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Summary
Even though the regional development agen-
cies have been an essential tool in the terri-
torial development policy in the past seven 
decades, the changing paradigm of the Euro-
pean regional policy is questioning the need 
of traditional tools. Countries like Hungary 
have already decided to run the 2014-2020 
EU budgetary period in a new institutional-
ized setup. This study attempts to highlight 
the historical adaptation of development in-
stitutions and points out that in a knowledge-
based economy only those governments are 
able to boost competitiveness and the absorp-
tion rate which have institutions enabling 
adaptability and knowledge transfer.
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Introduction

After WW2, the democratic countries of 
Europe became part of an economic trans-
formation, mainly characterized by market 
orientation and the liberalization of inter-

national trade. Globalisation very soon high-
lighted the importance of the territorial sys-
tems in production. It became obvious that 
some territories had the potential to exploit 
on a higher extent the advantages of the 
forming structures. As the central and ter-
ritorial administrations started to focus on 
support to entrepreneurs, the link between 
public and the private spheres grew tighter. 
As the new area of expertise was evolving, 
research soon started in relation to the in-
stitutions that were supposed to implement 
the territorial policies. The governments 
of the developed countries, the European 
Communities, also encouraged the capacity 
building between the member states. Ter-
ritorial development agencies (TDAs) were 
brought into the focus of the new studies on 
the institutional side of territorial develop-
ment. Since the 1960’s these organisations 
have become a fundamental part of the Eu-
ropean territorial development systems. As 
a consequence, TDAs’ portfolios and their 
instruments were constantly broadened 
throughout the decades and they served as 
the best institutional practice for candidate 
countries. TDAs, especially in relation to the 
disbursement of EU funds, had also become 
part of the enlargement negotiations. Of all 
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the enlargement rounds, negotiations with 
the post-socialist countries were the most 
challenging for all sides. At the beginning 
of the 1990’s, these states had to set up a 
legal framework and the operating struc-
tures for liberal democracies and for a free 
market on the ruins of socialist regimes. 
The change of regime also widened the gap 
between the territories. Therefore, and also 
to fulfil the EU requirements, these candi-
date countries started to be increasingly 
committed to the territorial development 
approach. But the establishment of Hun-
garian RDAs and the legal background of 
their operation was hindered. As Pálné Ko-
vács (2003) stressed already before the EU 
accession, the inadvertent law and the un-
stable financial background of the institu-
tions were barriers to the capacity building 
of the Hungarian Regional Development 
Agencies. In spite of all the hardships re-
garding their establishment, the Hungarian 
Regional Development Agencies were active 
contributors to the territorial development 
already in the EU budgetary period of 2004-
2006. Besides the promising existence of the 
agencies, by the end of the period Sárközy 
(2006) warned that if the overall reform of 
the public sector did not take place, Hun-
gary would lose its chances to catch up with 
the more developed countries. The reform 
also supposed to include the settlement 
of an adequately regulated and financed 
institutional system for territorial develop-
ment. Finally in 2011 the cabinet decided 
to modify Act XXI on Regional Develop-
ment and Regional planning. RDAs, which 
had operated as intermediate bodies (IBs) 
in the Regional Operational Programmes 
throughout the EU financing period 2007-
2013, were abolished. In the meantime, for 
the next programming period (2014–2020) 
the Hungarian State Treasury has the same 
tasks regarding the EU funds management. 
The modification also affected the territori-
al development policy: the legitimate coun-
ties became solely responsible instead of the 
planning regions. Their municipalities have 

already begun to set up their own agencies, 
mainly by utilizing some of the remaining 
resources of RDAs that they used to own. 
Cities having a county status also started 
to rapidly build such capacities as well, so 
the question arises: development agencies 
still have the potential to serve as the op-
erative backbone of territorial development 
to enhance competitiveness in the future? 
To answer these questions, the territorial 
agencies’ history and adaptability to the 
knowledge-based economy have to be stud-
ied. Highlighting the constant evolution of 
TDAs might bring us closer to the streamlin-
ing proposals regarding the operative part 
of the institutional system of Hungarian ter-
ritorial development. 

TDAs’ adaptation and evolution

As national governments tried to counterbal-
ance the widening of territorial gaps during 
the 1960’s in democratic countries, territo-
rial governance had evolved as a new disci-
pline. In the traditional approach, public 
institutions’ decision-making simply could 
not keep pace with the needs. As a result, the 
resolutions were made late and the policies 
were unable to reach their targets. These fail-
ures had their negative impacts on all those 
stakeholders whose competitiveness and 
production processes largely depended on 
the territorial infrastructure and the overall 
development stage of the local logistics. In 
order to meet the challenges, new govern-
ing methods and techniques, ways of exercis-
ing power had to be put in practice. Public 
institutions were expected to serve as an in-
terface besides the fulfilment of their regu-
latory roles. The above-mentioned evolution 
procedure took decades. Tables 1 and 2 dem-
onstrate the phases of development, and the 
organisational and institutional models.

As an outcome, New Public Manage-
ment (NPM) and then the New Public 
Governance (NPG) gradually gained influ-
ence over traditional public administration 
in the 1990’s (Osborne, 2010). The tradi-
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Table 1: Three phases of development and the organisational models

1950’s 1970’s 1990’s

Organisational 
paradigms

Fordism individual entrepreneurship
customer orientation

integrated systems
just in time

Production units large firms small firms networks

Organisational 
objectives

Growth value of differences put order in 
heterogeneity

Performance criteria production 
costs

quality of products time of processes

Factors of 
competitiveness

economies 
of scale

flexibility and in house 
product and process 
innovation 

synergy, networking 
organisational 
innovation

Source: Cappellin, 1996:9

Table 2: Three phases in development and institutional models 

1950’s 1970’s 1990’s

Institutional models Centralism territorial autonomy
self-centred federalism

networks of contracts
cooperative federalism

Principles of interde-
pendence

hierarchical 
coordina-
tion

principal of subsidiary principle of coopera-
tion

Role of public actors public ow-
nership
interventi-
onism

legislative regulation
jurisdictional activity
promote the actors

integration
collective entrepre-
neurship

Source: Cappellin, 1996:9

tional approach was replaced by the territo-
rial one, new development policies emerged 
to meet the challenges of the backward ter-
ritories. Table 3 indicates the distinction be-
tween the policies of the traditional and the 
territorial one followed in the 90s.

The very first TDAs were established 
in the 1950’s in the developed countries. 
Halkier and Danson (Halkier–Danson, 
1995:41) highlighted the most important 
advantages of these institutions from the 
very beginning. They could be character-
ized with flexibly approach to the local 
needs and challenges. In the meantime, 
they had the possibility to strive for the 
achievement of the public goals in a man-
ner that was previously only known in the 

private sector. As they were locally based, 
the agencies proved to be much more 
capable of dealing with the specific chal-
lenges of the territorial units. The bot-
tom-up approach also required staff that 
did not only have a business view but was 
also capable of working together with the 
stakeholders of the different branches of 
the economy (Halkier–Danson, 1995:41). 
From the start TDAs could exploit the 
endogenous potential of the territories. 
Instead of the equalization mechanisms, 
they rather focused on the investment 
promotion. In the case of the backward 
regions the shortage of capital, resources 
and the market failures were named as the 
most crucial factors. So the economic poli-
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Table 3: Traditional and territorial policies of backward regions

Traditional Territorial

Challenges

lack of capital lack of entrepreneur

lack of qualified labour inadequate innovation

exploiting the potential of economies 
of scale

lack of internationalization

lack of specific know-how

Strategies

territorial policies as a protection 
against the international competition

market-orientated territorial policies

equalizing state interventions for back-
ward territories

efficiency based on territorial poli-
cies

Goals
guarantee of price competition lowering transaction costs

lowering production costs lowering adaptation costs

Tools
subsidies for companies

services supporting production 
processes

direct transfer to households territorial policy

Inter-territorial cooperation

Effects
no room for self-sustaining develop-
ment

self-sustaining development

growing dependence international competition

Source: Cappellin, 1996

cies also tried to reflect and mitigate these 
type of challenges. Interventions were 
made to decrease the cost of production, 
which was looked upon as a barrier to the 
flow of the capital into the region. In most 
cases industrial sites were established by 
direct state subsidies. The enhancement 
of economic activity was measured mainly 
by aggregated indicators. But the growing 
inefficiency of the traditional development 
policies gave room to new regional devel-
opment theories. Soon low unemployment 
rate became the final goal to achieve by 
increase in productivity, liquidity and the 
volume of exports. New firms had to be 
established and the competitiveness and 
export activity of the existing ones had to 
be improved. So TDAs had to create their 
own sophisticated tools to fulfil their role 
and become capable of carrying out discre-
tional proactive activities. Due to the above-
mentioned operational freedom, agencies 
first became supplementary and then inevi-

table parts of governments’ development 
activities (Danson et al., 1998:17–21). Be-
sides centrally delegated tasks, TDAs start-
ed to carry out new activities: cross-border 
activities, among other soft measures (e.g. 
consultancy) also enjoyed bigger emphasis. 
In the meantime they became increasingly 
eager to take territorial coordinative and fa-
cilitator roles. In addition to the institutions 
and their methods, the available funds also 
evolved. Instead of one-sided direct grant-
type tools, new funds emerged in the areas 
of R&D, innovation, internationalization, 
infrastructure and SME  development. Ta-
ble 4 demonstrates the fundamental policy 
differences between the central bodies and 
TDAs, while Table 5 illustrates agency tools.

Since the 1990’s it has been no longer 
sufficient to take part in planning, enhance 
networking and increase the overall volume 
of the incoming FDI to the territory. The 
follow-up activities have become especially 
important for backward regions, as the first
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Table 4: Territorial policy approach to the central bodies and TDAs’

Central TDA

Organisation central territorial

central government organ quasi-independent organisation

bureaucratic market-based

general qualification specific knowledge

Operational freedom restricted arm’s length independence

Economic goal Inter-territorial inequality Inter-territorial competitiveness

growth in the national economy growth in territorial economy

redistribution of growth endogenous/imported growth

Operating method non-selective selective

automatic/discretional directional

reactive proactive

Policy tools bureaucratic regulation financial incentives

financial incentives consultancy

consultancy public actions

public actions

Source: Danson et al., 1998

Table 5: Tools used by TDAs

Categories Tools

Traditional Territorial

Policy tools

consultancy

fund disbursement

infrastructural development

Consultancy

production

market environment

grants

general business

internationalization

Financing

financial tools

own call for proposals

other

Infrastructure development

training

establishment of industrial parks

traditional industrial 
development

Source: Halkier–Danson, 1996:13–16
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investment cannot guarantee repeated FDI 
transfers. Such risks were especially relevant 
in relation to innovative companies, which 
considered the networking capacity of local 
suppliers, public organisations and labour 
much more important than a one-time state 
subsidy. Actions such as improving the in-
frastructure of vocational training became 
increasingly important. In many places the 
agencies established associations which 
gave the opportunity to the local suppliers 
to take the next steps with large firms in the 
improvement of logistics solutions or qual-
ity management (Cooke, 1992:375–377). As 
a consequence of these trends, TDAs started 
to integrate into the local systems as new co-
ordinators. The institutions enhanced the 
learning process generated by the simulta-
neous cooperation and competition of com-
panies. So the general added value of the 
agencies could be characterized by more of 
a broker nature. Certainly, this meant much 
more than advocating “buy local”. The en-
hancement and encouragement of spread-
ing the new technologies had become a 
typical and new service of TDAs. The most 
promising companies undertook to carry 
out technological audits, which pointed 
out the strengths and weaknesses (Miles–
Tully, 2007:855–866). The same goals were 
behind the establishments of the different 
technological clubs, which were supposed 
to facilitate the integration of technological 
inventions. The adaptation processes were 
also assisted by the different consortiums 

established in the field of training and edu-
cation for SMEs. Thus over the decades the 
focus slowly shifted from direct investments 
to the creation of the required framework 
for the improvement of local marketing, 
research, operative and management skills 
(Macleod–Jones, 1999:575–605). Besides 
the above-mentioned activities, agencies 
also undertook the management of the 
grant distribution. In the oldest EU member 
states they were trusted to manage regional 
operational programmes co-financed by the 
European Union.

By the 21st century the accumulation of 
knowledge in an organisation and its flow 
inside or outside territorial units had dra-
matically changed. As a result the access for 
information and knowledge has become 
the driving factor of competitiveness. This 
trend constantly overrules the previous 
theories on the utilization of the endog-
enous potential of the different territories 
(Crevoisier–Jeannerat, 2009:1223–1232). 
Table 6 illustrates the paradigm change in 
the European regional policy.

The new challenges posed by the local 
and global environment questioned the 
very concepts of territorial development 
and TDAs (Cooke–Laurentis, 2010:1–26). 
In the near future geographical units will 
be able to improve their competitiveness if 
they are able not only to mobilize, but also 
to combine and develop the knowledge ob-
tained and internalized. Table 7 shows the 
conversion to a knowledge-based paradigm.

Table 6: Changing paradigm in the European regional policy

Dimension Industrial-economic 
paradigm

Knowledge-based economic 
paradigm

Territorial governance territory appointed for 
investment

multi-layer, bottom-up approach

Strategy growth generated by invest-
ment into private companies

growth by new economic activities 
thank to the increased knowledge 
and networking schemes

Tools financial information, organisations

Source: Halkier et al., 2012:25
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Table 7: Conversion to the knowledge-based paradigm

’90TIES New paradigm: territorial knowledge 
dynamics 

Unit of change Innovation Knowledge dynamics

Mobilisation of new 
knowledge

Pointwise (technological 
trajectory)

Continuous

Articulation of know-
ledge

Accumulation Combination

Territorial focus Territorial division of 
activities and labour

Multi-locational knowledge networks 

Territorial governance Territorial coherence for 
creating and using the 
knowledge (clusters)

Capability of taking part in the 
mobilisation of the multi-locational 
dynamics of knowledge transfer by 
acquiring the adequate capacities

Source: Halkier et al., 2012:206–211

So the current challenge to establish 
and maintain institutions which possess the 
tools. TDAs seem a good basis for acquir-
ing new sets of tools because they already 
have a kind of coordinating capability that 
enables them to deal with complex prob-
lems. As Strambach stresses (Strambach, 
2008:152–174), constantly changing knowl-
edge is the source of innovation. He points 
out their direct interrelationship and stress-
es the importance of taking it into consid-
eration in territorial policy and in the de-
velopment of the institutional system. The 
combinative nature of knowledge and inno-
vation requires the presence of institutions 
which can guarantee cross-sectoral con-
nectivity. Governments and the agencies 
have to play a key role in the establishment 
and maintenance of such links. Halkier 
also highlights the trend that agency port-
folios earmarked for grant or fund man-
agement are shrinking in comparison to 
the delivery of their institutional and infor-
mational service resources. These trends 
evidence the future need of sufficiently fi-
nanced and politically sponsored territorial 
development agencies. The new services 
are provided by easily adapting agencies, 
constantly upgrading their HR and techni-

cal resources to be able to maintain their 
territorial, national and international chan-
nels. The new generation of TDAs in the 
developed countries are already evolving.

Summary

Countries like Hungary have recently react-
ed to the new challenges with the restruc-
turing of the development institutional 
system. Besides the abolishment of RDAs, 
the Managing Authority of the Territorial 
Operational Programme, which are the 
most important units of the EU fund man-
agement system, were integrated into the 
line ministry (Ministry of National Econo-
my). The intermediary body role of RDAs 
are being fulfilled now by the Hungarian 
State Treasury and the tasks of territorial 
development have been delegated to the 
counties. Their municipalities have already 
begun to set up their own agencies, mainly 
by utilizing some of the remaining resourc-
es of RDAs that they used to own. Cities 
having a county status started to rapidly 
build such capacities as well. Coordination 
between the different actors (ministries, 
counties, cities) and their institutions will 
be crucially important since new set up of 
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funding schemes are on the way as the start 
of the new budgetary period is approach-
ing (after 2020). In the next EU financing 
period the fine tuning of the Cohesion 
Policy may be expected, and the overall 
budget may be cut to the tune of 20 per 
cent. The common budget is expected to 
shrink partly due to the Brexit and partly 
because the EU will have to spend more on 
issues like migration and the common secu-
rity and defence policy (European Commis-
sion, 2017). Funds may be cut by as much 
as EUR 10 billion. As the Common Agricul-
tural Policy and the Cohesion Policy are the 
areas easiest to withdraw funds from, EUR 
10 billion may be quite a substantial loss in 
comparison to the EUR 350 billion overall 
Cohesion Policy budget. So far the member 
states have shown little inclination to raise 
their contributions to the budget for the 
next period. But besides the change in the 
amount of the available funds, the rules of 
their use and their qualitative measures are 
just as important issues, as part of the funds 
are managed through national systems and 
management is delegated to the Managing 
Authorities and Intermediate Bodies. The 
rest of the budget, called direct funds, is 
managed by the Services of the European 
Commission, and the applicants submit 
their proposals directly to its units. In the 
previous case there are the national opera-
tional programmes (like the Territorial Op-
erational Programme). Their budgets are 
decided on an EU level as part of national 
envelopes. In the case of direct funds, 
budgets are not broken down into national 
sub-budgets. The amount of funds allocat-
ed to each applicant is revealed in the peri-
ods of calls for proposals. The Commission 
and the more developed member states 
intend to raise the ratio of direct funding 
in the upcoming period. This scenario will 
fit into the current trend because the pro-
portion of direct funds in the 2000–2006 
period was only 6.8 per cent, while in the 
current one (2014–2020) it is already 13.1 
per cent. The third crucial aspect is the 

quality issues of the funds. So far the big-
gest part of the Cohesion Funds were used 
in a non-refundable form. From budgetary 
period to budgetary period the refundable 
ones gained territory and this trend can be 
expected in the next period as well. These 
types of tools are mainly credits, guarantees 
and venture capital. So not only the expect-
ed amount of the EU funds, but the grow-
ing proportion of the refundable funds 
will also reduce the room for manoeuvre 
for the future Hungarian government as 
well. Because it cannot be expected that 
the state budget will be able to counter bal-
ance the loss of the EU’s national envelope 
and neither that the Hungarian applicants 
will have a higher success rate in compari-
son with the ones applying from the old 
member states for the direct funds. Also 
the usage of the refundable funds require 
such projects and investments which are 
highly sustainable from the business and 
finance point of view. These developments 
will need to bring such a real added value 
which assume a kind of territorial develop-
ment system that is compatible with both 
central and local level. So it is in Hungary’s 
highest interest to run a territorial devel-
opment system where central and local ac-
tors can design and implement integrated 
development strategies, built on the social, 
environmental and economic strength or 
“assets” rather than compensating for spe-
cific territorial problems. These approach-
es will have an added value to the national 
and territorial programmes. Compared to 
other classical local approaches, the stake-
holders who were passive “beneficiaries” of 
a policy become active partners and drivers 
of its development. For these types of new 
actions cooperation between the Hungar-
ian central government, the counties and 
the big cities are more important than be-
fore. Trimming interoperability via such 
operative organs as the State Treasury and 
agencies of the counties and cities are es-
sential to be more competitive by mobiliz-
ing the resources and competencies.
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