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Abstract 

Empirical estimations of the so called ‘wage equation’ of the New Economic Geography (NEG) 

has been very successful. For the European regions, some previous literature has shown that the 

structural estimation of a NEG equation shows very similar results to those obtained with the old 

techniques of Regional Economics, based on outdated concepts of ‘social physics’ and ‘demo-

graphic gravitation’. This is the first paper explaining that conclusion. We show that the estimation 

results of a wage-type of equation can not distinguish an explanation based on the NEG from an 

explanation based on Central Place Theory. Moreover, we show that considering only the nearest 

neighbors the estimation results are similar to those considering a full variable of Market Potential. 

The reason is purely geographic: the core-periphery spatial pattern of per capita income in the 

European regions is well represented by the inverse distance to the nearest neighbor, only because 

peripherical regions tend to have bigger size. Geography dominates the economic explanations. 

Talking the opportunity of this presentation, the author will also briefly summarize several ways 

of dealing with space in Economics: Spatial Econometrics, Multilevel Modelling and others. 
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