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Abstract The EU has adopted the Recovery and Resilience Facility 

(RRF) as the key instrument help to ensure that the EU, its member 

states, regions and local communities emerge stronger and more resilient 

from the pandemic crisis. Its main goal is to achieve climate neutrality 

by 2050, and it sets Europe on a path of digital transition, creating jobs 

and spurring growth in the process. The EU recovery plans should be 

seen as an opportunity not merely to address the post-pandemic health, 

social, economic and financial crisis – further exacerbated by the 

ongoing war in Ukraine – but primarily to develop a more inclusive and 

innovative institutional framework for European economies with more 

resilient local communities, small and medium sized firms, and high-

quality public services across the EU. New forms of participation, more 

policy space, tools and instruments to support local and regional 

development strategies are necessary to establish an overall environment 

more hospitable to sustainable and inclusive development. Diversity of 

European local communities and European regions at different levels of 

development require tailored-made approach to realize their 

development potential. Institutional innovations, such as the regional 

public venture funds, may be the key to overcome regional disparities 

and build regional knowledge economies. The positive experience with 

the recovery, sustainable transition and inclusive knowledge economy 

across the European Union may serve as an important experience and 

encouragement to many other parts of the world, coping with the post-

pandemic recovery, implementation of the Sustainable Development 

Goals and inclusive development. 
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1 Introduction 

 

The EU has adopted the Recovery and Resilience Facility (RRF) as the key 

instrument help to ensure that the EU, its member states, regions and local 

communities emerge stronger and more resilient from the pandemic crisis. Its main 

goal is to achieve climate neutrality by 2050, and it sets Europe on a path of digital 

transition, creating jobs and spurring growth in the process (European Commission, 

2021a). 

 

Based on common goals and common guidelines, the member states prepared their 

national plans for revision and approval by the European Commission. To many 

member states and their regions, the RRF presents an opportunity to restructure its 

economy and improve infrastructure and the public services.  

 

After a decade of stagnation as a consequence of the global and European financial 

crisis, after the decade of austerity measures, economic stagnation, a lack of public 

investment, the RRF offers a unique opportunity for stagnating regions and 

countries across the EU as well as for the technologically advanced European 

regions and countries.  

 

The research questions of this article are what institutional and policy preconditions 

would support successful, inclusive and sustainable recovery of the stagnating 

regions across the EU. What potential risks and pitfalls may lead to diminished 

outcomes of this European project in the period of international poli-crises (climate 

change, rivalries and conflicts between the major international powers, depletion of 

resources, and energy transition…)? An additional research question addresses what 

lessons can be learned from the European economic, social and institutional 

restructuring for other parts of the world that are similarly dealing with the multiple 

challenges and unresolved development dilemmas. 

 

Overall, the EU successful restructuring can offer encouragement to other regions 

from around the world to adopt similar plans to revive and restructure their 

economic and social conditions. It can lead to the more inclusive and sustainable 

pattern of global developments. On the other hand, the failures and missed 

opportunities along the path of the RRF can lead to more uneven European 

developments and to new European divides that may have negative consequences 

beyond the context of the European common market. The objective of the article is 

to show the potential advantages and potential pitfalls in embracing the challenge 

of knowledge economy in the context of European recovery efforts The broader 

objective is to articulate the modern development dilemma at the level of European 

regions and regions in other parts of the world while coping with the challenges of 

climate change, social inequalities and uneven technological progress.  
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2 Literature overview 

 

The research method of the present article is based on the comparative institutional 

approach, on normative and empirical analysis of European regional policies as well 

as on the broader concept of the varieties of institutional models in modern 

economic and social development context, European and global.  

 

The causal linkages between institutional innovations and modern knowledge 

economy are still not sufficiently analyzed and understood in the literature. The EU 

recovery plans offer a new opportunity to assess the causal linkages, especially in 

the context of European regional development. Most recent reports on European 

regional developments, European innovations scoreboard, OECD studies on new 

economic challenges with respect to the knowledge economy will be presented 

below (European Commission, 2021; Eurostat 2021, OECD 2016; OECD 2019; 

WIPO 2021). The literature on assessment of quality governance at the regional 

levels in the European union and the literature on comparative institutional 

innovations, theoretical and empirical, will be presented below. 

 

The literature overview considers the diversity of European regions, as well as the 

diversity of regional development institutions as potential vehicles of more 

inclusive development (Nielsen et al., 2022). The research focuses primarily on the 

stagnating regions in Spain and Italy, which presents a limitation of the research. 

 

3 Research 

 

3.1 EU development dilemmas 

 

Everyone who closely followed the negotiations on the EU recovery plan 

understands the arduous path toward reaching an agreement. Although the decision 

to authorize the European Commission was not the first effort in EU history to 

approach collective debt, the extent, scope and goals of the common European debt 

are a step forward in the European integration. The decision for common EU debt 

to finance post-pandemic recovery and establish resilient, sustainable and advanced 

European economies marks a departure from the decade of austerity measures 

across large parts of the EU. It marks the departure from the period of erosion of 

social services, low levels of public investments, and increased inequalities between 

the advanced European regions and the rest of the stagnating European regions.  

 

What remains unknown, however, is the likelihood that such a substantial departure 

of EU policies will lead to the structurally improved development of the entire 

common European market and European societies. If not carefully articulated and 

implemented throughout the EU, and especially in the stagnating European regions, 

the risk is that the EU as a whole may emerge from this comprehensive effort 

similarly unequal, unbalanced and divided. Another risk is that the technologically, 
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scientifically and organizationally advanced European regions will not only 

maintain the competitive edge due to their superior institutional and policy 

foundations, but the technological gap will only expand. Of equal importance, and 

intrinsically interconnected, social divisions and gaps between the relatively 

privileged social groups and the rest of the society may only further grow. Social 

and economic dualism entrenched in the European common market and its 

institutional foundations may only further deepen.  

 

Therefore, the EU recovery plans should be seen as an opportunity not merely to 

address the post-pandemic health, social, economic and financial crisis – further 

exacerbated by the ongoing war in Ukraine – but primarily to develop a more 

inclusive and innovative institutional framework for European economies with 

more resilient local communities, small and medium sized firms, and high-quality 

public services across the EU. New forms of participation, more policy space, tools 

and instruments to support local and regional development strategies are necessary 

to establish an overall environment more hospitable to sustainable and inclusive 

development. Therefore, to impose the recovery plans mechanically on the existing 

institutional and policy foundations will not likely lead to the structural 

improvements of the European social and economic polity. Instead, it will likely 

lead to incoherent, often contradictory policy approaches, such as a combination of 

austerity, structural adjustment in a form of labor market flexibilization, 

privatization without development strategy, constraints in public services and other 

similar measures from the repertoire of economic orthodoxy.  

 

Even on the surface, the policy dilemmas stemming from the new recovery plans 

will not be easy to solve. In a rush to implement the recovery projects and to show 

tangible results to the electorate – an understandable approach after years of 

austerity, social and economic anxieties and crisis prone global environment –more 

nuanced, strategic and long-term thinking is necessary. The absence of high-quality 

institutions, participatory decision-making processes, and other important 

institutional elements for comprehensive structural transformation may lead to 

ready-made projects, mostly in building infrastructure. This is not to say that such 

projects cannot yield positive outcomes to the society, but the broader institutional 

framework and strategic steps require more deliberative and collective thinking to 

secure structural transformation. From the past experience with fiscal and monetary 

stimulus measures in the EU and elsewhere (the United States, Japan and other 

examples), we have learned that there is no automatic translation of infrastructure 

projects toward increasing productivity and long-term growth.  

 

Only by establishing institutions of inclusive development and combining coherent 

long-term strategies with adequate policy tools and instruments can the one-time 

recovery plan turn into a sustainable development under the conditions of strategic 

uncertainty (Rangoni and Zeitlin, 2021). 
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Sustainable development assumes a collective learning process, based on a trial-

and-error approach, that enhances capabilities, skills formation and innovative 

models of production. In place of traditional models of economy and society, based 

on laissez-faire tradition, the dirigiste tradition or a variety of models in between 

the most extreme traditional versions, new models of decentralized but strategic 

partnership between the public and private sectors can emerge. These new models 

can be based on constant flows of information, assessment, evaluation and revision 

of the strategies when needed or appropriate. The developmental localities and 

regions should be characterized as participatory in form, experimental in content 

and transformative in the sense of constant adaptation, improvement and 

development of resilience.  

 

The European development dilemma stems from the following observation: the 

common market was established under the assumption that the deepening and 

widening of the common market would inevitably lead to the improvement of the 

productivist position of all the participants, but this has not materialized. The 

accompanying measures, such as the structural and cohesion funds to reduce the 

regional differences, were insufficient. The coordination of European economic and 

social policies in the form of structural adjustment policies (Crespy & 

Vanheuverzwijn, 2019) did not substantially add to overall transformation.  

 

Many experts and scholars (for example, Rodriguez-Pose, Nielsen, Zeitlin, Crespy) 

have noticed insufficiencies in the European institutional and policy design and 

provide important proposals for reforms. Some of the experts argue convincingly to 

include and follow more social indicators within the European semester, such as the 

indicators in measuring the distribution of socio-economic performance in the 

member states directly (Alcidi et al., 2021). Others advocate for the establishment 

of the “social imbalances procedure” to focus on unequal access to childcare, 

education, training and lifelong learning opportunities (Sabato et al., 2022). 

 

To avoid taking the EU recovery plans as a one-off effort to improve the valuable 

goals in public health, green transition, digitalization and other similarly important 

goals, but as an effort in structural improvements of the European polity, 

institutional innovations should come to the fore. Institutional innovations should 

occur at the local, regional, national and supranational levels. At almost the same 

time the citizens conference on the future of Europe was launched, the two 

important European initiatives – the recovery plans and the conference on the future 

of Europe – did not come together as one large initiative for structural improvements 

at all levels of European polity. Although many elements of the Lisbon Treaty need 

improvement, clarification and enhancement of the original European social-market 

economy, the debate between the European constitutional futures and the futures of 

more resilient, inclusive and sustainable polities were not established. It was as if 

the links between the European normative thinking and the space for European 

institutional innovations are not inextricably linked.  
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To make the debate on the unresolved European development dilemma even more 

demanding and complex, we have to add that the European development is only one 

of the elements of unresolved global development dilemma. The global normative, 

conceptual and institutional framework has been in place since the end of World 

War II and reformed in the aftermath of the collapse of the original Bretton Woods 

system toward liberalization of financial flows and trade, retreat of the governments 

in steering and coordinating international economic developments, primacy of 

financial markets and the role of multinational companies. These goals are firmly 

embedded and articulated in international rules, norms, practices. Without going 

into the details, the outlined model of global economic governance leads to a global 

normative and governance framework that is essentially not hospitable to local 

development initiatives, local innovations and bottom-up development strategies.  

 

The insight about the constraining global context should not serve as an alibi for 

local communities and regions across the EU not to search for social and economic 

reconstruction of their respective entities (Korzhenovych & Bröckerm 2020). The 

insight serves instead as a caveat that the global institutional context narrows the 

local and regional policy space and limits the tools and instruments for development 

strategies. The context of a European semester without adequately incorporating 

social imbalances, technological progress, environmental improvements and citizen 

participation further narrows opportunities for the stagnating European regions.  

 

Certainly, there are regions and localities across the EU, as well as in other parts of 

the world, that present important exceptions to the general trend of the inability to 

catch up with the limited number of leading European and global regions. These 

exceptions serve as a source of encouragement for many other stagnating localities 

and regions (Zaman & Goschin, 2015; Goschin et al., 2021). From the normative 

and conceptual perspective, European and global, the search for more policy space 

and for diverse development initiatives bottom-up that are tailored made for the 

niches, opportunities and potential of the stagnating regions remains a challenge of 

overcoming structural impediments toward inclusive and sustainable development 

in the future. Without adequate structural changes, the redirection of overall 

development despite positive initiatives, such as the European recovery plans, will 

have limited opportunities to provide the desired social and economic outcomes 

(Mogila et al., 2022; Fidrmuc et al., 2019).  

 

Transformation from the insulated knowledge economy to the knowledge economy 

for the many requires structural, institutional and policy changes. Otherwise, the 

effects of different stimulus packages, structural and cohesion funds, and 

development aid policies may be only of limited, ephemeral and temporary nature 

(Best, 1990: 269 – 277; Best 2001: 234 – 241). New forms of inequalities, divisions 

and dividing lines may be reproduced and even deepened. This reproduction occurs 

at the EU level, in other developed parts of the world, and at the global level. The 
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development dilemma requires new development models in the context of reformed 

institutional global and regional frameworks. Therefore, to establish truly resilient 

European economies and societies, the global context also requires reforms and 

redirection toward global inclusive and sustainable developments. The European 

development dilemma cannot be solved without solving the global development 

dilemma. To a large extent, the European structural reforms toward decentralized, 

inclusive and sustainable developments can positively influence the redirection of 

global developments toward a more sustainable and inclusive pattern than the one 

that we have witnessed during the last four decades. 

 

3.2 Institutional innovations of the knowledge economy for the many 

 

To avoid new forms of inequalities and divisions after the recovery plans come to 

an end, the discussion on the institutional prerequisites should be put in place. The 

idea is not to settle with mere superficial improvements in certain economic sectors 

or improved public services, no matter how welcome and beneficial such 

improvements may be. With the recovery plans to build more resilient economies 

and societies, the bigger ambition should be to broaden opportunities for the 

excluded parts of the population, for the precarious workers in stagnating regions 

across the EU, and to improve long-term prosperity chances for all. 

 

The transition from the traditional Fordist-style of mass production of standardized 

goods and services toward post-Fordist production of specialized, tailored-made 

goods and services assumes comprehensive educational and training shifts and 

requires changes in the organization of the production and relations among 

managers, teams of experts and workers. It requires changes in the institutional 

external foundations, such as the support of financial institutions, research and 

training centers, support of the public infrastructure, and broad participation of all 

of the stakeholders. Broad participation of stakeholders encompasses trade unions, 

entrepreneurs, experts, local communities, bankers, non-governmental 

organizations, and others. New modes of production, collaboration and competition 

require policy changes at the regional level of policy-making and institutional 

setting, as well as adjustment of macroeconomic policies at the national and 

supranational levels (OECD 2019: 6-9; Unger 2019: 19-25). 

 

A knowledge economy and a knowledge-based society have the potential to 

establish more resilient, inclusive, participatory and innovative structures of firms, 

employees, local communities and public institutions. It has a capability of 

constantly reinventing itself to adjust to new circumstances, global market 

volatilities and other uncertainties. On the other hand, the knowledge economy in 

the absence of a reformed institutional and policy framework can lead to the 

concentration of knowledge, technologies, skills, finance in a handful of large firms 

and a handful of advanced regions (WIPO, 2021). The rest of the firms, workers 

and society remain unable to tap the benefits of advanced modes of production and 
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innovation to the large segments of the economy and society. Hence, economic and 

social dualism is established, where a divide between relatively small, privileged 

and advanced sectors of economy and society on one hand and a relatively large 

stagnating and backward sector of economy and society becomes entrenched 

(OECD 2019: 10-21; Unger 2019: 71-83).  

 

The knowledge economy can thus become a part of the solution if supported by 

institutional innovations, policy adjustments and structural improvements. If no 

such structural adjustments take place, a modern knowledge economy can extract 

itself from the rest of the economy, it can insulate itself from the rest of society and 

it can become a destabilizing social factor by creating an unsurpassable divide. 

 

Some of the key characteristics of the knowledge economy are the capability to 

combine production at scale with the destandardization of production, therefore a 

combination of traditional mass production and craft production. The knowledge 

economy leads to decentralization of initiatives while maintaining coordination of 

production. It can even loosen the traditional constraints of diminishing returns and 

establish the process of permanent innovations to loosen the principles of 

diminishing returns and redefine the relations between production and inventions. 

Unlike traditional mass production based on a hierarchical chain of work 

instructions and low levels of trust between managers and workers, the knowledge 

economy operates in the context of trust, cooperation and communication (OECD 

2019; Unger 2019). 

 

The knowledge economy today exists in every sector of economic activities, 

including the advanced precision agriculture. However, it exists only as part of the 

advanced mode of production in each sector, largely disconnected from the rest of 

firms, employees and society at large (Arzenšek et al., 2021; Franca & Strojin 

Štampar, 2021). Instead of deepening and disseminating the knowledge economy 

across entire sectors of the economy and society, the knowledge economy remains 

confined to the advanced firms and networks (Unger 2019: 1-8). Consequently, the 

divide between the advanced and the stagnating parts of the economy reproduces 

inequality and limits opportunities for the local and regional entities to exploit their 

potential fully. Instead of establishing resilient, dynamic, innovative economies and 

societies, the economies are vulnerable and prone to protracting a crisis.  

 

The experience of recent repeated crises, such as the global financial crisis, the 

pandemic, and the current poly-crisis (post pandemic period, war in Ukraine, 

climate and energy crisis) may serve as evidence of this claim. Despite massive 

monetary, fiscal and other public interventions in places around the world that could 

have afforded such measures of support, most economies, firms, and societies 

remain unequal and ill-prepared to face the manifold of challenges effectively 

(European Innovation Scoreboard, 2021). Building truly resilient economies and 

societies requires forward thinking and a collectively deliberate approach, not 
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merely societies that respond to macroeconomic shocks, financial crises, climate or 

health crises, and security crises as one-time events, all the while hoping to return 

to the (new) normal. 

 

Without building an institutional framework that supports the inclusive knowledge 

economy and enables its deepening and disseminating across the economy and 

society, the knowledge economy confined to fringes threatens to reproduce social 

and economic inequalities, stagnation and discontent (Vesan & Corti, 2019). Failing 

to grasp the deep characteristics and full potential of the knowledge economy and 

failing to meet complex requirements as preconditions for establishing an inclusive 

and sustainable knowledge economy jeopardizes the EU recovery plans.  

 

Based on the debates during the adoption of the EU recovery plans and public 

debates during the preparations of the national recovery plans, the conceptual and 

normative thinking behind these plans remains inadequate. It does not sufficiently 

grasp the complex character of the modern knowledge economy and the demanding 

requirements to ensure that the potential of the knowledge economy truly develops 

as an inclusive, sustainable model of development. The sense of urgency due to the 

pandemic and other imminent crises and the lost decade for many European regions 

and their citizens due to austerity, erosion of social welfare and access to high 

quality of public services preempted the need for deeper conceptual and normative 

thinking. The same applies to the national and supra national policy-makers. After 

the somewhat unexpected EU recovery plan was finally adopted, they found 

themselves pressured to deliver the projects to the citizens as soon as possible. The 

ready-made projects along the guidelines carefully drafted by the European 

Commission after national plans were approved by the European Commission 

preempted any longer-term development thinking.  

 

Given the low level of public investments across the EU and most notably in the 

European (semi)periphery, it is perfectly reasonable for the member states to start 

channeling additional funds from the recovery plans toward infrastructure projects 

in railway, renewable energy, public health and digitalization (Eurostat, 2021; 

Drobne & Brezovnik, 2021). What is more questionable, however, is the missing 

conceptual thinking and overall development strategy to strengthen capabilities, 

skills, innovations of firms, workers, local communities, start-ups, young 

entrepreneurs, young farmers, public research institutes, and support centers to 

ensure the long-term resilience of economies and societies, particularly in the 

European periphery and semi-periphery.  

 

Without long-term conceptual and normative thinking about how to establish social, 

institutional, legal and cultural conditions for the inclusive and sustainable 

knowledge economy, even improvements in infrastructure, public services and 

digitalization will not overcome structural divides among the advanced European 

regions, advanced European firms in a limited number of European member states 
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and the remaining European regions, economies and societies. The reproduction of 

European disparities, inequalities, and lack of opportunities will continue, albeit 

within a somewhat more developed public infrastructure and public services across 

the European Union. The novelty of the article is that it combines the research on 

institutional innovations with the impact on the inclusive and sustainable knowledge 

economy and society. The novelty of the article is also that it extends the discussion 

on the European regional disparities to the international context of regional 

disparities.  

 

The reproduction of inequalities despite repetitive organized attempts in the form 

of monetary and fiscal stimulus, as well as in the form of structural and cohesion 

funds, is not inherent only to the European common market. It is a frequent 

phenomenon that takes place in the context of globalization where the social, 

economic, financial, and technological divides are widening. It is a phenomenon 

that takes place also in the context of leading industrial countries, such as the United 

States, with the disparities between technological, scientific and financial hubs and 

with the leading global companies and the stagnating American states and localities. 

This phenomenon is also observed in China with the differences between its 

advanced coastal regions and the less developed regions in inner China.  

 

There are regions in developing and developed parts of the world that managed to 

escape the vicious circle of stagnation and backwardness. However, they are 

exceptions to the general pattern of reproduction of global inequalities. To fully 

grasp fully the potential of the modern knowledge economy as a vehicle toward 

more inclusive, sustainable and decentralized developments in the global and 

European context, the conceptual development thinking should enter the domain of 

institutional innovations, primarily bottom-up, and the structural ingredients of 

overall social and economic transformation (Lothian, 2017: 214-217). 

 

4 Discussion 

 

4.1 Quality of regional governance and regional institutional innovations 

 

When they make comparative analysis of the quality of regional governance across 

the European Union, experts on regional development identify four key 

components: government effectiveness, the rule of law, government accountability 

and control of corruption. None of the components is easy to quantify, measure and 

organize in appropriate models. Leaving aside the methodological difficulties, the 

comparative findings largely correspond to the challenges of realizing the potential 

of the inclusive and sustainable knowledge economy at the levels of disparate 

European regions. 

 

Similar to the report on European innovations scoreboard or the persistent European 

divergencies reported by the European Regional Yearbooks, the findings on the 
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quality of regional governance across the European Union are quite similar. 

Namely, as analyzed by the experts on regional development:   

 

Knowledge production structures in lagging regions are massively affected by 

quality of government. Relatively small improvements in government effectiveness 

or the control of corruption may yield substantial benefits for the creation of sound 

regional innovation systems and for new knowledge generation in the periphery of 

Europe (Rodriguez-Pose & Di Cataldo, 2015: 694). 

 

From an institutional perspective, each of the components that contribute to the 

quality governance, its accountability, and its pro-active long-term development 

approach, is highly complex. For example, the rule of law component needs to be 

further disaggregated into many subcomponents to make a substantive contribution 

to good governance. Similarly, the ability to control for corruption certainly requires 

a more nuanced analytical assessment.  

 

A puzzling question remains. What is contributing to what? Do the social and 

economic stagnation and the decline of certain regions without a strategy for 

reconstruction lead to the more corruption prone governance, or does the more 

corruption prone governance lead to further stagnation or the decline of a given 

region? 

 

It is certain, however, that the modern knowledge economy requires high-quality 

public governance with highly competent, motivated and talented public officials 

and policy-makers (Barbero et al., 2022). Especially in the stagnating regions and 

regions in decline, there is generally a lack of highly competent and talented 

officials that are long-term future-oriented to support the long-term development 

efforts of their respective regions. Even this important detail indicates why it is so 

difficult for stagnating regions to restructure, and why the gap between the handful 

of advanced regions and the majority of stagnating regions tends to be so persistent. 

In short, as the comparative studies firmly establish, there is “a positive relationship 

between regional governance and the level of innovative capacity” (Rodriguez-Pose 

& Di Cataldo, 2015: 682). 

 

The quality of human capital in the stagnating regions is an important element, but 

it is only one of the missing requirements to enable the stagnating regions to become 

development knowledge-based regions. Among many complex characteristics of 

the knowledge economy is that there is no one single institutional model that is 

applicable to all of the diverse regions with different productive potential. Instead 

of a one-size-fits-all approach, often designed top-down, the social and economic 

restructuring requires institutional innovations tailored-made to the productive 

potential of the diverse European regions. There is no blueprint or exhaustive list of 

institutional innovations that supports long-term development strategies.  
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As examples of institutional innovations at the local level, one can nevertheless 

envisage a variety of supportive institutions, such as regional public venture funds 

that provide equity to the start-ups and the necessary long-term support to young 

entrepreneurs. Furthermore, regional development banks and a regional network of 

public banks can be enlisted among such institutional innovations. At the next level 

of development, a productive and long-term oriented ownership structure with the 

inclusion of employee stock ownership funds should evolve. A variety of ownership 

structures serves multiple purposes, such as a collective learning process to develop 

the best modes and structures of production and the inclusion of all stakeholders to 

the goals of common prosperity in the context of a competitive environment. To 

avoid the risk of clientelism, the independent and competitive management of the 

fund requires high levels of competence (Unger, 2019: 117-128). 

 

The role of public institutions does not end with transparency, accountability, the 

rule of law and control of corruption. To establish a modern, inclusive and 

sustainable knowledge economy, the role of public institutions is to articulate and 

implement a modern, sophisticated industrial policy in close cooperation with all 

stakeholders. The modern industrial policy has gone beyond the traditional 

interventionist policy or policy of favoring certain firms or sectors. The modern 

industrial policy (Roblek et al., 2021) focuses primarily on the dissemination of 

knowledge, technologies and skills from advanced firms and sectors to the rest of 

the economy and society. The intermediate institutions, such as the network of 

regional development funds, training centers and support centers, must bring 

together the deliberate and organized public policies and the decentralized private 

initiatives.  

 

Institutional innovations, dense networks of associations, decentralized model of 

public – private strategic cooperation, and enhanced participation of all stakeholders 

are required to establish the inclusive and sustainable knowledge economy. These 

requirements go beyond the established model of good governance and present an 

upgrade toward enhanced capabilities, skill formation and comprehensive 

institutional support. Successful catch-up strategies of stagnating regions cannot 

merely copy the institutional frameworks of the most advanced European regions 

in a hope to replicate their successful models of production, innovations and overall 

economic, scientific, participatory democratic and cultural development.  

 

To exploit the potential of divergent European regions and localities, the stagnant 

European regions need to develop their own institutional and policy framework. 

One of the perilous strategic mistakes of the countries in transition – the countries 

in Central and Eastern Europe – was to simply adopt the established social, 

economic, legal and policy framework without its own proactive, deliberate 

strategic approach toward institutional innovations and improvements. This Central 

and European path dependency during the last three decades is only one example of 

integration with the European and global markets without a long-term development 
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strategy. Moreover, mere emulation of the institutional framework does not 

automatically lead to structural improvements.  

 

While having in mind all the structural, institutional and policy constraints that limit 

the policy space for EU member states in their recovery and resilient efforts, we 

should not discount the importance, scope and opportunities offered by the RRF. In 

Italy, for example, the EU recovery plan will focus on six key areas: the 

digitalization, climate and environmental investment, infrastructure, education, 

health, and boosting gender inclusiveness and social inclusion (Miles & Fleming, 

2021). The investment plan includes comprehensive investments in high-speed 

trains, in the electricity grid, in hydrogen power projects, in other renewable energy 

sources and in many others.  

 

Similarly comprehensive is the plan in Spain, which some of the key ministers 

describe as a “once in a life-time chance to fight climate chance” (Dombay, 2022). 

The areas of planned investment include electric vehicles and green transport, 

energy efficiency in buildings, renewable energy and green hydrogen.  

 

Policy-makers in Spain, Italy and other member states are well aware of the 

opportunity and risks of such large-scale investment projects. Among them, the 

formation of a workforce, unprepared for such a large-scale structural 

transformation toward the inclusive and sustainable knowledge economy, could 

prove to be one of the key challenges. There are even serious practical challenges 

and issues, such as whether all the member states in Europe and in fact in the whole 

world will at the same time commit themselves that “everything has to be digital, 

renewable and green: this creates tension in the supply chain and generates 

inflation”, as pointed by the Spanish environment minister (Dombay, 2022). On the 

other hand, such a global commitment could open opportunities for more 

decentralized initiatives with more stakeholders engaged in efforts to overcome 

existing supply chain bottlenecks via new modes of production, innovations, 

collaboration and competition (Knez et al., 2021). 

 

One of the requirements to establish the modern inclusive knowledge economy is 

the legal and institutional reinvention of the market economy (Krygier, 2020). As 

stated in one of the recent OECD reports, when dealing with productivity, all 

individuals need to be furnished with better and more relevant skills for expanding 

the productive base of an economy; innovation policies must be adopted without 

privileging the positions of incumbents; regulation needs to ensure that the financial 

sector supports access to finance for all; spatial (local and regional) policies play a 

major role in facilitating the efficient allocation of resources and improving access 

to opportunities and essential services; and public governance needs to ensure 

coherence and efficiency (OECD, 2016).  
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There is apparent asymmetry between the investment plans and the time-lag due to 

inadequate institutional dynamic and insufficient policies and instruments at the 

disposal for development strategies particularly at the local and regional levels. The 

risk is that, despite good intentions to make the best out of the national recovery 

plans to strengthen the resilience of economies and societies across the European 

Union, the initiative in itself will not make up for inherited divergencies. The 

decades of the primacy of negative integration – dismantling of barriers while 

assuming the minimum role of public policies, instruments and public interventions 

at the local, regional and national levels – with the slow evolution of positive 

integration at the supranational level led to passive and retrospective adjustment of 

localities and regions.  

 

Without an institutional framework that is more supportive of economic and social 

restructuring toward the inclusive, sustainable knowledge economy for the many 

European citizens and European local communities and regions, European regional 

disparities may persist. The already visible discontent in many parts of Europe may 

again become a source of future tensions and may hamper the future development 

of the European integration.  

 

The quality of regional governance in its most essential framework is certainly a 

necessary requirement to achieve successful economic and social restructuring. But 

it is far from sufficient. Institutional innovations, more instruments and supportive 

policies aimed at enhancing capabilities, skills and technological improvements are 

additional requirements. There are no shortcuts or reliance on historic luck in 

establishing inclusive, sustainable knowledge economies at the regional and, 

therefore, decentralized and participatory trajectory of European development. The 

varieties of regional development models can serve as a conceptual and normative 

response to support ground-up development strategies with the broad-based 

participation of all the stakeholders. The prime role of supranational institutions and 

their policy-makers is to disseminate good practices, encourage institutional 

innovations tailored to the productive potential of divergent European regions and 

coordinate recovery and resilience efforts across the European Union. Inclusion of 

social pillars to the European semester, support for national and supranational 

research, science, technology and promotion of entrepreneurship can comprise 

another step in the development of European integration (Vesan & Corti, 2019). 

 

Analogous to the development dilemma in the European Union is the development 

dilemma in other parts of the world. The proclaimed goals and commitments to 

implement Sustainable Development Goals are not sufficiently accompanied with 

the institutional innovations, instruments and policy-tools to launch comprehensive 

development strategies. Hence the global inequalities and the gap between 

advanced knowledge economies and the rest of the stagnant economies around the 

world remain persistent.  
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Quality of governance around the world matters equally to the quality of governance 

in the European context. It is the first step toward launching development strategies 

that will lead to more inclusive, sustainable and resilient local economies and 

societies around the world. Without reconceptualizing global developments toward 

the empowerment of local communities and regions, and without more policy space, 

instruments and tools, the international efforts in implementing Sustainable 

Development Goals (SDGs) or their equivalents in the form of the Chinese Belt and 

Road initiatives, will not address fundamental issues of capabilities, skills, 

resilience and productivism in the excluded parts of the world.  

 

To overcome the unresolved dilemma at the European and the global levels, a 

decentralized initiative, policy-space for ground-up development strategies, and 

global coordination to preserve global goods can be envisaged. Ongoing global 

rivalries, persistent inequalities, inequities and lack of opportunities to the large 

parts of the populations in many different parts of the world leads only to the 

continuation of the negative and harmful effects of the limited, insulated knowledge 

economy, reserved only for the advanced sectors of industry and services in the 

handful of the most advanced regions in the world.  

 

5 Conclusions 

 

To build developmental regions across the European Union and around the world, 

institutional innovations are needed. For example, it took Taiwan many decades of 

developing an ever more complex and advanced nexus of coordination between the 

public sector policies and business initiatives. There are comprehensive and detailed 

studies of many institutional, policy and development aspects of Taiwan’s climb up 

the ladder of industrialization and development, including the highly competent, 

committed and relatively autonomous role of the public sector capable of supporting 

and developing a variety of sectors, and firms, primarily small and medium sized 

companies. One of the interesting innovations developed in Taiwan, for example, is 

a dualist industrial policy adjusted to the large and small firms. Especially in the 

higher-technology sectors, the support of public policies, scientific, education and 

research policies, financial support for start-ups, and other measures proved to be 

decisive in developing the current state-of-the art technological hub.  

 

Development strategies, local and regional restructuring, is never, however, a linear 

process (Jamnik, 2022). In practice, it is often a complex, trial and error process, 

that requires the trust and collaboration of all of the stakeholders. It requires the 

constant evaluation of policies and supportive measures and the collective ability to 

adjust to the new domestic and international circumstances. It requires the 

capabilities to anticipate future developments, opportunities and constraints, as well 

as proper assessment of the productive potential of the home base, local and 

national. Such a complex institutional, policy and learning process is measured in 

years, if not decades, as we can witness in the case of Taiwan or the cases of Irish 
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local public-private partnerships, Finnish technological and educational policies, 

Portuguese transition toward renewable energy and elsewhere.  

 

The most recent interesting example is the restructuring of the East German 

economy. Despite extensive support and subsidies from the federal German budget 

for several decades, the East German economic and social transition was a synonym 

for a lack of progress and the inability to restructure and improve local or regional 

economic and social conditions. Recently, however, it appears that East Germany 

has finally developed a more workable model of knowledge economy and society. 

After years of industrial decline, the new infrastructure gradually emerged in 

combination with academic research that modern companies need to develop. The 

rapid transition of traditional car manufacturing toward electric cars requires a 

different technological and infrastructure support to build new advanced “eco-

systems” in a wide variety of areas. A prepared infrastructure, a strong tradition of 

industrial development prior to a decline, a tradition of academic research and, 

above all, the adaptability and resilience of several generations of local population 

serve as an attractive base for the modern inclusive knowledge economy in many 

parts of East Germany. At this stage, it remains uncertain whether such a shift can 

constitute a long-term structural improvement of regions in decline, but it serves as 

a good reminder about the conceptual, institutional and practical requirements 

necessary for economic and social restructuring.  

 

The biggest risk according to the analysis of this article is that, despite an important 

attempt by the European Union in the form of the RRF, the regional and social 

disparities of the European Union will persist. The modern knowledge economy has 

a characteristic of remaining insulated and concentrated in the handful of advanced 

European regions and the limited number of advanced firms. Institutional 

innovations, regulatory reforms and policy space, and more policy instruments are 

necessary for the stagnant European regions to launch comprehensive development 

strategies. Equally important, participation of all of the stakeholders at the local and 

regional levels is necessary to promote the modern, inclusive and sustainable 

knowledge economy and to replace the existing model of economic and social 

developments at all levels of the European polity. Such a structural transformation 

can serve as a source of encouragement for other stagnating regions in other parts 

of the world that are trying to resolve their own development dilemmas.  

 

 
  



LEX LOCALIS - JOURNAL OF LOCAL SELF-GOVERNMENT 

M. Nahtigal: EU Recovery Plans, Inclusive Knowledge Economy and 

Overcoming Regional Disparities 

1187 

 

   

 

References:  

 

Alcidi, C., Baiocco, S. & Corti, F. (2021) A Social Dimension for a New Industrial Strategy 

for Europe, Intereconomics, 56(3), pp. 138–144,  https://doi.org/10.1007/s10272-021-

0969-6. 

Arzenšek, A., Laporšek, S. & Franca, V. (2021) Job and Organisational Level Aspects of 

Work in Slovenia, Društvena istraživanja, 30 (4), pp. 655-674, 

https://doi.org/10.5559/di.30.4.01. 

Barbero, J., Christensen, M., Conte, A., Lecca, P., Rodríguez-Pose, A. & Salotti, 

S. (2022) Improving Government Quality in the Regions of the EU and its System-Wide 

Benefits for Cohesion Policy, Journal of Common Market Studies, 57, pp. 977– 994  

https://doi.org/10.1111/jcms.13337. 

Best M. H. (1990)  The New Competition: Institutions of Industrial Restructuring 

(Cambridge: Harvard University Press). 

Best M. H. (2001) The New Competitive Advantage: the Renewal of American Industry 

(Oxford: Oxford University Press). 

Chazan, G. & Miller, J. (2022) The surprising revival of East Germany, (June 28, 2022) 

(Financial Times), available at: https://www.ft.com/content/f1d0e732-d523-40db-b753-

ae404498dc7a (July 25, 2022). 

Crespy, A. & Vanheuverzwijn, P. (2019) What “Brussels” means by structural reforms: 

empty signifier or constructive ambiguity?, Comparative European Politics, 17(2), pp. 92–

111, https://doi.org/10.1057/s41295-017-0111-0. 

Dombay, D. (2022) EU Recovery funds give Spain 'once in a lifetime' chance to fight climate 

change, (February 9, 2022) (Financial Times), available at: 

https://www.ft.com/content/d2d746ab-4d0f-4b10-95ac-91e97ca8f25e (July 25, 2022). 

Drobne, S. & Brezovnik B. (2021) Functional Regions as Bases for Provinces in Slovenia, 

Lex Localis - Journal of Local Self-Government, 19(4), pp. 1065–1094, 

https://doi.org/10.4335/19.3.1065-1094(2021). 

European Commission (2021a) Recovery and Resilience Facility, available at: 

https://ec.europa.eu/info/business-economy-euro/recovery-coronavirus/recovery-and-

resilience-facility_en (July 25, 2022). 

European Innovation Scoreboard (2021b) Luxembourg: Publications Office of the European 

Union, available at: https://ec.europa.eu/commission/presscorner/detail/en/IP_21_3048 

(July 25, 2022). 

Eurostat Regional Yearbook (2021) Luxembourg Publications Office of the European Union, 

available at: https://ec.europa.eu/eurostat/documents/3217494/13389103/KS-HA-21-001-

EN-N.pdf/1358b0d3-a9fe-2869-53a0-37b59b413ddd?t=1631630029904 (July 25, 2022). 

Fidrmuc, J., Fidrmuc, J., Hulényi, M. & Zajkowska, O. (2019) The Elusive Quest for the 

Holy Grail of an Impact of EU Funds on Regional Growth,  CESifo Working Paper, No. 

7989, available 

at: https://ssrn.com/abstract=3507260 or http://dx.doi.org/10.2139/ssrn.3507260 (July 25, 

2022). 

Franca, V. & Strojin Štampar, A. (2021) Board-level employee representative independence: 

myth or reality? Theoretical analysis and empirical research—the case for Slovenia, Ann 

Public and Cooperative Economics, 92(4), 

pp. 569– 585, https://doi.org/10.1111/apce.12303. 

Jamnik, A. (2022) Rawls' Theory of Justice as Fairness as Foundation and Challenge for 

Local Self-Government, Lex Localis - Journal of Local Self-Government, 20(3), pp. 641–

665, https://doi.org/10.4335/20.3.641-665(2022). 



1188 LEX LOCALIS - JOURNAL OF LOCAL SELF-GOVERNMENT 

M. Nahtigal: EU Recovery Plans, Inclusive Knowledge Economy and 

Overcoming Regional Disparities 

 

   

 

Knez, K., Jaklič, A. & Stare, M. (2021) An extended approach to value chain analysis, 

Journal of Economic Structures, 10(1), pp. 1-37, https://doi.org/10.1186/s40008-021-

00244-6. 

Korzhenevych A & Bröcker J. (2020) Investment subsidies and regional welfare: a dynamic 

framework and its application to the European regional policy, Regional Studies, 54(9), pp. 

1262-1274, https://doi.org/10.1080/00343404.2019.1702157. 

Krygier, M. (2020) The Potential for Resilience of Institutions to Sustain The Rule of Law, 
Hague Journal on the Rule of Law, 12(1), pp. 205–213, https://doi.org/10.1007/s40803-

020-00138-y. 

Lothian, T. (2017) Law and the Wealth of Nations: Finance, Prosperity, and Democracy (add 

place of publication: Columbia University Press). 

Mangabeira Unger, R., Stanley, I., Gabriel, M. & Mulgan, G. (2019) Imagination Unleased: 

Democratising the knowledge economy (London: Nesta), available at: 

https://www.oecd.org/naec/projects/Imagination_unleashed-

Democratising_the_knowledge_economy.pdf (July 25, 2022). 

Miles, J. & Fleming S. (2021) Draghi plans 220bn euro overhaul of Italy's economy (April 

21, 2021) (Financial Times), available at: https://www.ft.com/content/29d4b262-fb4a-

46be-b504-6689e0eec994 (July 25, 2022). 

Mogila, Z., Miklošovič, T., Lichner, I., Radvanský, M. & Zaleski, J. (2022) Does Cohesion 

Policy help to combat intra-country regional disparities? A perspective on Central 

European countries,  Regional Studies, 56(10), pp. 1783-1795, 

https://doi.org/10.1080/00343404.2022.2037541. 

Nilsen, T., Grillitsch, M. & Hauge, A. (2022) Varieties of periphery and local agency in 

regional development, Regional Studies, https://doi.org 10.1080/00343404.2022.2106364. 

OECD (2016) The Productivity-Inclusiveness Nexus, Report from the Meeting of the OECD 

Council at Ministerial Level Paris, 1-2 June 2016, available at: 

https://www.oecd.org/economy/The-productivity-inclusiveness-nexus.pdf (July 25, 2022). 

Rangoni B, Zeitlin J. (2021) Is experimentalist governance self‐limiting or self‐reinforcing? 

Strategic uncertainty and recursive rulemaking in European Union electricity 

regulation, Regulation & Governance, 15(3), pp. 822-839, 

https://doi.org/10.1111/rego.12309. 

Roblek V., Meško M. & Podbregar I. (2021) Mapping of the Emergence of Society 5.0: A 

Bibliometric Analysis, Organizacija, 54(4), pp. 293-3025, https://doi.org./10.274/orga-

2021-20020. 

Rodríguez-Pose, A. & Di Cataldo, M. (2015) Quality of government and innovative 

performance in the regions of Europe, Journal of Economic Geography, 15(4), pp. 673–

706, https://doi.org/10.1093/jeg/lbu023. 

Rus, P., Nared, J. & Bojnec, Š. (2018) Forms, areas, and spatial characteristics of 

intermunicipal cooperation in the Ljubljana urban region, Acta geographica Slovenica, 

58(2), pp. 47-61, https://doi.org/10.3986/AGS.4830, available at: https://ojs.zrc-

sazu.si/ags/article/view/4830/4757 (July 25, 2022). 

Sabato, S., Vanhercke, B. & Guio, A-C. (2022) A ‘Social Imbalances Procedure’ for the EU: 

Towards Operationalisation, ETUI Research Paper - Working Paper 2022.09, available at: 

https://ssrn.com/abstract=4065513 (July 25, 2022).  

Unger, R. M. (2019) The Knowledge Economy (London: Verso). 

Vesan, P. & Corti, F. (2021) The return of the commission social entrepreneurship before 

and after the Covid-19 pandemic, Journal of European Integration, 44(6), pp. 1-16, 

https://doi.org/10.1080/07036337.2021.1985114. 



LEX LOCALIS - JOURNAL OF LOCAL SELF-GOVERNMENT 

M. Nahtigal: EU Recovery Plans, Inclusive Knowledge Economy and 

Overcoming Regional Disparities 

1189 

 

   

 

Vesan, P. & Corti, F. (2019) New Tensions over Social Europe? The European Pillar of 

Social Rights and the Debate within the European Parliament, Journal of Common Market 

Studies, 57(1), pp.  977– 994, https://doi.org/10.1111/jcms.12863. 

Visvizi, A., Lytras, M.D., Damiani, E. & Mathkour, H. (2018) Policy making for smart cities: 

innovation and social inclusive economic growth for sustainability, Journal of Science and 

Technology Policy Management, 9(2), pp. 126-133, https://doi.org/10.1108/JSTPM-07-

2018-079. 

WIPO (2021) Global Innovation Index 2021: Tracking Innovation through the COVID-19 

Crisis (Geneva: World Intellectual Property Organization), available at: 

https://www.wipo.int/edocs/pubdocs/en/wipo_pub_gii_2021.pdf (July 25, 2022). 

Zaman G. & Goschin Z. (2015) Romania's Sustainable Development Requirements from the 

Viewpoint of Regional Economic Bank's Crediting, Procedia Economics and Finance, 32, 

pp. 125-130, https://doi.org/10.1016/S2212-5671(15)01373-8. 

 

 

 


