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1.

The main argument



Life and consequences of development traps

BloiagNoOSsIsS

Many regions are stuck in
development traps

Long-term stagnation in income,
productivity and employment,
relative to a region's own past, its
country, and its peers.

Stage 1:
Structural Stagnation

Regions stuck in long-term
traps regarding income,

productivity, and employment.
The underlying dynamic holds
across Europe, the US, and
Central Asia.

BlconNnTEXT

The trap travels — Europe,
the US, Central Asia

The framework holds across very
different institutional settings. The

geography differs; the underlying

dynamic does not.

Stage 2.

Foregone Potential
Competitiveness and talent
are squandered first.
Strategic geopolitical
leverage is eroded.
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BlcoNSEQUENCE

Foregone potential, then
political revolt

Talent and competitiveness are
squandered first. Discontent,
electoral realignment and, in some
cases, unrest follow.

Stage 3:
Political Revolt

Discontent, electoral
realignment, and open unrest
inevitably follow the
economic erosion.




2.

What is a development trap?



From middle-income to development trap

STARTING POINT THE MOVE

The middle-income trap From countries to regions

An economy that suffers a sharp drop in dynamism after a The same logic —bursts of growth followed by durable
successful transition from low- to middle-income status stagnation— operates within advanced economies, at
(Gill & Kharas, 2007). the regional scale, and at any income level.

South Korea and Brazil had identical per capita income in European & US regions become trapped at higher
1950. South Korea is now high-income; Brazil has absolute incomes than middle-income countries do,
stagnated at roughly 23% of US per capita income since and they get there along several different pathways.
the 1960s.

A development trap is not poverty. It is the experience of watching one's community fall behind — of seeing
the position one's parents enjoyed erode into something more precarious. Stagnation, not deprivation.
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Three variables, three benchmarks

A region is in a development trap when its economic dynamism stalls along three dimensions,
judged against three reference points.

THE VARIABLES THE BENCHMARKS
Income @ The region's own past
GDP per capita Has it slowed relative to its own previous trajectory?

Productivity @ The country it sits in

Gross value added per worker Is it lagging the national average?

Employment @ The wider economic space
Employment-to-population ratio Is it falling behind the EU, the US, or its peers?

DT1 captures the breadth of stagnation across nine comparisons (3 x 3). DT2 captures its intensity.
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The anatomy of a development trap

Historical Baseline

1. Stagnant Income

Real wages and household
income remain flat, failing to
keep pace with inflation or
historical growth rates. Wealth
accumulation ceases, leading to
a decline in purchasing power.

Falling Behind

Own History

2. Stalled Productivity

Output per worker plateaus or
declines. Innovation is
suppressed, capital investment
slows, and efficiency gains are
minimal, hindering overall
economic growth.
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3. Frozen Employment

Job creation stalls, with high
long-term unemployment or
underemployment. Labor force
participation may shrink as
workers become discouraged,
and opportunities for
advancement are limited.



Risk, intensity, duration of the trap

Are you in?

How many of the nine
comparisons place a region
below the relevant
benchmark. A region with a
high DT1 score is failing on
most fronts at once.

How deep?

Not whether a region is below

benchmarks but by how much.

DT2 captures the magnitude
of the deviation — the
steepness of the slope.

For how long?

Years spent in the trap. Both
Europe and the US show that
the political effect grows non-
linearly with duration. A bad
decade matters far more than
a bad year.

Each measurement of the trap tells a different story. The political signal becomes audible when all three line up.
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Europe



The geography of the trap — Europe

REGIOgis

Development Trap Index 1 at NUTS 3 level, 2001-2021
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Source: DG REGIO calculations based on JRC and Eurostat data

IS A PLACE IN A TRAP?
Fundamentally old industrial regions

Northern France (outside Paris) above all. Italy throughout,
spreading to rural areas of Croatia and Greece.

Pockets in Wallonia, West Germany, Northern Jutland, and
segments of Spain, Portugal, and even Ireland.

Central and Eastern Europe largely escapes the worst — the catch-
up dividend of accession is still running.

Many trapped regions were once the engines of
European industrial development. They have not lost
their edge overnight.
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The intensity of the trap
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Development trap index 2 at NUTS-3 level, 2001-2018

Depth of the development trap
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deviation of the first period.

Source: DG REGIO calculations based on JRC and Eurostat data

WHERE THE TRAP IS DEEPEST

Rural areas in Croatia and Greece

Mainly in rural and peripheral areas.

But also in the Midlands in Ireland.

Many parts of Central and Eastern Europe —in Latvia, Lithuania,
Poland, Slovakia and Romania— show no signs of being in a trap.
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Duration — how long regions have been stuck

aaaaaaa

A STRUCTURAL PROBLEM

Some regions have been trapped for almost
the whole period since 2001

years in the trap

1 7_ 1 9 out of 19 measured (2001-
2019) — the darkest band of the

map.

The longer the period of stagnation, the stronger the
political signal it generates. The effect on hard-
Eurosceptic voting is roughly eight times larger when
measured over two decades than over a single year.

REGIOgis

Number of years in a development trap during 2001-2019
Years
0

less than 5
5-9 is map shows the number of years that a region scored 0.5 or
re on the Development Trap Index 1.
- 10-13 : DG REGIO calculations based on JRC and Eurostat data
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4.

United States




The trap travels — but the US a different animal

The same three variables and three benchmarks, applied to 722 commuting zones, 1980-
2019. Same tool, very different system to interrogate.

EUROPE UNITED STATES

Growth Growth

Modest at the aggregate level High — substantial aggregate expansion
Volatility Volatility

Low — slow, persistent stagnation High and pervasive — boom-and-bust the norm
Income hump Income hump

Middle-income regions at greatest risk Flat — high incomes offer little protection

Trap state Trap state

Often a near-absorbing condition Gravitational tendency, not an absorbing state

The interesting question in the US is not whether regions are stuck. It is whether their volatility
resolves into recovery, or compounds into decline.
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0.34

The geography of the US trap, 1980-2019

(@) DT1
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WHAT THE MAP SHOWS
Trapped regions —the dark red— in
the Rust Belt, rural Appalachia, the
South, and the inland areas of
Pacific and Mountain states

The Rust Belt. Appalachia and parts of the
South, as expected.

But also high-income metros —Los
Angeles, Houston— and large portions of
the West and the Mountain interior.

Income is no shield.
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Six developmental archetypes

Combining entrapment level with the efficiency ratio — whether a region’s volatility resolves
into recovery or compounds into decline.

@ Distressed-compounding @ Distressed-adaptive @ Chronic-declining @ Acute-exposed @ Not at risk - stagnant @ Not at risk- dynamic
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THE TYPOLOGY

@ Distressed-compounding

Buffalo — vulnerable, no recovery

@ Distressed-adaptive
Appalachian and Gulf pockets — vulnerable but

recovering

@ Chronic-declining
Los Angeles, Milwaukee — quiet drift

@ Acute-exposed

Houston, Detroit — episodic shocks

@ Not-at-risk stagnant
New York City — fine, but against a headwind

@ Not-at-risk dynamic

San Francisco, Atlanta — momentum behind them
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What entrapment looks like — Detroit

4th
over fifty years

largest US city-region in 1970

Detroit did not collapse overnight. It drifted — through
deindustrialisation, automotive restructuring, the loss of high-wage
manufacturing, the dismantling of the institutional infrastructure that
channelled grievance into Democratic politics. By 2016, Wayne
County, Macomb and the regions around them had become Trump-
era battlegrounds.

What remained when the union halls closed —churches, veterans'
organisations, gun clubs— were institutions of a different political
colour.
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5. ST

Kazakhstan



The geography of the trap — Kazakhstan

Average risk of being trapped in Kazakhstan, quartiles of the distribution over 1998-2020

M 0.61-0.67
W 0.58-0.61
0.53-0.57
0.45-0.52

Both high- and low-income
regions at high risk of being
trapped

The same flat-income pattern as the United States. The west —oil-rich and high-income— is trapped
alongside the lower-income south. Resource wealth is no insulation when the dynamism stalls.




Convergent diagnosis, divergent contexts

The trap framework holds across three very different institutional and economic settings —
but each context shapes how stagnation is detected and how it expresses itself.

Slow drift, middle-income High-volatility, no income High and low income both

hump hump trapped

Risk peaks among regions Trap risk is flat across the Combination of resource-rich

caught between low-cost income hierarchy. Volatility is regions and the

producers below and the diagnostic challenge: demographically dynamic

innovation hubs above. separating creative destruction South Resource wealth no
from destructive instability. protection against stagnation

HOT SPOTS HOT SPOTS HOT SPOTS

France, Italy, Greece Rust Belt, Appalachia, parts of Mangystau, southern oblasts
California

Same diagnostic. Three different expressions, depending on the institutional terrain on which trapped regions are situated.
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The economic price of myopia



Wasted potential and territorial myopia

* The Tragedy of Wasted Talent:
Trapped regions suffer a catastrophic
inability to tap latent potential,
actively undermining national
competitiveness.

 Territorial Myopia: Planners chase
the shadows of US or Chinese tech
hubs, deploying copy-paste policies
that ignore local realities.

e The Cost: Ignoring unique, existing
regional strengths guarantees
continued economic drift.
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The scale of the problem

135 million

Europeans live in places that have drifted behind since the millenium

=1in3 25 years All Member States

of the EU's population of relative stagnation are affected to some degree

Source: Letta Report (2024); Rodriguez-Pose & Dijkstra, forthcoming.
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Foregone potential, foregone strategic leverage

IFOREGONE POTENTIAL IFOREGONE CHOKEPOINTS
Functioning well below capacity Place-based development is geopolitical now
Trapped regions are not tapping into their full economic Power in the international economy flows through
potential. They are functioning well below capacity and chokepoints — nodes where one jurisdiction can deny
that undermines aggregate growth and employment access or exploit information flows. And there are many
generation different chokepoints in an economy.

Talent, capital and tacit knowledge concentrate where ASML, Airbus, Novo Nordisk, Biontech, Vestas —

they already exist. The trap deepens itself. Europe's existing chokepoints are concentrated in

specific regions. Letting any of them stagnate is to
abandon strategic leverage.

Trapped regions are not only wasted potential at home. They are foregone chokepoints in a world where
chokepoints are the operative unit of leverage.
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The political price



Minimum share of valid votes
in natoinal parliamentary elections, in %

Europe — Euroscepticism rises with the trap

Votes for parties opposed to EU integration
in the EU-27, 2000-2022

30
25
20

15

2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021

= somewhat opposed, opposed or strongly opposed == opposed or strongly opposed
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2022

THE ANALYSIS

Trapped regions vote anti-system
& Eurosceptic — and the longer
the trap, the stronger the effect

In Europe, risk, intensity and duration
of the trap each predict support for
both hard and soft Eurosceptic
parties.

Causal — instrumented through the
historic prevalence of nuclear families.

Effect roughly 8x larger over two
decades than over a single year.
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Europe — Eurosceptic vote
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Minimum share of votes for parties opposed or strongly opposed to European integration, Minimum share of votes for soft and hard Eurosceptic parties, 2019-2023
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United States, structural decline

THE MUNDLAK DECOMPOSITION

Structural position —not reaction to recent
crises— drives the swing

CRISES STRUCTURAL
~0 8 times
~ .

higher effect
a bad Tuesday a bad decade

Voters are not punishing incumbents for a bad quarter.
They are registering alienation from an economic order
that has failed their communities for a generation.

0.34 0.81
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Kazakhstan, decline and revolt

Average risk of being trapped in Kazakhstan, quartiles of the distribution over 1998-2020

THE TRIGGER M 0.61-0.67
An LPG price liberalisation. Gas prices - 2'2223'2
nearly doubled overnight. Resentment 0.45-0.52
was felt most in Mangystau, a region
whose resources had funded the rest

of the country for two decades.

THE PATTERN

Every flashpoint sat in a trapped
region. Zhanaozen, Aktau in the oil-
rich west; Shymkent, Taraz, Almaty,
Taldykorgan in the south.
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Same diagnosis, three expressions

The institutional terrain on which trapped regions sit shapes how grievance is voiced.

TIER 2 - UNITED STATES TIER 3 - KAZAKHSTAN

Eurosceptic voting Structural realignment Open unrest

Open party systems with multi-party A rigid two-party system absorbed Where electoral channels are
choice. Discontent is absorbed at the grievance through internal constrained, grievance accumulates
ballot box, with hard- and soft- transformation. The Republican coalition without a voice. When it arrives, it
Eurosceptic vote shares trebling since shifted from Reagan's broad continental arrives in the streets.

2002. sweep to a coalition of trapped regions.

US Populism ' Euroscepticism
?

Kazakhstan 2022

The economics is constant. The political form is contingent on what channels are availabl
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The toxic feedback loop of regional decay

Once political instability takes hold, the economic damage compounds.

Political Instability Polarisation degrades

Polarisation degrad
p(i.ﬁﬁiimmi?::ﬁgﬁ Takes Hold public administration and
and the rule of law. the rule of law.
Policy Horizons Shorten.

Long-term investment in

Institutional infrastructure and Cost of
Quality Erodes education becomes  Capital Rises
politically untenable,
deepening the original
trap.
Skilled workers and Sovereign and regional
entrepreneurs flee the borrowing costs spike;
trapped region. Brain Drain investment plummets.
Accelerates

The trap that sets off political revolt is then made worse by the revolt it sets off. Each turn of the wheel
deepens the original problem.
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3.

Springing the trap




What won't work

If the diagnosis is structural, the response cannot be cyclical.

Countercyclical transfers

Smoothing the business cycle does nothing for communities in relative decline for decades.

Place-blind moonshots

Pouring resources into frontier sectors where Europe trails most conspicuously misallocates investment to places where it
cannot take root.

Subsidies

Prolonged subsidies encourage transfer dependency and and the development of sheltered economices.

Imitating Silicon Valley

Innovation ecosystems are evolved organisms, not menus. Trillions have been spent building Silicon Somewheres around
the world. Most have failed.

X X ® X

Money delivered matters less than the institutional capacity of the places receiving it. And that capacity, once
eroded, is not restored by a single appropriation.




Build on what is there to reinvent

Reinvention is always faster, cheaper and more durable when not starting from scratch.

Related diversification

Regions move into adjacent activities that draw on existing capabilities — automotive supply chains into electric vehicles, textile clusters
into smart materials.

Brownfield digitalisation

Al, automation, and digital tools applied to existing SMEs. Inditex in Galicia, the German Mittelstand — modernisation rather than
wholesale replacement.

Strengthen real chokepoints

ASML, Airbus, Novo Nordisk, Vestas — deepen positions where Europe is already close to indispensable, instead of chasing American or
Chinese shadows.

Innovation intermediaries

Channel knowledge from leading clusters to follower regions. Estonia's Digital Innovation Hubs as a working template.

28th MFC Annual Conference - Diirres
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Europe’s barriers — and where the limit is

Europe is not short of talent or invention. The problem is the plumbing between idea and
globally significant firm.

INTEGRATIVE TRANSLATIONAL SCALE-UP

An incomplete single Knowledge that doesn't Firms that don't graduate
market reach industry

Truly single for goods, less so for European universities produce first- Around 30% of European unicorns
services, capital, and digital. Start- rate science — but only about a relocated outside the EU between
ups that would be one-market third of patents held by universities 2008 and 2021. Only = 8% of global
creatures in the US must be are ever commercially exploited. scale-ups are EU-based. Europe
twenty-seven-market creatures in The pipeline is the problem. loses its best firms at the moment
Europe. of maximum capital need.

Fix these three, and the case for chasing American or Chinese shadows collapses.
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Institutions & governance — the precondition

No technology-centric or place-based policy will succeed where institutional capacity is thin.

ITHE EVIDENCE

Quality of government predicts the lot

Low institutional quality depresses regional growth
(Ketterer & Rodriguez-Pose, 2018), trade (Barbero et al.,
2023), and innovation (Rodriguez-Pose & Di Cataldo,
2015).

Progress on government quality has stalled in much of
Europe (EQI 2024, World Justice Project).

ITHE IMPLICATIONS

Cohesion Policy reformed, not abolished

Move from compensation to development —
performance-based, calibrated to local potential.

Hold on to the territorial dimension. Folding it into
national envelopes strips out the responsiveness that
has made it work.

Microfinance, place-based instruments and innovation
intermediaries belong in this toolkit.
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02
03

Playing the hand we have

Three propositions to take away.

The trap is widespread, and it is the same trap everywhere

Europe, the United States and Kazakhstan share the diagnosis. The geography differs; the underlying dynamic does not.

The economic price is paid before the political price

Foregone potential, talent drain, lost competitiveness — and, in Europe, foregone strategic chokepoints. The political revolt comes
second, and feeds back into the original problem.

The response must be place-sensitive, structural, and patient

Not place-blind moonshots. Not countercyclical transfers. Build on regional DNA, fix the three barriers, invest in institutions — and
accept that the timescale is longer than a single electoral cycle.

If Europe is bound to struggle at imitation, it might as well succeed at being itself.

28th MFC Annual Conference - Diirres
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