neither astonishing nor uncontested, as Bérsch-Supan (2013) em-
phasises. Most empirical analyses illustrate that both the intensity and direction of
demographic change on the economy are far from being clear or even unidirectional
(Kiipper 2015). Due to the high degree of complexity of translating demographic
processes into macro models and because of the specific model conditions, it is
often difficult, and perhaps impossible, to completely grasp the dimensions of the
impact that demographic change has on the economy and vice versa without going
back to theories and approaches that explain the causal relationships.

2.2 Demographic change and its effects on regional economies

What seems to be clear is that demographic change affects regional economies in
different spheres and through various channels (Davoudi et al. 2010). An important
transmission mechanism of demographic change on the economy is the public and
fiscal sphere. McMorrow and Roeger (2004) show that rising pressures on public
expenditures and life-cycle effects on private savings (partly due to a deterioration
of public savings) are direct effects on the level of economic activity. Age-sensitive
areas in which fiscal consequences of demographic change will become evident
include the pension, health and educational systems. All other things being equal,
reduced tax volumes and public payrolls will be likely to induce growing public ex-
penses (Bloom et al. 2003; Misoulis 2008). While national public savings will prob-
ably be negatively affected by demographic change, depending on the welfare and
pension system (McMorrow/Roeger 2004; Disney 2000), the impact on private sav-
ings can be forecast less precisely.

By contrast, the effect of demographic change, particularly the decline in total
population, on the provision of public goods and services such as the maintenance
of technical and social infrastructures is clearly negative (Poterba 1998; Prskawetz/
Lindh 2007). Providers of water supply and sewer systems, schools and educational
bodies, libraries, public transport or other services are confronted with decreas-
ing or structurally changing demand (Naumann/Bernt 2009). As for public infra-
structure, such as transport, or water and energy supply, the problems associated
with demographic change have been well-analysed and described (Steinfiihrer et
al. 2014; Haase et al. 2016b; Haug 2004). A falling demand raises the costs for the
provision of services, because fixed costs must be shared among fewer inhabitants
(cost hysteresis). Maintenance costs will tend to rise and put a strain on the public
budget, unless they are redistributed among the remaining users.

Demographic change also has direct and strong effects on labour markets (Er-
misch 1995; Bloom/Canning 2008; Leibfritz/Roeger 2008) as the workforce ages or
declines due to retirement (Poot 2008; Brunow/Hirte 2006). The most obvious im-
pact will be a decreasing labour supply due to an ageing workforce or outmigration
(Brown/Danson 2003; Fuchs et al. 2008). Vice versa, large and growing working-
age cohorts can improve the economic growth prospects of regions (Brunow/Hirte
2006; Bloom/Canning 2008). In theory, a declining working-age population, seen as
a shrinking labour force, would induce higher labour costs for firms, forcing employ-
ers to maintain or raise their productivity level (Feyrer 2008). In this case, demo-
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graphic change will challenge enterprises to invest more in research and develop-
ment (R&D) and human capital formation in order to sustain their competitiveness.
As Bdrsch-Supan (2008, 2013) and Faggian and McCann (2009) argue, R&D and
human capital investments are equally important public policies for supporting re-
gional economies in coping with changing labour markets caused by demographic
change. Particularly for regions facing long-term population decline and outmigra-
tion, relying on a positive net inward migration is a rather unrealistic option (see, for
instance, Lisenkova et al. 2010; or BMVD/ 2016).

Liao (2011) argues that demographic change in fast-growing developing nations
can stimulate economic growth through a shrinking dependency ratio, less expen-
ditures for youth and growing human capital accumulation. This scenario is based
on benefits from the so-called “demographic dividend” (Bloom et al. 2003). A likely
scenario for economies facing demographic change is the deceleration of innova-
tiveness and technological progress and even a resistance to technological change
among ageing and declining populations facing increasing dependency ratios. This
effect may be caused by a lack of young, innovative labour force, shrinking market
potentials and divestment by firms (Cutler et al. 1990; Dixon 2003; Poot 2008). In
fact, Bénte et al. (2009) and Harhoff (2008) point to an age-related decrease in entre-
preneurial activities and new firm foundations due to demographic change, which
negatively affects the innovative potential of demographically ageing economies
because the acceptance and adoption of innovation tend to be lower in ageing so-
cieties (Canton et al. 2002).

At the level of the industry structure, new consumer preferences will emerge
because of shifts in the demand for goods and services between ageing and young
consumers (Kohlbacher/Herstatt 2011), which will affect the prospects for certain
industrial and service sectors (Poot 2008). Rosenfeld (2003, 2006) has shown for
Germany that particularly consumer-oriented businesses would be affected by de-
mographic change, depending on price and income elasticities. Examples of in-
dustries where a strong impact is highly likely are clothing and textiles, pharma-
ceutical goods, food, and education. Firms operating in such sectors and serving
local-regional markets might need to adjust their business models towards ageing
consumers and changing demand.

Bérsch-Supan (2013: 4-5) elaborates that demographic change does not au-
tomatically lead to a sinking standard of living for households. However, as Koh/-
bacher/Herstatt (2011) highlight, all consumer-oriented industries will have to cope
with the preference for higher-quality goods and services shown by wealthy elderly
consumers on the one hand, whilst, on the other hand, poverty is on the rise among
elderly people in demographically declining nations such as Germany (see, for ex-
ample, Goebel/Grabka 2011). More generally, there will be demand-side changes
due to age-specific requirements, particularly in health, leisure, travel and specific
household services. At the level of individual industries or regions, this might result
in an increase in potentials in so-called “silver” niche markets (Koh/bacher/Herstatt
2011). Using the region as the unit of analysis, we can assume that the share of these
consumer-oriented sectors in a region’s industrial structure will determine the de-



Growth-based Theories for Declining Regions? « 231

gree to which demographic change affects the regional economy through shifting
consumer preferences (Kdpper 2015).

These examples show how demographic change can have an impact on the
economy. Particularly in regions that face population decline and aging, these ef-
fects will strike far harder than in regions with a growing or stable population. While
most economic models do not address the level of the region (with the exception of
Brunow/Hirte 2006; Lisenkova et al. 2010; Kim/Hewings 2013), regional and urban
researchers have been exploring the multi-level challenges associated with regional
economies and demographic change for a long time (Winkel/Spiekermann 2014;
Wirth et al. 2016; Haase et al. 2016b). Therefore, policies to mitigate the associ-
ated challenges are an important element of regional economic adaptation to de-
mographic change.

2.3 Policy responses resulting from an exploration of the demographic-
economic relationship

Clearly, policy is a crucial element in responding to and directing demographic
change (Ferry/Vironen 2011). However, the adequacy of such policy responses —
rather than demographic change itself — may be the primary challenge, as Bloom et
al. (2010: 607) state: “The problem of population ageing is more a function of rigid
and outmoded policies and institutions than a problem of demographic change per
se”. Recent contributions such as the special issue of the Oxford Review of Eco-
nomic Policy (26, 4 2010) thus stress the need for not only describing the outcomes
of demographic change in the economic models, but also for devising adequate
policies to mitigate these effects on the macro-economy.

Martin/Sunley (1998) provide a summary of the main channels that macro-eco-
nomic growth models propose as starting points for policymaking: (1) human capi-
tal, and (2) technological progress and innovation. This focus of most regional poli-
cy approaches is backed by recent contributions suggesting investments in human
capital (Mason et al. 2016) and public investment in education to offset negative
effects of ageing on human capital formation (Kim/Hewings 2013). Replacement mi-
gration is another solution for an ageing workforce proposed by some economists
and policy-makers, though it faces limitations (Bouvier 2001; Azarnert 2010). Bloom
et al. (2010) and Hammer et al. (2015) also recommend increasing ageing societies’
labour participation, for example through enhancing engagement of elderly persons
and women of working age. Many national governments have recently been seek-
ing adequate responses to mitigate adverse effects of demographic change, whilst
developing strategies for capitalizing on the potential benefits (Ferry/Vironen 2011).

However, despite these recent trends, most development strategies for regions
facing demographic change rely on growth-based approaches such as Michael Por-
ter’s cluster concept (Porter 1990), which has been adopted as “the magic bullet”
(Martin 2015: 266) on different spatial scales, ranging from the European to the
national and regional levels. Prominent examples are the European cluster strategy,
the German national programmes “InnoRegio” and “BioRegio,” as well as local poli-
cies in the German federal states of Bavaria and North Rhine Westphalia. Conse-
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quently, the prevailing policy of such programmes is to copy-paste an “ideal type”
of economic development, e.g. the way Silicon Valley developed, to other regions,
which Bristow (2005: 296) comments as follows: “(w)hat is missing is any effort to
conceptualise regions as territorially defined social aggregations, with very differ-
ent economic and political structures”. While it is, of course, problematic to imitate
economic development processes by applying recipes that are based on very spe-
cific local contexts and their political-institutional settings, this is even more the
case when one keeps in mind that the “miracle” of Silicon Valley was virtually free
from policy interventions. Other popular approaches include the concepts of indus-
trial districts, “milieus innovateurs” (Camagni 1991), or regional innovation systems
(Asheim/Gertler 2006; Nelson 1992), which stress the importance of industry ag-
glomeration and an innovation-based industry, or the creative class (Martin 2015;
Bristow 2005) that focuses on highly skilled migration as a growth inducing factor.

Indeed, most public policy approaches for dealing with demographic change
are based on the idea that the experience of “best practice” cases of prospering
regions can be transferred to regions facing demographic change, often coupled
with economic decline or stagnation. It is, however, more than questionable to use
such policy strategies for regions with starkly different economic, political and insti-
tutional conditions or specific demographic challenges such as population decline
or rapid ageing. Additionally, this approach neglects the complexity of demographic
processes which unfold on a set of different layers and fields in the regional econ-
omy (7yers/Shi 2012). Particularly in the case of regions that face long-term decline
or stagnation, innovation-based regional development is hard to achieve, because
these regions do not provide the economic structure that such theories emphasise
(for instance: agglomeration economies, labour market size and structure, firm size
and structure, business networks, and institutional thickness, notably R&D-related
institutions; Kdpper/Margarian 2010; Meng 2013).

For example, rural-peripheral areas face long-lasting periods of stagnation or
decline in terms of their population and economic growth prospects; often hosting
mature or “low-technology” industries and lacking a critical mass of enterprises
to provide innovative activities (Noronha Vaz 2006; Copus/Skuras 2006; Huggins/
Johnston 2009; Meng 2013). Demographic change then exacerbates the economic
weaknesses when shortages of labour supply for higher-value-added industries oc-
cur due to outmigration and population ageing. Meng (2013: 181) points to the fact
that innovation taking place in non-agglomeration areas is mainly incremental and
not represented in established indicators for innovation (such as patents). In a simi-
lar vein, Kiipper/Margarian (2010) stress that process innovations are a more com-
mon type of innovation for rural areas. According to Fuduric (2012), much of this
also holds true for entrepreneurship in regions facing decline or stagnation due to
a lack of individual resources and adequate institutional settings for entrepreneurial
activities, such as financial intermediaries or consultancies for newly founded firms.
Although local entrepreneurship may foster economic growth in some rural regions
(see, for example, Meili/Mayer 2015 for Swiss rural areas), most entrepreneurship
analyses such as the Global and Regional Entrepreneurship Monitor (Sternberg
2005; Wagner/Sternberg 2005; Meng 2013) indicate that regions located outside ag-
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glomerations often lag in terms of entrepreneurial activities. Thus, changes in entre-
preneurial and innovative behaviour associated with demographic change (Bénte et
al. 2009; Harhoff 2008) pose an additional challenge to these kinds of regions.

Even more radical is the criticism that Russell/Vinsel (2015) express about the
importance of innovation. For them, innovation has become a sort of fetish in West-
ern industrialised economies, and concepts such as regional innovation systems or
“milieus innovateurs” have fed policy and planning strategies with arguments and
measures to mainly support innovation that is associated with technology (OECD
2009a). According to them, it is crucial to understand that technology cannot be
equated with innovation and “innovation is only a small piece of what happens with
technology” (Russell/Vinsel 2015: 10). Instead, societies should also focus on main-
tenance of the basic material infrastructures (bridges, roads, railroad tracks, etc.),
which are in danger of being neglected in industrialised countries such as the Unit-
ed States, the UK or Germany. The maintenance of transport, repair or even laundry
services also needs established and traditional technologies and networks, firms
and workforce providing know-how.

Taking up this rationale for the issue of demographic change and policy respons-
es, regional policy strategies often neglect the questions of whether and what kind
of innovation can be a useful remedy for a given region and context, as the pre-
conditions for innovation-based technological progress strikingly differ between re-
gions (Crescenzi/Rodriguez-Pose 2012; Crescenzi et al. 2007; Fagerberg et al. 1997).
Notwithstanding this observation, R&D investments and innovation performance
are deemed important indicators and drivers of regional economic growth and de-
velopment (Crescenzi/Rodriguéz-Pose 2012) and, consequently, the backbone of
most policies that aim at enhancing regional competitiveness (Bristow 2005).

2.4 Demographic change, theories and economic development:
a synthesis

As we contend, the common arguments used for both growth-oriented regional
policymaking and its practice need alternative ideas for addressing economic devel-
opment in times of demographic change. As an endogenous and systemic process,
demographic change has far-reaching, long-term effects on the population size and
structure and, consequently, influences the development prospects of regional
economies and societies on multiple layers over time. Moreover, it affects different
groups of actors that are embedded in regional economies: private enterprises, the
public sector including public corporations and agencies, and civic actors. Policy
strategies may therefore influence demographic change at the national and sub-
national level in various respects and through different channels.

Regarding economic development theories and concepts, population change
(growing, shrinking or constant population) is seldom directly conceptualised.
Macro-economic growth models often delimit the relevance of demography to mi-
gration processes which function as a mechanism to outweigh disequilibria of in-
come or labour force (Aghion/Howitt 2009; Lisenkova et al. 2010). Partly because
of the underlying neoclassical paradigm, and partly due to the fact that most re-
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gional development approaches in economics and economic geography rely on
the paradigm of economic growth, many theories do not offer points of departure
for describing endogenous change processes originating from demographic shifts
or social dynamics (Martin 2015). Moreover, the dynamics of demographic change
processes tend to take place in a slowly evolving manner with long-lasting effects
that cannot always be identified immediately, which makes timely recognition and
immediate political reaction difficult (Matuschewski/Leick 2012).

3 From change to decline and stagnation: A different perspective for
conceptualising regional economic development for demographic
change

Based on this criticism, it is argued in this paper that economic development for
configurations of regional decline and stagnation — as is the case in times of demo-
graphic change — should be extended to encompass qualitative improvements par-
alleling purely economic processes. Such an alternative understanding is reflected
in the concept of “globalisation peripheries”.

3.1 Notions of decline, stagnation and development

Searching for a conceptual foundation of these phenomena, however, terms such
as “stagnation”, “shrinkage” or “decline” hardly appear in the established region-
al studies readers for postgraduate students. For example, neither the tables of
contents nor the indices of the following textbooks and research volumes mention
these terms: Brdcker/Fritsch (2012), Coe et al. (2013), McCann (2013), Pike et al.
(2011), Stimson et al. (2006), Armstrong/Taylor (2000), Clark et al. (2000), Liou (1998),
Storper (1997) and Blair (1995). If addressed at all, the most common term is “de-
cline”, which is mentioned in one chapter by Capello/Nijkamp (2008) and Leyshon
et al. (2011). Lombardini (1996) lists “stagnation” in the index of his book. We can
only assume that the omission of these terms in most regional studies textbooks
and readers might be due to the fact that the focus of authors and editors is clearly
fixed on growth. In this respect, Breinlich et al. (2014: 755) concede that the notion
of decline has no fixed meaning: “Regions could be declining in terms of absolute
or (more often) relative living standards and welfare indicators, but also in terms
of absolute and relative population, since one response to economic decline will
be out-migration and diverted in-migration. This second kind of decline is often a
symptom of the first, but has interest in itself, as a distinct process”.

More recently, notions of “development” have been discussed as useful alterna-
tives to overcome the normative dichotomy of “growth” versus “decline”. Pike et al.
(2016) illustrate that both the perception and definition of the term “development”
have undergone significant changes over the past years. A change in perception
took place as scholars pushed for a wider definition including qualitative, social and
environmental aspects to overcome the one-sided fixation on economic growth as
an overarching paradigm (Haase et al. 2016a; Wiechmann/Pallagst 2012). On the
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global scale, this trend is, for instance, reflected in a methodological extension to-
wards more complex and broader indicators measuring development such as the
Human Development Index (HDI), the Human Poverty Index (HPI), the Gender In-
equality Index (Gll) or the Sustainable Development Goals (SDGs) of the United Na-
tions. The most important difference is that the notion of “development” embraces
sustainable qualitative improvements in economic wellbeing and living standards,
which do not solely depend on economic growth, but consider the capabilities and
resources of nations or parts of the world (C/ark 2005). According to these recent
changes and our own understanding, “development” primarily refers to qualitative,
and perhaps incremental, changes of a system, instead of quantitative change only.
Accordingly, processes of democratisation or participation, technological moderni-
sation, improved labour conditions, better governance and institutions, or a more
even distribution of income and wealth are some of the mechanisms to achieve eco-
nomic development, without necessarily and immediately materialising in quantita-
tive economic growth (Stiglitz 2001; Durth et al. 2002; Sen 2001). Pike et al. (2016)
highlight that alternative measures for local development based on qualitative indi-
cators have, however, not yet been established.

Regarding demographic change, development is associated with change in ele-
ments of the system, such as lifestyle, the structure or age composition of a popula-
tion, social cohesion and inclusion. Each element implies a different functioning and
direction of the system as a whole. Accordingly, aregion facing demographic change
can experience socio-economic development when (re)distributions of work time
and employment or reallocations of wealth take place, or because a change in the
local social networks supports qualitative improvements and development despite
quantitative decline. Given the complexity of such change, it is, however, difficult
to quantify or measure such processes with the most common macro-economic
indicators (for example, a region’s GDP). For example, non-market based volun-
tary work is not included in the GDP, but often complements or even compensates
for state- or market-based services in stagnating or declining regions because of
institutional and organizational thinness. Examples from Eastern Germany stress
that civic initiatives supplement the public transport and educational system, for
instance through small schools or private bus transport organisations operated by
local citizens in demographically declining regions. In this case, economic develop-
ment, which includes broad civic engagement and social networks, will be difficult
to quantify using the common statistical indicators.

Thus, factors that support social cohesion and build local social capital form part
of the regional human capital stock, each of them representing basic endogenous
potentials (Hahne 1985). Regional development in that sense can contribute to a
better resource endowment of regions and support their long-term resilience (Bris-
tow/Healy 2014; Lang 2012). However, these elements are typically not represented
in growth-oriented policy approaches.
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3.2 Theoretical reference points for conceptualising “decline” and
“stagnation”

Besides the question of what development can mean for regional economies facing
demographic change and decline, a general problem with many regional economic
development theories is that the importance of demography is limited to labour or
human capital endowment and mobility. Other effects of demography on regional
economies — such as the impact of a falling birth rate and population ageing on
regional demand, the distribution and performance of established firms as a con-
sequence of (failures of) company succession and lower levels of entrepreneurship
—have been hardly addressed to date. Even if the fundamental relationship between
demographic or social processes on economic development is explicated, stagna-
tion or decline as a phenomenon resulting from demographic change is considered
only as short-term transitional deviation from growth periods or as an external,
shock-like crisis which disturbs a normatively pre-determined path of economic
growth, implying that positive growth will “naturally” return in the future (Harrigan
et al. 1992; Richardson 1973). Only a few theories and concepts offer points of de-
parture for explaining configurations of lasting decline or stagnation, as opposed
to growth and causes of cross-regional disparities in the context of demographic
change. Among these approaches are Post-Keynesian theory and Myrdal’s theory
of regional polarisation, endogenous regional development theories, and the con-
cept of “lock-in" as a path-dependent process.

Post-Keynesian and polarisation theories explicitly describe stagnation and de-
cline as distinct regional development paths, thereby proposing an alternative to
economic growth. Post-Keynesian theory claims that external investment affects
regional income and production capacity through direct and complementary ef-
fects, which, in turn, lead to a rising differentiation between growing, stagnating
or declining regions. The initial trigger is an exogenous force such as investment,
whereas endogenous factors, which may also influence regional production and
income, are not considered. Social change, such as lifestyle changes that lead to a
dropping fertility rate and result in demographic change (as we can observe in many
industrialised nations today), is not addressed in Post-Keynesian thinking. Moreo-
ver, it is argued that with higher levels of regional growth and development, intra-
regional disparities are likely to decrease due to spatial spill-over effects and rising
costs of agglomeration. Yet, even Post-Keynesian economists are predominantly
focussed on growth paths of the economy (Setterfield 2010).

Regional polarisation theory (Myrdal 1974) is the only approach that explicitly
deals with processes of (long-term) decline. Using the notion of “cumulative causa-
tion”, the connections between economic and non-economic mutually reinforcing
processes of decline are described. Indeed, the discussion of the relationship be-
tween economic, demographic and fiscal processes is at the very centre of Myrdal’s
approach. Many of Myrdal’s findings from 50 years ago can be confirmed with con-
temporary examples of regional decline (Steinfiihrer 2015). The picture of cumula-
tive causation is highly impressive, because it vividly alludes to the impact and inter-
dependencies of economic and demographic decline (Feng/Yang 2007). However, it
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is, again, an external and random impulse to set a process of cumulative (negative)
causation in motion leading to regional decline (Myrdal/ 1974). Demography is also
limited to migration as both consequence and cause of economic decline. In the
thinking of Myrdal’s regional polarisation theory, demographic change could imply
a downward spiral of regional development, forcing firms and households to aban-
don their home region and move to growing or stable economies (Feng/Yang 2007).

Despite these insights into the causes and complexities of decline, the descrip-
tive character of regional polarisation theories suggests that the ultimate conse-
quence of the downturn loop will be deserted regions, because the theory’s adap-
tive reactions are dichotomous: either “exit” the region or “stay and shrink”. The
drastic scenario of the complete depletion of once prospering, and now “sclerotic”
regions is a very unlikely one, although it did emerge in the political debates among
regional planners discussing Eastern Germany’s future in the late 1990s, for example
(Steinfdhrer 2015). Regarding policy implications, public intervention serves as the
primary means to halt the downturn loop according to Myrdal, while endogenous
factors to enter a new path towards growth are not addressed. Consequently, inspi-
rations for policymaking for non-growing regions drawn from these approaches re-
main limited. Even the extensions and elaborations of Myrdal’s theory, such as the
“polarisation reversal” or “centre-periphery” approach, which distinguish between
“trickling down” versus “polarisation effects”, do not overcome the deficiencies of
the theory (Hirschmann 1958; Friedman 1966; Richardson 1980).

Endogenous regional development theories are a counter-approach to these
concepts. They emerged in the 1980s in response to growing criticism of the once-
dominant argument that exogenous forces would be the drivers of regional growth,
thus favouring development via “bottom up” channels as explanation (Maier/Téd-
tling 2002: 193; Hahne 1985; Stéhr 1981). The Austrian regional researcher Walter
Stéhr (1981) was among the proponents of this (at the time) novel approach to re-
gional development. Yet his arguments mainly refer to (under-) developed countries
in the global context. Nevertheless, the general rationale of the approach can be
adapted to the local or regional level (Hahne 1985), stating that it is not exogenous
investments, but endogenous forces pushing regional economies to grow and de-
velop, as regions do often not experience sufficiently strong external investment
flows or other impulses. Thus, regions must expand their endogenous potentials
when striving for economic development.

The term “potential”, however, remains quite vaguely defined and needs fur-
ther interpretation. In a broader sense, the local “potentials” comprise all material
and immaterial resources that a region possesses, including infrastructure, popula-
tion, financial resources, market potential, and social, environmental and cultural
assets (Harfst/Wirth 2014). From a policy perspective, endogenous development
approaches aim to activate unused or underused potentials and overcome their
limitations (such as poor transport infrastructure, human capital scarcities or an
unfavourable local image) to drive economic development by enhancing local ca-
pacities. Contrary to most economic approaches, this theory is based on a quite
different understanding of regional economic policy, one that emphasises devel-
opment rather than growth, although the latter might be a long-term goal for the
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region. Moreover, this approach offers what Bristow (2005) advocates, i.e., viewing
the individual characteristics, both strengths and weaknesses, of regions.

Evolutionary concepts offer a complementary perspective on decline, which
emphasizes context-specific regional settings and understands regional economic
development as path-dependent trajectories that are open to future developments
and are self-transformed from within (for example, through political and business
decisions). Local actors, their networks and decisions determine the historical crea-
tion of a specific regional path and its development over time, leading to either
growth, stagnation or decline (MacKinnon et al. 2009; Boschma/Martin 2007; Mar-
tin/Sunley 2006; Boschma/Frenken 2006). Time- and path dependencies are associ-
ated with mechanisms through which past decisions influence future development
processes and decisions by both limiting and guiding them, although contingency
and chance may influence path-dependent regional development through sudden
incidents (Boschma/Frenken 2006). Firms are considered to be key actors, shap-
ing the region with their competitive behaviour and time- and path-dependent
economic decisions (Boschma/Frenken 2006; Martin/Sunley 2006). In addition, in-
stitutional settings, including informal institutions such as social networks, and in-
stitutional changes (Cortinovis et al. 2016; MacKinnon et al. 2009; Boschma/Frenken
2011) shape these path-dependent trajectories. For the discussion on demographic
change, the phenomenon of “lock-in” seems to be especially important (Henning et
al. 2013; Hassink 2010) because it describes and explains the effect of an increasing
“crustification” of regional economies due to an over-specialisation in non-com-
petitive industries, overly close local actor networks with tight inter-dependencies,
failing economic policies, or other functional, political, technological or cognitive
“lock-in" constellations (Grabher 1993). From an evolutionary perspective, breaking
an established path and “delocking” are important targets to counteract the stagna-
tion or decline of locked-in regions (Martin/Sunley 2006).

3.3 Globalisation peripheries as an alternative approach to
understanding decline and stagnation in the context of
demographic change

The concept of globalisation peripheries complements the conceptual ideas about
decline and stagnation emerging from the established regional economic develop-
ment theories. German development geographer Fred Scholz (2004, 2007), who
stands in the tradition of the global development school, introduced the concept to
describe peripheralised and both economically and socially marginalised spaces,
ranging from entire nations to regions or even city districts. His multi-scalar idea
of “globalisation peripheries” conveys the picture of losing areas, which are being
decoupled from global economic dynamics and have no - or at best low — prospects
for economic recovery and sustainable economic development. Being neither the
sites of the majors drivers of economic activities, the locations of key actors (such
as transnational companies or global organisations), nor integrated into global pro-
duction networks and value chains, key actors on the global scale such as large
corporations and organisations typically overlook globalisation peripheries. From
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their perspective, such regions are either too small as consumer or labour markets
or too scarcely endowed with resources, be they natural, infrastructural, or human
capital. With this picture, Scholz (2004, 2007) paints a drastic image of depleted
and marginalised regions or nations that fits many developing nations in the Global
South (Scho/z 2003).

Because of its broad perspective on persistent “non-growth” in multiple inter-
connected spheres, the concept depicts the prospects of demographically declining
regions across Europe quite appropriately, illustrating demographic change and its
inter-relationship with economic change. Such complex phenomena can have dif-
ferent origins, such as the former system transformation in Eastern Europe, the de-
industrialisation of former hubs of pre- and post-war heavy industries and industrial
production in Germany or the United Kingdom, youth outmigration and population
ageing in notably rural regions outside the core city regions and agglomerations
across Europe, or economic downturn in the aftermath of the recent global financial
and economic crisis in Southern Europe, which has led to outmigration of high-
skilled young workers (see Martin 2015; Martin et al. 2016). These regions all face
continuous economic crises, which go far beyond short-term recessions, with only
weak signs of recovery (see Doran/Fingleton 2016 for EU employment data).

Thus, in the parlance of Schol/z” (2004, 2007) concept, a number of European
regions including the ones facing significant demographic decline can be labelled
as globalisation peripheries, because they face multiple challenges in the economic,
social, political and demographic spheres that cannot be solved through quick fixes
or external stimuli. The concept can be used to explicitly describe the inter-rela-
tionship between demography and the economy as a systemic complex of multi-
layered challenges. Peripheralisation is one major characteristic of Scho/z’ original
model that fits remote European regions which are located at some spatial distance
from the core capitals and major cities and are, in addition, decoupled from sub-
stantial economic activities (Lang 2015; Lang et al. 2015; Kdhn 2013; Kiihn/Bernt
2013). Additionally, many of these regions also suffer from demographic change
coupled with long-term economic stagnation or decline, i.e. perspectives of non-
growth in the core sense. As a result, cases of European globalisation peripher-
ies are not affected by isolated problems alone, but are marginalised through their
low economic power and dynamics, the structure of their population and its social
stratification, and a low degree of global integration (Bernt/Liebmann 2013; Danson/
De Souza 2012; Wirth/Bose 2007; Keim 2006).

Accordingly, using the globalisation peripheries concept can substantially im-
prove the understanding of regional economic development in the light of demo-
graphic change. For example, McCann (2008) gives a profound economic-geograph-
ic explanation for such development trajectories, based on a bid rent model and the
impacts of changing transaction costs. He illustrates how regions lose connection
to global markets, thereby turning into what we call “globalisation peripheries”. Less
evident are ways for policymaking to reverse persistent non-growth, including de-
mographic change. Many European examples of globalisation peripheries experi-
ence demographic change as a condition that complicates and often exacerbates
their economic development prospects, but cannot easily be compensated for
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through a positive migration balance and external investment. Yet one important
lesson for globalisation peripheries in the context of demographic change is that the
basic assumptions for policy interventions are strikingly different, as demographic
change is understood as a process that influences economic development, but is
also affected by economic development itself.

3.3.1 Case study: “Altenburger Land,” a regional globalisation periphery’

The NUTS Il level region “Altenburger Land” in the East German state of Thur-
ingia represents an example of different prototypes of demographically declining
regions which also suffer from low economic development prospects (see Fig. 1).
Altenburger Land has experienced quite a unique economic, social and administra-
tive transformation in the past, but nowadays represents a marginalized and pe-
ripheralised region that is experiencing significant demographic change. Once a
backbone of uranium and coal mining and its downstream industries (machinery
and automotive) and farming in the former GDR, the local population grew due to
policies aimed at attracting mining workers into the region. This artificial expan-
sion of the medium-sized city region held the local economy in boom. As German
reunification turned a socialist economy into a market economy, Altenburger Land
faced substantial outmigration and population decline, mainly to West Germany. As
competitive pressures increased and industries that were formerly shielded by state
regulation lost most of their COMECON export markets, a shock-like transformation
of the local economy led to the breakdown of entire industries, followed by dramatic
rises in unemployment.

For this region, demographic change is associated with complex challenges in
the economic, demographic, social and political spheres (Matuschewski et al. 2016;
Meyer et al. 2016). Sharply decreasing fertility rates after reunification exacerbated
the exodus of young, skilled persons and intensified the economic-demographic
decline and stagnation dilemma of Altenburger Land. Since 1990, it has lost about
30 percent of its population and will continue to do so (1989: 130,000 inhabitants,
2014: 95,000 inhabitants, 2030 projection: 70.000 inhabitants). Moreover, the de-
pendency ratio expected to skyrocket to 122.1 percent in 2030 (2012: 69 percent).
On top of this, local young adults do not consider Altenburger Land as a place which
offers any economic perspectives whatsoever. Although there have recently been
signs of demographic and economic decline slowing down, the region has never
recovered from the long-lasting periods of mutually reinforcing economic-demo-
graphic change and decline since the early 1990s. These negative path-dependen-
cies influence the region’s development potentials.

L The empirical case study of ,Altenburger Land” stems from a research project ,Regional De-

velopment Perspectives of Altenburger Land”, which has been funded by a local public-private
transfer organisation and a consortium of public organisations. The project was conducted
between 2013 and 2015. See also Matuschewski et al. (2016).
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Fig. 1: “Location of Altenburger Land in East Germany” about here

Source: Juergen Feilner, Cartography, Chair of Economic Geography of the University of
Bayreuth

Inter alia, the region lacks a major or leading industry and competitive business
networks that connect firms within and across industries (for example, through
technologies or a common repository of knowledge). The local economy mainly
consists of small and medium sized enterprises (SMEs) in low- to medium-technol-
ogy industries such as mechanics, metalworking and processing, plastics, automo-
tive, mechanical engineering, and construction. Many firms have not been able to
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integrate themselves in automotive and mechanics clusters in close geographical
proximity. Ownership and management structures after the post-socialist transfor-
mation partly account for this weak economic base.

In the past years, local policy-makers experimented with various mainstream
strategies to counteract the region’s decline. Most of them have not proven to be
success stories. Greenfield industry development combined with heavy invest-
ments in transport infrastructures (motorway and railway connections, a local air-
port) was one such strategy to boost economic development based on external in-
vestment and to attract firms and jobs to Altenburger Land. Because of the complex
demographic-economic-social and political situation, the resulting historical path-
dependencies and also the “lock-in” of local stakeholders (including policy-makers)
into established growth-based approaches to combat decline clearly challenge and
limit the scope for regional policy interventions in this case.

4 Demographic change in globalisation peripheries and the resulting
policy implications

What are the general lessons for regional policymaking in the context of demo-
graphic change, based on the above criticism and using the concept of globalisation
peripheries as point of departure?

First, it will be important to accept demographic-economic decline or stagnation
as a complex process that is, at least partly, associated with demographic change
(see Bernt et al. 2013; Haase et al. 2016a). As a matter of fact, regions facing demo-
graphic change undergo long-term systemic changes and cannot simply return to
a path of economic growth. In such cases, resource limitations play an important
role and preconditions for growth in the context of regional demographic change
are strikingly different compared to regions with stable or growing populations,
such as large agglomerations with sufficient net migration. Thus, policies for re-
gions affected by demographic change should focus on additional and alternative
goals that might not necessarily be in line with growth-oriented targets (see Bernt
et al. 2013; Haase et al. 2016a). Economic stabilisation and qualitative development
are appropriate adaptive approaches in such constellations to complement policies
envisaging quantitative economic growth only (see Thurn 2003, and Persson 2003).

Second, and closely related to the first argument, accepting demographic
change and “de-problematising” its effects in the practice of policymaking implies
acknowledging that globalisation peripheries such as Altenburger Land cannot re-
alistically hope and wait for “big investors” to initiate significant economic growth
qua external investments, jobs and income. In a similar vein, external migration to
such regions will be far too insignificant in most cases to compensate for population
losses due to ageing and outmigration, although return migration might play some
role for stabilising the regional economy, as evidence for Eastern Germany shows
(Fuchs/Weyh 2016; Matuschewski/Nadler 2013). Instead, globalisation peripheries
need to rely much more on local endogenous potentials in line with Hahne (1985) to
shape their future development trajectory.
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Third, proactive policy approaches are clearly needed to tackle local challenges
associated with demographic change (for example, population ageing and outmi-
gration, changing labour markets or problems of family business succession) be-
cause local potentials must be identified amongst problems and deficits such as
less people, less investment, less infrastructure or tax income. A proactive stance
based on perceiving opportunities instead of problems is closely associated with
what Steinfiihrer et al. (2014) call “Bewaeltigungsstrategien” (coping strategies) in
the context of demographic change. Coping strategies go well beyond adaptation to
a declining regional economy because they include the notion of acceptance of de-
cline and seeking ways to work with a decreasing population, reduced tax incomes
and limited opportunities for public service provisions (Steinfiihrer et al. 2014).

In summary of these lessons, asserting that decline and stagnation in both the
demographic and economic realm needs to be accepted as a new, but not neces-
sarily predetermined and unavoidable path for the future of globalisation peripher-
ies offers scope for new ideas in policymaking beyond growth-based approaches
(Rydin 2013). One important point of reference for such ideas can be the finding
that the endogenous forces of demographic change matter and should therefore
be integrated in the long-term approach to regional policymaking. For example,
population ageing as one such endogenous challenge should not be considered as
a locational disadvantage only, but as a source of local potentials: Making use of
senior expertise, supporting high-quality services for the elderly, implementing lo-
cal initiatives to keep skilled labour and youth in the region through the engagement
of elderly residents are ideas that can be developed and capitalised on.

For globalisation peripheries, such an approach could also mean that a lack of
entrepreneurs and innovation in economic areas — industrial production, service
industries, etc. — should not be considered as a deficit only; instead, such a constel-
lation can also serve as an area where policymaking could foster non-economic
entrepreneurial activities and social innovation as potential local assets which aim
to achieve qualitative improvements of the local social capital and networks. So-
cial entrepreneurship is a field that does not necessarily envision quantitative sales
and market growth but includes social targets. As Steinftihrer et al. (2014) empha-
size, civic society in demographically declining areas has become part of the local
infrastructure. Social entrepreneurship can thus complement the range of policy
support for corporate entrepreneurship (Haugh 2006). More generally, fostering
volunteerism and civic engagement of residents can be an important strategy for
enhancing activities in culture, leisure and tourism, which may push economic ac-
tivities “from below”. In all these cases, social innovation may result from these
activities, implying tighter local networks among firms and private residents and
stimulating organisational learning through information and knowledge exchange
among a wider circle of stakeholders (see MacCallum et al. 2009).

Policy strategies making use of social entrepreneurship and targeting social
innovation in various non-economic fields may be appropriate when it comes to
enlarging the scope of actors and fields of action for achieving socio-economic de-
velopment despite demographic change. In particular, private and civic society ini-
tiatives can give impetus for the local economy, building regional identity through
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dense social networks and fostering “Selbstverantwortung,” or local responsibility
(Aring 2013; Steinfiihrer et al. 2014). More generally, supporting endogenous poten-
tials as sources for qualitative improvements and development, coupled with poli-
cies targeting economic growth, may enhance local opportunities more than wait-
ing for external growth stimuli (Meng 2013; Milbert 2015; Steinfiihrer et al. 2014),
in order to address the goal of regional equivalency which is required by German
constitutional law.

The stabilisation of the regional economy, even at a lower level, and economic
recovery in crisis-ridden times through safeguarding the quality of life for residents
can be sustainable and attainable targets for policymaking (see Wirth et al. 2016;
OECD 2009b). They are far more realistic in contexts of persistent economic decline
or stagnation combined with demographic change. Such qualitative improvements
can have positive repercussions for public transfers, social services and local fi-
nances in the long term, even if these measures do not necessarily materialise as
GDP or job growth immediately. This policy approach is closely associated with
what Stdhr (1981: 39, translated from German by the authors) claimed over 30 years
ago:

? “Development ‘from below’ implies alternative criteria for factor alloca-
tion [...] and a change in the basic concept defined by economic criteria,

competitive behaviour, [...] to diversified concepts defined by broader
societal goals, by collaborative behaviour and endogenous motivation”.

Consequently, policy-makers should strive for achieving qualitative improve-
ments as socio-economic development in the light of demographic change and its
complex challenges even if this might not directly materialise in terms of high or
above-average economic growth. Such a broad approach is supported, inter alia,
by the “Europe 2020"” strategy on cohesion through smart, sustainable and inclusive
growth (European Commission 2010).
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