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The Research Institute of Applied Economics (IREA) in Barcelona was founded in 2005, 
as a research institute in applied economics. Three consolidated research groups make up 
the institute: AQR, RISK and GiM, and a large number of members are involved in the 
Institute. IREA focuses on four priority lines of investigation: (i) the quantitative study of 
regional and urban economic activity and analysis of regional and local economic policies, 
(ii) study of public economic activity in markets, particularly in the fields of empirical 
evaluation of privatization, the regulation and competition in the markets of public services 
using state of industrial economy, (iii) risk analysis in finance and insurance, and (iv) the 
development of micro and macro econometrics applied for the analysis of economic 
activity, particularly for quantitative evaluation of public policies. 
 
IREA Working Papers often represent preliminary work and are circulated to encourage 
discussion. Citation of such a paper should account for its provisional character. For that 
reason, IREA Working Papers may not be reproduced or distributed without the written 
consent of the author. A revised version may be available directly from the author. 
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Abstract 
 

This paper proposes a model which incorporates capital accumulation 
and spatial spillovers across economies, while allowing for regional 
differences in absorptive abilities. This model is estimated using a 
sample of 215 European NUTS2 regions, before and after the 2004 
enlargement of the single market area. Results confirm the relevance of 
local absorptive capacities, as are found to be directly linked with the 
process of making the most of externalities. More than that, capital 
accumulation externalities do not seem to take place in absence of local 
capabilities. The process of capital deepening which took place in the 
period reduced the role of capital in explaining the productivity gap 
among regions, but so far has not been enough to help lagging regions 
to equal the return to human capital investments reached by most 
advanced regions. 
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