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Editorial  

Zareh Asatryan (ZEW Mannheim), Friedrich Heinemann (ZEW Mannheim and University of Hei-

delberg) 

Overriding Research Questions in a Changing Environment 

This report presents the results of a research project commissioned by the German Ministry of 

Finance on the future of Cohesion Policy (CP) in the upcoming EU funding period 2028-2034. It 

reflects the collaborative efforts of a European network of researchers. Ahead of the next seven-

year Multiannual Financial Framework (MFF) cycle, Europe has the opportunity to rethink and 

reform the EU budget and CP in particular. Our insights aim to contribute to these reform reflec-

tions. The scholars involved come from different countries and disciplines, and include some of 

the leaders of the past academic work on CP. Drawing on the accumulated academic knowledge 

and employing a diverse array of approaches, the report asks the following key questions: 

What are the fundamental rationales of CP today and how should the future path of this policy 

look like in a changing environment? What do we know about the impact and performance of over 

30 years of CP in light of its objectives? Which are the crucial constraining and enabling factors for 

a successful CP? And finally, how can CP become more performance-oriented and its evaluations 

more reliable? 

The starting point is the understanding that the environment of CP is undergoing fundamental 

changes. In the 1990s, when cohesion emerged as a significant component of the EU budget, many 

of the substantive challenges the European Union (EU) faces today were not yet on the European 

agenda. For example, the EU's adoption of the Green Deal signals an ambitious commitment to 

decarbonization, necessitating a comprehensive energy transformation. The Russian invasion of 

Ukraine has underscored the inadequacies of the EU's defense architecture, prompting general 

questions about the need to re-prioritize existing fiscal and other resources in a deteriorating ge-

opolitical environment. Moreover, the EU faces long-term challenges stemming from digital and 

demographic transformations in its economies, and, externally, from a high migration pressure 

from politically unstable world regions with a poor economic prospect.  

Undoubtedly, these developments pose significant challenges to traditional EU policies, such as 

the CP and the Common Agricultural Policy (CAP), which together currently absorb approximately 

60 percent of the core budget. The emergence of numerous other pressing needs has increased 

the opportunity costs associated with allocating funds to these traditional policies, that is costs 

related to the non-realization of potential benefits had the funds been spent on other worthy 

goals. Each euro assigned to CP, and consequently unavailable for other urgent purposes, now 

requires an even more compelling justification. 

A common response to addressing newly emerging challenges has been to integrate new objec-

tives into the existing instruments. Such policy adoptions have served as easy fixes given that they 

safeguard budgets and protect traditional recipients of funds, however they should be approached 

with great caution. While CP, with its focus on public investments, may offer strong opportunities 

for growth and regional cohesion, a policy that is explicitly designed to target regional develop-



Editorial 

2 

ment will generally not be the most effective instruments to address a more diverse set of objec-

tives. Also on a technical level, there is a significant governance issue related to "goal congestion": 

an expansion of objectives is likely to blur responsibilities and complicate the evaluation of policy 

performance. Furthermore, adapting CP to new purposes implies a departure from the European 

Treaties and their clear definition of CP objectives. 

A second reaction to mitigate budgetary conflicts between traditional policies and new necessities 

has been to advocate for increased funding, potentially sourced through new fiscal instruments, 

including the issuance of EU debt. However, it is important to recognize that an increasing level of 

public spending, whether at the national or European level, will further burden European econo-

mies. Raising revenue from taxpayers imposes significant welfare costs through higher distortion-

ary taxes, which weaken incentives to work, invest and innovate. Therefore, there must always be 

compelling evidence that the public money spent delivers a high return. Furthermore, a more re-

laxed EU budget constraint may disincentivize the scrutiny of effectiveness of EU spending pro-

grammes. 

For all these reasons, the starting point for this project is the recognition that even a well-estab-

lished policy like CP requires ongoing justification, especially in a rapidly evolving environment. 

There must be a continual readiness to reassess both the budget and the design of this policy. A 

prudent review necessitates acknowledging and accepting the potential limitations of our 

knowledge. Too often, political documents on CP present an overly optimistic view of its success, 

which contrasts with the more nuanced and varied findings of academic research on cohesion. It 

is also crucial not to overlook the fact that many regions, particularly in the South, were not able 

to catch up within the EU despite receiving substantial CP funding for decades. While this does not 

necessarily indicate CP failure because of the possibility that these regions would have diverged 

much further in the hypothetical absence of CP, it does underscore the limited impact of cohesion 

spending in reaching convergence in these parts of the EU. On the other hand, success stories can 

also be found, highlighting the importance to better understand the conditioning factors that en-

able the CP to be successful. 

Therefore, an honest and impartial evaluation is imperative, aiming to understand both the 

strengths and weaknesses of the current system. 

This report collects 14 stand-alone but related chapters. It is structured following the sequence of 

our four overriding questions and deals with (1) the CP system, (2) the impact of cohesion spend-

ing, (3) the conditions for success and failure, and (4) governance and evaluation. 

 

Part One ς The System 

The chapters contained in the first of the four parts of this report share a common approach: they 

employ comprehensive and systematic analyses from a bird's-eye view. These overarching per-

spectives delve into the historical transformation of the system and explore potential fundamental 

reforms that could systematically alter the nature of the policy. While some of these reform pro-

posals may have limited political feasibility, they nonetheless enrich our understanding of the un-

derlying constraints and weaknesses of the status quo. 



Editorial  

3 

¢ƘŜ ŦƛǊǎǘ ŎƘŀǇǘŜǊ ōȅ /ƭŜƳŜƴǎ CǳŜǎǘ ƻƴ άCǳƴŘŀƳŜƴǘŀƭ /ƻƴǎƛŘŜǊŀǘƛƻƴǎ ŦƻǊ ŀ aƻǊŜ wŀǘƛƻƴŀƭ 9¦ /ƻƘŜπ

ǎƛƻƴ tƻƭƛŎȅέ ŀǎƪǎ ǿƘŜǘƘŜǊ ǘƘŜ ŎƻƴǾŜǊƎŜnce objective is still a top priority for the EU in light of new 

economic and geopolitical realities. It suggests that the answer is no, and that a reduction in funds 

could be achieved with stronger concentration of CP on the Member States (MSs) with the lowest 

level of development. Furthermore, the chapter suggests that reforms should strengthen the prin-

ciple of subsidiarity and introduce more ownership of the cohesion programmes in the recipient 

states.  

Chapter 1.н ōȅ aƛŎƘŀŜƭ ¢ƘǀƴŜ ƻƴ ά¢ƘŜ CƛǎŎŀƭ !ǊŎƘƛǘŜŎǘǳǊŜ ƻŦ ǘƘŜ 9¦ /ƻƘŜǎƛƻƴ tƻƭƛŎȅέ analyses the 

primary function of the CP as a financial equalisation between the Member States and their re-

gions. In view of the much-criticised over-complexity and inefficiency of European policy ς also a 

major obstacle to enlargement ς he recommends a less bureaucratic cohesion policy that focuses 

more strongly on equalisation transfers from rich to poor Member States. An end to the subsidi-

sation of even the richest regions of the EU and a stronger focus on the principle of subsidiarity 

could also make it easier for Member States to implement modern place-based policies to achieve 

(among other things) regional green and digital transformation more easily and efficiently. 

Chapter 1.о ōȅ [ŀǊǎ tΦ CŜƭŘ ŀƴŘ WƻǎƘǳŀ Iŀǎǎƛō ǘƛǘƭŜŘ άOn the Role of EU Cohesion Policy for Climate 

tƻƭƛŎȅέ ǎƛƳƛƭŀǊƭȅ ǾƛŜǿǎ /t ŀǎ ŀ ŎƻƳǇŜƴǎŀǘƛƻƴ ŦƻǊ ǇƻƻǊŜǊ MSǎΩ ŀƎǊŜŜƳŜƴǘ ƻƴ ŀŘŘƛǘƛƻƴŀƭ ǎǘŜǇǎ ƻŦ 

European integration, and considers climate policy a target that could, like support for more inte-

gration, be incentivized through such compensating payments. The authors argue that a wide 

adoption of carbon pricing rules within the framework of the emissions trading system might be 

preferable to a comprehensive subsidy policy but that it might require funds that help MSs trans-

form their existing carbon intensive capital stock to a more carbon-neutral one. The chapter also 

highlights potential conflicts between the goals of CP and climate policy from the perspective of a 

first-best policy approach. 

Chapter 1.4 by Päivi Leino-{ŀƴŘōŜǊƎ ƻƴ ά/ƻƘŜǎƛƻƴ tƻƭƛŎȅ ŀƴŘ ǘƘŜ tǊƛƴŎƛǇƭŜ ƻŦ {ǳōǎƛŘƛŀǊƛǘȅ ς a Legal 

!ƴŀƭȅǎƛǎέ ǇǊƻǾƛŘŜǎ ŀƴ ŀƴŀƭysis of the legal argumentation behind the transformation of CP in the 

last decade. It describes how CP used to be a defined policy focused on least favoured regions in 

line with Art. 174 Treaty on the Functioning of the European Union (TFEU) and how these limits 

have dissolved over time. It shows how, in particular, with Next Generation EU (NGEU) the policy 

has departed substantially from its original mission and how legal interpretations have been sub-

stantially broadened without much public debate. The chapter concludes by considering further 

arguments for new delimiting principles with the recommendation to use the European Added 

Value (EAV) criterion as the prominent guide. 

 

Part Two ς The Impact  

The second part collects evidence on the intended and possibly unintended impacts of CP in the 

light of the empirical literature.  

Chapter 2.1 ōȅ aŀȄƛƳƛƭƛŀƴ Ǿƻƴ 9ƘǊƭƛŎƘ ƻƴ α¢ƘŜ LƳǇƻǊǘŀƴŎŜ ƻŦ 9¦ /ƻƘŜǎƛƻƴ tƻƭƛŎȅ ŦƻǊ 9ŎƻƴƻƳƛŎ 

DǊƻǿǘƘ ŀƴŘ /ƻƴǾŜǊƎŜƴŎŜέ ǇǊƻǾƛŘŜǎ ŀ ǘƘƻǊƻǳƎƘ ŘƛǎŎǳǎǎƛƻƴ ƻŦ ǘƘŜ ǘƘŜƻǊŜǘƛŎŀƭ ŎŀǎŜ ƻŦ ǿƘȅ /t Ƴŀȅ 

or may not be a good idea, and reviews the findings of the recent empirical literature on how the 
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policy has contributed to economic dynamics of European regions. It suggests that significant mar-

ket-driven processes have meant prevailing levels of regional disparities in Europe, and that CP 

has been successful in alleviating these trends but only moderately so. For example, while the 

effects of cohesion on growth and employment have been robustly documented, a consensus is 

also emerging on the effects being bound to the short-run and the effect diminishing with the size 

of funds.  

Chapter 2.2 ōȅ ±ŀƭŜƴǘƛƴ [ŀƴƎ ƻƴ άwŜŘƛǎǘǊƛōǳǘƛǾŜ 9ŦŦŜŎǘǎ ƻŦ 9¦ /ƻƘŜǎƛƻƴ CǳƴŘǎέ ǎǘǳŘƛŜǎ ǘƘŜǎŜ ŜŦπ

fects on the level of households. Consistent with the past evidence, the analysis suggests that most 

of the working population benefits from cohesion in income and jobs, and that the high skilled 

and higher income benefit more. This new and much more granular evidence allows studying the 

question of whether cohesion also leads to social convergence, in addition to regional conver-

gence. Evidence does not support that hypothesis which rules out cohesion as a tool of an effective 

inter-personal redistribution scheme. 

Chapter 2.3 ōȅ !ǎŀǘǊȅŀƴ ŀƴŘ .ƛǊƪƘƻƭȊ ǘƛǘƭŜŘ ά.ŜȅƻƴŘ !ŘŘƛǘƛƻƴŀƭƛǘȅΥ ¢ƘŜ LƳǇŀŎǘ ƻŦ 9¦ /ƻƘŜǎƛƻƴ tƻƭπ

icy on Investments by the Member Stateǎέ ǎǘǳŘƛŜǎ ŀ long-standing question on whether CP 

crowds-out public and private investments by MSs. The chapter shows that Cohesion Funds (CFs) 

crowd out public investments by national governments - a result that serves as prima facie evi-

dence for the violation of the additionality principle ς and also suggesting that governments shift 

the freed-up funds towards current expenditures. At the same time, however, the chapter shows 

that this negative effect is more than outweighed by substantial crowding-in of investments by 

the private sector. This result seems to be not just of temporary nature and it suggests that the 

design of convergence-oriented budgetary instruments should focus more on further facilitating 

its complementarities with the private sector. 

 

Part Three ς The Conditions for Success 

The third group of contributions extends this impact analysis, focusing specifically on identifying 

critical factors that either facilitate or hinder the effective utilization of CFs. These insights are 

particularly valuable for contemplating potential reforms in the re-design of CP. 

In Chapter 3.1 ƻƴ ά/ƻƴǎǘǊŀƛƴƛƴƎ ŀƴŘ 9ƴŀōƭƛƴƎ CŀŎǘƻǊǎ ƻŦ ŀ {ǳŎŎŜǎǎŦǳƭ 9¦ wŜƎƛƻƴŀƭ tƻƭƛŎȅ ƛƴ 9ǳǊƻǇŜέΣ 

Ugo Fratesi argues that the effectiveness of CP has been spatially very heterogeneous, and pro-

vides a descriptive statistical analysis to identify the main conditioning factors that determine the 

effectiveness of the policy. This evidence confirms the existence of the main trade-off between 

policy effectiveness and convergence objective that the policy faces: the impact tends to be larger 

in regions less in need of support (agglomerated and growth poles) than in structurally weak re-

gions. One recommendation is to prioritize the build-up of territorial assets, including basic public 

and human capital as well as good governance systems, in those disadvantaged regions before 

investing in more advanced interventions. 

In Chapter 3.2 ƻƴ ά¢ƘŜ wƻƭŜ ƻŦ !ŘƳƛƴƛǎǘǊŀǘƛǾŜ /ŀǇŀŎƛǘȅ ŦƻǊ ŀƴ 9ŦŦŜŎǘƛǾŜ LƳǇƭŜƳŜƴǘŀǘƛƻƴ ƻŦ 9¦ /ƻπ

ƘŜǎƛƻƴ tƻƭƛŎȅέΣ Wǳƭƛŀ .ŀŎƘǘǊǀƎƭŜǊ-Unger focuses on a prominent explanation behind the effective-

ness of CP that is on the role of regional administrative capacity for the absorption and effective 

use of CFs. The chapter provides statistics on the issue of absorption, and discusses the relevant 
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body of literature which highlights that administrative capacity and more specifically human cap-

ital of managing authorities may be at the core of the issue. It concludes with a case study on the 

role of regional capacity, boosted by technical assistance, in implementing programmes related to 

green and digital technologies with a good match to specific regional preconditions. 

Chapter 3.3 ōȅ !ǎŀǘǊȅŀƴΣ .ƛǊƪƘƻƭȊ ŀƴŘ IŜƛƴŜƳŀƴƴ ƻƴ ά¢ƘŜ IŜǘŜǊƻƎŜƴƻǳǎ hǳǘǇǳǘ-Impacts of EU 

Cohesion Policy - ! wŜǾƛŜǿ ƻŦ wŜŎŜƴǘ [ƛǘŜǊŀǘǳǊŜέ ǘŀƪŜǎ ǎǘƻŎƪ ƻŦ ǘƘŜ ƭiterature that assesses the 

output effects of CP. The chapter suggests that the academic evidence speaks in favour of positive 

growth and employment effects of CP, which are however often bound to the short-run while the 

marginal effects of CP seem to be decreasing with the amount of spending. The policy literature 

presents an overall more optimistic picture, such as when considering the long-run effects of CP, 

and the chapter asks if the methodological limitations in this research can explain some of the 

divergence in these findings of the academic and the policy literature. Nevertheless, a consensus 

emerges when it comes to the conditional impacts of the policy, in terms of the effectiveness of 

CP being dependent on key local factors such as related to local institutional quality and availability 

of human capital. 

 

Part Four ς Governance and Evaluation 

This final part explores the system through the lens of performance budgeting. It presents studies 

that address governance issues arising from the temporary coexistence of NGEU and the core 

budget. Additionally, it conducts a thorough examination of the CP evaluation system, covering 

empirical and conceptual issues such as the conceptualization of the "European Added Value" of 

CFs. 

Chapter 4.1 by Francesco /ƻǊǘƛΣ aŀǘǘŜƻ tŜŘǊŀƭƭƛ ŀƴŘ /ƘƛŀǊŀ tŀƴŎƻǘǘƛ ƻƴ ά¢ƘŜ wŜŎƻǾŜǊȅ ŀƴŘ wŜǎƛƭƛπ

ŜƴŎŜ CŀŎƛƭƛǘȅΥ YŜȅ LƴƴƻǾŀǘƛƻƴǎ ŀƴŘ ǘƘŜ LƴǘŜǊǇƭŀȅ ǿƛǘƘ /ƻƘŜǎƛƻƴ tƻƭƛŎȅέ ǇǊŜǎŜƴǘǎ ŀ ǘƛƳŜƭȅ ŀƴŀƭȅǎƛǎ 

of the Recovery and Resilience Facility (RRF) funds as well as their interplay with the traditional 

CFs. The chapter compares the governance of the RRF and CP. It highlights the key RRF innovation, 

namely the conditionality of the funds which ties their allocation to the fulfilment of ex-ante set 

Milestones and Targets (M&Ts). Whether this works in practice, will depend, among other factors, 

on the capacities to carry out credible and independent assessments. The paper also identifies the 

overstretch of the MSǎΩ ŀōǎƻǊǇǘƛƻƴ ŎŀǇŀŎƛǘȅ ŀǎ ŀ ŎƘŀƭƭŜƴƎŜ ŦƻǊ ǘƘŜ ǎƛƳǳƭǘŀƴŜƻǳǎ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ 

of RRF and CP and the coordination problems between CP with its regional and the RRF with its 

more national perspective.  

Chapter 4.2 ōȅ ½ŀǊŜƘ !ǎŀǘǊȅŀƴΣ /ŀǊƭƻ .ƛǊƪƘƻƭȊ ŀƴŘ CǊƛŜŘǊƛŎƘ IŜƛƴŜƳŀƴƴ ǘƛǘƭŜŘ ά9ǾƛŘŜƴŎŜ-based 

Policy or Beauty Contest? A Large Language Model (LLM)-Based Meta-Analysis of Cohesion Policy 

Evaluations by Member Statesέ ǇǊŜǎŜƴǘǎ ŀƴ ŜƳǇƛǊƛŎŀƭ ŀƴŀƭȅǎƛǎ ƻŦ ǘƘŜ MSsΩ evaluations of EU CPMS. 

It applies a meta-analytical approach utilizing LLMs in innovative ways, to analyze whether the 

incentives and institutions governing the evaluation system have deficiencies that lead to biases 

in the evaluation outcomes. In particular, it shows that the findings of evaluations do not square 

well with the economic literature on the output impacts of CP, and that such discrepancies can be 

potentially explained by factors like the oligopolistic nature of evaluation markets within MSs, 

their very fragmented natures across the EU, and by the often-strong involvement of managing 

authorities in the work of (formally independent) evaluators. 
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Chapter 4.3 ƻƴ ά9ƴƘŀƴŎƛƴƎ hōƧŜŎǘƛǾƛǘȅ ŀƴŘ 5ŜŎƛǎƛƻƴ wŜƭŜǾŀƴŎŜΥ ! .ŜǘǘŜǊ CǊŀƳŜǿƻǊƪ ŦƻǊ 9ǾŀƭǳŀǘƛƴƎ 

/ƻƘŜǎƛƻƴ tƻƭƛŎƛŜǎέ ƛǎ co-authored by ten members of this network and focuses on general recom-

mendations for improving the evaluation system. The recommendations aim to fix deficiencies 

such as related to the role of vested interests of managing authorities and the limited competition 

in the market for evaluations. They also target more general aspects such as the imprecise objec-

tive functions of cohesion programmes as a key challenge for evaluations, as well as the limited 

evaluation capacities, and they propose ideas how evaluation results could impact more on budg-

etary decisions.  

Finally, Chapter 4.4 ōȅ CǊƛŜŘǊƛŎƘ IŜƛƴŜƳŀƴƴ ƻƴ ά9ƴƘŀƴŎƛƴƎ tǊŜŎƛǎƛƻn in Assessing the European 

!ŘŘŜŘ ±ŀƭǳŜ ƻŦ /ƻƘŜǎƛƻƴ tƻƭƛŎȅέ ŎƻƴǎƛŘŜǊǎ ǘƘŜ 9!± ŀǎ ŀƴ ƛƳǇƻǊǘŀƴǘ ŎǊƛǘŜǊƛƻƴ ƛƴ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ǘƘŜ 

optimal allocation and design of cohesion programmes, in light of the fact that EAV has become a 

formal evaluation criterion since the 2021-2027 programming period. The chapter clarifies the 

conceptual foundations of the EAV terminology, and proposes a checklist comprising essential re-

quirements for a comprehensive EAV examination. 

 

Insights for Reform Reflections 

These papers provide a multitude of arguments for reforming the CP in the next MFF. The argu-

ments are summarized by the following key insights: 

Merits of a more focused CP 

Several studies underscore the political function of CP as a financing instrument to garner support 

for integration (Ch. 1.2, Ch. 1.3). Contributions with a more systematic perspective advocate for a 

sharper focus of CP and criticize a vague objective function that blurs responsibilities and hinders 

evaluation (Ch. 1.1, Ch. 1.3, Ch. 4.3). From a legal standpoint, this strategy to refocus the policy on 

more limited objectives would align better with the Treaty basis and the subsidiarity principle (Ch. 

1.4). With an understanding of optimal policy assignment, several contributions highlight the mer-

ƛǘǎ ƻŦ ǘƘŜ ά¢ƛƴōŜǊƎŜƴ wǳƭŜΣέ ǿƘƛŎƘ ǊŜŎƻƳƳŜƴŘǎ ŀ one-to-one assignment of policy objectives and 

instruments (Ch. 1.3, Ch. 4.3). Specifically, this implies refocusing cohesion on the convergence 

objective and relieving the policy of other objectives, for which their corresponding first-best in-

struments should assume full responsibility (e.g., price mechanisms with comprehensive EU-ETS-

CO2 prices for decarbonization, Ch. 1.3). While a rigid one-to-one mapping of policies and objec-

tives would overlook the complex interdependencies between policies (Ch. 3.2), this principle may 

still offer valuable guidance. Regarding the convergence objective, there are subsidiarity-related 

arguments in favor of defining eligibility based on national indicators rather than regional indica-

tors (Ch. 1.1). 

Addressing CP bottlenecks 

Overall, academic research confirms that CP has had some success in stimulating growth and em-

ployment, thereby contributing to the traditional objectives of the policy. Reliable empirical stud-

ies, employing convincing methods to identify causal channels, consistently affirm positive growth 

and employment effects (Ch. 1.1, Ch. 2.1, Ch. 3.3). However, evidence suggests that these effects 

are short-lived and recede after the end of EU support (Ch. 2.1, Ch. 2.2). A consistent finding across 

the literature is that positive effects are contingent on certain conditioning factors (Ch. 2.1, Ch. 
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2.2, Ch. 3.1, Ch. 3.2, Ch. 3.3). These factors include strong government capacity, robust institutions 

(e.g., absence of corruption), and the availability of human capital. 

These findings help explain why even intensive cohesion spending over decades has not been 

more successful in supporting convergence. In regions with poor institutions, cohesion transfers 

may be squandered in rent-seeking or could even be counterproductive when used to stabilize 

declining industries instead of promoting new ones (Ch. 2.1). Moreover, current cohesion govern-

ance faces challenges due to a lack of national ownership (Ch. 1.1, Ch. 2.1). Coordination problems 

arising from the simultaneous existence of the RRF and permanent CFs further exacerbate absorp-

tion challenges, particularly in the main RRF recipient MSs (Ch. 3.2, Ch. 4.1). 

Reform reflections should therefore carefully consider how to promote national ownership, foster 

administrative capacity crucial for selecting good projects (Ch. 3.2), enhance the quality of institu-

tions, and attract high-skilled workers to backward regions targeted for CP spending. A clear rec-

ommendation is to prioritize the development of basic territorial assets before investing in more 

advanced interventions (Ch. 3.1, Ch. 3.2). 

Unintended side-effects for interpersonal distribution 

The study results highlight further limitations of CP. CP should not be seen as an effective instru-

ment for fostering interpersonal redistributive objectives, as it tends to benefit wealthier house-

holds in beneficiary regions more than poorer households (Ch. 2.2). One reason for this is that CP 

transfers partially capitalize into real estate and land prices, benefiting property owners as major 

beneficiaries (Ch. 2.1). This insight is relevant for any fairness-related debate on CP. 

Awareness for crowding-out and crowding-in 

While CP serves as a significant financing source for European public investment, which contrib-

utes to positive effects on employment and growth, it is important to monitor the issue of addi-

tionality, as EU funds can and do crowd out national public investments. However, there is positive 

news that CP appears to crowd in private investment (Ch. 2.3). These interdependencies warrant 

further attention in the future. The decision to abandon the additionality principle in the current 

programming period should be reconsidered (Ch. 2.3). Furthermore, programme design should 

pay attention to further incentivizing the mobilization of private capital in the receiving region in 

addition to EU-financed investment as this strategy seems to work (Ch. 2.3). 

The difficult search for the optimum budget size 

There is uncertainty regarding the most appropriate budget size for CP. While the current cohesion 

spending levels serve as the natural reference point for negotiations, it is unclear whether they 

are too low, too high or at an optimum. Clearly, the optimal level of CP spending depends on the 

future focus of the policy, as well as how the funds can be used alternatively and how costly it is 

to raise them. Our analyses yield several results and considerations that suggest a more cautious 

approach to setting spending levels. 

Firstly, as emphasized earlier, the opportunity costs of CP have significantly increased due to nu-

merous other pressing European spending needs, from energy transition to defense (Ch. 1.1). 

More urgent alternative spending needs imply a decreasing budget for the established policies. 

Secondly, a critical unresolved issue is that the regions most in need of the funds often have the 

worst preconditions for successful use of them (Ch. 1.2, Ch. 2.1, Ch. 3.1). Without improvements 
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in these critical factors, it is challenging to see why future spending would be more successful for 

these regions than past spending. Keeping up the spending without high chances of success im-

plies a transformation towards a classical equalization system (Ch. 1.2). Thirdly, empirical evidence 

from well-identified studies indicates a declining marginal effect of spending on growth and em-

ployment (Ch. 2.1). Conceptually, this clarifies that CP can hardly be viewed as a big push type 

policy and that inefficient overspending is a real possibility. This is especially pertinent when con-

sidering the welfare costs of taxation, which, with the exception of taxes on externalities, are al-

ways larger than the direct budgetary costs and extend to the distortionary impact of taxes on 

European growth potential (Ch. 4.4). Lastly, absorption problems are notorious for cohesion and 

have been exacerbated by the (temporary) parallel existence of CP in the core budget and NGEU 

(Ch. 3.2). If countries and regions struggle to spend all the EU money allocated to them, this does 

not support the expectation of a careful selection and execution of projects. Taken together, these 

reflections and results suggest that the case for maintaining (or even increasing) the CP budget is 

far from obvious. 

Contrast between nuanced academic insights and official documents 

Overall, the nuanced findings on the impact of cohesion and the reflections on the appropriate 

allocation contrast with presentations from European institutions regarding the success of the 

policy, such as those found in the biannual Cohesion Reports (Ch. 3.3, Ch. 4.2, Ch. 4.3). Those 

overly positive expositions do not always seem to fully capture the existing state of knowledge 

from the academic literature. For informed decisions in the future, it is highly desirable that these 

presentations become more nuanced, impartial, and transparent about the limits of our 

knowledge. 

A proposal to advance the CP evaluation system 

Although the CP evaluation system is formally developed with a large number of evaluations, there 

is scope to enhance the credibility of evaluations commissioned by MSs and regional authorities. 

Apart from conceptual clarifications, such as how to operationalize the criterion of "European 

Added Value" (Ch. 4.4), the study recommends more international evaluation teams and the es-

tablishment of a European Advisory Panel on CP evaluations (Ch. 4.3). This new institution should 

promote impartiality and scientific rigor in evaluations. Moreover, for a truly performance-ori-

ented approach to funding, it's crucial to strengthen the decision relevance of evaluations. Ideally, 

all policy and program-level decisions should be linked to evidence from impartial evaluations. 

Undoubtedly, the EU's CP has great potential as an investment policy that promotes the future 

orientation of European public spending. However, it would be a fundamental mistake to assume 

that this potential has already been realized. Higher ambitions are needed to transform this policy 

into one that delivers proven EAV. We hope that this study offers fruitful insights that can inform 

the upcoming reflections and decisions. 

 

Mannheim, July 2024  

Zareh Asatryan and Friedrich Heinemann 
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1 The System  

1.1 Clemens Fuest: Fundamental Considerations for a More Rational EU Cohesion 

Policy in the Future1  

Clemens Fuest (ifo Munich and LMU Munich) 

Abstract 

EU CP aims to reduce the economic divergences between the regions in the EU and to promote 
catch-up processes in the regions with the lowest level of development. The current changes in 
economic and geopolitical conditions make it necessary to adapt the structure of the EU budget 
and set new priorities. In the area of EU CP, the starting points would be a reduction in the amount 
of funds, a concentration on the MSs with the lowest level of development, a strengthening of the 
principle of subsidiarity and reforms for more ownership of the cohesion programs in the recipient 
states.  

1.1.1 Problem definition: EU Cohesion Policy  

Limiting economic disparities between countries and regions in Europe is a declared political ob-

jective of the EU. Article 174 of the TFEU describes this objective as follows: 

In order to promote its overall harmonious development, the Union shall develop and pursue 

its actions leading to the strengthening of its economic, social and territorial cohesion. 

In particular, the Union shall aim at reducing disparities between the levels of development of 

the various regions and the backwardness of the least favoured regions. 

Among the regions concerned, particular attention shall be paid to rural areas, areas affected 

by industrial transition, and regions which suffer from severe and permanent natural or demo-

graphic handicaps such as the northernmost regions with very low population density and is-

land, cross-border and mountain regions. 

In order to achieve these goals, the EU has been running extensive regional and structural policy 

programs for some time. In the 2021-2027 planning period, around a third of the EU budget (EUR 

426.7 billion) is earmarked for CP. The resources of the NGEU crisis fund amounting to EUR 806 

billion come in addition to this, which also have a strong CP component in the sense that the fund 

contains a significant redistribution in favor of MSs with below-average economic performance 

(European Commission, n.d.). However, the NGEU funds are only available once and expire at the 

end of the planning period. 

The EU's CP activities raise the fundamental question of whether, from an economic perspective, 

there are reasons to change the spatial distribution of economic activity that would have arisen 

without state intervention. The formulation of EU CP objectives cited above focuses on distributive 

arguments. It should be noted that, from an economic perspective, distributive policy primarily 

 
                                                        
1 This is a translation of the original article which appeared in German. 

 



The System 

10 

focuses on economic differences between individuals. CP, however, refers to economic differ-

ences between regions.  

In addition, distributive policy in the EU is already pursued at the level of MSs, with a variety of 

instruments, particularly via tax and social policies. In addition, the MSs pursue their own policies 

to compensate for national regional differences, for example in the form of national regional and 

structural policies or through fiscal equalization payments. Against this backdrop, it seems obvious 

to assign the EU level the primary task of addressing economic differences between the MSs, ra-

ther than regions. The actual EU CP deviates from this, as will be discussed in more detail below.  

Government intervention in the spatial distribution of economic activity can be justified not only 

on the basis of distributional concerns, but also on the basis of efficiency arguments. This applies 

insofar as allocative distortions occur in the spatial distribution of economic activity without any 

corrections and state intervention. This also raises the question of the correct division of tasks 

between the national and European levels. 

The aim of this article is to make proposals for a future reform of EU CP. The rest of the analysis is 

structured as follows. The next section discusses the development of economic convergence in 

the EU to date. Section 1.1.3 explains the basic economic justification for CP. Section 1.1.4 looks 

at the experience to date with the impact of EU CP. Section 1.1.5 discusses reform options. Section 

1.1.6 contains the conclusions.  

1.1.2 Development of economic convergence and divergence in the EU to date 

How have economic differences in the EU developed in the past? The first question that arises 

here is which indicators should be used to measure these differences. Economic prosperity is often 

measured by Gross Domestic Product (GDP) in per capita terms. From the perspective of economic 

welfare theory, GDP is not a measure of economic welfare (see, for example, Jones and Klenow, 

2016). However, this indicator does capture aspects that are highly relevant to the level of welfare. 

As GDP per capita is also of central importance as an indicator in EU CP, it is the primary variable 

considered below and economic convergence is measured against it. However, it is also shown 

that the use of other indicators can lead to completely different results. The following section also 

looks at the level of the MSs, not at the convergence between regions. The fact that EU CP does 

not only consider the level of the MSs and hence supporting not just the poorer of them, but also 

regions in wealthy countries, will be critically examined below.  

There are different ways to describe and measure economic convergence. Two widely used and 

ǊŜŎƻƎƴƛȊŜŘ ŎƻƴŎŜǇǘǎ ŀǊŜ ʲ-ŎƻƴǾŜǊƎŜƴŎŜ ŀƴŘ ˋ-ŎƻƴǾŜǊƎŜƴŎŜΦ ʲ-convergence means that there is a 

negative correlation between a country's growth rate and its initial income level. If poor countries 

grow faster than rich countries, income differences will decrease over time. 

¢ƘŜ ŎƻƴŎŜǇǘ ƻŦ ˋ-convergence states that the dispersion of per capita income between countries 

decreases over time (Sala-i-Martin, 1996). Both concepts are used in the following. If the ultimate 

Ǝƻŀƭ ƻŦ ŎƻƴǾŜǊƎŜƴŎŜ ǇƻƭƛŎȅ ƛǎ ǘƻ ŀŎƘƛŜǾŜ ŀ ƳƻǊŜ ǳƴƛŦƻǊƳ ƭŜǾŜƭ ƻŦ ƛƴŎƻƳŜΣ ƻƴŜ ŎƻǳƭŘ ŀǊƎǳŜ ǘƘŀǘ ˋ-

convergence is of greater importance. In the case of the EU, however, both indicators arrive at 

very similar diagnoses, as shown below. 
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Figure 1.1.1:  -̡Convergence of GDP per capita for EU-27 1995-2023 

 
Data: IMF World Economic Outlook Database 

Figure 1.1.1 ƛƭƭǳǎǘǊŀǘŜǎ ǘƘŜ ʲ-convergence of GDP per capita among the EU-27 MSs for the period 

1995-2023. There is a clear negative correlation between the initial level in 1995 and the growth 

in the period up to 2023. Figure 1.1.н ƛƭƭǳǎǘǊŀǘŜǎ ǘƘŜ ˋ-convergence in the same group of states. 

Here, too, it can be seen that economic output has converged over time. 

Figure 1.1.2:  -̀convergence EU-27, 1995-2023 

 
Data: IMF World Economic Outlook Database 

From this finding, one could conclude that the economic convergence process is proceeding as 

desired, that is that economic differences between the MSs are narrowing over time.  

However, these figures actually conceal very different developments among different groups of 

countries. This becomes clear when looking at the development of convergence among the EU-13 
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countries, as illustrated in Figure 1.1.3.2 The focus here is on the development of the Southern 

European EU states compared to Northern Europe.  

Figure 1.1.3:  -̡Convergence of GDP per capita for EU-13 1995-2023 

 
Data: IMF World Economic Outlook Database 

Figure 1.1.3 shows a positive correlation between the level of GDP per capita in 1995 and its 

ƎǊƻǿǘƘ ǳǇ ǘƻ нлноΦ !ŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ ŎǊƛǘŜǊƛƻƴ ƻŦ ʲ-convergence, a divergent development has 

therefore occurred for this subgroup of EU states.3 The less prosperous MSs have fallen further 

behind economically during this period. This applies in particular to Spain, Italy, Greece and Por-

tugal, which were severely affected by the European sovereign debt crisis of 2010-2015. In 1995, 

average GDP per capita of these countries was still around 87% of the EU-13 average. In 2023, it 

was only 78%.  

The overall picture of convergence in the EU that emerges from this data is that the Central and 

Eastern European EU states have successfully caught up economically, while this is the case to a 

much lesser extent for the Southern European states, which have been part of the EU for a much 

longer period of time.  

However, this finding only applies to GDP per capita as an indicator of economic development. In 

fact, economic convergence can be understood much more broadly. If indicators of prosperity 

other than GDP are used, a different picture can easily emerge. This becomes clear, for example, 

when we look at the important indicator of life expectancy at birth. The average life expectancy 

 
                                                        
2 These are the 14 countries that were Member States before the 'eastward enlargement' of the 
EU in 2004, plus Malta, which differs considerably from the Central and Eastern European states 
that joined in 2004, and minus the statistical 'outliers' Luxembourg and Ireland. The exclusion of 
Malta would not change the findings. 

3 The same findings apply to ̀-convergence. 
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for the total population is considered below. Figure 1.1.4 illustrates the convergence of this indi-

cator in the period between 1995 and 2022, the most recent data point available, for the EU-13 

states as in Figure 1.1.3. In terms of GDP per capita, a divergence was observed for this group of 

states in the period after 1995. The group of Southern European states fell behind the northern 

EU states (see Figure 1.1.3). The picture is quite different for the development of life expectancy.  

Figure 1.1.4:  -̡convergence in life expectancy 

 
Data: Eurostat 

Since 1995, life expectancy has risen from 77.3 to 81.8 years on average in the group of countries 

under review. The four Southern European MSs mentioned above - Spain, Italy, Greece and Por-

tugal - had a slightly above-average life expectancy of 77.5 years in 1995. In 2022, life expectancy 

in this group of countries was still slightly above average at 82.2 years. Here, it was Northern Eu-

ropean countries that needed to catch up and did so, with Denmark leading the way. Life expec-

tancy there rose by six years in the period under review, from 75.3 years to 81.3 years, i.e. signif-

icantly faster than the EU-13 average. Overall, there was a trend towards more convergence here, 

although in this case it was the North of the EU that had to catch up with the South. It can therefore 

be seen that statements about existing differences in prosperity as well as convergence processes 

depend very much on which indicators are used as a basis. 

In the convergence debate, a distinction is also made between input and output convergence.4 

GDP per capita is an indicator of output convergence. Other output indicators would be life ex-

pectancy, the unemployment rate or income distribution. Indicators for input convergence would 

include, for example, the quality of institutions, the structure of taxes and levies or the level of 

investment in education, research or infrastructure. The question of whether, given the variety of 

dimensions in which economic convergence can be considered and measured, EU CP should place 

more emphasis on indicators other than GDP per capita is taken up again in section 1.1.5. 

 
                                                        
4 See EEAG (2018) for more details. 
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1.1.3 The economic justification of European Cohesion Policy 

Reforms of EU CP should be based on clear ideas about what the economic function and justifica-

tion of this policy is or should be in the future. From the perspective of financial theory (Musgrave, 

1959), government activity in a market economy has three functions. The distribution policy, the 

improvement of allocative efficiency through intervention in cases of market failure and the sta-

bilization of the economy, especially in severe crises, but also the smoothing of normal economic 

fluctuations. These state functions have different relevance for CP. In an association of states such 

as the EU, the question also arises as to how tasks and responsibilities are distributed between 

the various levels of government. The theory of fiscal federalism provides benchmarks and alloca-

tion criteria here. 

1.1.3.1 Distributive policy concerns 

CP is primarily part of the state's distributive policy activities. From a financial perspective, how-

ever, the starting point for distributive interventions lies in the interpersonal distribution of in-

come, wealth or other relevant indicators, not in divergences between regions or states. At the 

same time, it is obvious that policies to support regions or countries with low average incomes 

also have an impact on the interpersonal distribution. However, conflicts can also arise between 

the goal of a more equal interpersonal distribution and the goal of increasing the economic 

strength of a region or an entire country. For example, the most effective way of increasing a 

country's economic strength may be to promote the most economically developed regions, i.e. 

the growth poles within a country. This is particularly the case if there are agglomeration ad-

vantages. However, this can increase both interpersonal and interregional income inequality 

within the country (see, for example, Crozet & Koenig, 2008; Martin et al., 2008).    

Objectives of distributive policy are not only pursued at European level, but also and primarily at 

the level of the individual MSs. The EU MSs have more or less well-developed welfare state insti-

tutions. Progressive taxation, social insurance and basic social security systems as well as state-

provided or state-financed education and healthcare services redistribute income in a variety of 

ways or ensure that all citizens achieve a certain minimum standard of living. Many MSs also pur-

sue regional redistribution and equalization goals, for example through fiscal equalization systems 

and their own regional and structural policies. This raises the question of what role the European 

level can and should play in this context.  

From the perspective of the principle of subsidiarity, domestic individual and regional distribution 

goals should be pursued at national level, while aspects of distribution or economic convergence 

between MSs and cross-border effects of national policies fall within the remit of the EU. Potential 

tasks for the European level also arise from the interaction between economic integration in the 

European Single Market and national redistribution policies. The growing mobility of people and 

capital in the EU has consequences for the scope of national distribution policies. For example, it 

is feared that there will be a 'race to the bottom' in the welfare state because citizens with higher 

incomes will be able to escape the burden of redistributive tax and welfare systems by emigrating 

or relocating capital. The literature on interstate tax and location competition speaks of cross-

border fiscal externalities triggered by national policies (Fuest et al., 2005). As a result, the policies 

of individual states do not lead to a result that is desirable from the perspective of the Union as a 

whole.   
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However, the obvious answer to this challenge would be to coordinate redistribution policies. 

Such coordination does take place within certain limits, for example in that freedom of establish-

ment in the EU internal market does not automatically mean that every EU citizen who settles in 

an EU country other than their home country is immediately and comprehensively entitled to all 

social benefits. At the same time, there is no evidence, at least so far, that the inter-state mobility 

of people in the EU is leading to a comprehensive erosion of state redistribution. In any case, CP 

is not primarily geared towards the internalization of such fiscal externalities.   

What can be said about the appropriate level of redistribution in the context of CP? In welfare 

theory, the optimal level of redistribution results from the trade-off between distributional and 

efficiency objectives. Distributive goals reflect the decisions that emerge from political negotiation 

processes. For the purposes of economic analyses, these distributive goals are often presented in 

the form of objective functions or social welfare functions. Such welfare functions can exhibit var-

ying degrees of inequality aversion. The efficiency goal is relevant insofar as increasing redistribu-

tion reduces incentives to improve one's own economic situation through one's own performance. 

This applies both to the recipients of transfers and to those who have to finance these transfers 

with taxes. Increasing transfers therefore lead to an ever-greater loss of efficiency because indi-

vidual behavior is increasingly distorted.  

This has various implications. If the available budget falls for a given redistribution preference, for 

example because other financing requirements become more important, then the optimal level 

of redistribution falls. If inequality between regions increases, for example due to asymmetric eco-

nomic shocks, then the optimal level of redistribution increases. These considerations are highly 

relevant for the EU in view of the changed security situation, the urgent tasks in the area of de-

carbonization and the plans for EU enlargement to include countries in South-Eastern Europe. 

In CP, a conflict between distributive and efficiency goals can also arise because, as already men-

tioned, the promotion of economically weak regions draws resources away from economically 

strong regions with higher overall potential, with the result that the country's overall economic 

growth is lower than it would potentially be without regional policy intervention (Martin et al., 

2008). It is therefore important to include the option in reform discussions that EU CP should focus 

more strongly on differences between the MSs.  

1.1.3.2 Allocative efficiency 

One of the fundamental tasks of the state is to intervene to correct for market failures, provided 

that the state intervention can eliminate the market failure or at least correct the resulting ineffi-

ciencies. The best example of this is the provision of public goods, which, when provided via pri-

vate markets, tend to be under-supplied due to non-rivalry in consumption and non-excludability 

from use.  

In the case of CP, however, it is not primarily about the provision of Europe-wide public goods, but 

about the distribution of economic activity in the area. The CP currently being pursued increasingly 

emphasizes certain public goods such as climate protection. However, CP is not the right frame-

work for this because it focuses on economically less developed regions, while the provision of 

public goods requires EU-wide action. Climate policy is the best example of this.  



The System 

16 

The focus of CP is not the provision of public goods, but the distribution of economic activity in 

space. From the perspective of economic theory, it is anything but trivial to explain the distribution 

of economic activity in space and to identify inefficiencies that can be corrected by state interven-

tion. However, such a theory is necessary when it comes to investigating whether economic deci-

sions on the location of economic activity in space lead to systematic efficiency problems that can 

be corrected by state intervention. In particular, agglomeration externalities and imperfect com-

petition play a role here.  

A central problem is that there are both positive and negative externalities of agglomeration. The 

positive externalities include, for example, the fact that a company moving into an agglomeration 

expands the range of goods available, reduces transportation costs due to greater proximity and 

the like. However, there are also negative externalities, for example in the form of infrastructure 

overcrowding. It is unclear whether there will be too much or too little concentration in agglom-

erations without government intervention (see, for example, Baldwin & Martin, 2004; Fujita & 

Thisse, 2002; Martin et al., 2008; Salah-i-Martin, 1996). It is therefore difficult to design appropri-

ate state intervention. There is a connection here to the previously discussed conflict between the 

promotion of structurally weak regions and the promotion of overall economic growth, which pri-

marily takes place in growth poles, i.e. usually developed urban regions (see, for example, Crozet 

& Koenig, 2008). If it is true that regional policy in this case takes excessive resources away from 

the economically more dynamic agglomerations, this leads to an inefficiently low utilization of 

agglomeration advantages. This contradicts the requirement that state intervention should re-

duce allocation distortions. 

Allocative efficiency in the broader sense could include transfers that have the function of side 

payments between countries that are necessary to enable decisions to be made at European level 

that put all MSs in a better position, including compensation payments. For example, steps to 

deepen the European Single Market could entail risks or disadvantages for certain MSs. Agree-

ment on a reform may then require compensation payments. However, this would require a re-

gional policy with considerable flexibility. There may be cases in which such payments flow from 

poorer to wealthier states. The fact that regions currently also flow to EU MSs with high per capita 

incomes could be seen as an expression of such flexibility. However, before assigning such a func-

tion to these transfers, it should be examined whether there are not more suitable and less cum-

bersome instruments for compensation payments and offsetting transactions. 

1.1.3.3 Economic stabilization 

The smoothing of economic fluctuations or stabilization in the event of serious economic crises is 

not usually seen as a task of CP. There is an important difference here, particularly compared to 

fiscal equalization policies, which are more strongly geared towards providing a certain degree of 

stabilization for the regions affected by the shock in the event of asymmetric shocks. There are 

repeated calls for the establishment of such fiscal stabilization mechanisms in the European Mon-

etary Union. One example is the project for a European unemployment insurance scheme (see, 

for example, Dolls et al., 2018). So far, however, this has not come about. The problem of macro-

economic stabilization is not discussed further below (see also Thöne, 2024). 
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1.1.4 How effective has Cohesion Policy been so far? 

There are divergent views on the effectiveness of CP to date. In its own analyses, the European 

Commission (EC) argues that CP triggers significant positive growth effects. In one of its evalua-

tions (European Commission, 2016), it comes to the conclusion that for every euro spent on CP, 

the GDP of the funded regions will be 2.74 euros higher in 2023 than without the funding. A spe-

cific feature of this analysis is that it is an ex-ante evaluation using a macroeconomic simulation 

model. Ex-post evaluations by independent authors come to far less positive results. Becker et al. 

(2010) compare regions above the EU CP funding threshold of 75 percent of average GDP per 

capita with funded regions just below this threshold. They come to the conclusion that every euro 

spent on regional policy increases GDP in the funded region by 1.2 euros.5 Other evaluation studies 

come to the conclusion that CP has no positive effect on growth or is even counterproductive 

ό.ǊŜƛŘŜƴōŀŎƘ Ŝǘ ŀƭΦΣ нлмсΤ 5ŀƭƭΩŜǊōŀ ϧ DŀƭƭƻΣ нл08; Sala-i-Martin, 1996). Breidenbach et al. (2016) 

point out that the success of regional policy transfers depends on the institutional framework con-

ditions in the funded countries and regions. Institutional deficits or a lack of complementary poli-

cies and efforts for growth cannot be compensated for by regional transfers.  

Overall, it can be assumed that CP to date has achieved rather moderate and heterogeneous 

growth effects in the supported regions. This is consistent with the empirical observation that 

economic development in parts of the EU has tended to diverge. The reasons for the lack of a 

convergence effect are difficult to determine empirically. Plausible reasons for the lack of success 

include a lack of 'ownership' of the programs in the funded regions, a lack of institutional quality, 

a lack of complementary policies that support economic growth, including the ability to absorb 

regional funding and, last but not least, the conflict between the great importance of agglomera-

tions and growth poles on the one hand and the focus of regional policy on structurally weak re-

gions on the other. 

1.1.5 Starting points for a reform of Cohesion Policy 

There is a wide range of possibilities for a reform of CP. Fundamental economic contexts play a 

role here, as do previous experiences with CP and changes in the economic and geopolitical envi-

ronment, which could have consequences for the political weighting of the objectives of CP to 

date. Six starting points for reforms are considered below: 

1. Realistic goals and allocation of responsibility for economic convergence 

2. Reduced weighting of the convergence objective in view of changed priorities 

3. Broadening the range of indicators for the level of economic development 

4. Focus on convergence among MSs instead of regions  

5. Greater emphasis on environmental and climate protection in the orientation of CP 

6. Strengthening national ownership of CP programs 

 

 
                                                        
5 Ederveen et al., 2002, 2006 also found positive effects. 
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1.1.5.1 Realistic goals and allocation of responsibility for economic convergence 

For a debate on reform perspectives in CP, it is helpful to scrutinize the assessment of economic 

differences between regions and states. There is no guarantee that economic integration will lead 

to economic convergence in the sense of a convergence of per capita incomes and other indicators 

of economic prosperity. At the same time, differences in economic development are not an ob-

stacle to economic integration. Regions with very different levels of economic development can 

benefit from economic exchange. This applies not only to the wealthy regions, but to all of them. 

Impressive international evidence of this is the rise of emerging economies such as the BRIC coun-

tries. The integration of these countries into global trade has been a decisive factor in the increase 

in economic prosperity and the process of catching up with the established industrialized nations. 

 Whether convergence occurs within a group of states or an individual state catches up depends 

on a variety of circumstances. These include specific characteristics of regions, economic develop-

ments in other regions, structural change, institutional development and government action in 

areas such as economic, social and educational policy. In Europe, responsibility for government 

action that influences convergence processes lies largely with the MSs, both at national and re-

gional levels (EEAG, 2018). The influence that the European level can exert on convergence pro-

cesses is therefore limited. 

The lack of convergence does not necessarily have to be seen as a grievance. Lack of convergence 

can also reflect different preferences of regional populations or other divergent characteristics of 

regions. 

These considerations have the following implications for CP reforms.  It should be questioned 

whether all regions should actually follow the path of economic convergence. There is much to be 

said for allowing diversity, including a decision in favor of strategies other than building economic 

strength in the sense of increasing GDP per capita. This could go so far as to abandon threshold 

values for economic strength per capita as a criterion for the distribution of CP resources. In addi-

tion, CP should take greater account of the question of which actors can influence the economic 

development of a region at all. Some of these aspects are further addressed below. 

1.1.5.2 Reduced weighting of the convergence objective in view of changed priorities 

The EU's economic and geopolitical environment has changed considerably in recent years. These 

include fundamental developments such as demographic change, the growing importance of en-

vironmental protection and climate policy as well as accelerating technological change, in partic-

ular digitalization. These changes also include the growing pressure of migration, the shortage of 

energy supplies in Europe due to the loss of gas imports from Russia as well as growing geopolitical 

tensions and the associated increasing concern about the EU's dependence on the USA in terms 

of security policy. For many of the responses to these challenges, action at European level offers 

considerable advantages, while in some cases action at national level is not at all expedient.  

In view of these major and in some cases existential challenges, it is clear that the use of the fi-

nancial resources available at European level should be prioritized differently.  This clearly argues 

in favor of reducing the budget previously used for CP as well as other areas of reduced priority 

(e.g. CAP) and allocating the funds to other, more urgent uses, for example in the area of European 

foreign and security policy. This cannot be addressed appropriately by simply taking into account 
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new aspects like security policy within existing cohesion policies, even if that may work in excep-

tional cases like environmental policy. The extent to which the funds should be cut is a question 

of political assessment. However, it is difficult to justify using a third of the EU budget to promote 

economic convergence in the future, given the EU's changed priorities. 

One way of implementing this prioritization would be to concentrate CP on the regions lagging 

furthest behind in terms of development, i.e. lowering the funding threshold if the previous focus 

on GDP per capita is retained. 6 However, this should be combined with a shift in focus to conver-

gence between the MSs, which will be explained below. Otherwise, there is a risk, as already ex-

plained, that the focus on the economically least developed regions will result in a strong conflict 

with efficiency concerns, which would suggest the promotion of growth poles.  

1.1.5.3 Broadening the range of indicators for the level of economic development 

To date, EU CP has been based on GDP per capita as an indicator of the level of economic devel-

opment achieved and therefore also of the need for support. There are two objections to this. 

Firstly, as already mentioned, it is questionable whether an approximation of GDP per capita to 

the EU average is a sensible development goal for all regions or states. Secondly, GDP per capita 

only partially captures economic prosperity.  

For some time now, there have been debates about the right indicators for prosperity (see, for 

example, Jones & Klenow, 2016; and the literature cited here). There is a consensus that GDP per 

capita can play a role, but that other indicators must be added. These include indicators such as 

life expectancy, infant mortality, population literacy, income inequality, availability of healthcare, 

working hours, gender equality and many more. Section 1.1.2 showed that although many of the 

Southern European EU MSs have a low GDP per capita, life expectancy there is higher than in some 

wealthier countries. 

This has two implications for CP. Firstly, the threshold for aid should be determined by more cri-

teria than GDP per capita alone. Secondly, the objective of CP should not be solely to ensure that 

the assisted region catches up in terms of GDP per capita. It must be possible to pursue other 

objectives and development models, for example with regard to contributions to environmental 

protection, as will be explained in more detail below. 

1.1.5.4 Focus on convergence between Member States instead of regions  

From the perspective of the principle of subsidiarity, the fact that political decisions affecting re-

gional development are primarily made at national and regional level is not a grievance. Against 

this background, additional regional policy activities at European level that intervene in regional 

development within the MSs require justification. It is particularly questionable that MSs with 

above-average overall economic strength claim regional policy transfers from the EU. These states 

can pursue and finance regional policy objectives independently.   

Against this backdrop, it is recommended that the principle of subsidiarity be strengthened for 

future CP. This would mean that European CP should consistently focus on MSs with low economic 

 
                                                        
6 This is also the recommendation of the Sapir Report (Sapir et al., 2003). 
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power rather than on regions. Countries with higher economic development should only be sup-

ported to the extent that regional policy developments have cross-border effects that are not suf-

ficiently reflected in national political decision-making calculations. However, cross-border effects 

of national policies are not the core of CP. 

For some time now, there have been calls to switch to the so-called net fund model in CP. This 

would mean that the wealthier MSs, which are net contributors to CP overall, would only transfer 

the net balance to Brussels and support the domestic regions that have previously received fund-

ing themselves, if they consider this to be appropriate (Busch, 2004). This would be a step towards 

a more fundamental reform in which EU CP focuses on supporting economically less developed 

MSs rather than regions.  This should be accompanied by greater autonomy for MSs in the use of 

funds, so that prosperous regions can be supported within the country. This autonomy should go 

hand in hand with improved incentives and more accountability in terms of the use of funds. Ac-

cess to cohesion funding should be conditional on the achievement of M&Ts set out in a cohesion 

plan developed by the MS receiving funding and approved by the EU. The fact that this plan is 

developed by the MS itself should lead to improved 'ownership' of the measures and projects (see 

Section 1.1.5.6).  

1.1.5.5 Greater emphasis on environmental and climate protection in the orientation of 

Cohesion Policy 

Against the backdrop of growing environmental problems, particularly in the context of global 

warming and declining biodiversity, the fundamental question arises as to how the goal of uniform 

regional economic development should be assessed, particularly a development that uses GDP 

per capita as a key indicator of the level of economic development. It would make sense to focus 

CP more strongly on the goal of preserving and protecting Europe's biospheres in particular. Re-

gions with disadvantages in conventional economic development opportunities may have com-

parative advantages in contributing to environmental protection and biodiversity conservation. If 

EU CP is conceptually focused on economic catch-up processes of the MSs rather than the regions, 

the designation of nature conservation or afforestation areas, for example, could become a cen-

tral component of the national cohesion strategy alongside conventional development measures. 

Environmental quality should also be included as an indicator in the criteria for the level of devel-

opment achieved.   

1.1.5.6 Strengthening national ownership of Cohesion Policy through national cohesion 

programs 

In order to improve the effectiveness and efficiency of CP, it is necessary to strengthen the ac-

ceptance of and commitment to regional policy programs in the supported countries and regions 

(ownership). To this end, the relevant local stakeholders must be more closely involved in the 

design of funding programs and the formulation of objectives. They should have scope for action 

in the implementation of the programs, but they should also take responsibility for the success of 

the programs. The latter would also be fostered by maintaining or even strengthening national co-

financing of cohesion measures. 

In principle, the problem of involving relevant stakeholders from the recipient countries has long 

been an issue in CP reforms. In 2013, the EU adopted a 'Code of Conduct' on partnership between 
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the European institutions and national and regional stakeholders in the MSs within the framework 

of CP (European Commission, 2014). This stipulates that institutions and organizations from the 

MSs, including non-governmental organizations such as trade unions or NGOs, are involved in the 

design of CP. This can be useful and increase ownership, but more should be achieved. 

One option for this would be the aforementioned introduction of national cohesion plans, in which 

the MSs that receive support from CP set out their strategy for economic development, including 

measures and targets to be taken. A continuation of CP transfers could be linked to the achieve-

ment of formulated targets and milestones of the cohesion plan and documented in periodic in-

terim evaluations. The approach of the NGEU crisis fund could provide some pointers. Here, the 

MSs must submit National Recovery and Resilience Plan (NRRPs) so that they actually receive the 

transfers and loans allocated to them.  

1.1.6 Conclusions 

The current changes in economic and geopolitical conditions in Europe pose considerable chal-

lenges for the EU. Overcoming these challenges requires, among other things, a willingness to 

adapt the structure of the EU budget to the new situation and to set new priorities. This also ap-

plies to EU CP. This article describes and explains various starting points for reforming EU CP. The 

focus here is on focusing on MSs instead of regions, broadening the prosperity indicators, provid-

ing more autonomy in the use of funds, and combined with clear responsibility and accountability 

of the national governments of the MSs receiving funding. The latter could be implemented by 

the MSs themselves submitting cohesion plans with corresponding targets, measures and mile-

stones, which would form the basis of a corresponding agreement with the EU. Combined with 

maintaining or even strengthening of national co-financing, this would foster the 'ownership' of 

CP. In addition, a reform of EU CP must take into account new priorities such as the heightened 

security situation or the need for public investment in decarbonization. This implies a reduction in 

the funds available for CP, which requires a focus on the MSs with the lowest level of development. 

In exceptional cases, however, changed priorities can also be integrated in terms of content, for 

example through a stronger emphasis on environmental and climate protection in the cohesion 

plans.  
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1.2 Michael Thöne: The Fiscal Architecture of the EU Cohesion Policy7 

Michael Thöne (FiFo Institute for Public Economics at the University of Cologne)  

Abstract 

In its current setup, the EU is often characterised as slow, decision-impeding, inefficient and there-
fore not really ready for enlargement. The pandemic, the war in Ukraine, the energy crisis and the 
increasingly uncertain role in the global economy have further increased the high pressure on the 
EU to undergo modernisation. In this context, structural and CP is of double interest. With 30 per 
cent of the regular EU budget, it is one of its most important fields of action ς one that has histor-
ically grown into a complex and opaque maze of objectives and instruments ς and is therefore 
"part of the problem". At the same time, regional policy is traditionally a "part of the solution" 
whenever the need arises to pave the way for the enlargement and/or deepening of the EU 
through financial compensation. The paper sheds light on this dual function of CP by examining its 
fiscal architecture, which forms the underlying framework for convergence and cohesion policies.  

In several steps, CP is examined in its function as a European financial equalisation system. The 
history of regional policy is reconstructed as a development in which the equalisation motive al-
ways came first, before CP justifications were applied to instrumental or financial expansions of 
this policy field. The "Mezzogiorno test" shows that the function of financial equalisation ς albeit 
hidden ς continues to dominate; alongside the promotional CP, the equalising CP plays de facto a 
very important role. This is also illustrated quantitatively and with an in-depth look at the little-
analysed mechanism that ensures the allocation of EU funds across the MSs and their regions. Not 
least with regard to this fiscal equalisation formula, known as the Berlin method, the paper for-
mulates several recommendations for the modernisation of structural policy, which are based on 
the premise that the purpose of CP to act as a financial equalisation is openly recognised and used 
productively for the further development of this policy area. The character of vertical fiscal equal-
isation with a horizontal effect and a strong investment focus should be retained, but further de-
veloped in accordance with the principle of subsidiarity. In the course of this, the "luxury fiscal 
equalisation" can also be reduced, which is currently carried out by allocating cohesion funds even 
to the richest regions of the EU and which costs 27 billion euros per year. A stronger focus on the 
principle of subsidiarity in CP also makes it easier for MSs to implement modern place-based pol-
icies, with which climate protection and transformation goals can also be realised more easily and 
efficiently.  

1.2.1 The mounting pressure to modernise the EU and Cohesion Policy 

The central cycle for all regular financial measures of the EU is seven years. However, the EU's 

current MFF for the years 2021 to 2027 clearly shows that many of Europe's political, economic 

and social challenges cannot be squeezed into this slow rhythm. The most important decisions for 

the current MFF were made in 2018 and 2019 ς years in which the global Covid-19 pandemic that 

followed shortly afterwards was not yet foreseeable. The current Cohesion Policy, which is essen-

tially implemented via the European Regional Development Fund (ERDF), the CF and the European 

Social Fund (ESF), therefore still reflects a pre-Covid world in many respects. Also, the fundamental 

changes in the general environment brought about by the Russian war of aggression against 

 
                                                        
7 This is a version translated by the author. The original chapter is written in German. 
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Ukraine for energy supply, international trade links and Europe's geopolitical conditions for action 

cannot, of course, be reflected in the previously fixed medium-term financial framework. 

However, this is not necessarily a problem for the EU. The economic and social disparities between 

MSs and regions, which CP aims to reduce, remain key objectives of European integration, even 

in the face of the pandemic, war and energy crisis. With the large NGEU fund, Europe has shown 

that it can make swift and innovative decisions beyond the seven-year cycle. In particular, the RRF 

has established a second dimension of regionally oriented investment support. 

However, this paper does not examine the coexistence of the two regional policy systems in the 

EU in detail 8 and only touches on the seven-year cycle of the MFF in passing. Nevertheless, it takes 

its impetus from the observation of this prominent clash of two European policy modes ς the slow-

moving standard mode and rapid crisis response ς and of the related strengths and limitations for 

a Europe that is fit for action and fit for the future. The acute crises and challenges that the MSs 

and their common European institutions have had to face since the beginning of the 2020s have 

given the EU an unforeseen development boost (Pestel & Süß, 2022). Rather than through calmly 

balanced reform programmes, the EU changes in response to immediate crises. In the EU's noto-

rious constellation of significant structural obstacles to reform, this tactic of seizing the emerging 

opportunity to reform by overriding oneself ς Jones et al. (2016) speak of "failing forward" from 

crisis to crisis ς is very well understandable from a political economy perspective. In fact, some-

thing like the NGEU would hardly have been conceivable politically in less dramatic times than the 

pandemic. 

At the same time, this unique European mobility in face of crisis does not ensure that the EU as a 

whole will move towards strengthening its functionality. This is because the ability to act in the 

crisis has arisen from two concessions: Firstly, the responses to the crisis establish an additional 

mechanism, while the traditional, financially and politically carefully balanced system remains un-

touched. Moreover, this additional mechanism is very expensive in financial terms. NGEU and ARF 

clearly illustrate these two characteristics. As a result, the flexibility gained in the short term also 

has an adverse effect on the ability to act in the medium and long term. As a result, the need for 

modernisation in the EU's established policy areas and for their governance mechanisms is in-

creasing further. And this pressure was certainly not low beforehand. 

The most recent proposal in a long string of reform initiatives was presented in autumn 2023 by a 

twelve-member Franco-German group of experts with proposals for reforming the EU based on 

two initial propositions that are difficult to dispute: For geopolitical reasons, EU enlargement is 

"high on the political agenda, but the EU is not ready yet to welcome new members, neither insti-

tutionally nor policy wise" (Group of Twelve, 2023, p. 5). The Group makes a series of far-reaching 

proposals for the further institutional and constitutional development of the EU, which could also 

serve the German government's reform goals for a "more democratically consolidated, more ca-

pable and strategically sovereign EU ώΧ] in accordance with the principles of subsidiarity and pro-

portionality" (Coalition Agreement, 2021, p. 131). The reform perspectives of the governments of 

many other MSsς not least Franceς also aim to strengthen the EU by modernising its institutions 

 
                                                        
8 See Corti et al. (2024) in this issue. 
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with a focus on policy areas with clear EAV, thus rendering it more capable of acting inde-

pendently.   

This paper builds on this motivation for modernisation. With a view to a possible enlargement, 

but also for the EU-27, it is worth examining all areas of activity and all institutions of the EU, which 

is, in President Macron's words, "too weak, too slow and too inefficient" in its current state. The 

aim is to see how a perspective based on EAV and the principle of subsidiarity can contribute to 

achieving the common European goals more efficiently in structural and also in financial terms. CP 

currently receives around one third of the regular EU budget and ς not only for this reason ς lends 

itself to such an examination from many different angles ς as the various articles in this issue show.  

1.2.2 Cohesion Policy from a fiscal-federal perspective 

The paper analyses the fiscal architecture of EU Cohesion Policy. The subsequent sections charac-

terise this fiscal element as the load-bearing construction on which the diverse regional, social and 

transformative features of past and present CP constitute the interior fittings of the building. From 

a fiscal federal perspective, CP is analysed in its function as a unique and hidden European fiscal 

equalisation. The idea is not to pretend that structural policy is a financial equalisation or to con-

struct a different "narrative". The fiscal architecture of CP describes facts that are obvious ς alt-

hough they may not always be talked about. 

With this, the author uses a decidedly fiscal perspective for the third time to analyse the structures 

of the EU. The application of the concept of public goods to the tasks of the EU leads to a classic 

application of the theory of fiscal federalism with conclusions on the "Europeanisation" of the EU, 

i.e. a stronger focus on European public goods (see, for example, Heinemann, 2016; Thöne & Kreu-

ter, 2020).9 A closer look at the European multi-level system from a public finance perspective 

 
                                                        
9 Just as the EU financial framework follows a seven-year cycle, the systematic discussions on the 
federal allocation of tasks to the European level follow a similar cycle. With regard to European 
public goods, Heinemann (1999, p. 293), for example, stated early on that "(...) much of the tradi-
tional financial literature on the EU financial constitution [is] based on false assumptions" if it be-
lieves that the EU concentrates its activities on normatively well-justified tasks of a central federal 
level. A quarter of a century ago, this statement was perhaps more pertinent than today. However, 
it should also be noted that the first-generation theory of fiscal federalism, i.e. the normative the-
ory of fiscal federalism based on welfare theory, was not wrong as such. If responsibility for Euro-
pean public goods were actually concentrated at the EU-level, this would constitute an efficient 
allocation of tasks. However, it would be wrong (and naïve) to assume that the actual distribution 
of tasks in a federal entity such as the EU would in reality fulfil the requirements of the normative 
allocation theory. The second-generation theory of fiscal federalism (Weingast, 1995; Oates, 2005; 
Weingast, 2009), with its focus on political economy and empirical research, has cleared up this 
potential misconception by explaining how actual federal fiscal constitutions are formed. These 
empirical findings are important not least in order to better understand the significant political 
economy hurdles on the way to an efficient allocation of tasks. Since Europeς regardless of the 
cyclical nature of systemic discussionsς is continuing to evolve, it should be added that from to-
day's perspective, the discussion on European public goods has gained in importance. In the im-
mediate aftermath of the biggest pandemic in a century, in the face of rapidly advancing climate 
change and in a geopolitical constellation in which Europe must bear much more responsibility for 
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shows that, contrary to an obvious and widespread analogy, this proto-federal structure is in no 

way comparable to the dual federalism of the United States of America. Rather, the EU functions 

as a vertical co-operative administrative federalism similar to the German or Austrian model. This 

includes, above all, the so-called connectivity problems of synchronising the decentralised imple-

mentation of European tasks and their adequate 'federal' financing (Thöne & Kreuter, 2021). 

This kind of analysis adopts an outsider's perspective that deliberately does not fit in every respect. 

Precisely fitting studies of the EU view it as the singular institutional and political entity that it is. 

Such an idiosyncratic view naturally does the EU the most justice. But this insider's view inhibits 

associations, analogies and comparisons with similar phenomena: the view of the EU as a unique 

entity hinders thinking in alternatives. 

The alternative view of CP as a kind of financial equalisation is not new. It is a well-established 

term in the European policy discourse. This dual view also underlies the research project of the 

Federal Ministry of Finance, in the context of which this paper was written: "Regional policy is 

implemented in cooperation with the MSs. It leads to a horizontal fiscal equalisation between 

economically strong and weak MS" (BMF, 2022). This does not refer to horizontal fiscal equalisa-

tion in the narrower sense, but to vertical fiscal equalisation with a horizontal distribution effect. 

Theoretically, horizontal fiscal equalisation with direct payments between the Member Statesς or 

a structural policy financed horizontally in this wayς is also conceivable. However, it could be ar-

gued that Article 174 TFEU (ex-Art.158 TEC) explicitly assigns the cohesion objective and the policy 

geared towards it to the Union, which would rule out horizontal financial equalisation (Emmerling, 

2002).   

Whether this EU competency actually prohibits a conceivable horizontal transfer techniqueς e.g. 

as netting with own resourcesς can be left open. What seems more important here is that other 

fiscal equalisation schemes are also typically organised on a vertical basis for good reason and thus 

only indirectly generate their horizontally redistributive effect. For example, all 13 municipal fiscal 

equalisation schemes of the German Länder are structured on a primarily vertical basis.10 The hor-

izontal financial equalisation among the Länder in Germany, which had been in place for decades, 

was also converted into a vertical fiscal equalisation between the federal government and the 

 
                                                        
its own security, there are good reasons to take European public goods seriously not just as a 
theoretical, appealing concept, but as an existential, urgent, realpolitik postulate for Europe.  
10 The distinction as to whether a fiscal equalisation system is horizontal or vertical with a horizon-
tal redistribution effect cannot be made with regard to legislative powers, as horizontal systems 
must generally also be enacted vertically by the higher federal level. Horizontal financial equalisa-
tion systems have explicit recipients and payers; the central level primarily assumes the function 
of a clearing house to simplify payments. In vertical systems, on the other hand, there are only 
lower-level authorities that receive allocations of different sizes from the central level according 
to their financial or economic strength. This bigger central budget can, but does not necessarily 
have to, go hand in hand with greater power of disposal. Naturally, a central level in such systems 
must have higher initial funding in order to be able to finance the system. However, constitutions 
can make very clear stipulations as to the equal treatment or possibly even prioritisation of lower-
level local authorities in such vertical systems. In Germany, for example, the constitutions in the 
Länder Brandenburg, Saxony-Anhalt and Schleswig-Holstein give the municipalities equal or even 
better financial protection than the respective Land level. 



The System  

27 

Länder with effect from 2020 ς at the insistence of the financially strong contributor Länder 

(Bullerjahn & Thöne, 2018). 

The preference for vertical systems can be explained in political or political-economic terms. From 

a rational point of view, the direction of payment ς whether horizontal or vertical ς should make 

no difference in a transfer system. In a horizontal system, there is a clear distinction between 

payers and recipients, i.e. between "rich" and "poor" countries or local authorities. The resulting 

transparency is to be welcomed in principle. At the same time, however, it is also argued that such 

a "brotherly approach" must be based on very strong solidarity (Zimmermann & Döring, 2019, 

p. 257). Furthermore, in political practice it can be observed that the absence of horizontal equal-

isation elements has the effect that the political representatives of legally and democratically 

equal regional authorities also treat each other as equals. In this sense, it helps if the parties in-

volved do not have a precise picture of who is subsidising whom or who is being subsidised to 

what extent. In contrast, the decades-long dominance of the horizontal element in the German 

federal-state fiscal equalisation system has fuelled the polarisation between contributor and re-

cipient states. As a result, federal reform debates always concentrate on either financial issues or 

on more substantive issues such as the federal allocation of government tasks. These two dimen-

sions of federal reform, which actually belong together, could never be negotiated at the same 

time because the complexity involved was too high for the political powers to find agreements. 

Even within the EU, the so-called juste retour thinking, i.e. the fixation of the MSs on their own 

net contributor or net recipient position, is seen as a central obstacle to overcoming the common 

challenges that Europe must face. In other areas of European integration, too, less obvious trans-

fer relationships often prove to be the politico-economically acceptable solutions because they 

are easier to adopt, especially for the (indirect) payers, as shown by Heinemann (2021) using the 

example of the lack of a transparent Sovereign Debt Reconstructing Mechanism (SDRM).  

Knowing the reasons for non-transparent transfer mechanisms does not mean approving of them. 

However, to the extent that vertical financial equalisation is also a means of dealing with limited 

decision-making capacities and irrational loss aversion, the theoretical merits of transparent hor-

izontal equalisation systems become questionable. In the following, this paper will place particular 

emphasis on increasing the transparency of European CP insofar as its character as a fiscal equal-

isation mechanism is discussed explicitly and is the subject of recommendations for further devel-

opment. However, it will not go so far as to recommend a transformation of CP into a genuine 

horizontal fiscal equalisation between the MSs. Given the vulnerability of the European decision-

making system to blockades due to high consensus requirements and diverging interests of the 

MSs, which has now been analysed in detail in political science research (Holz, 2022, with further 

references), opening up an additional sphere for intergovernmental dissent would be too great a 

step. This would thwart the potential benefits of a fiscal federal perspective on CP. 

1.2.3 Highlights from the evolution of structural policy as an equalisation mechanism 

When we speak of the development of structural and CP as a policy of financial equalisation, we 

are not referringς from a historical perspectiveς directly to fiscal equalisation between economi-

cally different MSs.  The focus is on the development of structural policy itself as compensation 

for impending financial losses or as side payments in the event of major changes, in particular the 

enlargements of the European Community(ies) and later of the EU. 
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Throughout its history, in almost every major change, European structural and CP has served as a 

bargaining chip for the realisation of other objectives. New structural funds were used to buy the 

agreement of individual MSs to important Community decisions. Without the enlargements, struc-

tural policy would not exist in its scope and organisation (Emmerling, 2002; Freise & Garbert, 2013; 

Holz 2022): 

¶ When the European Economic Community (EEC) was founded in 1957, the ESF was created in 

order to win Italy's approval and enable the poorer regions of Southern Italy to catch up eco-

nomically. 

¶ The European Regional Fund was set up in 1975 to prevent the last-minute failure of the ac-

cession of the United Kingdom, Ireland and Denmark to the EC. Originally, the British govern-

ment itself had called for such a fund during the accession negotiations in order to receive 

more payments from the EC and to counter domestic political resistance. At first, the six found-

ing members were rather critical. When the demand for a regional fund was dropped after a 

change of government in London, Italy and Ireland took the initiative and threatened to block 

the crucial summit meeting at the end of 1974. To avoid this, the ERDF was set up in 1975. Its 

original limitation to three years would not last long.   

¶ After the death of the dictator Franco in 1975, Spain's first post-war democratic government 

applied for membership of the European Community. Like Portugal, Spain became a full mem-

ber at the beginning of 1986. This was accompanied by a doubling of structural funds as of 

1988. 

¶ The reform of fund governance, also implemented in 1988, is regarded as the birth of struc-

tural policy as an independent Community policy area. In a long, cumulative policy process, it 

was separated from European budgetary policy (Heinelt et al. 2005). Since taking office in 

1985, the Delors Commission in particular had endeavoured to counter the financial issues 

dominated by the MSs in structural policy with the Commission's own claim to shape them: 

"The Commission aims to reverse the trend towards treating these funds as mere redistribu-

tive mechanisms" (COM, 1985, cited in Holz, 2022, p. 60). The instrument used to overcome 

the character of structural policy as primarily financial equalisation was the introduction of the 

four procedural principles of CP in 1988: (1) concentration, (2) programming, (3) additionality 

and (4) partnership. The partnership principle in particularς even if its importance is often 

overlooked in economic analysesς proved to be a very effective instrument for consolidating 

Europe's claim to control. As the Commission now cooperated directly with public and non-

governmental actors at regional level, the previously bilateral relationship with the individual 

MSs was transformed into a multi-stakeholder constellation in which the MSs now faced the 

need to negotiate with "above and below". As a result of the 1988 reform of structural policy, 

the MSs continued to dominate the financial dimension, while the Commission extended its 

strategic competencies over the management of the Structural Funds (Sutcliffe, 2000). 

¶ The character of structural policy as a channel for side payments and compensation for far-

reaching changes in the Community remained unaffected by this reform. At best, it now be-

came strategically more interesting for the Commission to expand structural policy in this way. 

As early as 1992, there was a further significant increase in structural funds, which was linked 

to the completion of the European single market. The perception in the Community ς on all 
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sides ς was that the central regions would initially benefit most from deeper economic inte-

gration, while the increased competition would be disadvantageous or at least risky for the 

peripheral regions in the short and medium term. 

¶ The agreement of the economically weaker MSs to the Maastricht Treaty for the realisation of 

monetary union was bought with the establishment of the CF in 1994. At the end of 1991, 

Spain, Portugal, Greece and Ireland had rejected the Maastricht Treaty unless they were prom-

ised additional structural funds and the objective of economic and social cohesion was in-

cluded in the Treaty. The CF, which was subsequently set up at the turn of the year 1993/1994, 

was given the new task of promoting environmental issues and the trans-European transport 

networks. In contrast to the other structural funds, the resources of the CF were distributed 

on a national basis. This ensured that the new subsidies from the CF only benefited Spain, 

Greece, Portugal and Ireland. (Holz, 2022, p. 52). 

¶ The same period saw the accession of Austria, Sweden and Finland to the EU on 1 January 

1995. The doubling of Structural Fund resources with the Delors II package for the 1994 to 

1999 funding period can also be seen as a response to Spain's threat to block the accession of 

the three countries and Norway.11 

¶ In summary, it can be said that the decision on monetary union and the EU enlargement in 

1995 meant a qualitative leap for structural policy: "Even if Cohesion Policy already knew do-

nor and recipient states beforehand, it was only with the Maastricht Treaty that the financial 

framework of Cohesion Policy was expanded to such an extent that it is fair to speak of a 

transfer union" (Freise & Garbert, 2013, p. 36; original in German). 

¶ Between 2004 and 2007, the EU was enlarged in two stages to include ten Central and Eastern 

European states as well as Cyprus and Malta. In two respects, the eastward enlargement rep-

resents an exception to the historical development of structural policy as compensation and 

as a price for agreeing to enlargement. Among the MSs of the EU-15, the eastward enlarge-

ment was seen as a strategic and historical opportunity, which ς also with regard to the Euro-

pean security ς was unanimously supported by and large. None of the old members regarded 

itself as a serious veto player. At the same time, the net contributors in particular were for the 

first time very reluctant to take on the financial burden of a potentially massively expanded 

structural policy, as eastward enlargement was already very expensive as it was. Indeed, with-

out the means for universal compensation on all sides, eastward enlargement has led to a 

significant deterioration in the net position of a number of MSs. This was most clearly the case 

for Italy, which went from being a net recipient to one of the largest net contributors (in ab-

solute terms). At the same time, average GDP fell with the eastward enlargement. As a result, 

16 regions in Southern Europe and Eastern Germany lost their Objective 1 status as maximum 

recipient regions ς while their economic situation remained unchanged (Braun & Marek, 

2014). As there was no room for major changes or increases in structural policy over and above 

the endogenous effects of enlargement, the compromise that was eventually reached was 

 
                                                        
11 In a referendum in 1994, the voters of the Kingdom of Norway rejected their country's accession 
to the EU by a narrow majority ς as they had once before in 1972. 
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primarily aimed at limiting the financial damage to the affected old members. As far as the EU-

15 was concerned, the funding objective for the transition regions was central, and the losses 

of the former Objective 1 regions were mitigated by transitional funding. More developed re-

gions were also able to qualify for new funding objectives, meaning that all EU regions were 

eligible for structural policy funding for the first time in the 2007-2013 period.  

During the reform stagnation of the 2000s and 2010s, comparatively little progress was made due 

to intensified distribution conflicts following the eastward expansion, increasing criticism of the 

effectiveness of these programmes and the financial crisis from 2008 onwards (Holz, 2002, p. 32). 

In the 2014-2020 funding period, a stronger focus was placed on growth and employment in order 

to meet the challenges of the economic and financial crisis. In addition to promoting innovation, 

competitiveness and employment, a stronger thematic focus was adopted in order to emphasise 

key areas such as research and innovation, environmental protection and education alongside 

employment. The changes resulting from the parallel operation of CP and the RRF cannot yet be 

validly assessed at the time of completion of this paper.  

This overview of the evolution of structural and CP is incomplete in many respects. Neither was 

CP appraised in terms of its actual performance in creating economic convergence and social co-

hesion, nor were the macroeconomic and ex-ante conditionalities enforced since the Lisbon Strat-

egy considered, with which structural policy is also increasingly used to enforce the common eco-

nomic policy coordination procedures and as a sanction instrument for the Stability and Growth 

Pact. 

There have been successes and setbacks in all of these dimensions. This is true regardless of the 

fact that most of these policy areas were not primarily established at European level because there 

was a compelling technical need to do so. This observation can be distilled from the short history 

of CP: CP has always emerged "the other way round". The normal case would be that political 

actors form around an emerging or long-standing problem and formulate political objectives and 

instruments to solve it. This sequence was easy to observe with the COVID pandemic and the 

"NextGenerationEU" (NGEU) recovery plan adopted in its response. Not so with the many stages 

of CP: "The sequence is always the same: First, a compensation demand is put on the table. If this 

is generally accepted, then a normative disguise for the payments is sought [...]" (Heinemann, 

1999, p. 294; original in German). Or, as Hooghe (1996, p. 7) put it early on, but still aptly: "The 

budget came first, then came the policy".  

The number of such policies that have been added to structural policy over the years is clearly 

illustrated by a current chart in which the EC attempts to bring together all the objectives, funds 

and recipients of structural funds in one picture (Figure 1.2.1). 
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Figure 1.2.1:  Cohesion Policy planned EU financing by themes (2021-2027) 

 
Data: COM (2024); Cohesion Open Data Platform. https://cohesiondata.ec.europa.eu/cohe-

sion_overview/21-27 

In view of this closely intertwined ς and, from an evaluation perspective, dauntingly complex ς 

web of many objectives, numerous sub-objectives and the associated financing plans, it seems far-

fetched to associate the multi-layered CP with something as (supposedly) simple as financial 

equalisation.  

However, there is no contradiction with the image of fiscal architecture: anchored in the load-

bearing framework of fiscal equalisation, the interior fittings of CP have become increasingly com-

plex, colourful and complicated over the decades. So at the end of our historical review of struc-

tural policy, it becomes clear that the question is not whether CP can be compared with financial 

equalisation. The question is rather how well this policy, primarily founded for equalisation and 

compensation, still functions as this financial equalisation system that it was created to be, despite 

ς or in spite of ς the many different forms it has taken. The question is rather how well this policy, 

which was primarily founded as an equalisation and compensation, still functions as the financial 

equalisation system as which it was created, consideringς or in spite ofς the many different policy 

purposes it has been assigned to. 

1.2.4 On the relationship between regional structural policy and fiscal equalisation: 

empirical similarities and differences 

Regional policy and financial equalisation are not the same. When considering the question posed 

in this paper, one repeatedly comes across contributions in the literature in which the fundamen-

tal differences between the two concepts are worked out on the basis of their ideal-typical char-

acteristics. Moisio and Vidal-Bover (2023) currently offer a good overview; the older literature on 

European financial equalisation also uses such classifications (Mackenstein, 1997; Püttler, 2014; 

Thomas, 1997; Walthes, 1996). Working out the differences and similarities of regional aid policies 
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and fiscal equalisation on a conceptual and instrumental level has great merit if one is interested 

in ideal types. Moisio and Vidal Bover (2023) characterise the ideal financial equalisation, compare 

it with an ideal and also successful (!) regional aid policy, work out the differences between the 

two models and identify potential synergies between the two fields. We will return to any syner-

gies in our conclusions. However, we are not starting from the ideal, but from the reality of Euro-

pean CPς equipped with the empirical knowledge that in reality, financial equalisation also some-

times strays far from the ideal. 

1.2.4.1 Promotional policy or fiscal equalisation? The Mezzogiorno test 

How much financial equalisation is there in the EU's regional structural policy? The answer to a 

simple question can help: Would the EU stop supporting poorer regions via structural policy 

measures if or where this support ultimately fails? 

This paper is based on the assumption that the answer to this question is "no". Figure 1.2.2 out-

lines what this consideration, here called the "Mezzogiorno test" in reference to the founding of 

the ESF in 1957, means for the distinction between regional aid policy ς ŎƘŀǊŀŎǘŜǊƛǎŜŘ ŀǎ άǇǊƻƳƻπ

ǘƛƻƴŀƭ ǇƻƭƛŎȅέ ς and financial equalisation.  

Figure 1.2.2:  The "Mezzogiorno test" on the continuation of unsuccessful regional 

promotional policy 

Premise: Convergence remains the focus of EU regional policy 
(= "strengthening economic, social and territorial cohesion" = "correcting imbalances between countries 
and regions" = "catching up"). 

What if, catching up... Promotional policy Fiscal equalisation 

...is achieved? 
Allocations are 
discontinued. 

Allocations are 
discontinued. 

... is not yet successful, but there is reasonable 
hope? 

Allocations are 
continued. 

Allocations are 
continued. 

... has not been achieved and there is no prospect 
of it? 

Allocations are 
discontinued. 

Allocations are 
continued. 

Mezzogiorno test: If the allocations continue, 
Cohesion Policy is... 

ΧŦŀƛƭŜŘ ǇǊƻƳƻǘƛƻƴŀƭ 

policy. 

ΧǊŜƎǳƭŀǊ ŦƛǎŎŀƭ 
equalisation. 

Source: Own illustration.  

As is clear, promotional policy for economic development and fiscal equalisation run in parallel in 

the majority of cases when regional economic strength and fiscal strength correlate (which is the 

rule). The observation of the Mezzogiorno test that a regional promotional policy aimed at eco-

nomic development that has not led to success after several decades but is nevertheless continued 

is pointedly characterised as a failed promotional policy in Figure 1.2.2. From an evaluator's point 

of view, this is certainly true: Subsidies that consistently do not achieve their objectives have failed 

and should be abolished. But in the political reality, subsidy policy often reacts to findings of this 

kind by formulating new objectives and continuing the grants. The continued redefinition of the 

objectives of the Structural Funds through the European programming process also sometimes 

has to face this criticism (see Feld & Hassib, 2024 in this issue). However, reprogramming that 
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turns out to be purely opportunistic will do little to change the evaluators' judgement if the origi-

nal objectives are not met.12 

From the point of view of fiscal federalism, this polarisation is exaggerated anyway. In the absence 

of economic progress, allocations continue as normal. This is a perfectly conventional constella-

tion that fiscal equalisations are designed to address as a standard. Fiscal equalisations are regu-

larly designed to take appropriate account of different levels of prosperity as well as their 

changesς convergences and divergences. Leaving aside the fact that the fiscal distributive function 

of Cohesion Policy is historically the older one anyway, the financial dimension of structural policy 

can certainly be described as complementary to the cohesion objective: Convergence-oriented 

structural policy is intended to deepen economic and social cohesion by steering support 

measures to help weaker regions catch up. It is still the case that cohesion through greater con-

vergence of prosperity and economic performance ς i.e. cohesion through convergence ς is the 

ideal path for structural policy. However, decades of experience have shown that a promotional 

CP does not succeed everywhere. The economic and social convergence of all European regions 

remains an unattainable goal. 

The legislative development of EU CP already echoes this understanding. The political objectives 

of the ERDF, the ESF+ and the CF have been formulated in such a multifaceted way, for the current 

funding period at the latest, that the convergence perspective is only one of several dimensions 

(see Figure 1.2.1 above). This systematically legitimises what has long been a reality of European 

policy: stabilising CP. This side of CP concerns the economic, social and territorial cohesion of an 

EU where the regions do not (or cannot) converge as desired. It reflects the fact that regions that 

do not catch up in the long term (must) remain a target of CP. The coexistence of promoting and 

stabilising CP is a central feature of what is described here as the actual fiscal architecture of CP.   

To further clarify the effect of structural policy as a de facto fiscal equalisation, two aspects will 

now be examined in more detail: the fiscal equalisation formula and the actual redistributive ef-

fect between economically stronger and weaker MSs. 

1.2.4.2 The equalisation formula of Cohesion Policy 

Any regular active fiscal equalisation13 between regional authorities is essentially based on a for-

mula that determines which regional authorities receive what level of funding and under what 

conditions. In the case of purely vertical fiscal equalisation with a horizontal effect, the formula is 

limited to the recipient sideς if necessary, the formula also determines the conditions under which 

 
                                                        
12 Reprogramming as learning from past failures is naturally evaluated differently.   

13 Active fiscal equalisation is preceded by so-called passive fiscal equalisation, which uses, among 
other criteria, the principle of subsidiarity to clarify which regional authority is responsible for 
which government tasks. The debate on European public goods mentioned above takes place in 
this area. The subsequent primary active fiscal equalisation allocates certain taxes or tax shares 
to the local authorities for their tasks. Finally, in secondary active fiscal equalisation, the primary 
distribution is corrected (where necessary) by reconciling the burden of tasks, the resulting finan-
cial requirements and the tax capacity through allocations. This final stage ς fiscal equalisation in 
the narrower sense ς ultimately determines how well the local authorities can perform their tasks.  
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certain local authorities no longer have insufficient financial needs and therefore do not receive 

any transfers.14 

If we want to identify the implicit formula in European Cohesion Policy that determines the distri-

bution of funds to the beneficiary regions and their structural policy projects, we need to look at 

a multi-stage system at the end of which the decisive, but somewhat hidden, formula emerges. 

For the sake of simplicity, we will only look at the financially most important area of structural and 

CP, the allocations under the "Investment for jobs and growth" objective. According to Art. 110 

para. 1 of the Common Provisions Regulation (CPR) for the MFF 2021-2027, this accounts for 

97.6%ς i.e. EUR 329.7 billionς of the total structural policy funds. The focus is on the well-known 

tripartite breakdown of NUTS 2 regions into: 

¶ Less developed regions with a GDP per capita below 75% of the EU average (61.3% = 202.2 

billion euros).  

¶ Transition regions with a GDP per capita of between 75% and 100% of the EU average (14.5% 

= EUR 47.8 billion). In the previous funding period 2014-2020, the upper limit for transition 

regions was still 90% of the EU average GDP per capita. The increase to 100% in the period 

2021-2027 has led to a significant relative increase in the applicable funding rates. 

¶ More developed regions with a GDP per capita that is above 100% of the EU average (8.3% = 

EUR 27.2 billion).15 In the previous funding period 2014-2020, regions with a GDP per capita 

ƻŦ фл҈ ƻŦ ǘƘŜ ŀǾŜǊŀƎŜ ǿŜǊŜ ŀƭǊŜŀŘȅ ŎƻƴǎƛŘŜǊŜŘ άƳƻǊŜ ŘŜǾŜƭƻǇŜŘέΦ  

All three types of region are eligible for funding under EU regional policy, including the last and 

richest. This was not always the case; funding for operations in the more developed regions only 

became eligible from the 2007-2013 period. The three types of regions differ in two respects. First, 

for each type of region there is a separate constraint on the minimum or maximum share of total 

regional funding that can be allocated to which sub-objectives. Secondlyς and this is the better 

known partς different national or regional contributions are required in the different types of re-

gions. According to Art. 112 (3) of the CPR, the EU co-financing rate for the "Investment in jobs 

and growth" objective is a maximum of: 

a) 85% for less developed regions and outermost regions; 

b) 70% for transition regions defined as less developed regions for the 2014-2020 period; 

c) 60% for transition regions; 

d) 50% for more developed regions that were defined as transition regions for the 2014-2020 

period or whose GDP per capita was below 100%; 

 
                                                        
14 In the case of horizontal fiscal equalisation, the part of the formula geared towards the finan-
cially strong local authorities also determines how much these local authorities have to pay (cf. 
Section 1.2.2 above).  

15 The 100% missing shares in this rendition from the CPR of 2021 are largely concentrated in the 
Member States supported by the CF (12.9%) and in small parts for other purposes (JTF, interre-
gional innovation investments, and outermost locations).  
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e) 40% for more developed regions. 

At first sight, the regional co-financing rates guarantee that more funds are invested in regional 

structural policy projects than foreseen in the MFF and the CPR. Whether these funds from MSs 

are also additional in an economic sense is another, ultimately empirical question (see Asatryan & 

Birkholz, 2024 in this issue). 

So far, these preliminary stages of the formula largely resemble the specifications of a simple, 

regionally differentiated support programme with co-financing rates designed to ensure local 

commitment. However, this does not yet answer the question of how much European regional 

funding will flow to each region. It should be emphasised that this question would not even need 

to be answered if this were a normal subsidy programme. The above-mentioned (and many other, 

not mentioned) framework conditions are intended to ensure that investments which are equiv-

alent in terms of their regional economic justification and the specific objectives they pursue can 

also be subsidised in the same way, provided that they are carried out in the same of the three 

types of region. Provided that these conditions are met, an EU aid policy that makes efficient use 

of scarce financial resources should ensure that its funds are used where they have the highest 

added value in terms of the objective of "investing in jobs and growth". Any additional restriction 

on the use of funds, in the sense that, for example, EU funds are reserved for less developed re-

gions in MS A, even though less developed regions in MS B could implement more effective em-

ployment measures in the same way if they could draw on the unused funds from regional pro-

grammes, is a potential source of inefficiency, hinders EU-wide comparability and evaluability and, 

above all, contradicts the principle of a rational and fair promotional policy. 

As explained in Section 1.2.3, such a rational and fair funding policy has not historically been the 

primary purpose of EU structural policy. It was never designed to support the best projects in the 

least economically developed regions, regardless of the MS in which these regions are located. 

The primary aim of structural policy was and is to provide MSs with specific funds for regional 

development, which they can then use as efficiently as possible according to different local condi-

tions. It is a system of equalisation which was originally directed at the MSs and in which the re-

gional focus was not the only motivation, but also served as a pretext for differently motivated 

equalisation transfers and side payments. 

Today, this is no longer so obvious. Since 2000, the so-called Berlin method has been used to dis-

tribute funds to the regions. The European Court of Auditors (2019) found the procedures for de-

termining the funds available to MSs to be "relatively complicated", prompting it to review these 

distribution methods in a 55-page Rapid Case Review in preparation for the current funding period 

2021-2027. As the final step in the distribution of funds continues to take place outside the Berlin 

method as a political negotiation between the EU and the MSs, the final quantitative parameters 

for the allocations still have significantly different values compared to the Rapid Case Review. 

However, the basic structure of the Berlin Method has remained unchanged in the current funding 

period. At least, after more than twenty years of application, the method has now been included 

in the CPR for the first time (ECA, 2019, p. 13), where it can be found as the last of 26 annexes. An 

end to this lack of transparency was long overdue. 

The observation that the EU's structural and CP is probably the most evaluated European policy 

area (Darvas et al., 2019) applies to the MSs and the policies they and their regions implement. 
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This is by no means the case for the EU itself. Only now can more analytical light be shed on the 

central financial equalisation component of structural policy. 

In this respect, the European fiscal equalisation established in CP differs significantly from the 

equalisation systems that are common in Europe's federal and proto-federal states. The fiscal 

equalisation systems in Austria, Switzerland, Spain and Germany are the subject of intensive eco-

nomic and, in some cases, legal research. In contrast, the financial equalisation character of CP 

has not been studied and has never been evaluated.  

Beyond this external feature, however, the technical similarities between the distribution of funds 

according to the Berlin procedure and conventional financial equalisation are striking. To ensure 

that it does not go beyond the confines of this article, only the first of the three parts, the alloca-

tion formula for the less developed regions, is presented in Figure 1.2.3. 

Figure 1.2.3:  Equalisation formula for less developed regions according to the Berlin 

method 

Methodology on the allocation of global resources per Member State ς Article 109(2) 

ANNEX XXVI of the CPR ς Common Provisions Regulation (L 231/692) 

Allocation method for the less developed regions eligible under the Investment for jobs and 
growth goal ς point (a) of Article 108(2) 

мΦ ŜŀŎƘ aŜƳōŜǊ {ǘŀǘŜϥǎ ŀƭƭƻŎŀǝƻƴ ǎƘŀƭƭ ōŜ ǘƘŜ ǎǳƳ ƻŦ ǘƘŜ ŀƭƭƻŎŀǝƻƴǎ ŦƻǊ ƛǘǎ ƛƴŘƛǾƛŘǳŀƭ ŜƭƛƎƛōƭŜ ǊŜƎƛƻƴǎΣ ŎŀƭŎǳπ
ƭŀǘŜŘ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ ǘƘŜ ŦƻƭƭƻǿƛƴƎ ǎǘŜǇǎΥ 
ŀύ ŘŜǘŜǊƳƛƴŀǝƻƴ ƻŦ ŀƴ ŀōǎƻƭǳǘŜ ŀƳƻǳƴǘ ǇŜǊ ȅŜŀǊ όƛƴ 9¦wύ ƻōǘŀƛƴŜŘ ōȅ ƳǳƭǝǇƭȅƛƴƎ ǘƘŜ ǇƻǇǳƭŀǝƻƴ ƻŦ ǘƘŜ 
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ii) for regions in Member States whose level of GNI per capita is between 82 % and 
99 % of the EU-27 average: 1.25 %; 

ƛƛƛύ ŦƻǊ ǊŜƎƛƻƴǎ ƛƴ aŜƳōŜǊ {ǘŀǘŜǎ ǿƘƻǎŜ ƭŜǾŜƭ ƻŦ DbL ǇŜǊ ŎŀǇƛǘŀ ƛǎ ƻǾŜǊ фф ҈ ƻŦ ǘƘŜ 9¦πнт ŀǾŜǊŀƎŜΥ 
лΦтр ҈Τ  

Ŏύ ǘƻ ǘƘŜ ŀƳƻǳƴǘ ƻōǘŀƛƴŜŘ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ Ǉƻƛƴǘ όōύ ƛǎ ŀŘŘŜŘΣ ƛŦ ŀǇǇƭƛŎŀōƭŜΣ ŀƴ ŀƳƻǳƴǘ ǊŜǎǳƭǝƴƎ ŦǊƻƳ 
ǘƘŜ ŀƭƭƻŎŀǝƻƴ ƻŦ ŀ ǇǊŜƳƛǳƳ ƻŦ 9¦w ртл ǇŜǊ ǳƴŜƳǇƭƻȅŜŘ ǇŜǊǎƻƴ ǇŜǊ ȅŜŀǊΣ ŀǇǇƭƛŜŘ ǘƻ ǘƘŜ ƴǳƳōŜǊ ƻŦ ǇŜǊπ
ǎƻƴǎ ǳƴŜƳǇƭƻȅŜŘ ƛƴ ǘƘŀǘ ǊŜƎƛƻƴ ŜȄŎŜŜŘƛƴƎ ǘƘŜ ƴǳƳōŜǊ ǘƘŀǘ ǿƻǳƭŘ ōŜ ǳƴŜƳǇƭƻȅŜŘ ƛŦ ǘƘŜ ŀǾŜǊŀƎŜ ǳƴŜƳπ
ǇƭƻȅƳŜƴǘ ǊŀǘŜ ƻŦ ŀƭƭ ǘƘŜ ƭŜǎǎ ŘŜǾŜƭƻǇŜŘ ǊŜƎƛƻƴǎ ŀǇǇƭƛŜŘΤ 

Řύ ǘƻ ǘƘŜ ŀƳƻǳƴǘ ƻōǘŀƛƴŜŘ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ Ǉƻƛƴǘ όŎύ ƛǎ ŀŘŘŜŘΣ ƛŦ ŀǇǇƭƛŎŀōƭŜΣ ŀƴ ŀƳƻǳƴǘ ǊŜǎǳƭǝƴƎ ŦǊƻƳ 
ǘƘŜ ŀƭƭƻŎŀǝƻƴ ƻŦ ŀ ǇǊŜƳƛǳƳ ƻŦ 9¦w ртл ǇŜǊ ȅƻǳƴƎ ǳƴŜƳǇƭƻȅŜŘ ǇŜǊǎƻƴ όŀƎŜ ƎǊƻǳǇ мрπнпύ ǇŜǊ ȅŜŀǊΣ ŀǇπ
ǇƭƛŜŘ ǘƻ ǘƘŜ ƴǳƳōŜǊ ƻŦ ȅƻǳƴƎ ǇŜǊǎƻƴǎ ǳƴŜƳǇƭƻȅŜŘ ƛƴ ǘƘŀǘ ǊŜƎƛƻƴ ŜȄŎŜŜŘƛƴƎ ǘƘŜ ƴǳƳōŜǊ ǘƘŀǘ ǿƻǳƭŘ ōŜ 
ǳƴŜƳǇƭƻȅŜŘ ƛŦ ǘƘŜ ŀǾŜǊŀƎŜ ȅƻǳǘƘ ǳƴŜƳǇƭƻȅƳŜƴǘ ǊŀǘŜ ƻŦ ŀƭƭ ƭŜǎǎ ŘŜǾŜƭƻǇŜŘ ǊŜƎƛƻƴǎ ŀǇǇƭƛŜŘΤ  

Ŝύ ǘƻ ǘƘŜ ŀƳƻǳƴǘ ƻōǘŀƛƴŜŘ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ Ǉƻƛƴǘ όŘύ ƛǎ ŀŘŘŜŘΣ ƛŦ ŀǇǇƭƛŎŀōƭŜΣ ŀƴ ŀƳƻǳƴǘ ǊŜǎǳƭǝƴƎ ŦǊƻƳ 
ǘƘŜ ŀƭƭƻŎŀǝƻƴ ƻŦ ŀ ǇǊŜƳƛǳƳ ƻŦ 9¦w нтл ǇŜǊ ǇŜǊǎƻƴ όŀƎŜ ƎǊƻǳǇ нрπспύ ǇŜǊ ȅŜŀǊΣ ŀǇǇƭƛŜŘ ǘƻ ǘƘŜ ƴǳƳōŜǊ ƻŦ 
ǇŜǊǎƻƴǎ ƛƴ ǘƘŀǘ ǊŜƎƛƻƴ ǘƘŀǘ ǿƻǳƭŘ ƴŜŜŘ ǘƻ ōŜ ǎǳōǘǊŀŎǘŜŘ ƛƴ ƻǊŘŜǊ ǘƻ ǊŜŀŎƘ ǘƘŜ ŀǾŜǊŀƎŜ ƭŜǾŜƭ ƻŦ ƭƻǿ ŜŘǳπ
Ŏŀǝƻƴ ǊŀǘŜ όƭŜǎǎ ǘƘŀƴ ǇǊƛƳŀǊȅΣ ǇǊƛƳŀǊȅ ŀƴŘ ƭƻǿŜǊ ǎŜŎƻƴŘŀǊȅ ŜŘǳŎŀǝƻƴύ ƻŦ ŀƭƭ ƭŜǎǎ ŘŜǾŜƭƻǇŜŘ ǊŜƎƛƻƴǎΤΤ  

Ŧύ ǘƻ ǘƘŜ ŀƳƻǳƴǘ ƻōǘŀƛƴŜŘ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ Ǉƻƛƴǘ όŜύ ƛǎ ŀŘŘŜŘΣ ƛŦ ŀǇǇƭƛŎŀōƭŜΣ ŀƴ ŀƳƻǳƴǘ ƻŦ 9¦w м ǇŜǊ 
ǘƻƴƴŜ ƻŦ /hн ŜǉǳƛǾŀƭŜƴǘ ǇŜǊ ȅŜŀǊ ŀǇǇƭƛŜŘ ǘƻ ǘƘŜ ǇƻǇǳƭŀǝƻƴ ǎƘŀǊŜ ƻŦ ǘƘŜ ǊŜƎƛƻƴ ƻŦ ǘƘŜ ƴǳƳōŜǊ ƻŦ ǘƻƴƴŜǎ 
ƻŦ /hн ŜǉǳƛǾŀƭŜƴǘ ōȅ ǿƘƛŎƘ ǘƘŜ aŜƳōŜǊ {ǘŀǘŜ ŜȄŎŜŜŘǎ ǘƘŜ ǘŀǊƎŜǘ ƻŦ ƎǊŜŜƴƘƻǳǎŜ Ǝŀǎ ŜƳƛǎǎƛƻƴǎ ƻǳǘǎƛŘŜ 
ǘƘŜ 9Ƴƛǎǎƛƻƴǎ ¢ǊŀŘƛƴƎ {ŎƘŜƳŜ ό9¢{ύ ǎŜǘ ŦƻǊ нлол ŀǎ ǇǊƻǇƻǎŜŘ ōȅ ǘƘŜ /ƻƳƳƛǎǎƛƻƴ ƛƴ нлмсΤ 
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Methodology on the allocation of global resources per Member State ς Article 109(2) 

ANNEX XXVI of the CPR ς Common Provisions Regulation (L 231/692) 

Ǝύ ǘƻ ǘƘŜ ŀƳƻǳƴǘ ƻōǘŀƛƴŜŘ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ Ǉƻƛƴǘ όŦύ ƛǎ ŀŘŘŜŘΣ ŀƴ ŀƳƻǳƴǘ ǊŜǎǳƭǝƴƎ ŦǊƻƳ ǘƘŜ ŀƭƭƻŎŀǝƻƴ 
ƻŦ ŀ ǇǊŜƳƛǳƳ ƻŦ 9¦w плр ǇŜǊ ǇŜǊǎƻƴ ǇŜǊ ȅŜŀǊΣ ŀǇǇƭƛŜŘ ǘƻ ǘƘŜ ǇƻǇǳƭŀǝƻƴ ǎƘŀǊŜ ƻŦ ǘƘŜ ǊŜƎƛƻƴǎ ƻŦ ƴŜǘ Ƴƛπ
ƎǊŀǝƻƴ ŦǊƻƳ ƻǳǘǎƛŘŜ ǘƘŜ ¦ƴƛƻƴ ǘƻ ǘƘŜ aŜƳōŜǊ {ǘŀǘŜ ǎƛƴŎŜ м WŀƴǳŀǊȅ нлмпΦ 

Allocation method for transition regions eligible under the Investment for jobs and growth 
goal ς point (b) of Article 108(2) 

(....) 

Allocation method for the more developed regions eligible under the Investment for jobs and 
growth goal ς point (c) of Article 108(2) 

(...) 

As this is a regional policy, whose funds are allocated to the Member States, the funding of a 

country is composed of the separate funds calculated for the three types of region. Separate rates 

apply for each type of region. The formula for the less developed regions, which is by far the most 

important in fiscal terms, is particularly interesting in view of its fiscal equalisation function: 

¶ At the centre stands the relative economic power of the region per capita, i.e. the difference 

between the GDP per capita of the region and the average GDP per capita of the EU. This 

calculation of a gap to an overall average corresponds to the main approach of traditional 

fiscal equalisation, in which a region's own standardised fiscal strength is compared to an av-

erage fiscal strength. This gap is the primary basis for the allocation amount. By (always only) 

partially closing the gap, interregional differences in fiscal and economic strength are reduced 

without leading to levelling or overcompensation. 

¶ Finally, five different factors can give rise to additional allocations: relative backlogs or addi-

tional burdens in terms of regional unemployment, youth unemployment, education levels, 

greenhouse gas emissions and immigration from outside the EU. Comparable, but usually in-

dependent ancillary approaches are also used in conventional financial equalisation schemes 

to take into account additional needs for intervention and the associated financial require-

ments on a generalised basis.16 

 
                                                        
16 However, as these additional factors are taken into account within a region type defined on the 
basis of GDP, they do not create an independent regional framework, e.g. geared towards climate 
protection, for this specific target. The premium for higher GHG emissions in the less developed 
regions and in the transition regions is formulated identically in Annex XXVI. However, due to the 
different funding quotas, also different marginal transfers per tonne of CO2 equivalent are pro-
vided in the different regional types. The ancillary objectives are subordinated to the regional cat-
egories related to economic strength. This is consistent in terms of traditional regional policy, but 
inefficient with regard to the other transformation goals. For example, Südekum & Rademacher 
(2024) use the German example to show that a spatial framework related to climate protection 
would deviate significantly from the conventional spatial framework of regional policy. This re-
veals tensions and trade-offs that can hardly be avoided if modern, multidimensional place-based 
policies are to be implemented in a one-dimensional spatial framework. In a fiscal equalisation 
logic, such problems could be mitigated with independent, overarching ancillary approaches. 
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¶ A distinction is made between the main approach and the five ancillary approaches with the 

three-stage scale (i) to (iii) of point (b), which is applied to the main approach. Poor regions in 

rich MSs receive significantly less funding than economically comparable regions in poorer 

MSs. The percentages used here show considerable discontinuities at the transitions from (i) 

to (ii) and (iii) ς which would be a design flaw in any well-constructed fiscal equalisation sys-

tem. The percentages applied in the three steps do not show a differentiation that can be 

understood on the basis of objective criteria. They are obviously used for political fine-tuning 

to ensure that the different MSs ultimately receive the regional funding intended for them. 

However, the three-tier system is also interesting for another reason: it conceals a "financial 

equalisation within the financial equalisation", since the relative fiscal strength of the MSs 

concerned is again taken into account in this formula, i.e. the principle of subsidiarity is applied 

in an unexpected place. It is also worth noting that the usual reference to GDP has been aban-

doned in favour of GNI. GNI is the more appropriate reference when it comes to fiscal capacity 

and fair fiscal equalisation, as in the case of the EU's own resources. 

Of the two other allocation formulas for transition regions and more developed regions, which are 

not specifically shown here, the first still roughly corresponds to the model of the formula for less 

developed regions. For the transition regions, too, a main approach based on the gap in economic 

strength is combined, albeit not identically, with the five ancillary rates mentioned above. The 

ancillary rates formulated are partly identical to the rates for the less developed regions and partly 

deviate from them. Once again, there is no discernible justification for such discretionary arrange-

ments. Obviously, they are used as political levers. 

The allocation formula for the more developed regions differs markedly from the previous two. 

Since a main approach based on economic disadvantage is clearly unsuitable in the above-average 

regions, these regions instead are all assigned a per capita amount for the regional population, 

without any recognisable justification linked to the cohesion objective. For every region in the EU, 

no matter how rich and free of all economic, social or other worries, its MS is entitled to a certain 

amount of regional funding from the Union. However, this basic entitlement is small and is only 

weighted at 20%. Most of the allocations (70%) are determined using indicators that take into 

account any relative backwardness of the more developed region concerned compared to the av-

erage of all these rich regions. This financial equalisation between the rich regions alone relates 

to indicators such as unemployment, youth unemployment, higher education and early school 

leavers. Greenhouse gas emissions do not play a role here, but sparsely populated regions are 

taken into account (2.5%). 

Finally, with a weighting of 7.5%, a small equalisation element based on relative economic 

strength is included in this formula: An economically strong region receives more allocations the 

further it is below the per capita GDP of the richest NUTS 2 region in the EU. This means that 

structural policy not only includes many fiscal equalisation elements, but also a small "luxury 

equalisation". Not only this particularly absurd element reveals the fundamental problem of pro-

moting rich regions for activities for which they do not need financial support and, according to 

the principle of subsidiarity, should not receive it. 
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1.2.4.3 The redistributive effects  

The preceding discussion has identified many characteristics and elements of fiscal equalisation in 

European structural policy. This is not to say that structural policy is "in truth" exclusively a fiscal 

equalisation. And certainly it does not mean that it is a good fiscal equalisation. Before we draw 

some conclusions from these observations in Section 1.2.5, we will take a brief look at the actual 

redistributive effect of CP. In doing so, we depart from the regional focus of structural policy and 

look at the redistributive effect between the MSs. This is in line with the approach taken in the 

previous Section 1.2.4.2, where Annex XXVI of the CPR also deals with the composition of the 

allocations to the MSs. Moreover, in a subsidiary fiscal constitution, it would be the MSs that 

would have to be in a financial position to address the objectives of CPς which generally coincide 

with their own development and regional objectivesς themselves. 

Redistribution via EU finances takes placeς if at allς via the expenditure side of the EU budget. On 

the revenue side, the GNI-based own resources dominate with around 60 to 70% of revenue. With 

GNI, own resources are linked to the best internationally comparable indicator of the MSs' tax 

collection potential. The great weight of the GNI-based own resource ensures that the revenue is 

automatically collected according to an implicitly proportional rate. This means that there is no 

explicit redistribution between richer and poorer MSs; but the Union is also immune to an unin-

tentionally regressive tariff (Thöne, 2017). 

Figure 1.2.4:  The implicit equalisation formula of Cohesion Policy in the EU-27 

Data: Own illustration. 

Figure 1.2.4 shows the CFs allocated to the MSs for the year 2022 compared with the GNI of the 

MSs in per capita terms. The power function shown is the best simple substitute for what would 
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be a three-part, section-by-section function if the implicit fiscal equalisation formula from the pre-

vious Section 1.2.4.2 were directly reflected in the large fiscal aggregates. This cannot be observed 

in its pure form ς nor is it to be expected.  

A simple regression such as that shown in Figure 1.2.4 can only be used to illustrate and formulate 

hypotheses for further discussion and research. For several reasons, this regression is in fact im-

precise from the outset: The "mix" of the three types of region in each MS has a noticeable influ-

ence on its share of CFs. This cannot be captured here.  In addition, not all cohesion funds are 

distributed according to economic strength or region. The formula outlined above with five "an-

cillary approaches" would also require a multiple regression calculation. If these and other valid 

reservations17 were taken into account in a detailed and in-depth study on the fiscal equalisation 

character of European structural policy, presumably better regression qualities would emerge. 

Still, this would not reflect the impact of discretionary political fine-tuning. 

Against the backdrop of all these reservations about the simple regression presented, it neverthe-

less exhibits a remarkably high quality with an R2 = 0.81. In other words, the methodologically very 

elaborate econometric studies on the empirical parameters for German municipal fiscal equalisa-

tionς probably the most studied fiscal equalisation systems in the worldς only achieve similar re-

gression qualities with the best and most innovative methods; in most cases, one has to settle 

noticeably lower qualities.18 Thus, the comparison in Figure 1.2.4 actually provides a surprisingly 

good illustration of the fiscal equalisation effect of European structural policy.  

The financial equalisation effect of the Structural Funds could also be traced further downwards. 

Naturally, the best representation would look directly at the regional level; here, however, the 

regression would primarily show that the rates defined in the CPR actually work as intended. In-

stead, Figure 1.2.5 briefly illustrates how the regional funds establish a second, hidden financial 

equalisation between the German Länder in addition to the official federal-state financial equali-

sation. Similar restrictions apply to this calculation as to the previous one. Here too, the simple 

regression already shows a similarly high explanatory power. Also, a section-by-section regression 

would come closer to the actual state of affairs. Figure 1.2.5 shows clearly how great the differ-

ence is between the western Länder and Berlin (all on the left in the diagram) and the Eastern 

Länder (on the right in the diagram). The aim of compensating for the loss of Objective 1 status in 

the 2007-2013 funding period with transitional solutions for the Eastern Länder has clearly been 

achieved. 

 
                                                        
17 A further caveat: the funding allocations are determined in advance for an entire MFF; in this 
respect, the GNI for 2018/19 would have been more appropriate than that for 2022. This caveat 
was taken into account; the regression quality of the again best power function is almost identical 
with R2 = 0.80.  

18 In fact, today only data-intensive, task-specific multiple regression analyses achieve values R2 җ 
0.80 (Gerhards et al., 2020).  
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Figure 1.2.5:  Implicit equalisation formula for ERDF/ESF+ funds between the German 

Länder 

 

Abbreviations: BB: Brandenburg; SN: Saxony; TH: Thuringia; MV: Mecklenburg Western Pomerania; ST: Saxony-Anhalt. 

Data: Own illustration 

1.2.5 European structural policy seen as financial equalisation: Prospects and 

opportunities in a modernising Union 

This paper retraces the financial equalisation character of European structural policy. This often 

amounted to stating the obvious, since Cohesion Policy as not only has the character of an aid 

policy, but can also be understood as fiscal equalisation system. It has also become clear time and 

again that promotion and fiscal equalisation are not opposites, but rather two sides of the same 

European coin. We use the terms promotional CP and stabilising CP. This pair of terms also makes 

it easier to reconcile the features of structural policy that are decidedly atypical of standard finan-

cial equalisation systems: 

¶ Structural policy is investment-oriented, while conventional fiscal equalisation usually focuses 

on current tasks and expenditure.  

¶ Structural policy is fixed for seven years in the medium-term financial framework, while con-

ventional fiscal equalisation offers protection against short-term (asymmetric) shocks because 

it reacts to annual changes.  

Both objections are important, but they are not sufficient to refute the argument. Obviously, struc-

tural policy involves a unique and impure form of fiscal equalisation. Heinemann (1999) already 

established a long time ago that this is a tied investment-orientated equalisation system. The in-

teresting question is not actually whether or not a fiscal equalisation limited to state investments 
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and investment aid deserves its name. Rather, the interesting question is whether such an invest-

ment-based fiscal equalisation can also be an attractive option. Many conventional untied fiscal 

equalisation systems in the MSs and elsewhere exhibit particular shortcomings when it comes to 

public investment. They are unable to counteract the widespread political economy incentives to 

favour short-term current expenditure at the expense of future investment. When a regular fiscal 

equalisation system aims to strengthen investment, this is also implemented by earmarking 

funds.19 Against this backdrop, a European fiscal equalisation system limited to investments, which 

is in any case partial and never meant to cover the full fiscal needs of the local / regional authori-

ties, might even offer a better complement than normal fiscal equalisation system. The orientation 

towards seven-year periods would also not be unsuitable for investment-based fiscal equalisation 

in view of the longer planning horizons to be covered. 

However, this is only one of the possible conclusions from the above observations. It has also 

become clear that structural policy would also benefit if it had an honest answer for those regions 

which, for various reasons, are not developing in the direction of cohesion and convergence and 

where more subsidies cannot be expected to bring about any significant improvement. Such re-

gions have been and will continue to be part of the European reality. Good and adequate fiscal 

equalisation between the MSs andς where necessaryς with the support of European regional pol-

icy are suitable instruments for long-term assistance. In many cases, this equalisation-oriented 

support can be more targeted and use fewer resources if the regions concerned were no longer 

forced to acquire the funds via the costly and often lengthy structural policy support programmes. 

The low absorption rates of regional funding, particularly by structurally weak regions, show above 

all their problems in finding suitable projects (Ciffolilli & Pompili, 2023; Kafsack, 2024). The "com-

petition" from the Reconstruction Fund further exacerbates this problem (ECA, 2023). 

Structural policy would also benefit if it made a more honest distinction between redistributive 

transfers in the sense of general cohesion goals on the one hand and political transfers to com-

pensate for reform-related losses and to achieve European policy compromises on the other. Both 

types of transfer are part of European structural policy; there can be little controversy about this 

fact. However, by hiding the second transfer type for political fine-tuning in the completely differ-

ent first transfer type, both tasks become inefficient and potentially more expensive. This has be-

come clear through the example of the numerous systematically inexplicable nuts and bolts in the 

Berlin method. 

Undoubtedly, specific and transparent "transfers for compromise" are politically more difficult to 

maintain. This should be a good guarantee that transitional solutions actually remain limited in 

time. In this context, consideration should also be given to lowering the upper limit for transitional 

regions back to well below 100% of the GDP average. The increase from 90% to 100% was made 

as a compromise and as a temporary transitory arrangement. A more transparent system would 

deal with necessary (and certainly legitimate) transitional solutions separately. 

 
                                                        
19 And the problems of preventing substitution with other financial resources and ensuring addi-
tionality for earmarked transfers are the same here as they are there.  



The System  

43 

Structural policy would benefit from greater respect for the principle of subsidiarity. The EAV of 

structural policy can be better and more efficiently realised if unrelated and unnecessarily com-

plicated elements are removed. The analysis from the perspective of fiscal equalisation provides 

important clues in this regard. In particular, regional policy support for more developed regions 

through European cohesion funds should be reconsidered very critically. From a subsidiarity point 

of view, it is questionable anyway. The mechanisms outlined for allocating funds solely within the 

group of more developed regions, including the "luxury fiscal equalisation", highlight this conclu-

sion. The exclusion of these regions from structural policy would have led to savings amounting to 

27 billion euros in the current funding period. 

In line with the principle of subsidiarity and the fiscal equalisation perspective adopted here, it 

also seems advisable to thoroughly review the structural policy processes to determine whether 

the programmatic responsibility for achieving the cohesion goals should be devolved more signif-

icantly to the MSs. The Commission already relies heavily on regional and local stakeholders for 

the operational implementation of structural policy measures. The ubiquitous complaint of the 

regions that support programmes are often no longer utilised due to their complexity and pro-

grammatic overload could be countered if the European level limited itself to those areas of struc-

tural policy in which it can generate EAV. In addition to fiscal equalisation support, this primarily 

involves monitoring, steering and evaluation based on statistics and common general objectives. 

The investment focus of regional policy fiscal equalisation can also be easily tracked using suitable 

performance and impact indicators without having to review and approve all regional pro-

grammes.  

In this context, it should also be considered how many of the European targets for the regions can 

actually generate added value for the recipients and how many are made more for the benefit of 

the payers. In the economic literature, the phenomenon of imposing conditions on the recipient 

of a transfer because it brings additional benefits for the payer has long been known as specific 

altruism (Tobin, 1970). However, what is an accepted behavioural peculiarity in individuals must, 

in case of doubt, be regarded as irrational and a source of avoidable inefficiencies when it comes 

to public actors (Calsamiglia et al., 2013). In other words, the implicit basic attitude, which often 

resonates in the very specific requirements of regional policy, that local actors alone "cannot han-

dle the money" may be true in individual cases, but in the majority of cases it is inappropriate, 

elitist and in turn a source of money wasted through bureaucracy and central impediment of local 

innovation potentials. 

A stronger consideration of the principle of subsidiarity in CP also makes it easier for MSs to im-

plement modern place-based policies, which can also be used to implement climate protection 

and transformation goals more smoothly and effectively. The high degree of differentiation of 

such policies and their demanding governance (Green 2023; Südekum 2023) almost automatically 

reduce the role of meaningful uniform EU CP to a financially equalising function.  

For the specific implementation of the proposed modernisation impulses, countless variations and 

specific designs are conceivable. This also applies to all approaches to smooth the fiscal equalisa-

tion-like rates of structural policy in order to make them appear less non-transparent and less 

arbitrary. As with all fiscal equalisation reforms, a basic agreement should be reached between 

the parties concerned before the first tentative calculations are made. The famous Rawlsian "veil 
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of ignorance" proves its worth time and again in practical fiscal equalisation reforms. Because as 

soon as those affected know whether or not they will financially benefit from a reform that they 

have agreed to in principle, their previous opinion in favour of reform idea proposals can suddenly 

change again. This experience is shared by all practitioners of fiscal equalisation reforms. 

In conclusion, therefore, only one proposal for procedural reform: The further changes proposed 

here in the direction of a modernised structural policy, which (also) openly acknowledges its fiscal 

equalisation character, will meet with approval and rejection. In order to avoid having to work 

towards a single (and all too rarely achievable) consensus, choice models should also be consid-

ered. For example, instead of "classical cohesion"ς the full, traditional model of promotional struc-

tural policyς MSs could also opt for a leaner "stable cohesion" model, more focussed on fiscal 

equalisation and EAV. This model would involve fewer procedural requirements, clearer result 

targets and, for example, only 75 per cent of the standard cohesion allocation, which would, how-

ever, be paid promptly and regularly. Such a choice model would endogenously determine which 

features of structural policy are more important to its addressees and it would provide a fully 

independent answer to the question "Promotional policy or fiscal equalisation?" 
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Abstract 

Cohesion policy in the EU has been widely accepted as a tool to advance the catch-up process, i.e., 
helping member countries with lower GDP per capita to grow faster economically in order to arrive 
at similarly high-income levels as member countries with higher GDP per capita. However, empir-
ical studies provide contradicting evidence as to the success of structural funds in this regard. From 
a political economics perspective, EU structural funds and their instruments of CP, but also EU 
agricultural policy, ŀǊŜ ƛƴǘŜǊǇǊŜǘŜŘ ŀǎ ǇǊƻǾƛŘƛƴƎ ŦƻǊ ŀ ŎƻƳǇŜƴǎŀǘƛƻƴ ŦƻǊ ǇƻƻǊŜǊ ƳŜƳōŜǊ ŎƻǳƴǘǊƛŜǎΩ 
agreement on additional steps of European integration. In recent times, climate policy has entered 
the cohesion strategy of the EU as higher energy costs due to carbon pricing may require programs 
for transformation of the existing carbon intensive capital stock to a carbon-neutral capital stock. 
Structural funds should thus help countries in the transformation process to carbon neutrality 
such that they do not fall behind. An example is bD9¦ ǘƘŀǘ ƛǎ ŀƛƳƛƴƎ ŀǘ ƳŜƳōŜǊ ŎƻǳƴǘǊƛŜǎΩ ǘǊŀƴǎƛπ
tion to carbon neutrality. In this paper, the goals of EU CP are contrasted with the necessities of 
climate policy in order to fight climate change. Potential conflicts between the goals of CP and 
climate policy are highlighted.  

1.3.1 Introduction 

In the Treaty on the EUΣ ǘƘŜ 9¦ ŎƻƳƳƛǘǎ ǘƻ ǇǊƻƳƻǘƛƴƎ άŜŎƻƴƻƳƛŎ ŀƴŘ ǎƻŎƛŀƭ ǇǊƻƎǊŜǎǎ ŦƻǊ ǘƘŜƛǊ 

ǇŜƻǇƭŜǎΣ ώΧϐ ǿƛǘƘƛƴ ǘƘŜ ŎƻƴǘŜȄǘ ώΧϐ ƻŦ ǊŜƛƴŦƻǊŎŜŘ ŎƻƘŜǎƛƻƴ ŀƴŘ ŜƴǾƛǊƻƴƳŜƴǘŀƭ ǇǊƻǘŜŎǘƛƻƴΦέ 

(European Commission, 2012). In addition, with regard to the European Green Deal (EGD), the 

9¦Ωǎ ƻǾŜǊŀǊŎƘƛƴƎ ŎƭƛƳŀǘŜ ǎǘǊŀǘŜƎȅΣ ƛǘ ŀƛƳǎ ŀǘ ŀŎƘƛŜǾƛƴƎ ƴŜǘ ȊŜǊƻ /ŀǊōƻƴ ŜƳƛǎǎƛƻƴǎ ōȅ нлрлΣ ŀ ŘŜπ

coupling of economic growth from resource use, and, interestingly, to leave no place nor person 

behind (European Commission, 2023e). This implies that cohesion among EU MSs is desired to be 

ŘŜŜǇƭȅ ŜƴǘǊŜƴŎƘŜŘ ǿƛǘƘƛƴ ǘƘŜ 9¦Ωǎ ŎƭƛƳŀǘŜ ǇƻƭƛŎȅΦ 

Among several other challenges, the EU sets ambitious goals in both its cohesion and climate pol-

icies. The CP in the EU has been a widely accepted tool to foster the catch-up process, i.e., helping 

member countries with lower GDP per capita to grow faster economically in order to arrive at 

similarly high-income levels as member countries with higher GDP per capita. Climate policy re-

ŦƻǊƳǎ ŀǊŜ ƛƴŎƻǊǇƻǊŀǘŜŘ ŀǎ ŎƻƴŘƛǘƛƻƴǎ ǿƛǘƘƛƴ ǘƘŜ 9¦Ωǎ ǎǘǊǳŎǘǳǊŀƭ ŦǳƴŘǎΦ !ŎŎŜǎǎ ǘƻ ǘƘŜ ŦǳƴŘǎ ƛǎ Ŏƻƴπ

ditioned to progress regarding climate policy goals.  

Basically, both EU ambitions, cohesion and climate, are thus pursued within the same approach. 

How does this fit together? Are the cohesion funds successful, i.e., is no MS or region left behind 

within the transition towards a climate neutral EU? Are climate policies achieving their goals? How 

does the political economics of structural funds look like and what does this mean for climate 

ǇƻƭƛŎȅΚ ²Ƙŀǘ ŀǊŜ ǇƻǎǎƛōƭŜ ƛƴǾŜǎǘƳŜƴǘǎ ǘƘŀǘ ŦƻǎǘŜǊ ōƻǘƘ 9¦Ωǎ ŎƻƘŜǎƛƻƴ ŀƴŘ ŎƭƛƳŀǘŜ ǇƻƭƛŎȅΚ ¢Ƙƛǎ 

paper aims at finding answers to these questions. 

The remainder of the paper is organized as follows: In Sections 1.3.2 and 1.3.3, EU CP and climate 

policy are covered, respectively. This includes a short overview of the major EU structural funds. 

In terms of climate policy, the EGD resembles the core component of the climate side, since it 
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defines the current set of climate policies. Section 1.3.4 provides for the political economics back-

ground. Its application to EU structural funds as well as potential mechanisms with regard to cli-

mate policy may help to understand the role of EU CP for climate policy. In Section 1.3.5, potential 

conflicts between cohesion and climate policies are discussed and evaluated using the political 

economics approach. Section 1.3.6 hints at synergies between both policies. The final Section 1.3.7 

concludes the analysis by summarizing the results and alluding to potential perspectives on future 

developments of EU cohesion and climate policy. 

1.3.2 EU Cohesion Policy across time 

1.3.2.1 hǾŜǊǾƛŜǿ ƻŦ ǘƘŜ 9¦Ωǎ major structural funds 

Since the start of the EEC founded by the Treaty of Rome in 1957, the EU created several types of 

structural funds following the objective of cohesion among its member countries (see Figure 

1.3.1). Across time, specific instruments and targets have been modified manifold. The primary 

goal of structural funds that is to promote economic and social cohesion across the EU has how-

ever only gradually changed. Structural funds aim at reducing disparities in income, employment, 

and living standards among the MSs and their regions. 

Figure 1.3.1:  EU Cohesion Policy across time 

 
Data: Forte-Campos & Rojas (2021). 

The current MCC ǊŜǎŜƳōƭŜǎ ǘƘŜ 9¦Ωǎ ƳŜŘƛǳƳ-term budget including spending plans which priori-

tize EU policies within a seven-year range. A significant share of the MFF consists of the European 

Structural and Investment Fund (ESIF) comprising a set of five structural funds (see Figure 1.3.2). 

Upon the founding of the EEC in 1957, the ESF was created under the Treaty of Rome. It resembles 

ǘƘŜ 9¦Ωǎ Ƴŀƛƴ ǘƻƻƭ ŦƻǊ ƛƴǾŜǎǘƛƴƎ ƛƴ ƘǳƳŀƴ ŎŀǇƛǘŀƭΣ ǿƻǊƪŜǊǎΩ ǎƪƛƭƭǎ ŀƴŘ ǘƘŜ ŎǊŜŀǘƛƻƴ ƻŦ ƧƻōǎΦ ¢ƘŜ 

amount of transfers a region receives depends on the regional GDP performance, yet all EU re-

gions are eligible. The MFF 2021-нлнт ŀƭƭƻŎŀǘŜǎ ŀ ǘƻǘŀƭ ƻŦ ϵуу ōƛƭƭƛƻƴ (Forte-Campos & Rojas, 2021). 

Right from the outset, the first steps towards a common European market were thus accompanied 

by regional transfers.  

The ERDF is a second structural fund supporting various projects that today aims at strengthening 

regional competitiveness, innovation, and environmental sustainability. It has been created in 
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1975 to countervail regional disparities in development. Within the 2021-нлнт aCCΣ ϵнлл .ƛƭƭƛƻƴ 

are allocated towards the ERDF (European Commission, 2023c). The ERDF accompanied the en-

largement of the core EEC, consisting of the six countries Belgium, France, Germany, Italy, Luxem-

bourg and the Netherlands, by Denmark, Ireland and the United Kingdom. 

Figure 1.3.2:  Structural funds in percent of EU GDP 

 
Notes:  ERDF  = European Regional Development Fund  

EAFRD = European Agricultural Fund for Rural Development  
ESF  = European Social Fund  
CF   = Cohesion Fund  
EMFF  = European Maritime and Fisheries Fund 

Source:  EuroStat and European Commission (2023a). 

The CF, created in 1994, is specifically dedicated to supporting MSs with a GNI per capita below a 

level of 90% of EU average. It has been created as a consequence of the Maastricht Treaty in 1992 

and precedes another round of enlargement by Austria, Finland and Sweden in 1995. The CF today 

aims at strengthening low-performing regions in the environmental and communication sector, 

i.e., it finances projects that contribute to environmental protection and sustainable transport in-

ŦǊŀǎǘǊǳŎǘǳǊŜΦ ! ǘƻǘŀƭ ƻŦ ϵпо ōƛƭƭƛƻn are directed from the MFF to the CF (European Commission, 

2023a). 

The European Maritime, Fisheries and Aquaculture Fund (EMFAF) focuses on climate policy as well 

as economic and social sustainability within the aquaculture and fisheries sector. It covers a sen-

sitive topic among (former) EU MSs with significant and traditional fishing industries, e.g., France 

and the UK. The EMFAF has been created in the early 1990s and totals a current budget for 2021-

нлнт ƻŦ ϵсΦмм ōƛƭƭƛƻƴΦ ²ƛth respect to climate policy, it facilitates the transformation to a sustain-

able and low-carbon fishing industry as well as the environmental protection of marine ecosys-

tems and biodiversity, for instance (European Commission, 2023b). 
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!ŎǘǳŀƭƭȅΣ ǘƘŜ 9¦Ωǎ /!t ƛǎ ŀ ƘŜŀǾȅǿŜƛƎƘǘ ŀƳƻƴƎ ǘƘŜ ǎǘǊǳŎǘǳǊŀƭ ŦǳƴŘǎ ŀƭǘƘƻǳƎƘ ƛǘ ƻƴƭȅ Ŏƻǳƴǘǎ ǇŀǊǘƛŀƭƭȅ 

as a structural fund. While there was no further round of enlargement immediately after the six 

founding members signed the Treaty of Rome, the original MSs created the CAP in order to facili-

ǘŀǘŜ ǘƘŜ ǊŀǘƛŦƛŎŀǘƛƻƴ ƻŦ ǘƘŜ ¢ǊŜŀǘȅ ōȅ ǘƘŜ CǊŜƴŎƘ bŀǘƛƻƴŀƭ !ǎǎŜƳōƭȅΦ ²ƛǘƘ ŀǊƻǳƴŘ пл҈ ƻŦ ǘƘŜ 9¦Ωǎ 

total budget today, its design and goals significantly determine EU actions. The creation of the 

Guarantee Section of the European Agricultural Guidance and Guarantee Fund (EAGGF) from 1962 

to 1964 provided for a market regime for the agricultural sector with tariffs and subsidies for farm-

ers. From 1964 to 2007, the Guidance Section of the EAGGF aimed at structural development of 

rural areas and was thus counted to the structural funds in the narrow sense. In 2007, it has been 

renamed and redesigned as the European Agricultural Fund for Rural Development (EAFRD). In 

2017, the EC initiated a public consultation round, with the aim to strengthen the focus on climate 

policy more distinctively. The demand for climate action in the heavily emitting agricultural sector 

was clear, as the EU had committed to the Paris Agreement and the UN Sustainable Development 

Goals (Matthews, 2018). 

Most recently, the EU established the NGEU program in order to cope with asymmetric effects of 

the COVID-shock on less advanced regions (see Table 1.3.1). Under NGEU, two new financial in-

struments were created in 2020. First, the RFF focuses on six core areas: green transition; sustain-

able growth; employment; digital transformation; social and territorial cohesion; health and resil-

ience; and education. Thus, RFF directs a significant share of attention towards both climate and 

ŎƻƘŜǎƛƻƴ ǇƻƭƛŎƛŜǎΦ ! ǘƻǘŀƭ ƻŦ ϵтно ōƛƭƭƛƻƴ ƛǎ ƛǎǎǳŜŘ ǘƻ ƛƴǾŜǎǘƳŜƴǘ ƻŦ ǿƘƛŎƘ ŀǊŜ ϵоур ōƛƭƭƛƻƴ ƻŦ ŦǳƴŘǎ 

ƛƴ ƭƻŀƴǎ ŀƴŘ ϵооу ōƛƭƭƛƻƴ ƻŦ ŦǳƴŘǎ ƛƴ ƎǊŀƴǘǎ (European Commission, 2023f).  

The second financial instrument created by the NGEU program is the Recovery Assistance for Co-

hesion and the Territories of Europe (REACT-EU)Φ Lǘǎ ǘǊŀƴǎŦŜǊǎ ŀƳƻǳƴǘ ǘƻ ϵрлΦс ōƛƭƭƛƻƴ ŀƴŘ ǇǊƛƳŀǊπ

ily focus on crisis response and repair measures. By this, the REACT-EU aims at the transition to-

ǿŀǊŘǎ ŀ ƎǊŜŜƴ ǊŜŎƻǾŜǊȅ ƻŦ ǘƘŜ 9¦Ωǎ ŜŎƻƴƻƳȅ (European Commission, 2023d). 
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Table 1.3.1: Next Generation EU (NGEU) and climate policy, in prices of 2018 

NGEU Supported Pro-
grammes 

Share NGEU  

(2018, in Billion) 

Climate Contribu-
tion NGEU (2018, 

in Billion) 

Climate Contribu-
tion NGEU  

(in %) 

Horizon Europe 5.0 1.75 35 

InvestEU Programme 5.6 1.68 30 

RRF 672.5 248.82 37 

JTM 10.0 10.00 100 

React EU 47.5 11.87 25 

EAFRD 7.5 2.70 36 

RescEU (disaster relief and 
emergency reserves) 

1.9 0.00 0 

Total 750 276.83 37% 

Data: European Commission (2023b). 

By this, the EU breaks new ground. The NGEU may be the first ever, though controversial, step 

towards a debt union. Many argue that there are several other fields of deepening of European 

integration that should come first, for instance a joint EU foreign policy or EU military. Despite 

ŎƻƴǘƛƴǳƛƴƎ ōŀǘǘƭŜǎ ƻƴ ǘƘŜ ŦƛǎŎŀƭ ŀƴŘ ƭŜƎŀƭ ŘƛƳŜƴǎƛƻƴǎΣ ǘƘŜ bD9¦ ŎƻǳƭŘ ƳŀǊƪ ŀ ΨIŀƳƛƭƛǘƻƴƛŀƴ Ƴƻπ

ƳŜƴǘΩΣ ǇƻǘŜƴǘƛŀƭƭȅ ōŜŎƻƳƛƴƎ ŀ ǇŜǊƳŀƴŜƴǘ ŦƛǎŎŀƭ ƛƴǎǘǊǳƳŜƴǘ (de la Porte & Jensen, 2021). However, 

NGEU nonetheless has the potential of applying the jointly borrowed means to direct the transfers 

into CP ŀƴŘ ǎǘǊǳŎǘǳǊŀƭ ǇǊƻƧŜŎǘǎ ŦǊƻƳ ǿƘƛŎƘ ŀƭǎƻ ǘƘŜ 9¦Ωǎ ŎƭƛƳŀǘŜ ŀƎŜƴŘŀ ƛǎ ǇǊƻŦƛǘƛƴƎ (Thöne, 2021).  

Thöne (2021) ƘƛƎƘƭƛƎƘǘǎ bD9¦Ωǎ ǊƻƭŜ ƛƴ ǘŜǊƳǎ ƻŦ ǎǘǊŜƴƎǘƘŜƴƛƴƎ 9¦ ŎƻƘŜǎƛƻƴΦ ¢ƘŜ ǇǊƻƎǊŀƳ ǿŀǎ ƛƴƛπ

tiated as a consequence of the early COVID-19 pandemic, a time during which each MS suddenly 

focused on its own agenda and intra-EU borders had been closed. Based on this anti-integration 

throwback, the NGEU sends a remarkable signal of cohesion by issuing low-interest loans to MSs 

whose low credit worthiness would lead to far worse credit borrowing conditions on the capital 

market (Thöne, 2021). This implies that debt-financed funds are backed by guarantees from EU 

MSs (Fuest & Dorn, 2021). 

1.3.2.2 Empirical evidence on the sǳŎŎŜǎǎ ƻŦ ǘƘŜ 9¦Ωǎ structural funds 

Given this long-term history of EU CP, the question emerges to what extent the structural funds 

have actually achieved the goal of catching-up of less advanced regions in Europe. As mentioned 

above, empirical studies provide however contradicting evidence as to the success of structural 

funds regarding the promotion of this catch-up process in the EU. 

Mohl and Hagen (2010) analyze the role of EU structural funds in terms of promoting regional 

growth. By employing a structural funds dataset on a total of 126 NUTS-1/-2 regions, they are able 

to distinguish between Objective 1, 2, and 3 regions. A region is classified as Objective 1 if the ratio 
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of the regional GDP/capita and the total EU-wide GDP is below 75%. Mohl and Hagen (2010) use 

a GMM estimator, which accounts for the problem of endogeneity in a panel context, and a spatial 

econometric panel estimator, which accounts for spatial spillover effects of regional growth. Mohl 

and Hagen (2010) find strong evidence for a positive impact of EU structural funds on regional 

growth of Objective 1 regions. However, this does not apply to the total amount of Objective 1, 2, 

and 3 regions altogether (Mohl & Hagen, 2010). In other words, only regions, which need the 

stimulus of EU structural funds the most, are able to unleash regional growth based on the EU 

assistance (and the respective EU MSs providing the finances). This finding is similar to Becker et 

al. (2010, 2018) who find a positive GDP growth effect with regard to Objective 1 transfers, yet no 

positive growth effects on unemployment.  

Von Ehrlich and Overman (2020) look at spatial disparities across European metropolitan regions 

with a focus on income levels and unemployment. A metropolitan region is defined along the so-

called NUTS3 regions with between 150,000 to 800,000 inhabitants. They provide evidence that 

disparities in GDP across EU-15 metropolitan regions have been diverging since the mid-2000s, 

stabilized in the 1990s and converged in the 1980s.  

Motivated by this result, von Ehrlich and Overman (2020) ask whether place-based policies for 

structural funds are justified. Providing clear evidence in favor of structural funds, the authors also 

find that the effects vary considerably across areas, mostly driven by areas with a high-quality local 

government and high levels of human capital. These results are similar to those of Breitenbach et 

al. (2019) who report even negative effects of EU structural funds depending on regional institu-

tional quality. Moreover, decreasing returns from transfers are reported by von Ehrlich and Over-

man (2020). Overall, Ehrlich and Overman (2020) conclude that place-based policies have not pre-

vented rising income disparities yet may have mitigated the increase (von Ehrlich & Overman, 

2020). 

Also covering disparities in the EU, Cerqua and Pellegrini (2017) look at the relationship between 

ǘƘŜ ΨǘǊŜŀǘƳŜƴǘΩ ƛƴǘŜƴǎƛǘȅ ƻŦ ǘƘŜ 9¦ {ǘǊǳŎǘǳǊŀƭ ŀƴŘ CF and regional GDP growth rates. They find an 

overall positive effect of the fund-related transfers on regional growth rates, however with a 

strong heterogeneity across the regions. Most interestingly, their results reveal that the intensity-

ƎǊƻǿǘƘ ŦǳƴŎǘƛƻƴ ƛǎ ŎƻƴŎŀǾŜ ŀƴŘ ǘƘǳǎ ŀ ƳŀȄƛƳǳƳ ǾŀƭǳŜ ƻŦ ϵолр-ϵопл ǇŜǊ ŎŀǇƛǘŀ Ŏŀƴ ōŜ ŎŀƭŎǳƭŀǘŜŘΦ 

After this value, the marginal effect of the transfer becomes negative (Cerqua & Pellegrini, 2017). 

Another potential effect of structural funds could be to stimulate public investment overall. Staehr 

and Urke (2022) analyze the effect of the ESIF on public investments within the EU and find het-

erogeneous evidence of an overall ESIF-related positive association with public investments. In 

particular, for the CF they report an almost one-to-one effect on public investment, in both the 

short and long term. However, with regard to the ERDF no clear evidence is found (Staehr & Urke, 

2022). 

1.3.3 Climate pƻƭƛŎȅ ǿƛǘƘƛƴ ǘƘŜ 9¦Ωǎ structural funds 

The EU aims at integrating climate policy and structural funds mainly in two ways. First, by climate 

mainstreaming, i.e., funds are required to be used in ways that align with climate goals, promoting 

sustainability, reducing greenhouse gas emissions, and adapting to the impacts of climate change. 

The second option is to direct investment into sustainable projects. This implies that structural 
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funds directly support projects related to, e.g., renewable energy, energy efficiency, public trans-

portation, and the overall transition to a carbon-neutral economy. 

In terms of environmental sustainability, the funds aim at promoting green growth and a circular 

economy, which involves reducing waste, enhancing resource efficiency, and minimizing the envi-

ronmental impact of economic activities. In addition, structural funds also support projects that 

protect and restore natural ecosystems, preserve biodiversity, and promote sustainable land use. 

! ǎƛƎƴƛŦƛŎŀƴǘ ŎƻƴŎŜǊƴ ƻŦ ǘƘŜ 9¦Ωǎ ǎǘǊǳŎǘǳǊŀƭ ŦǳƴŘǎ ƛǎ ǘƘŜ ƛƴǘŜƎǊŀǘƛƻƴ ƻŦ ŎƭƛƳŀǘŜ ƻōƧŜŎǘƛǾŜǎ ŀǎ ŘŜŦƛƴŜŘ 

within the EGD ŀǎ ǘƘŜ 9¦Ωǎ ƻǾŜǊŀǊŎƘƛƴƎ ǎǘǊŀǘŜƎȅ ŦƻǊ ŀŎƘƛŜǾƛƴƎ ŎƭƛƳŀǘŜ ƴŜǳǘǊŀƭƛǘȅ ōȅ нлрлΦ ¢ƘŜ bŜȄǘ 

Generation EU program is closely aligned with the EGD. bD9¦ ǊŜƛƴŦƻǊŎŜǎ ǘƘŜ 9D5Ωǎ ƻōƧŜŎǘƛǾŜǎ ōȅ 

providing financial resources for green and sustainable initiatives across the EU. The climate con-

tribution of NGEU amounts to almost 280 billion Euro in 2018 prices and thus a share of a bit more 

than a third of the NGEU total (see Table 1.3.1).  

A substantial portion of the funds allocated under the NGEU program is earmarked for the RRF. 

MSs are required to develop NRRPs that allocate a significant share of their funding to climate-

related projects and reforms. These projects aim at supporting the EU's transition to a greener 

and more sustainable economy. In particular, a climate mainstreaming target of 30% for the NGEU 

and the MFR has been committed by the European Council (Inguscio, 2022). 

The disbursement of funds under the NGEU program is subject to conditions, including the fulfill-

ment of climate and environmental objectives on a national level. MSs are expected to invest in 

ǇǊƻƧŜŎǘǎ ŀƴŘ ǊŜŦƻǊƳǎ ǘƘŀǘ ŎƻƴǘǊƛōǳǘŜ ǘƻ ǘƘŜ 9¦Ωǎ ŎƭƛƳŀǘŜ Ǝƻŀls, such as reducing greenhouse emis-

sions and promoting renewable energy. 

Lƴ ƻǊŘŜǊ ǘƻ ŀŎŎƻǳƴǘ ŦƻǊ ǘƘŜ 9¦Ωǎ Ǝƻŀƭ ƴƻǘ ǘƻ ƭŜŀǾŜ ŀƴȅƻƴŜ ōŜƘƛƴŘ ŘǳǊƛƴƎ ŎƭƛƳŀǘŜ ǘǊŀƴǎƛǘƛƻƴΣ ǘƘŜ Just 

Transition Fund (JTF) has been created as a new instrument of CP covering the current MFF period 

of 2021-2027 (European Commission, 2023g). The JTF is part of the broader EGP and aims at sup-

porting regions most affected by the transition to a low-carbon economy. It focuses on investing 

in green projects, such as renewable energy, energy efficiency, and retraining workers for new, 

sustainable employment opportunities. 

aƻŜǎƪŜǊ ŀƴŘ tŜǎŎƘ όнлннύ ǳƴŘŜǊǘŀƪŜ ǘƘǊŜŜ ŎŀǎŜ ǎǘǳŘƛŜǎ ƻƴ ǘƘŜ 9¦Ωǎ LƴƛǘƛŀǘƛǾŜ ŦƻǊ /ƻŀƭ wŜƎƛƻƴǎ ƛƴ 

¢ǊŀƴǎƛǘƛƻƴΦ ¢ƘŜȅ ŦƛƴŘ ǘƘŀǘ ǘƘŜ W¢CΩǎ ŘŜǎƛƎƴ ƛƴ ŦŀŎǘ ƘƛƎƘƭƛƎƘǘŜŘ ǎŜǾŜǊŀƭ ŎŀǾŜŀǘǎ ŦǊƻƳ ŜŀǊƭƛŜǊ ǘǊŀƴǎƛǘƛƻƴ 

experiences. Remaining problems were mostly of distributive and procedural nature, potentially 

caused by a lack of stakeholder participation and scarce funding (Moesker & Pesch, 2022). 

1.3.4 The political economics of the EU budget 

The political economics approach is useful whenever one applies the utility-maximizing assump-

tion on governments as political actors. Loosening a central assumption of traditional economic 

theory, this implies that governments do not necessarily follow the implications of a certain nor-

mative economic perspective (e.g., economic theory of federalism, see Biehl, 1988; Genser, 1997; 

Spahn, 1993), but instead follow their own self-interests (Feld, 2005). 

There is a substantial body of literature on the political economics of the EU, jointly attributed to 

both political scientists and economists (e.g. Dür et al., 2020). Out of this, the following two strands 

are relevant for an analysis of structural funds: first, the relationship between funds and approval 
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within the EU and, second, the determinants of decision-ƳŀƪƛƴƎ ǇǊƻŎŜǎǎŜǎ ǿƛǘƘƛƴ ǘƘŜ 9¦Ωǎ Ƴŀƛƴ 

institutions. 

EU structural funds and their instruments of CP, but also EU agricultural policy, are interpreted as 

ǇǊƻǾƛŘƛƴƎ ŦƻǊ ŀ ŎƻƳǇŜƴǎŀǘƛƻƴ ŦƻǊ ǇƻƻǊŜǊ ƳŜƳōŜǊ ŎƻǳƴǘǊƛŜǎΩ ŀƎǊŜŜƳŜƴǘ ƻƴ ŀŘŘƛǘƛƻƴŀƭ ǎǘŜǇǎ ƻŦ Eu-

ropean integration (Begg, 2000). Although it is rather difficult to establish causal evidence, there 

is at least illustrative anecdotal evidence in support of this hypothesis. As described above, EU 

agricultural policy was established in the beginning of the 1960s to facilitate a ratification of the 

Treaty of Rome by the French National Assembly. In addition, the ESF should help poorer regions 

to catch up. The ERDF followed the enlargement of the EEC by Denmark, Ireland and the UK. The 

CF was established after the Maastricht Treaty established a deepening of European integration 

with the Economic and Monetary Union (EMU) and occurred just before another enlargement by 

Austria, Finland and Sweden. NGEU was applauded as another step of deepening integration after 

the demands of several member countries to establish a fiscal capacity at the EU level in response 

to the European debt crisis. Before another debt crisis could occur due to the economic and fiscal 

effects of the COVID-pandemic, MSs decided to establish NGEU.  

The rationale of these responses to further steps of economic integration is reminiscent of a gen-

eral pattern of reactions to globalization. As is well-known from international economics, opening 

economies to free trade is overall welfare enhancing, but also creates groups of winners and losers 

within a country depending on comparative advantages and factor endowments. Rodrik (1998) 

argues and presents evidence that more open economies have bigger governments in order to 

compensate the potential losers of abolishing protectionist measures and thus increase the sup-

port for free trade agreements. European integration and the history of EU structural funds offers 

additional evidence in this regard.  

Applying the political economics approach to EU structural funds, we argue that EU MSs maximize 

their own self-interest, i.e., financial transfers. Accordingly, the establishment of such transfers 

programs at the EU level provides particular incentives to MSs: Each country is ultimately striving 

to become a net recipient of the EU budget. Interest groups aim at receiving EU transfers such 

that a common pool problem emerges (Osterloh et al., 2009). 

wƻŘŘŜƴ όнллнύ ŀƴŀƭȅȊŜǎ ǘƘŜ 9¦Ωǎ ǊŜƭŀǘƛƻƴǎƘƛǇ ōŜǘǿŜŜƴ ǾƻǘŜǎ ŀƴŘ ǘƘŜ ŀƭƭƻŎŀǘƛƻƴ ƻŦ ŦǳƴŘǎΦ !ŎŎƻǊŘπ

ing to his results, small EU MSs are systematically overrepresented. This goes along with a sub-

stantial loss of relative vote shares among the larger EU members, like Germany for instance. It is 

a common pattern of federal integration that the comparably smaller states fear negative effects 

of economic integration the most. Thus, they negotiate favorable voting schemes and above av-

erage transfers of funds (Rodden, 2004). Moreover, Rodden (2002) reveals a pattern of systematic 

sacrifice of voting power in turn for an increased commitment of integration by smaller states. 

Moreover, Rodden (2002) as well as Aksoy and Rodden (2009) report evidence for a significant 

relationship between voting power in the European Parliament or the Council and directed funds. 

This applies to total funds for the years of 1977 to 1999 and is particularly meaningful for regional 

and agricultural development (Rodden, 2002). 

Apart from an above-average allocation of funds being directed towards smaller MSs, participa-

tory benefits are often the product of compromises in negotiations on EU policies. This may result 

in legislative overrepresentation of small EU states (Rodden, 2004). This is seconded by Groot and 
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Zooneveld (2013), who find that the EU accession round of smaller East European countries in 

2004 and 2007 delivered more electoral power to countries with smaller and poorer population. 

Similarly, EU member countries with larger economies are most likely to violate EU law, whereas 

the smaller states are more likely to comply with regulations (Börzel et al., 2010). The best com-

pliers are small states with efficient bureaucracies (Börzel et al., 2010). However, compromises at 

the EU level may also sanction Euroscepticism in national parliament such that the funds received 

by a country decline (Sadeh et al., 2022). 

To increase the small states negotiation power, they often form coalitions to jointly foster their 

intŜǊŜǎǘǎΣ ŦƻǊ ŜȄŀƳǇƭŜΣ ŀǎ ǘƘŜ ΨŎƻƘŜǎƛƻƴ ōƭƻŎΩ ƛƴŎƭǳŘƛƴƎ DǊŜŜŎŜΣ LǊŜƭŀƴŘΣ tƻǊǘǳƎŀƭΣ ŀƴŘ {ǇŀƛƴΤ Cƛƴπ

ƭŀƴŘΣ 5ŜƴƳŀǊƪΣ ŀƴŘ {ǿŜŘŜƴ ŀǎ ǘƘŜ ΨbƻǊŘƛŎ ōƭƻŎΩ ŀƴŘ ǘƘŜ CǊŀƴŎƻ-German coalition at the core of 

the EU Council of Ministers decisions (Hix & Hoyland, 2022).  

Aside coalition formation, conflicts naturally persist in EU legislative decision-making. Analysing 

the dimension of conflict in the EU Council of Ministers, Bailer et al. (2015) show that conflictive 

interactions are considerably shaped by country-level redistributive interests and less by ideolog-

ical factors like left-right positioning of MSǎΩ ƎƻǾŜǊƴƳŜƴǘǎΦ Lƴ ŎƻƴƴŜŎǘƛƻƴ ǿƛǘƘ ǘƘƛǎΣ IŀƎŜƳŀƴƴ Ŝǘ 

al. (2019) bring in an additional factor on EU decision-making: Governments being under attack at 

home do not solely consider their policy preferences and negotiation techniques but also, quite 

importantly, use EU decision-making to send signals to their domestic audience. This may be par-

ticularly true for climate policy, as this is considered to be a particularly contested issue. 

Overall, drawing on the political economics literature of legislative EU decision-making, several 

mechanisms in the formation of EU policies may be explained. Therefore, it provides a useful 

framework to assess the compatibility of EU cohesion and climate policy.  

1.3.5 Conflicts between EU Cohesion and climate policies 

¢ƘŜ 9¦ϥǎ ŎƻƘŜǎƛƻƴ ŀƴŘ ŎƭƛƳŀǘŜ ǇƻƭƛŎƛŜǎ ƘŀǾŜ ǎŜǾŜǊŀƭ ǇƻǘŜƴǝŀƭ ŎƻƴƅƛŎǘǎ ŀƴŘ ŎƘŀƭƭŜƴƎŜǎ ǿƘŜƴ ƛǘ 

ŎƻƳŜǎ ǘƻ ŀƭƛƎƴƛƴƎ ǘƘŜƛǊ Ǝƻŀƭǎ ŀƴŘ ƻōƧŜŎǝǾŜǎΦ CƛǊǎǘΣ ǘƘŜǎŜ ŎƻƴƅƛŎǘǎ ŀǊŜ ŀ ǊŜǎǳƭǘ ƻŦ ōŀƭŀƴŎƛƴƎ ŜŎƻπ

ƴƻƳƛŎ ŘŜǾŜƭƻǇƳŜƴǘ ŀƴŘ ǎƻŎƛŀƭ ŎƻƘŜǎƛƻƴ ƻōƧŜŎǝǾŜǎ ǿƛǘƘ ǘƘŜ ƛƳǇŜǊŀǝǾŜ ǘƻ ŎƻƳōŀǘ ŎƭƛƳŀǘŜ ŎƘŀƴƎŜΦ 

LƴŘŜŜŘΣ ŜǾŜƴ ŀ ŎƻƴƅƛŎǘ ōŜǘǿŜŜƴ ōƻǘƘ ǇƻƭƛŎȅ ƻōƧŜŎǝǾŜǎ ƻǊ ōŜǘǿŜŜƴ ǘƘŜ ƛƴǎǘǊǳƳŜƴǘǎ ǘƘŀǘ ŀǊŜ ǳǎŜŘ 

Ƴŀȅ ŜƳŜǊƎŜΦ ¢ƘŜǊŜ ŀǊŜ ǘǿƻ ƳŀƧƻǊ ŘƛŶŎǳƭǝŜǎ ǿƘƛŎƘ Ƴŀȅ ŀǊƛǎŜΦ CƛǊǎǘΣ ƭŜǎǎ ǇŜǊŦƻǊƳƛƴƎ ǊŜƎƛƻƴǎ ǿƛǘƘƛƴ 

ǘƘŜ 9¦ Ƴŀȅ ōŜ ƭŜƊ ōŜƘƛƴŘ ƻƴ ǘƘŜ ǇǳǊǎǳƛǘ ǘƻ ǘǊŀƴǎƛǝƻƴ ǘƻ ŎƭƛƳŀǘŜ ƴŜǳǘǊŀƭƛǘȅ ǎǳŎƘ ǘƘŀǘ ŎƭƛƳŀǘŜ ǇƻƭƛŎȅ 

ƭŜŀŘǎ ǘƻ ŀ ŎƻƴƅƛŎǘ ǊŜƎŀǊŘƛƴƎ ǘƘŜ ŎŀǘŎƘπǳǇ ǇǊƻŎŜǎǎ ƻŦ /tΦ {ŜŎƻƴŘΣ ŎƻƘŜǎƛƻƴ ǇƻƭƛŎƛŜǎ Ƴŀȅ ŎƻǳƴǘŜǊǾŀƛƭ 

ŎƭƛƳŀǘŜ ǇƻƭƛŎȅ ōȅΣ ŦƻǊ ƛƴǎǘŀƴŎŜΣ ŘƛǊŜŎǝƴƎ ŎƻƘŜǎƛƻƴ ŦǳƴŘǎ ǘƻǿŀǊŘǎ 9¦ ǊŜƎƛƻƴǎ ǿƘƛŎƘ ƘŜŀǾƛƭȅ ŘŜǇŜƴŘ 

ƻƴ Ŧƻǎǎƛƭ ŦǳŜƭǎΦ .ȅ ǘƘƛǎΣ /t ŎƻƴǘǊŀŘƛŎǘǎ ǘƘŜ ǇƘŀǎƛƴƎ ƻǳǘ ƻŦ Ŧƻǎǎƛƭ ŦǳŜƭǎ ŀƴŘ ǘǊŀƴǎƛǝƻƴ ǘƻ ǊŜƴŜǿŀōƭŜ 

ŜƴŜǊƎȅ ǎƻǳǊŎŜǎΦ 

/t ǘǊŀŘƛǝƻƴŀƭƭȅ ŀƛƳǎ ŀǘ ǊŜŘǳŎƛƴƎ ŜŎƻƴƻƳƛŎ ŘƛǎǇŀǊƛǝŜǎ ōŜǘǿŜŜƴ 9¦ ǊŜƎƛƻƴǎ ōȅ ǇǊƻƳƻǝƴƎ ŜŎƻƴƻƳƛŎ 

ƎǊƻǿǘƘ ŀƴŘ Ƨƻō ŎǊŜŀǝƻƴΦ {ƻƳŜ ƻŦ ǘƘŜ ǊŜǎǇŜŎǝǾŜ ŘŜǾŜƭƻǇƳŜƴǘ ǇǊƻƧŜŎǘǎ Ƴŀȅ ƴƻǘ ōŜ ŀƭƛƎƴŜŘ ǿƛǘƘ 

ŎƭƛƳŀǘŜ ƻōƧŜŎǝǾŜǎΣ ǇƻǘŜƴǝŀƭƭȅ ƭŜŀŘƛƴƎ ǘƻ ƛƴŎǊŜŀǎŜŘ ƎǊŜŜƴƘƻǳǎŜ Ǝŀǎ ŜƳƛǎǎƛƻƴǎΦ CƻǊ ŜȄŀƳǇƭŜΣ ƭŀǊƎŜ 

ƛƴŦǊŀǎǘǊǳŎǘǳǊŜ ǇǊƻƧŜŎǘǎ ŦǳƴŘŜŘ ōȅ /tΣ ǎǳŎƘ ŀǎ ǘǊŀƴǎǇƻǊǘŀǝƻƴ ŀƴŘ ŜƴŜǊƎȅΣ Řƻ ƴƻǘ ƴŜŎŜǎǎŀǊƛƭȅ ǇǊƛƻǊƛπ

ǝȊŜ ǎǳǎǘŀƛƴŀōƛƭƛǘȅ ŀƴŘ ŎƭƛƳŀǘŜ ǊŜǎƛƭƛŜƴŎŜΣ ǎǳŎƘ ǘƘŀǘ ǘƘŜȅ ǊŜǎǳƭǘ ƛƴ ƛƴŎǊŜŀǎŜŘ ƎǊŜŜƴƘƻǳǎŜ Ǝŀǎ ŜƳƛǎπ

ǎƛƻƴǎ ŀƴŘ ǾǳƭƴŜǊŀōƛƭƛǘȅ ǘƻ ŎƭƛƳŀǘŜ ŎƘŀƴƎŜ ƛƳǇŀŎǘǎΦ /t ƻƊŜƴ ŜƳǇƘŀǎƛȊŜǎ ǎƘƻǊǘπǘŜǊƳ ŜŎƻƴƻƳƛŎ 

ƎǊƻǿǘƘ ǿƛǘƘƻǳǘ ǎǳŶŎƛŜƴǘ ŎƻƴǎƛŘŜǊŀǝƻƴ ƻŦ ƭƻƴƎπǘŜǊƳ ǎǳǎǘŀƛƴŀōƛƭƛǘȅ ŀƴŘ ŎƭƛƳŀǘŜ ǊŜǎƛƭƛŜƴŎŜ ƭŜŀŘƛƴƎ 

ǘƻ ƛƴǾŜǎǘƳŜƴǘǎ ǘƘŀǘ ŀǊŜ ƴƻǘ ƛƴ ƭƛƴŜ ǿƛǘƘ ǘƘŜ 9¦ϥǎ DǊŜŜƴ 5ŜŀƭΦ 
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aƻǊŜƻǾŜǊΣ ŘƛũŜǊŜƴǘ 9¦ ǊŜƎƛƻƴǎ Ƴŀȅ ƘŀǾŜ ǾŀǊȅƛƴƎ ƭŜǾŜƭǎ ƻŦ ŎƻƳƳƛǘƳŜƴǘ ǘƻ ŎƭƛƳŀǘŜ ŀŎǝƻƴ ŀƴŘ ǎǳǎπ

ǘŀƛƴŀōƛƭƛǘȅΣ ƭŜŀŘƛƴƎ ǘƻ ǳƴŜǾŜƴ ƛƳǇƭŜƳŜƴǘŀǝƻƴ ƻŦ ŎƭƛƳŀǘŜ ǇƻƭƛŎƛŜǎΦ {ƻƳŜ ǊŜƎƛƻƴǎ Ƴŀȅ ōŜ ƳƻǊŜ ǊŜπ

ŎŜǇǝǾŜ ǘƻ ƎǊŜŜƴ ŘŜǾŜƭƻǇƳŜƴǘ ǿƘƛƭŜ ƻǘƘŜǊǎ ǊŜǎƛǎǘ ǎǳŎƘ ŎƘŀƴƎŜǎΦ {ǳŎƘ ǊŜƎƛƻƴŀƭ ƛƴŎƻƴǎƛǎǘŜƴŎƛŜǎ Ǉƻπ

ǘŜƴǝŀƭƭȅ ǊŜǎǳƭǘ ƛƴ ŎƻƴƅƛŎǘ ōŜǘǿŜŜƴ ǘƘŜ ōŜƴŜŬǝƴƎ ǊŜƎƛƻƴǎ ŀƴŘ ǘƘƻǎŜ ǘƘŀǘ ǎǳũŜǊ ŦǊƻƳ ƴŜǘ ōŜƴŜŬǘ 

ƭƻǎǎŜǎΦ  

¢ƘŜǊŜ Ƴŀȅ ōŜ ŎƻƴƅƛŎǘǎ ƛƴ ŀƭƭƻŎŀǝƴƎ ǘƘŜ 9¦ ōǳŘƎŜǘ ōŜǘǿŜŜƴ /t ŀƴŘ ŎƭƛƳŀǘŜ ǇƻƭƛŎȅΦ ¢ƘŜǊŜŦƻǊŜΣ ōŀƭπ

ŀƴŎƛƴƎ ǘƘŜ ŦǳƴŘƛƴƎ ƴŜŜŘǎ ŦƻǊ ǊŜŘǳŎƛƴƎ ǊŜƎƛƻƴŀƭ ŘƛǎǇŀǊƛǝŜǎ ŀƴŘ ŀŘŘǊŜǎǎƛƴƎ ŎƭƛƳŀǘŜ ŎƘŀƴƎŜ Ŏŀƴ ōŜ 

ŎƘŀƭƭŜƴƎƛƴƎΦ 

/ƭƛƳŀǘŜ ǇƻƭƛŎƛŜǎ Ƴŀȅ ǎƻƳŜǝƳŜǎ ǊŜǎǳƭǘ ƛƴ ŜŎƻƴƻƳƛŎ ŘƛǎǊǳǇǝƻƴǎΣ ǇŀǊǝŎǳƭŀǊƭȅ ƛƴ ǊŜƎƛƻƴǎ ƘŜŀǾƛƭȅ ǊŜπ

ƭƛŀƴǘ ƻƴ ƘƛƎƘπŜƳƛǎǎƛƻƴ ƛƴŘǳǎǘǊƛŜǎΦ /t ŀƛƳǎ ŀǘ ƳƛǝƎŀǝƴƎ ǘƘŜǎŜ ǎƻŎƛŀƭ ŀƴŘ ŜŎƻƴƻƳƛŎ ŘƛǎǊǳǇǝƻƴǎΣ Ǉƻπ

ǘŜƴǝŀƭƭȅ ǎƭƻǿƛƴƎ Řƻǿƴ ǘƘŜ ǘǊŀƴǎƛǝƻƴ ǘƻ ŀ ƭƻǿπŎŀǊōƻƴ ŜŎƻƴƻƳȅΦ 

¢ƘǳǎΣ ŎƻƻǊŘƛƴŀǝƴƎ ŀƴŘ ƛƴǘŜƎǊŀǝƴƎ ǘƘŜ ŜũƻǊǘǎ ƻŦ ǾŀǊƛƻǳǎ 9¦ ƛƴǎǝǘǳǝƻƴǎΣ a{ǎΣ ŀƴŘ ǊŜƎƛƻƴŀƭ ŀǳǘƘƻǊπ

ƛǝŜǎ ǘƻ ŜƴǎǳǊŜ ǘƘŀǘ /t ŀƴŘ ŎƭƛƳŀǘŜ ǇƻƭƛŎȅ ŀǊŜ Ƴǳǘǳŀƭƭȅ ǊŜƛƴŦƻǊŎƛƴƎ Ŏŀƴ ōŜ ŀ ŎƘŀƭƭŜƴƎŜΦ ¢ƘŜǊŜŦƻǊŜΣ ŀ 

ŎƭƻǎŜ ƳƻƴƛǘƻǊƛƴƎ ƛǎ ƴŜŜŘŜŘ ǘƻ ǇǊŜǾŜƴǘ Řǳŀƭ ƛƴǎǝǘǳǝƻƴŀƭ ǎǘǊǳŎǘǳǊŜǎ ǿƛǘƘ ŀƴ ƻǾŜǊƭŀǇ ƻŦ ŎƻƳǇŜǘŜƴŎŜǎ 

ŀƴŘ ǳƭǝƳŀǘŜ ƭƻǎǎ ƛƴ ŜŶŎƛŜƴŎȅ ŦǊƻƳ ŀ ǇƻƭƛǝŎŀƭ ŜŎƻƴƻƳƛŎǎ ǇŜǊǎǇŜŎǝǾŜΦ 

¢Ƙƛǎ Ǉƻƛƴǘǎ ǘƻ ŀ ǎŜŎƻƴŘΣ ƳƻǊŜ ŦǳƴŘŀƳŜƴǘŀƭ ǇǊƻōƭŜƳ ŦƻǊ ǘƘŜ ŀƭƛƎƴƳŜƴǘ ƻŦ ŎƻƘŜǎƛƻƴ ŀƴŘ ŎƭƛƳŀǘŜ 

ǇƻƭƛŎƛŜǎΦ !ŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ ¢ƛƴōŜǊƎŜƴ ǊǳƭŜΣ ŜŀŎƘ ǇƻƭƛŎȅ Ǝƻŀƭ ǎƘƻǳƭŘ ōŜ ǘŀǊƎŜǘŜŘ ōȅ ƻƴŜ ǇŀǊǝŎǳƭŀǊΣ 

ƛƴŘŜǇŜƴŘŜƴǘ ƛƴǎǘǊǳƳŜƴǘΦ !ƭǘƘƻǳƎƘ 9¦ ǎǘǊǳŎǘǳǊŀƭ ŦǳƴŘǎ ŎƻƳǇǊƛǎŜ ǎŜǾŜǊŀƭ ŘƛũŜǊŜƴǘ ƛƴǎǘǊǳƳŜƴǘǎΣ ǘƘŜ 

ƻǾŜǊŀƭƭ ŀƳōƛǝƻƴ ƻŦ ǘƘŜƛǊ ŎƻƳǇŀǝōƛƭƛǘȅ ǿƛǘƘ ŎƭƛƳŀǘŜ ǇƻƭƛŎȅ ƻōƧŜŎǝǾŜǎ ƛǎ ǇǊƻōŀōƭȅ ƳƛǎǘŀƪŜƴΦ ! Ǿƛƻƭŀπ

ǝƻƴ ƻŦ ǘƘŜ ¢ƛƴōŜǊƎŜƴ ǊǳƭŜ ƻƊŜƴ ǊŜǎǳƭǘǎ ƛƴ ŦŀƛƭǳǊŜ ǘƻ ƳŜŜǘ ŜŀŎƘ ƻŦ ǘƘŜ ŦƻǊƳǳƭŀǘŜŘ ǇƻƭƛŎȅ ƎƻŀƭǎΣ ŀƴŘ 

ǘƘŜ ƴǳƳōŜǊ ƻŦ ǇƻǘŜƴǝŀƭ ŎƻƴƅƛŎǘǎ ōŜǘǿŜŜƴ ŎƻƘŜǎƛƻƴ ŀƴŘ ŎƭƛƳŀǘŜ ǇƻƭƛŎƛŜǎ ƳŜƴǝƻƴŜŘ ŀōƻǾŜ ŎƘŀǊπ

ŀŎǘŜǊƛȊŜǎ ŀǎ ǘƻ Ƙƻǿ ǎǳŎƘ ŦŀƛƭǳǊŜǎ ƳƛƎƘǘ ŜƳŜǊƎŜΦ  

/ƭƛƳŀǘŜ ǇƻƭƛŎȅ ǿƛƭƭ ƻƴƭȅ ōŜ ǎǳŎŎŜǎǎŦǳƭ ƛŦ ǘƘŜǊŜ ƛǎ ŀ ōǊƻŀŘ ƛƴǘŜǊƴŀǝƻƴŀƭ ŎƻƻǊŘƛƴŀǝƻƴ ŦƻǊ ǘƘŜ ǊŜŘǳŎǝƻƴ 

ƻŦ /ŀǊōƻƴ ŜƳƛǎǎƛƻƴǎΦ ¢ƘŜ ƴŜŎŜǎǎƛǘȅ ŦƻǊ ǎǳŎƘ ŎƻƻǊŘƛƴŀǝƻƴ ƻǊƛƎƛƴŀǘŜǎ ŦǊƻƳ ǘƘŜ ƴŀǘǳǊŜ ƻŦ ŎƭƛƳŀǘŜ 

ŎƘŀƴƎŜ ƳƛǝƎŀǝƻƴ ŀǎ ŀ Ǝƭƻōŀƭ ǇǳōƭƛŎ ƎƻƻŘΦ tǳōƭƛŎ ƎƻƻŘ ǇǊƻǾƛǎƛƻƴ Ŝƴǘŀƛƭǎ ŦǊŜŜ ǊƛŘŜǊ ōŜƘŀǾƛƻǊΦ 9ŀŎƘ 

ƛƴŘƛǾƛŘǳŀƭ ŎƻƴǘǊƛōǳǝƻƴ ǘƻ ǇǳōƭƛŎ ƎƻƻŘ ǇǊƻǾƛǎƛƻƴ ōȅ ŀ ŎƻǳƴǘǊȅ ǊŜŘǳŎŜǎ ǘƘŜ ƛƴŎŜƴǝǾŜǎ ǘƻ ŎƻƴǘǊƛōǳǘŜ 

ŦƻǊ ƻǘƘŜǊ ŎƻǳƴǘǊƛŜǎΦ LŦ ŎƻƻǊŘƛƴŀǝƻƴ ōŜǘǿŜŜƴ ŀ ƎǊƻǳǇ ƻŦ ŎƻǳƴǘǊƛŜǎΣ ƭƛƪŜ ǘƘŜ 9¦Σ ƛǎ ǎǳŎŎŜǎǎŦǳƭ ōŜŎŀǳǎŜ 

ƻŦ ǘƘŜ ŎƻƻǊŘƛƴŀǝƻƴ ǘŜŎƘƴƻƭƻƎȅ ǘƘŜ 9¦ ŘŜŎƛǎƛƻƴπƳŀƪƛƴƎ ǇǊƻŎŜǎǎ ƻũŜǊǎΣ ǘƘŜ ƛƴŎŜƴǝǾŜǎ ǘƻ ŎƻƴǘǊƛōǳǘŜ 

ŦƻǊ ƻǘƘŜǊ ŎƻǳƴǘǊƛŜǎ ƛƴ ǘƘŜ ǿƻǊƭŘ ŀǊŜ ŦǳǊǘƘŜǊ ŘƛƳƛƴƛǎƘŜŘΦ 

¢Ƙƛǎ ŦǳƴŘŀƳŜƴǘŀƭ ǇǳōƭƛŎ ƎƻƻŘ ƳŜŎƘŀƴƛǎƳ ƛǎ ǘƘŜ ōŀǎƛǎ ŦƻǊ ǘƘŜ ŎǊŜŀǝƻƴ ƻŦ ŎƭƛƳŀǘŜ Ŏƭǳōǎ ǘƘŀǘ ǎƘƻǳƭŘ 

ǇǊƻǾƛŘŜ ƛƴŎŜƴǝǾŜǎ ǘƻ ǇŀǊǝŎƛǇŀǘŜ ƛƴ ǘƘŜ ŜũƻǊǘ ǘƻ Ŏƻƴǘŀƛƴ ŎƭƛƳŀǘŜ ŎƘŀƴƎŜ όbƻǊŘƘŀǳǎΣ нлмрύΦ ¢ƘŜ ƛŘŜŀ 

ƻŦ ŎƭƛƳŀǘŜ Ŏƭǳōǎ ŜƳǇƘŀǎƛȊŜǎ ǘƘŜ ƴŜŎŜǎǎƛǘȅ ǘƻ ǳǎŜ ǘƘŜ ǇǊƛŎŜ ƳŜŎƘŀƴƛǎƳ ŀƴŘΣ ƛƴŘŜŜŘΣ ǘƘŜ 9¦ 9¢{ 

ŎƻƴǎǝǘǳǘŜǎ ǎǳŎƘ ŀ ƳŜŎƘŀƴƛǎƳΦ LŦ ƛǘ ǿŜǊŜ ǇƻǎǎƛōƭŜ ǘƻ ƛƴǘŜǊƴŀǝƻƴŀƭƭȅ ŎƻƻǊŘƛƴŀǘŜ ƳƛǝƎŀǝƻƴ ŜũƻǊǘǎ 

Ǿƛŀ ŀ ƳƛƴƛƳǳƳ ǇǊƛŎŜ ƻŦ ŎŀǊōƻƴΣ ŀ ǇǊƻǾƛǎƛƻƴ ƻŦ ǘƘƛǎ Ǝƭƻōŀƭ ǇǳōƭƛŎ ƎƻƻŘ ŎƻǳƭŘ ōŜ ǇƻǎǎƛōƭŜΦ {ǳŎƘ ŀ 

ǇƻƭƛŎȅ ƛƴŘǳŎŜǎ ǎǘǊǳŎǘǳǊŀƭ ŎƘŀƴƎŜΣ ōǳǘ ŜƴǎǳǊŜǎ ǘƘŀǘ ƭŜǎǎ ŎŀǊōƻƴ ƭŜŀƪŀƎŜ ƻŎŎǳǊǎ ōŜŎŀǳǎŜ ƻŦ ǊŜƭƻŎŀǝƻƴ 

ƻŦ ŜƳƛǎǎƛƻƴ ƛƴǘŜƴǎƛǾŜ ƛƴŘǳǎǘǊƛŜǎ ǘƻ ƻǘƘŜǊ ŎƻǳƴǘǊƛŜǎΦ !ǧŜƴǳŀǝƴƎ ǘƘŜ ƴŜŎŜǎǎŀǊȅ ǎǘǊǳŎǘǳǊŀƭ ŎƘŀƴƎŜǎ 

ōȅ ǎǳōǎƛŘƛȊƛƴƎ ŎŀǊōƻƴπƛƴǘŜƴǎƛǾŜ ƛƴŘǳǎǘǊƛŜǎ ǿƻǳƭŘ ƻƴƭȅ ōŜ ŎƻǳƴǘŜǊπǇǊƻŘǳŎǝǾŜΦ   

¢ƘƛǊŘΣ ǇƻƭƛǝŎŀƭ ŜŎƻƴƻƳƛŎǎ ŎƻƴǎƛŘŜǊŀǝƻƴǎ ǎƘƻǳƭŘ Ǉƭŀȅ ŀ ǊƻƭŜΦ Lƴ ƻǊŘŜǊ ǘƻ ŜƴǎǳǊŜ ǘƘŀǘ ǘǊŀƴǎŦŜǊǎ ŦǊƻƳ 

ǘƘŜ ǎǘǊǳŎǘǳǊŀƭ ŦǳƴŘǎ ŎƻƴǝƴǳŜ ǘƻ ƅƻǿΣ a{ǎ ƘŀǾŜ ƛƴŎŜƴǝǾŜǎ ǘƻ ǳǎŜ ŀƴȅ ƴŜǿ ǇƻƭƛǝŎŀƭ ŀǊƎǳƳŜƴǘ ǘƘŀǘ 

ŜƳŜǊƎŜǎΦ CƻǊ ƛƴǎǘŀƴŎŜΣ ǿƘŜǊŜŀǎ ǘƘŜ 9w5C ǎǘŀǊǘŜŘ ŀǎ ŀ ǇƻƭƛŎȅ ƛƴǎǘǊǳƳŜƴǘ ǘƻ ǊŜŘǳŎŜ ǊŜƎƛƻƴŀƭ ŘƛǎǇŀǊπ

ƛǝŜǎΣ ƛǘ ƳŜŀƴǿƘƛƭŜ ŀƛƳǎ ŀǘ ƛƴƴƻǾŀǝƻƴ ŀƴŘ ŜƴǾƛǊƻƴƳŜƴǘŀƭ ǎǳǎǘŀƛƴŀōƛƭƛǘȅ ǎǳŎƘ ǘƘŀǘ ǘƘŜ ŎǊƛǘŜǊƛŀ ŦƻǊ 
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ŀŎŎŜǎǎ Ƴŀȅ ƘŀǾŜ ŎƘŀƴƎŜŘΣ ōǳǘ a{ǎΩ ƳƻǝǾŀǝƻƴ ǘƻ ǊŜŎŜƛǾŜ ŦǳƴŘǎ Ƙŀǎ ƴƻǘΦ {ƛƳƛƭŀǊƭȅΣ ŎƭƛƳŀǘŜ ǇƻƭƛŎȅ 

Ǝƻŀƭǎ Ƴŀȅ ƛƴŦƻǊƳ ǘƘŜ ŎǊƛǘŜǊƛŀ ŦƻǊ ŜƭƛƎƛōƛƭƛǘȅ ƻŦ ǎǘǊǳŎǘǳǊŀƭ ŦǳƴŘǎ ǿƛǘƘƻǳǘ ŎƘŀƴƎƛƴƎ a{ǎΩ ŎƻƴǎƛŘŜǊŀπ

ǝƻƴǎ ŀǘ ŀƭƭΦ ¢Ƙƛǎ Ƴŀȅ ŜƴŘ ǳǇ ƛƴ ŀ ǎǘǊǳƎƎƭŜ ōŜǘǿŜŜƴ ǘƘŜ /ƻƳƳƛǎǎƛƻƴ ŀƴŘ ƛƴŘƛǾƛŘǳŀƭ a{ǎ ŀōƻǳǘ ǘƘŜ 

ŎƻƳǇŀǝōƛƭƛǘȅ ƻŦ ƛƴŘƛǾƛŘǳŀƭ ƳŜŀǎǳǊŜǎ ǳƴŘŜǊǘŀƪŜƴ ǿƛǘƘ ǘǊŀƴǎŦŜǊǎ ŦǊƻƳ ǘƘŜ ǎǘǊǳŎǘǳǊŀƭ ŦǳƴŘǎΦ  

1.3.6 Possible synergies between climate and Cohesion Policy 

We describe the possible trade-off between EU CP, which aims at equalizing the different levels 

of economic development of the regions, and the promotion of effective climate protection under 

the umbrella of CP. However, there are also several strands of potential synergies between EU 

cohesion and climate policy. 

First, further harmonization of economic competition within the EU is crucial. Governments 

around the world are using subsidies to support the transition towards a carbon-neutral economy. 

In some cases of market failure, green subsidies can be useful (Kammer, 2023). This may be the 

case, for example, when the price of carbon emissions is too low compared to their actual cost to 

society. Green subsidies also exist in the EU. However, the use of subsidies should be carefully 

targeted to correct market failures and not discriminate against an arbitrary group of firms. The 

risk of engaging in a global arms race with green subsidies is too great, which would lead to a 

deterioration of the conditions in competition in global trade and ultimately to geopolitical frag-

ƳŜƴǘŀǘƛƻƴ όYŀƳƳŜǊΣ нлноύΦ ¢ƘŜ 9¦ ƛǎ ŘƛǎŎǳǎǎƛƴƎ ŀ ΨDǊŜŜƴ 5Ŝŀƭ LƴŘǳǎǘǊƛŀƭ tƭŀƴ ŦƻǊ ǘƘŜ bŜǘ-Zero 

!ƎŜΩ ό9ǳǊƻǇŜŀƴ /ƻƳƳƛǎǎion, 2023). This implies a further (temporary) relaxation of EU competi-

tion law (Kammer, 2023). EU policymakers should therefore ensure that the corresponding green 

subsidies do not discriminate against particular firms and/or regions, as climate policy would 

thereby deteriorate the cohesion goals. 

The EU is responsible for the allocation of extensive funds (Farole et al., 2011). A second important 

pillar is therefore characterized by the conditioning of funding with regard to the consideration of 

climate protection measures. Within the EU, climate targets are consistently taken into account 

in various sectors and activities supported by cohesion funds. This so-called climate mainstream-

ing could perhaps combine both EU climate and CP. 

In addition, CP plays an important role in strengthening the resilience of regions to the effects of 

climate change (Nekvasil & Moldan, 2016). This does not only apply to preparing for natural dis-

asters, but also to industrial change. For example, as a result of climate change, several regions in 

the EU that have relied on coal mining for their prosperity are now facing structural change. These 

now structurally weak regions are heavily dependent on the allocation of EU funds. If cohesion 

funds are linked to climate targets, the region in question will experience a shift towards a green 

economy. In this example, cohesion and climate policy can go hand in hand.  

Finally, when economic convergence is achieved and there is an appropriately high carbon price 

in place, unleashing economic competition within the EU (through the removal of trade barriers) 

will incentivize companies to invest exclusively in carbon-neutral goods and services. Ultimately, 

this enables a combination of effective cohesion and climate policy within the EU. 
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1.3.7 Conclusion 

While the EU has several challenges to tackle, choosing effective cohesion and climate policies are 

crucial for two reasons: first, to successfully cope with the climate crisis, and second, to prevent 

losing cohesion among EU MSs along the transition to a climate friendly economy. How do the 

9¦Ωǎ ŎƻƘŜǎƛƻƴ ŀƴŘ ŎƭƛƳŀǘŜ ǇƻƭƛŎȅ ŀŦŦŜŎǘ ŜŀŎƘ ƻǘƘŜǊΚ !ǊŜ ǘƘŜȅ ǇǳƭƭƛƴƎ ƛƴǘƻ ǘƘŜ ǎŀƳŜ ŘƛǊŜŎǘƛƻƴΚ Lǎ 

ǘƘŜ 9¦Ωǎ ŀǇǇǊƻŀŎƘ ƻŦ ŎƻƳōƛƴƛƴƎ ōƻǘƘ ǇƻƭƛŎƛŜǎΣ ƛΦŜΦΣ ŎƻƴŘƛǘƛƻƴƛƴƎ ǎǘǊǳŎǘǳǊŀƭ ŦǳƴŘǎ ƻƴ ŎƭƛƳŀǘŜ ǊŜπ

strictions, successful?  

We use a political economics point of view to answer these questions. We find that cohesion and 

ŎƭƛƳŀǘŜ ǇƻƭƛŎƛŜǎ ōƻǘƘ ŀǘǘǊŀŎǘ ŀ ǎƛƎƴƛŦƛŎŀƴǘ ǎƘŀǊŜ ƻŦ ŀǘǘŜƴǘƛƻƴ ǿƛǘƘƛƴ ŀƭƭ ƻŦ 9¦Ωǎ ǎǘǊǳŎǘǳǊŀƭ ŦǳƴŘǎΦ Lƴ 

addition, both climate mainstreaming and allocating funds directly towards climate projects are 

ŀƭƛƎƴŜŘ ǿƛǘƘ ǘƘŜ 9¦Ωǎ Ǝƻŀƭǎ ƻƴ ŎƻƘŜǎƛƻƴ ŀƴŘ ŎƭƛƳŀǘŜΦ IƻǿŜǾŜǊΣ ŦǊƻƳ ŀ ǇƻƭƛǘƛŎŀƭ ŜŎƻƴƻƳƛŎǎ ǇŜǊπ

spective, net benefit maximization among EU member countries is to be expected. Moreover, the 

numerous stakeholders on local, national, and supranational levels may distort the solution-find-

ing process within the political arena of EU institutions. This may deteriorate the projected credi-

bility on climate ambitions among EU MSs. Therefore, a critical assessment of future actions by 

the EU and its MSs regarding their efforts on cohesion and climate policy are recommended and 

a uniform and stringent solution, like an adequately high CO2 price, might be preferable to com-

prehensive subsidy policy under the umbrella of the structural funds. 
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±ƻǘŜǎ ŀƴŘ tƻƭƛŎȅ {ǘŀǘŜƳŜƴǘǎ ƛƴ ǘƘŜ 9¦ /ƻǳƴŎƛƭΦ WƻǳǊƴŀƭ ƻŦ /ƻƳƳƻƴ aŀǊƪŜǘ {ǘǳŘƛŜǎ ртόоύΦ 

IƛȄΣ {ΦΣ ϧ IƻȅƭŀƴŘΣ .Φ όнлннύΦ ¢ƘŜ tƻƭƛǝŎŀƭ {ȅǎǘŜƳ ƻŦ ǘƘŜ 9ǳǊƻǇŜŀƴ ¦ƴƛƻƴΣ CƻǳǊǘƘ 9ŘƛǝƻƴΦ [ƻƴŘƻƴΥ 
.ƭƻƻƳǎōǳǊȅ !ŎŀŘŜƳƛŎΦ 

LƴƎǳǎŎƛƻΣ !Φ όнлннύΦ ¢ƘŜ 9¦ tŜǊǎǇŜŎǝǾŜ ŦǊƻƳ {ŜǘōŀŎƪǎ ǘƻ {ǳŎŎŜǎǎΥ ¢ŀŎƪƭƛƴƎ /ƭƛƳŀǘŜ /ƘŀƴƎŜ ŦǊƻƳ 
/ƻǇŜƴƘŀƎŜƴ ǘƻ ǘƘŜ DǊŜŜƴ 5Ŝŀƭ ŀƴŘ ǘƘŜ bŜȄǘπDŜƴŜǊŀǝƻƴ 9¦Φ Lƴ {Φ ±ŀƭŀƎǳȊȊŀΣ ϧ aΦ !Φ 
IǳƎƘŜǎΣ LƴǘŜǊŘƛǎŎƛǇƭƛƴŀǊȅ !ǇǇǊƻŀŎƘŜǎ ǘƻ /ƭƛƳŀǘŜ /ƘŀƴƎŜ ŦƻǊ {ǳǎǘŀƛƴŀōƭŜ DǊƻǿǘƘ όǇǇΦ мнтπ
мофύΦ /ƘŀƳΥ {ǇǊƛƴƎŜǊΦ 

YŀƳƳŜǊΣ !Φ όнлноύΦ 9ǳǊƻǇŜΣ ŀƴŘ ǘƘŜ ²ƻǊƭŘΣ {ƘƻǳƭŘ ¦ǎŜ DǊŜŜƴ {ǳōǎƛŘƛŜǎ /ƻƻǇŜǊŀǝǾŜƭȅΦ ±ƻƴ LaC 
.ƭƻƎΥ ƘǧǇǎΥκκǿǿǿΦƛƳŦΦƻǊƎκŜƴκ.ƭƻƎǎκ!ǊǝŎƭŜǎκнлноκлрκммκŜǳǊƻǇŜπŀƴŘπǘƘŜπǿƻǊƭŘπǎƘƻǳƭŘπ
ǳǎŜπƎǊŜŜƴπǎǳōǎƛŘƛŜǎπŎƻƻǇŜǊŀǝǾŜƭȅ ŀōƎŜǊǳŦŜƴ 

aŀǧƘŜǿǎΣ !Φ όнлмуύΦ ¢ƘŜ /!t ƛƴ ǘƘŜ нлнмπнлнт aCC bŜƎƻǝŀǝƻƴǎΦ LƴǘŜǊŜŎƻƴƻƳƛŎǎ роΣ ǇǇΦ олсπ
оммΦ 

aƻŜǎƪŜǊΣ YΦΣ ϧ tŜǎŎƘΣ ¦Φ όнлннύΦ ¢ƘŜ Ƨǳǎǘ ǘǊŀƴǎƛǝƻƴ ŦǳƴŘ π 5ƛŘ ǘƘŜ 9ǳǊƻǇŜŀƴ ¦ƴƛƻƴ ƭŜŀǊƴ ŦǊƻƳ 
9ǳǊƻǇŜϥǎ Ǉŀǎǘ ǘǊŀƴǎƛǝƻƴ ŜȄǇŜǊƛŜƴŎŜǎΚ 9ƴŜǊƎȅ wŜǎŜŀǊŎƘ ϧ {ƻŎƛŀƭ {ŎƛŜƴŎŜΣ фмΣ ǇǇΦ млнтπмлрлΦ 
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aƻƘƭΣ tΦΣ ϧ IŀƎŜƴΣ ¢Φ όнлмлύΦ 5ƻ 9¦ ǎǘǊǳŎǘǳǊŀƭ ŦǳƴŘǎ ǇǊƻƳƻǘŜ ǊŜƎƛƻƴŀƭ ƎǊƻǿǘƘΚ bŜǿ ŜǾƛŘŜƴŎŜ ŦǊƻƳ 
ǾŀǊƛƻǳǎ ǇŀƴŜƭ Řŀǘŀ ŀǇǇǊƻŀŎƘŜǎΦ wŜƎƛƻƴŀƭ {ŎƛŜƴŎŜ ŀƴŘ ¦Ǌōŀƴ 9ŎƻƴƻƳƛŎǎΣ плόрύΣ ǇǇΦ ороπосрΦ 

bŜƪǾŀǎƛƭΣ aΦΣ ϧ aƻƭŘŀƴΣ .Φ όнлмуύΦ /ƻǳƭŘ /ƻƘŜǎƛƻƴ tƻƭƛŎȅ ǇǳǎƘ 9¦ ŎƭƛƳŀǘŜ ŜũƻǊǘǎΚ /ƭƛƳŀǘŜ tƻƭƛŎȅΣ 
муόмύΦ 

bƻǊŘƘŀǳǎΣ ²Φ όнлмрύΦ /ƭƛƳŀǘŜ /ƭǳōǎΥ hǾŜǊŎƻƳƛƴƎ CǊŜŜπwƛŘƛƴƎ ƛƴ LƴǘŜǊƴŀǝƻƴŀƭ /ƭƛƳŀǘŜ tƻƭƛŎȅΦ 
!ƳŜǊƛŎŀƴ 9ŎƻƴƻƳƛŎ wŜǾƛŜǿΣ млрόпύΣ ǇǇΦ моофπмотлΦ 

wƻŘŘŜƴΣ WΦ όнллнύΦ {ǘǊŜƴƎǘƘ ƛƴ bǳƳōŜǊǎΚ wŜǇǊŜǎŜƴǘŀǝƻƴ ŀƴŘ wŜŘƛǎǘǊƛōǳǝƻƴ ƛƴ ǘƘŜ 9ǳǊƻǇŜŀƴ ¦ƴƛƻƴΦ 
9ǳǊƻǇŜŀƴ ¦ƴƛƻƴ tƻƭƛǝŎǎ оόнύΦ 

wƻŘŘŜƴΣ WΦ όнллпύΦ /ƻƳǇŀǊŀǝǾŜ CŜŘŜǊŀƭƛǎƳ ŀƴŘ 5ŜŎŜƴǘǊŀƭƛȊŀǝƻƴΥ hƴ aŜŀƴƛƴƎ ŀƴŘ aŜŀǎǳǊŜƳŜƴǘΦ 
/ƻƳǇŀǊŀǝǾŜ tƻƭƛǝŎǎ осόпύΦ 

{ǇŀƘƴΣ tΦ .Φ όмффоύΦ ¢ƘŜ /ƻƳƳǳƴƛǘȅ .ǳŘƎŜǘ ŦƻǊ ŀƴ 9ŎƻƴƻƳƛŎ ŀƴŘ aƻƴŜǘŀǊȅ ¦ƴƛƻƴΦ [ƻƴŘƻƴΥ 
aŀŎaƛƭƭŀƴΦ 

{ǘŀŜƘǊΣ YΦΣ ϧ ¦ǊƪŜΣ YΦ όнлннύΦ ¢ƘŜ 9ǳǊƻǇŜŀƴ ǎǘǊǳŎǘǳǊŀƴ ŀƴŘ ƛƴǾŜǎǘƳŜƴǘ ŦǳƴŘǎ ŀƴŘ ǇǳōƭƛŎ 
ƛƴǾŜǎǘƳŜƴǘǎ ƛƴ ǘƘŜ 9¦ ŎƻǳƴǘǊƛŜǎΦ 9ƳǇƛǊƛŎŀΣ пфΣ ǇǇΦ мломπмлснΦ 

¢ƘǀƴŜΣ aΦ όнлнмύΦ bŜȄǘ DŜƴŜǊŀǝƻƴ 9¦ π ŘŜǊ ŜǊǎǘŜ {ŎƘǊƛǧ Ǿƻƴ ǾƛŜƭŜƴ ƛǎǘ ƎŜǘŀƴΦ LŦƻ {ŎƘƴŜƭƭŘƛŜƴǎǘΣ 
тпόнύΣ ǇǇΦ мсπмфΦ 

von Ehrlich, M., & Overman, H. G. (2020). Place-Based Policies and Spatial Disparities across 
European Cities. Journal of Economic Perspectives, 34(3), pp. 128-149.  
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1.4 Päivi Leino-Sandberg: Cohesion Policy and the Principle of Subsidiarity ς A Legal 

Analysis20 

Päivi Leino-Sandberg (University of Helsinki) 

Abstract 

¢Ƙƛǎ ǊŜǇƻǊǘ ŀŘŘǊŜǎǎŜǎ ǘƘŜ ƭŜƎŀƭ ŀǎǇŜŎǘǎ ƻŦ Ƙƻǿ ǘƘŜ 9¦Ωǎ /ƻƘŜǎƛƻƴ tƻƭƛŎȅ Ƙŀǎ ŎƘŀƴƎŜŘ ƻǾŜǊ ǘƘŜ Ǉŀǎǘ 
decade, exploring the legal argumentation behind its transformation. CP used to be understood 
as a policy with distinct features and clear limits, characterised by its focus on reducing disparities 
between the levels of development of the various regions and the backwardness of the least fa-
voured regions (Article 174 TFEU), but with Treaty-based linkages to environmental aims and 
trans-European networks. CP has relied on national co-funding and engaging local and regional 
actors.  

The 2021-2027 MFF, and in particular the NGEU, took CP in a completely different direction. The 
first section of the Report demonstrates how this change has (in practical terms, without a formal 
Treaty amendment) affected the division of competence between the EU and its MSs and the 
application of the principle of subsidiarity. CP now stretches to nearly anything that the EU funds, 
irrespective of any pre-existing competence limitations. The Report explains in detail how the in-
ǘŜǊǇǊŜǘŀǘƛƻƴ ƻŦ ǘƘŜ 9¦Ωǎ ŎƻƳǇŜǘŜƴŎŜ ƛƴ CP was gradually broadened in the institutions without 
public debate. This examination is based on previously undisclosed internal legal advice and Court 
pleadings used by the Commission and Council, to which the institutions have granted public ac-
cess for the purposes of this Report.  

The Report then analyses the scope and uses of RRF fǳƴŘƛƴƎΣ ƛǘǎ ŘŜǎƛƎƴ ŀǎ άƳƻƴŜȅ ŦƻǊ ǊŜŦƻǊƳǎέΣ 
the effect of this funding on subsidiarity and finally questions whether any legal constraints remain 
or are relevant after the transformation of CP through the NGEU. In the ongoing mid-term review 
of the MFF the Commission draws attention to numerous pressing funding needs of a European 
dimension. At the same time, the largest EU funding vehicle to a large extent ignores these 
broader European priorities, both in law and in practice. Finally, the Report looks at the future of 
EU funding and argues for the introduction of new delimiting principle for how EU funding should 
be used in the future, involving in particular a more fundamental consideration of the EAV of 
measures to be funded.  

1.4.1 Introduction 

Cohesion policies have deep roots in European integration. From the very beginning of the Euro-

pean integration process, large territorial and demographic disparities have been considered a 

potential obstacle to integration and development. The Treaty of Rome (1957) established soli-

darity mechanisms in the form of two funds: the ESF to mitigate the social consequences of abol-

ishing internal barriers in the Articles 123-128 and the EAGGF in Article 40. CP has been a politically 

somewhat undefined but factually constrained EU policy. Until recently, its main purpose has been 

ς in line with Article 174 TFEU - to reduce regional disparities and support underdeveloped regions 

by financing national projects. Its implementation has been tied to two key principles: additional-

ity of MS funding and covering direct costs of projects. These principles are not anchored into the 

 
                                                        
20 Acknowledgement: I thank Richard Crowe, Friedrich Heinemann, Peter Lindseth, Matthias 
Ruffert, Tuomas Saarenheimo and Ruth Weber for various discussions and helpful suggestions and 
Pielpa Ollikainen for assisting in the finalization of the Report.   
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Treaties, but have been established through secondary legislation to secure that EU financing is 

spent well.  

CP Ƙŀǎ ƎǊŀŘǳŀƭƭȅ ŘŜǾŜƭƻǇŜŘ ƛƴǘƻ ƻƴŜ ƻŦ ǘƘŜ 9¦Ωǎ ƳŀƧƻr spending objectives. It has been the subject 

of much criticism since its very establishment. Its task, purpose, and significance have been ques-

tioned, as has been its less advertised but nevertheless well-known use as a way to buy national 

support for contested integration initiatives. Evidence about the effectiveness of the policy re-

mains unclear (Becker, 2019). While the need to reconsider EU spending has been frequently rec-

ognised, in particular to pursue genuine European public goods, the path dependency of budget-

ary discussions has been strong and kept any innovations marginal.  

A significant, albeit temporary, restructuring of EU spending took place in response to the pan-

demic crisis. The NGEU changed the pattern of EU spending for 2021-2027 radically, though not 

in terms of breaking any glass ceilings for the funding of European public goods. The main spending 

vehicle of the NGEU, the RRF, relies for its legal basis on CP, helping cohesion policies overtake 

agriculture as the largest EU policy area by a comfortable margin in the present MFF period. The 

way the NGEU recast the content of cohesion policies was radical.  

The transformation has fairly little to do with the original objectives of CP - reducing regional dis-

parities and supporting underdeveloped regions. Instead, the transformation, which took place in 

several successive stages, is closely related to the asymmetric construction of the EMU. First, the 

Eurocrisis gaǾŜ ōƛǊǘƘ ǘƻ ǘƘŜ 9ǳǊƻǇŜŀƴ {ŜƳŜǎǘŜǊΣ ŀƛƳŜŘ ǘƻ ǎǘǊŜƴƎǘƘŜƴ ǘƘŜ 9¦Ωǎ ǊƻƭŜ ƛƴ ǎƘŀǇƛƴƎ MSǎΩ 

policies in areas that fall under their national competence. Second, the growing frustration with 

its perceived ineffectiveness led to increasingly determined efforts to leverage EU funds to steer 

MSs towards better economic policies, in particular as regards structural policies. The first mani-

festation of this approach was the macroeconomic conditionality of structural and investment 

funds introduced in the CPR (Center for European Policy Studies, 2020). A few years later, the idea 

was developed further, in the form of a dedicated euro area budget line within the EU budget, 

devoted to improving euro area MSǎΩ ŜŎƻƴƻƳƛŎ ǇƻƭƛŎƛŜǎ όWǳƴŎƪŜǊΣ нлмтύΦ ¢ƘŜ ǇǊƻǇƻǎŀƭ ŜƴǘŀƛƭŜŘ 

two CP instruments of a completely new kind. The first instrument was the Reform Delivery Tool 

(RDT) (COM(2018) 391 final), which was to provide MSs pure grants as reward for implementing 

structural reforms identified in the country-specific recommendations and deemed desirable by 

the Commission. The second instrument was the European Investment Stabilization Function 

(EISF) (COM(2018) 387 final), which sought to introduce an element of cyclical stabilisation by 

providing loans to euro area and ERM2 MSs from a modeǎǘ ŦƛƴŀƴŎƛŀƭ ŜƴǾŜƭƻǇŜ όϵол ōƛƭƭƛƻƴύΦ Lƴ 

2019, both were superseded by a new Commission proposal for a Budgetary Instrument for Con-

vergence and Competitiveness (BICC) that essentially merged the two instruments into one 

(COM(2019) 354 final). The BICC was to draw on the EU budget, and envisaged a process where 

MSs would submit proposals for packages of reforms and investments, linked to National Reform 

Programmes (COM(2020) 408 final, pp. 1-2). While none of these instruments were approved, 

they introduced a new understanding of the legal scope of EU CP, with significant consequences 

for how EU funding is spent. They all sought to rely ς alone or to a large extent ς on the flexibility 

clause for CP (Article 175, 3rd paragraph, TFEU) for their legal basis. Despite the fundamental ef-

fects on how CP is understood, these new readings provoked no discussion at the time (Leino & 

Saarenheimo, 2017). 
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In early 2020, the pandemic rearranged political imperatives and presented an opportunity for a 

far more ambitious plan in the form of the NGEU package and its RRF. The RRF is a funding pro-

gramme with nearly no substantive limits. It is now difficult to see what government task could 

not be construed as being within the reach of cohesion policies. From a competence perspective, 

the new understanding of CP has clear implications on policy fields where EU competence is con-

strained under the EU Treaties.  

The EU can act only if it can identify a legal basis for its action, allocating it competence to approve 

measures in relation to the question at hand. Such allocation can be explicit (a Treaty Article ad-

dressing the issue specifically) or implicit (see Article 3(2) TFEU on competence to conclude exter-

nal agreements). Often EU acts also based on broad competence clauses (such as Article 114 TFEU 

relating to approximation of MSǎΩ ƭŜƎƛslation in the area of the internal market). The legal basis is, 

under established Court jurisprudence, chosen on the basis of the objective and the substance of 

the measure, aiming at one legal basis representing the centre of gravity of the act.21 What often 

influences this choice in practice is the fact that EU competence falls under three main categories: 

exclusive (such as monetary or commercial policy), shared with the MSs (in areas such as the In-

ternal Market, Environment, CP, Trans-European Networks and selected areas of Social Policy) and 

supportive competence. In the latter areas EU role is limited and cannot be used to harmonise 

national legislation, which often makes the EU Institutions seek competence justifications else-

where (Leino-Sandberg, 2017).  

CP falls under the competences that are shared between the Union and the MSs (Article 4(2)(c) 

TFEU). In these areas,  

the Union and the Member States may legislate and adopt legally binding acts in that area. The 

Member States shall exercise their competence to the extent that the Union has not exercised 

its competence. The Member States shall again exercise their competence to the extent that 

the Union has decided to cease exercising its competence. 

In addition, in the areas of economic, employment and most aspects of social policy the role of 

the EU is limited to coordinating MS policies (Article 5 TFEU). EU action in areas that do not fall 

under its exclusive competence are subject to a subsidiarity test: it should act only if EU action 

provides value added to MSs acting on their own.  

Lƴ ǊŜŎŜƴǘ ȅŜŀǊǎΣ ŦƛƴŀƴŎƛƴƎ Ƙŀǎ ōŜŎƻƳŜ ǘƘŜ 9¦Ωǎ ƪŜȅ ǘƻƻƭ ŦƻǊ ǇǊƻƳƻǘƛƴƎ ƛǘǎ ƛƴǎǘƛǘǳǘƛƻƴŀƭ ŀƎŜƴŘŀΦ 

While the Union does not formally legislate in areas of MS competence, it uses its money actively 

to steer MSǎΩ ŎƘƻƛŎŜǎ ƛƴ ǘƘƻǎŜ ŀǊŜŀǎΦ ²ƘƛƭŜ ƻŦǘŜƴ ŜȄǇƭŀƛƴŜŘ ŀǎ ΨƛƴǘŜƎǊŀǘƛƻƴ ǘƘǊƻǳƎƘ ŦǳƴŘƛƴƎΩΣ ƛǘ ƛǎ 

questionable whether this represents integration at all: the MSs are not steered towards a uniform 

model, as each of them adopts national policies that the EU funds. These developments have 

blurred ς and intentionally so - the distinction between CP, on the one hand, and the coordination 

of fiscal and economic policy coordination, on the other hand. They also introduced a new reading 

of the principle of subsidiarity (Article 5(3) TEU), which generally relates to the exercise of Union 

competence. Subsidiarity argumentation has now been introduced to matters clearly falling under 

 
                                                        
21 See C-620/18 Hungary v European Parliament, ECLI:EU:C:2020:1001, para 38. 
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national competence, to justify Union intervention. This not innocent from a competence per-

spective. It is also highly problematic for the functioning of national democratic processes; for 

ensuring audit and accountability of how the funds are spent.  

The following section will provide the legal background: it will explain the legal framework of CP 

in the EU Treaties and how the limits of this framework have been traditionally understood and 

ŀǇǇƭƛŜŘΣ ŀƴŘ Ƙƻǿ ǘƘŜ ƛƴǘŜǊǇǊŜǘŀǘƛƻƴ ƻŦ ǘƘŜ 9¦Ωǎ ŎƻƳǇŜǘŜƴŎŜ ƛƴ CP was gradually broadened in the 

EU Institutions without public debate. This examination is based on legal advice used by the Com-

mission and Council, to which I have requested public access for the purposes of this examination. 

In its reply, the Commission identified a small number of documents involving minor technical 

amendments to draft proposals from the final stages preceding their formal approval,22 but re-

fused to hand out any actual legal analyses concerning the legislative proposals and their legal 

justification;23 in fact claims that no such analyses exist.24 This argument is implausible, given the 

amount of legal rethinking that has gone into enabling the transformation of CP and EU spending 

that has been led by the Commission services ς and that members of its Legal Service have in their 

academic writings described as a process where the Institǳǘƛƻƴǎ ƘŀǾŜ άǘǳǊƴŜŘ ǊŜǇŜŀǘŜŘƭȅ ǘƻ ǘƘŜ 

CP chapter of the Treaty (Articles 175 to 178 TFEU) when considering such measures. It has done 

so, in large part, because the economic policy chapter of the TFEU allows for coordination 

measures but is relatively restǊƛŎǘƛǾŜ ǿƘŜƴ ƛǘ ŎƻƳŜǎ ǘƻ ǘƘŜ ŀŘƻǇǘƛƻƴ ƻŦ ŀŎǘǎ ƻŦ ŀ ƳƻǊŜ ΨōƛƴŘƛƴƎΩ 

ŎƘŀǊŀŎǘŜǊΦέ όCƭȅƴƴΣ нлмфύΦ The Council Legal Service (CLS) identified four legal opinions that analyse 

Commission proposals25 and following a confirmatory application, provided access to them (Leino-

Sandberg & Lindseth 2023). In addition, I have requested and received public access to the Court 

pleadings of all three institutions (Commission, European Parliament and Council) in Case C-

166/07, Parliament v. Council, which is so far the only case dealing with the scope of CP and the 

legal basis in Article 175, 3rd paragraph, TFEU. These documents are used in the report to make 

the institutional legal argumentation visible and enable its critical analysis. 

 
                                                        
22 Decision by the Director General of the Commission Legal Service, Ref. Ares(2023)3614045 - 
24/05/2023.  

23 /ƻƳƳƛǎǎƛƻƴ ŘŜŎƛǎƛƻƴ /όнлноύ рулс ŬƴŀƭΣ .ǊǳǎǎŜƭǎΣ ннΦлуΦнлноΦ  

24 5ŜŎƛǎƛƻƴ ōȅ ǘƘŜ 5ƛǊŜŎǘƻǊ DŜƴŜǊŀƭ ƻŦ ǘƘŜ /ƻƳƳƛǎǎƛƻƴ [ŜƎŀƭ {ŜǊǾƛŎŜΣ wŜŦΦ !ǊŜǎόнлноύсфтпрсу π 
моκмлκнлноΦ 

25 Decision taken by the Council Secretariat, Ref. 23/0861-em/ns identifies the following opinions: 
5347/19 ς Opinion of the Legal service on the Proposal for a Regulation of the European Parlia-
ment and of the Council on the establishment of a European Investment Stabilisation Function; 
6582/19 ςOpinion of the Legal service on the Proposal for a Regulation of the European Parliament 
and of the Council on the establishment of the Reform Support Programme; 5483/20 ς Opinion of 
the Legal service on the Proposal for a Regulation of the European Parliament and of the Council 
on the establishment of the Reform Support Programme; 13116/19 + REV1 ς Contribution of the 
Legal Service on the Proposal for a Regulation of the European Parliament and of the Council on a 
governance framework for the BICC for the euro area.  
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¢ƘŜ ǘƘƛǊŘ ǎŜŎǘƛƻƴ ŘŜǎŎǊƛōŜǎ ǘƘŜ άƴŜǿ CPέ ƛƴǘǊƻŘǳŎŜŘ ōȅ bD9¦ ŀƴŘ ƛǘǎ ǇǊŀŎǘƛŎŀƭ ƛƳǇƭƛŎŀǘƛƻƴǎΣ ƛƴπ

cluding instruments that have been approved until the summer of 2023. The final section is dedi-

cated to a discussion of the future of EU funding. In the ongoing mid-term review of the MFF the 

Commission draws attention to numerous pressing funding needs of a European dimension (COM 

(2023) 336 final). This Report highlights that at the same time, the largest EU funding vehicle to a 

large extent ignores these broader European priorities, both in law and in practice. 

1.4.2 Development of EU Cohesion Policy 

1.4.2.1 Cohesion Policy in the EU Treaties and budget 

The core EU budget is small, relative to the federal budgets of mature federations, just slightly 

over 1% of the EU GNI. From its very beginning, it has evolved primarily as a tool for facilitating 

trade and economic integration. The benefits of free trade are not always shared equally, and free 

movement of capital and labour can lead to the agglomeration of economic activity in some geo-

graphic areas at the expense of impoverishing others. The EU budget has been a tool to deal with 

such tendencies, partly by supporting vulnerable regions, partly by compensating those MSs that 

feel threatened by free trade. As such, it has been instrumental in securing political support for 

integration.  

In the early days, this task was performed mainly through the CAPs. The CAP served to facilitate 

agreement on the removal of internal tariffs on agricultural products, but also provided a mecha-

nism to rebalance the perceived asymmetric benefits of trade in manufactured goods. In 1975, 

the ERDF was created (to complement the ESF and EAGGF created already in 1957), justified with 

ǊŜŦŜǊŜƴŎŜ ǘƻ Ƙƻǿ άan effective policy on regional structures is an essential prerequisite to the 

realization of EMUέ ǿƘƛƭŜ ǊŜŎƻƎƴƛǎƛƴƎ ǘƘŀǘ ŀƭƭƻŎŀǘƛƻƴ ƻŦ ŦǳƴŘǎ ǎƘƻǳƭŘ ǘŀƪŜ ƛƴǘƻ ŀŎŎƻǳƴǘ ōƻǘƘ ǘƘŜ 

regional and the Community perspective.26 The ERDF introduced programming by objectives, ge-

ographical prioritisation and additionality to national investments, all intended to foster good gov-

ernance in the beneficiary regions (Cipriani, 2018). Beyond the Treaty provisions on structural 

funds, there are neither general nor specific Treaty provisions that could be used to establish a 

large-scale transfer system between the MSs. 

CǊƻƳ ǘƘŜ мфулΩǎ ƻƴǿŀǊŘΣ ǇŀǊŀƭƭŜƭ ǿƛǘƘ ǘƘŜ ŎǊŜŀǘƛƻƴ ƻŦ ǘƘŜ ŀƳōƛǘƛƻǳǎ ǎƛƴƎƭŜ ƳŀǊƪŜǘ ŀƎŜƴŘŀ ŀƴŘ the 

successive accession of relatively less developed new MSs, the role of redistribution has been in-

creasingly taken over by ǘƘŜ ¦ƴƛƻƴΩǎ CP. It saw a massive increase in its size and started to ap-

proach CAP as the largest Union policy. In 1994, the CF was also created to provide a financial 

contribution to projects in the fields of the environment and trans-European networks.27 With the 

Single European Act (1986) economic and social cohesion became an explicit competence of the 

European Community, defined ƛƴ ǇŀǊǘƛŎǳƭŀǊ ǘƘǊƻǳƎƘ ǘƘŜ ŀƛƳ ƻŦ έǊŜŘǳŎƛƴƎ ŘƛǎǇŀǊƛǘƛŜǎ ōŜǘǿŜŜƴ ǘƘŜ 

 
                                                        
26 Regulation (EEC) No 724/75 of the Council of 18 March 1975 establishing a European Regional 
Development Fund, OJ L 73, 21.3.1975, s. 1τ7, Preamble.  

27 Council Regulation (EC) No 1164/94 of 16 May 1994 establishing a Cohesion Fund.  
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various regions and the backwardness of the least-ŦŀǾƻǳǊŜŘ ǊŜƎƛƻƴǎέΦ28 The importance of these 

funds further increased with the enlargement of 2004 to countries facing regional and industrial 

challenges (Cipriani, 2018).  

In 2008, the Treaty of Lisbon introduced a third dimension of EU cohesion in the form of territorial 

ŎƻƘŜǎƛƻƴΣ ŀƴŘ ŘŜŦƛƴŜŘ ǎǘǊŜƴƎǘƘŜƴƛƴƎ ǘƘŜ 9¦Ωǎ ŜŎƻƴƻƳƛŎΣ ǎƻŎƛŀƭ ŀƴŘ ǘŜǊǊƛǘƻǊƛŀƭ ŎƻƘŜǎƛƻƴ ŀǎ ŀƴ 9¦ 

objective.29 Dirk Ahnert, Director General of DG REGIO at the EC, explained in 2009 that the terri-

torial approach is what characterises this policy area: ά¢ƘŜ ǎŜƭŜŎǘƛƻƴ ƻŦ ǊŜƎƛƻƴǎ ŀǎ ǘƘŜ ōŀǎƛǎ ƻƴ 

which CP is implemented not only responds to the mandate given to CP by the Treaty to promote 

ǊŜƎƛƻƴŀƭ ŘŜǾŜƭƻǇƳŜƴǘΦέ ό!ƘƴŜǊΣ нлмфΣ ǇΦ пύΦ He goes on to spell out the reasoning why cohesion 

policies focus on regions rather than on MSǎΥ ά¢ƻ ǊŜŦƭŜŎǘ ǘƘŜ ǎǇŜŎƛŦƛŎƛǘƛŜǎ ƻŦ ǘƘŜ ƭƻŎŀƭ ŎƻƴǘŜȄǘΣ ǘƘŜ 

policy should target territories featuring sufficient homogeneity. EU countries rarely correspond 

to such territoriesΦέ (Ahner, 2019, p.4). This encapsulates the traditional thinking of EU cohesion 

policies. 

1.4.2.2 Competence and the EU budget 

¢ƘŜ 9¦ ōǳŘƎŜǘ ƛǎ ƴƻǘ Ƨǳǎǘ ŀōƻǳǘ ƳƻƴŜȅ ōǳǘ ŀ άƭƛǘƳǳǎ ǘŜǎǘ ƻŦ ǘƘŜ 9ǳǊƻǇŜŀƴ ƛƴǘŜƎǊŀǘƛƻƴ ǇǊƻŎŜǎǎέΤ 

ǘƘŜ ŀǊǊŀƴƎŜƳŜƴǘǎ άǊŜŦƭŜŎǘ ǘƘŜ ōŀƭŀƴŎŜ ƻŦ ǇƻǿŜǊǎ ŀƴŘ ǘƘŜ ǎƘŀǊŜ ƻŦ ŎƻƳǇŜǘŜƴŎŜǎ ōŜǘǿŜŜƴ ǘƘŜ 9¦ 

ŀǎ ǘŜǊǊƛǘƻǊƛŀƭ ŎƻƭƭŜŎǘƛǾƛǘȅ ŀƴŘ ƛǘǎ aŜƳōŜǊ {ǘŀǘŜǎέ ό/ƛǇǊƛŀƴƛΣ нлмуΣ ǇΦ мпнύΦ ¢ǊŀŘƛǘƛƻƴŀƭƭȅ 9¦ ŦǳƴŘƛƴƎ 

has indeed followed EU competence. When the EU has wished to fund something, this has re-

quired not only adding the relevant entry in the budget but also approving a legal act on the mat-

ǘŜǊΣ ǿƘƛŎƘ ǊŜǉǳƛǊŜǎ ŀ ƭŜƎŀƭ ōŀǎƛǎ ƛƴ ǘƘŜ 9¦ ¢ǊŜŀǘƛŜǎΦ CƻǊ ǘƘŜ /ƻǳǊǘΣ άώǘϐhe requirement that a basic 

act must be adopted before an appropriation is implemented derives directly from the scheme of 

the Treaty, in accordance with which the conditions governing the exercise of legislative powers 

ŀƴŘ ōǳŘƎŜǘŀǊȅ ǇƻǿŜǊǎ ŀǊŜ ƴƻǘ ǘƘŜ ǎŀƳŜΦέ30 The EU Financial Regulation repeats the same princi-

ple: άAppropriations entered in the budget for any Union action shall only be used if a basic act 

Ƙŀǎ ōŜŜƴ ŀŘƻǇǘŜŘΦέ31 Under Article 2 of the same Regulation, 

ΨōŀǎƛŎ ŀŎǘΩ ƳŜŀƴǎ ŀ ƭŜƎŀƭ ŀŎǘΣ ƻǘƘŜǊ ǘƘŀƴ ŀ ǊŜŎƻƳƳŜƴŘŀǘƛƻƴ ƻǊ ŀƴ ƻǇƛƴƛƻƴΣ ǿƘƛŎƘ provides a 

legal basis for an action and for the implementation of the corresponding expenditure entered 

 
                                                        
28 !ǊǘƛŎƭŜ молŀΥ έLƴ ƻǊŘŜǊ ǘƻ ǇǊƻƳƻǘŜ ƛǘǎ ƻǾŜǊŀƭƭ ƘŀǊƳƻƴƛƻǳǎ ŘŜǾŜƭƻǇƳŜƴǘΣ ǘƘŜ /ƻƳƳǳƴƛǘȅ ǎƘŀƭƭ 
develop and pursue its actions leading to the strengthening of its economic and social cohesion . 
In particular the Community shall aim at reducing disparities between the various regions and the 
backwardness of the least-ŦŀǾƻǳǊŜŘ ǊŜƎƛƻƴǎΦέ 

29 !ǊǘƛŎƭŜ оόнύ ¢9¦Υ έIt shall promote economic, social and territorial cohesion, and solidarity 
among Member States.έ 
30 Case C-106/96, UK v Commission, para 28. See also Case 242/87 Commission v Council, para 16-
18.  

31 Regulation (EU, Euratom) 2018/1046 on the financial rules applicable to the general budget of 
the Union, amending Regulations (EU) No 1296/2013, (EU) No 1301/2013, (EU) No 1303/2013, 
(EU) No 1304/2013, (EU) No 1309/2013, (EU) No 1316/2013, (EU) No 223/2014, (EU) No 283/2014, 
and Decision No 541/2014/EU and repealing Regulation (EU, Euratom) No 966/2012, Article 58(1). 
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in the budget or of the budgetary guarantee or financial assistance backed by the budget, and 

which may take any of the following forms ώΧϐ 

The Article then refers specifically to legal acts approved under the TFEU, the Euratom Treaty or 

specific articles in the EU Treaty. In practice this has meant that the EU has been able to fund 

matters only to the extent they fall under EU competence, the matter has been regulated in EU 

legislation and to the extent it has been possible to identify an explicit or more general legal basis 

for the act. The Treaties include various legal bases that refer explicitly to the possibility to direct 

EU funds to promote a cause, (such as Article 40(3) TFEU on agricultural guidance and guarantee 

funds, or Article 162 TFEU on the ESF), or where the idea of funding is implicit but clearly a part of 

the envisaged EU toolkit (such as development cooperation, economic, financial and technical co-

operation or humanitarian aid).  

Competence considerations are somewhat less straightforward in policy areas where the EU pri-

marily works through funding rather than legislative action. Unlike in areas such as the internal 

market, agriculture or environment, where regulation is about creating substantive EU legislation 

that applies in the whole EU, cohesion policies are primarily about setting a legislative framework 

for directing funds and creating conditions for allocating Union funding to certain national pro-

jects. In other words, while CP has a number of Treaty-ōŀǎŜŘ ƻōƧŜŎǘƛǾŜǎ ǊŜƭŀǘƛƴƎ ǘƻ Ψreducing dis-

parities between the levels of development of the various regions and the backwardness of the 

ƭŜŀǎǘ ŦŀǾƻǳǊŜŘ ǊŜƎƛƻƴǎΩΣ ǘƘŜǎŜ ƻōƧŜŎǘives are reached by funding measures at national or regional 

levels, not by exercising a substantive legislative and regulatory competence aiming at bringing 

national legislation in line with a uniform EU model. The modus operandi of CP is somewhat similar 

to that in development policy (Article 208 TFEU) or humanitarian aid (Article 212 TFEU) where the 

Treaty defines various EU objectives to be conducted in third states. However, in these areas the 

Treaty specifies that άthe Union shall have competence to carry out activities and conduct a com-

mon policy; however, the exercise of that competence shall not result in MSs being prevented 

ŦǊƻƳ ŜȄŜǊŎƛǎƛƴƎ ǘƘŜƛǊǎέ ό!ǊǘƛŎƭŜ пόпύ ¢C9¦ύΦ bƻ ǎǳŎƘ ŎƭŀǳǎŜ ŎƭŀǊƛŦȅƛƴƎ ǘƘŜ ǊŜƭŀǘƛƻƴǎƘƛǇ ƻŦ 9¦ ŦǳƴŘƛƴƎ 

action on national policy competence exists for CP; therefore, one would assume that it follows 

the competence division in the policy field that is relevant for the measures that are to be funded. 

!ŦǘŜǊ ŀƭƭΣ ΨŜŀŎƘ ǇǊƻǾƛǎƛƻƴ ƻŦ 9¦ ƭŀǿ Ƴǳǎǘ ōŜ ƛƴǘŜǊǇǊŜǘŜŘ ƛƴ ǎǳŎƘ ŀ ǿŀȅ ŀǎ ǘƻ ƎǳŀǊŀƴtee that there 

ƛǎ ƴƻ ŎƻƴŦƭƛŎǘ ōŜǘǿŜŜƴ ƛǘ ŀƴŘ ǘƘŜ ƎŜƴŜǊŀƭ ǎŎƘŜƳŜ ƻŦ ǿƘƛŎƘ ƛǘ ƛǎ ǇŀǊǘΩ ό[ŜƴŀŜǊǘǎ ϧ DǳǘƛŞǊǊŜȊ-Fons, 

2013). 

1.4.2.3 The legal framework of Cohesion Policy 

The system of structural funds has an explicit legal basis in the Treaties,32 which recognise a con-

nection between economic and cohesion policies.33 Article 174 TFEU establishes the objectives of 

CPΥ άǊŜŘǳŎƛƴƎ ŘƛǎǇŀǊƛǘƛŜǎ ōŜǘǿŜŜƴ ǘƘŜ ƭŜǾŜƭǎ ƻŦ ŘŜǾŜƭƻǇƳŜƴǘ ƻŦ ǘƘŜ ǾŀǊƛƻǳǎ ǊŜƎƛƻƴǎ ŀƴŘ ǘƘŜ ōŀŎƪπ

ǿŀǊŘƴŜǎǎ ƻŦ ǘƘŜ ƭŜŀǎǘ ŦŀǾƻǳǊŜŘ ǊŜƎƛƻƴǎέΣ ŀƴŘ ŦǳǊǘƘŜǊ ŘŜŦƛƴŜǎ ǘƘŀt [a]mong the regions concerned, 

 
                                                        
32 Art. 162-164, Art. 170-172, Art. 174-178 TFEU.  

33 !ǊǘƛŎƭŜ мтр ¢C9¦ ŜǎǘŀōƭƛǎƘŜǎ ŀƴ ƻōƭƛƎŀǘƛƻƴ ŦƻǊ ǘƘŜ aŜƳōŜǊ {ǘŀǘŜǎ ǘƻ άŎƻƴŘǳŎǘ ǘƘŜƛǊ ŜŎƻƴƻƳƛŎ 
ǇƻƭƛŎƛŜǎ ŀƴŘ ǎƘŀƭƭ ŎƻƻǊŘƛƴŀǘŜ ǘƘŜƳ ƛƴ ǎǳŎƘ ŀ ǿŀȅ ŀǎΣ ƛƴ ŀŘŘƛǘƛƻƴΣ ǘƻ ŀǘǘŀƛƴ άǘƘŜ /ƻƘŜǎƛƻƴ tƻƭƛŎȅ 
objectives (Article 174 TFEU). 
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particular attention shall be paid to rural areas, areas affected by industrial transition, and regions 

which suffer from severe and permanent natural or demographic handicaps such as the northern-

most regions with very low population density and island, cross-ōƻǊŘŜǊ ŀƴŘ Ƴƻǳƴǘŀƛƴ ǊŜƎƛƻƴǎΦέ 

Article 175 TFEU establishes connections with other fields of Union policy. It first requires the MSs 

ǘƻ ŎƻƴŘǳŎǘ ǘƘŜƛǊ ŜŎƻƴƻƳƛŎ ǇƻƭƛŎƛŜǎ ŀƴŘ έŎƻƻǊŘƛƴŀǘŜ them in such a way as, in addition, to attain 

the objectives set out in Article мтпέΦ Lƴ ŀŘŘƛǘƛƻƴ ǘƻ ǘƘŜ ¢ǊŜŀǘȅ ǇǊƻǾƛǎƛƻƴǎΣ ǘƘŜǊŜ ƛǎ ŀƭǎƻ ŀ ǎǇŜŎƛŦƛŎ 

protocol (No. 28) on economic, social and territorial cohesion annexed to the Treaties and with 

the same legal status (European Committee of the Regions, 2023). 

The Treaties establish that the formulation and implementation its internal market policies and 

actions are to take into account and contribute to the objectives of CP. In this way, its aims have 

a similar characteristic to environmental protection requirements, which άƳǳǎǘ ōŜ ƛƴǘŜƎǊŀǘŜŘ ƛƴǘƻ 

ǘƘŜ ŘŜŦƛƴƛǘƛƻƴ ŀƴŘ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ ƻŦ ǘƘŜ ¦ƴƛƻƴϥǎ ǇƻƭƛŎƛŜǎ ŀƴŘ ŀŎǘƛǾƛǘƛŜǎέ ƛƴ ŀ ƘƻǊƛȊƻƴǘŀƭ ƳŀƴƴŜǊ 

(Article 11 TFEU). In planning action in other policy areas, the effect of the envisaged action on CP 

objectives must be considered. But as the Committee of Regions has pointed out, there are cur-

rently no mechanisms in place for ensuring this principle is indeed observed (European Committee 

of the Regions, 2023). The Union is also to support the achievement of these objectives by the 

action it takes through the Structural Funds,34 the European Investment Bank and the other exist-

ing Financial Instruments. Article 176 TFEU specifies that the άEuropean Regional Development 

Fund is intended to help to redress the main regional imbalances in the Union through participa-

tion in the development and structural adjustment of regions whose development is lagging be-

hind and in the conversion of decliniƴƎ ƛƴŘǳǎǘǊƛŀƭ ǊŜƎƛƻƴǎέΦ Article 177 TFEU includes a legal basis 

ŦƻǊ ǘƘŜ ŘŜŦƛƴƛǘƛƻƴ ƻŦ άǘƘŜ ǘŀǎƪǎΣ ǇǊƛƻǊƛǘȅ ƻōƧŜŎǘƛǾŜǎ ŀƴŘ ǘƘŜ ƻǊƎŀƴƛǎŀǘƛƻƴ ƻŦ ǘƘŜ {ǘǊǳŎǘǳǊŀƭ CǳƴŘǎέ 

ŀƴŘ ǘƘŜ άƎŜƴŜǊŀƭ ǊǳƭŜǎ ŀǇǇƭƛŎŀōƭŜ ǘƻ ǘƘŜƳ ŀƴŘ ǘƘŜ ǇǊƻǾƛǎƛƻƴǎ ƴŜŎŜǎǎŀǊȅ ǘƻ ŜƴǎǳǊŜ ǘƘŜƛǊ ŜŦŦŜŎtive-

ƴŜǎǎ ŀƴŘ ǘƘŜ ŎƻƻǊŘƛƴŀǘƛƻƴ ƻŦ ǘƘŜ CǳƴŘǎέ ƛƴ ǘƘŜ ƻǊŘƛƴŀǊȅ ƭŜƎƛǎƭŀǘƛǾŜ ǇǊƻŎŜŘǳǊŜΣ ǿƘƛŎƘ ƛǎ ŀƭǎƻ ǘƻ ōŜ 

used for setting up a CF ǘƻ ǇǊƻǾƛŘŜ έŀ ŦƛƴŀƴŎƛŀƭ ŎƻƴǘǊƛōǳǘƛƻƴ ǘƻ ǇǊƻƧŜŎǘǎ ƛƴ ǘƘŜ ŦƛŜƭŘǎ ƻŦ ŜƴǾƛǊƻƴƳŜƴǘ 

and trans-European networks in the area of transpoǊǘ ƛƴŦǊŀǎǘǊǳŎǘǳǊŜέΦ 9ƴǾƛǊƻƴƳŜƴǘŀƭ ǇƻƭƛŎȅ ŀƴŘ 

trans-European networks thus enjoy a prime place in CP as they are specifically integrated into the 

action to be taken under the CF.  

In these areas, different EU competences and legal bases seem partially overlapping. Traditionally 

a great part of environmental funding has been channelled through funds in other policy areas, in 

particular agriculture and cohesion, while policy funds specifically dedicated to environmental pol-

icy have remained scarce.35 The possibility of using the CF to finance άspecific projects in MSs in 

ǘƘŜ ŀǊŜŀ ƻŦ ǘǊŀƴǎǇƻǊǘ ƛƴŦǊŀǎǘǊǳŎǘǳǊŜέ ƛǎ ŀƭǎƻ ŜȄǇƭƛŎƛǘƭȅ ƳŜƴǘƛƻƴŜŘ ƛƴ !ǊǘƛŎƭŜ мтмόмύ ¢C9¦ ƻƴ ǘǊŀƴǎ-

European networks. In addition, trans-European networks is also defined as self-standing shared 

competence in the Treaties and refers to such networks in the areas of transport, telecommuni-

cations and energy infrastructures, with explicit Treaty provisions in Title XVI of the TFEU. The legal 

 
                                                        
34 European Agricultural Guidance and Guarantee Fund, Guidance Section; ESF; European Regional 
Development Fund. 

35 See however Regulation (EU) 2021/783 establishing a Programme for the Environment and Cli-
mate Action (LIFE), and repealing Regulation (EU) No 1293/2013, which is based on Article 192(1) 
TFEU. 
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basis in Article 172 TFEU has been used to approve various legal acts and funding measures in 

these areas.36 A topical example of this is the Rail Baltica project, which is financed by the three 

Baltic States and co-funded by the EU up to 85% of the total eligible costs under the Connecting 

Europe Facility (CEF) funding instrument on development of high performing, sustainable and ef-

ficiently interconnected trans-European networks in the fields of transport, energy and digital ser-

vices.37 CEF is not a CP instrument but is based on Articles 172 TFEU and Article 194 TFEU.  

The Treaty provisions have been further developed into an integrated legislative framework 

through secondary legislation. Traditionally the legal basis in Article 177 TFEU has been used to 

regulate the structural funds.38 These regulations establish the main policy objectives and the rules 

of (shared) management39 but also define what kind of regions are entitled to support.40 Regula-

tion (EU) 2021/1058 further defines action taken by the ERDF and the CF. The former is specifically 

aimed to  

reducing disparities between the levels of development of the various regions within the Union, 

and to reducing the backwardness of the least favoured regions through participation in the 

 
                                                        
36 See e.g. Regulation (EU) 2022/869 on guidelines for trans-European energy infrastructure; Di-
rective (EU) 2021/1187 on streamlining measures for advancing the realisation of the trans-Euro-
pean network; Regulation (EU) 2021/1153 establishing the CEF; Regulation (EU) 2021/694 estab-
lishing the Digital Europe Programme. 

37 Regulation (EU) 2021/1153 establishing the CEF and repealing Regulations (EU) No 1316/2013 
and (EU) No 283/2014  

38 Regulation (EU) 2021/1060 laying down common provisions on the European Regional Devel-
opment Fund, the ESF Plus, the CF, the JTF and the European Maritime, Fisheries and Aquaculture 
Fund and financial rules for those and for the Asylum, Migration and Integration Fund, the Internal 
Security Fund and the Instrument for Financial Support for Border Management and Visa Policy; 
Regulation (EU) 2021/1058 of 24 June 2021 on the European Regional Development Fund and on 
the Cohesion Fund;  Regulation (EU) No 1303/2013 laying down common provisions on the Euro-
pean Regional Development Fund, the ESF, the Cohesion Fund, the EAFRD and the European Mar-
itime and Fisheries Fund and laying down general provisions on the European Regional Develop-
ment Fund, the ESF, the Cohesion Fund and the European Maritime and Fisheries Fund and re-
pealing Council Regulation (EC) No 1083/2006; Regulation (EU) No 1300/2013 2013 on the Cohe-
sion Fund and repealing Council Regulation (EC) No 1084/2006; Regulation (EU) 2018/1719 
amending Regulation (EU) No 1303/2013 as regards the resources for economic, social and terri-
torial cohesion and the resources for the Investment for growth and jobs goal; Regulation (EU, 
Euratom) 2018/1046 on the financial rules applicable to the general budget of the Union, amend-
ing Regulations (EU) No 1296/2013, (EU) No 1301/2013, (EU) No 1303/2013, (EU) No 1304/2013, 
(EU) No 1309/2013, (EU) No 1316/2013, (EU) No 223/2014, (EU) No 283/2014, and Decision No 
541/2014/EU and repealing Regulation (EU, Euratom) No 966/2012; Regulation (EU) 2017/2305 
amending Regulation (EU) No 1303/2013 as regards the changes to the resources for economic, 
social and territorial cohesion and to the resources for the Investment for growth and jobs goal 
and for the European territorial cooperation goal.  

39 See e.g. Regulation (EU) 2021/1060 laying down common provisions, Ibid.   

40 See e.g. Regulation (EU) 2021/1058 on the European Regional Development Fund and on the 
Cohesion Fund, Article 4. 
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structural adjustment of regions whose development is lagging behind and in the conversion of 

declining industrial regions, including by promoting sustainable development and addressing 

environmental challenges (Article 2(2)).  

The CF ƛǎ ǘƻ άŎƻƴǘǊƛōǳǘŜ ǘƻ ǇǊƻƧŜŎǘǎ ƛƴ ǘƘŜ Ŧƛeld of environment and trans-European networks in 

the area of transport infrastructure (TEN-¢ύέΦ !ǊǘƛŎƭŜ п ŘŜŦƛƴŜǎ ǘƘŜ ǎǇŜŎƛŦƛŎ όŀƴŘ ōǊƻŀŘύ ƻōƧŜŎǘƛǾŜǎ 

ƻŦ ǘƘŜ ǘǿƻ ŦǳƴŘǎΣ ŀƴŘ ŜƭŀōƻǊŀǘŜǎ ŦǳǊǘƘŜǊ ǘƘŀǘ ǇǊƻƎǊŀƳƳŜǎ ǘƻ ōŜ ǎǳǇǇƻǊǘŜŘ άƛƴ ŜŀŎƘ MS shall be 

concentrateŘ ŀǘ ƴŀǘƛƻƴŀƭ ƭŜǾŜƭ ƻǊ ŀǘ ǘƘŜ ƭŜǾŜƭ ƻŦ ŎŀǘŜƎƻǊȅ ƻŦ ǊŜƎƛƻƴέ ǘƘŀǘ ƛǎ ǎǇŜŎƛŦƛŜŘ ƛƴ ǘƘŜ wŜƎǳƭŀπ

tion in a way where MSs are be classified, in terms of their GNI ratio to three groups while regions 

are divided into more developed, transition and less developed regions (Article 4). 

There is surprisingly little case law on CP and its scope. In its 1999 judgment on a case where 

Portugal claimed a Council Regulation violated the principle of economic and social cohesion, the 

Court simply stressed that while 

the strengthening of economic and social cohesion is one of the objectives of the Community 

and, consequently, constitutes an important factor, in particular for the interpretation of Com-

munity law in the economic and social sphere, the provisions in question merely lay down a 

programme, so that the implementation of the objective of economic and social cohesion must 

be the result of the policies and actions of the Community and also of the Member States.41 

As an area of shared competence, CP remains subject to the principle of subsidiarity, which is 

about justifying why the EU in a given case not falling under its exclusive competence (i.e. matters 

in relation to which only the EU is competent to act) should act instead of the MSs.42 As the Court 

noted in Case C-508/13,  

Article 5(3) TEU refers to the principle of subsidiarity which provides that the EU, in areas which 

do not fall within its exclusive competence, is to take action only if and insofar as the objectives 

of the proposed action cannot be sufficiently achieved by the Member States and can therefore, 

by reason of the scale or effects of the proposed action, be better achieved by the European 

Union.43 

The application of the principle of subsidiarity presumes the existence of EU competence under 

ǘƘŜ ¢ǊŜŀǘƛŜǎΦ ¢ƘŜ ǇǊƛƴŎƛǇƭŜ ǊŜǉǳƛǊŜǎ έǘƘŀǘ ǘƘŜ ǇǊƻǇƻǎŜŘ ŀŎǘƛƻƴ ŎŀƴΣ ōȅ ǊŜŀǎƻƴ ƻŦ ƛǘǎ ǎŎŀƭŜ ƻǊ ŜŦŦŜŎǘǎΣ 

be better achieved at EU level, given its objectives listed in Article 3 TEU and provisions specific to 

ǾŀǊƛƻǳǎ ŀǊŜŀǎέΦ44 It neither limits or extends EU competence as compared to what is laid down in 

the Treaties, it merely requires a justification for its use. Therefore, the EU  

is to legislate only to the extent necessary and that Community measures should leave as much 

scope for national decision as possible, consistent however with securing the aim of the meas-

ǳǊŜ ŀƴŘ ƻōǎŜǊǾƛƴƎ ǘƘŜ ǊŜǉǳƛǊŜƳŜƴǘǎ ƻŦ ǘƘŜ ¢ǊŜŀǘȅ ώΧϐ ǘƘŜ ǇǊƛƴŎƛǇƭŜ ƻŦ ǎǳōǎƛŘƛŀǊƛǘȅ ŘƻŜǎ ƴƻǘ Ŏŀƭƭ 

 
                                                        
41 Case C-149/96 Portugal v Council [1999] ECR I-8395, para 86. 

42 See also Protocol (No 2) on the application of the principles of subsidiarity and proportionality.  

43 Case C-508/13, Estonia v EP and Council, para 44. 

44 Ibid, para 53. 
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into question the powers conferred on the European Community by the Treaty, as interpreted 

by the Court of Justice.45  

Therefore, while in public debates the principle of subsidiarity is often invoked to challenge exist-

ence of EU competence, according to the Treaties the principle only comes to play when the EU is 

competent to act, and its competence is of another nature than exclusive. Considerations of sub-

sidiarity are also important for EU spending, which should equally depend on 

an assessment of the added value compared to action taken by national governments only. 

This requires establishing to what extent different policy options at EU level would meet 

their objectives, with what benefits, at what cost, with what implications for different stake-

holders, and at what risk of unintended consequences. (Cipriani, 2018, p. 142) 

During the recent years these kinds of considerations have received far too little attention when 

considering the new purposes for which CP funding is used. 

1.4.2.4 Article 175, 3rd paragraph, TFEU 

The recent transformation ς or perhaps more accurately, revolution ς of CP has been enabled by 

Article 175, 3rd paragraph, TFEU ς an obscure, historically little-used clause within the title on 

economic, social and territorial cohesion. Under this provision,  

If specific actions prove necessary outside the Funds and without prejudice to the measures 

decided upon within the framework of the other Union policies, such actions may be adopted 

by the European Parliament and the Council acting in accordance with the ordinary legislative 

procedure and after consulting the Economic and Social Committee and the Committee of the 

Regions. 

The paragraph has an ambiguous wording, and views diverge on whether this is a broad or a nar-

Ǌƻǿ ŜƴŀōƭƛƴƎ ŎƭŀǳǎŜΦ 5Ŝ ²ƛǘǘŜ όнлноύ ŀǊƎǳŜǎ ǘƘŀǘ ǘƘƛǎ ƭŜƎŀƭ ōŀǎƛǎ άǇŀǊǘŀƪŜǎ ƛƴ ǘƘŜ ōǊƻŀŘƭȅ ŘŜŦƛƴŜŘ 

aims oŦ ŎƻƘŜǎƛƻƴέ ŀƴŘ ǘƘǳǎ άŀƭƭƻǿǎ ŦƻǊ ŀ ōǊƻŀŘ ǊŀƴƎŜ ƻŦ ƳŜŀǎǳǊŜǎΣ ƴŀƳŜƭȅ ŀƴȅ ΨŀŎǘƛƻƴΩ ǘƘŀǘ ǿƻǳƭŘ 

ΨǇǊƻǾŜ ƴŜŎŜǎǎŀǊȅΩέΦ wŜŀŘ ǘƘƛǎ ǿŀȅΣ ƻƴŜ ǿƻƴŘŜǊǎ ƛŦ ŀƴȅ ƻǘƘŜǊ ƭŜƎŀƭ ōŀǎŜǎ ƛƴ ǘƘŜ 9¦ ¢ǊŜŀǘƛŜǎ ǿƻǳƭŘ 

ŜǾŜǊ ōŜ ƴŜŜŘŜŘ ŦƻǊ ŀƴȅ ǇǳǊǇƻǎŜΣ ŀǎ ŘŜ ²ƛǘǘŜΩǎ ǊŜŀŘƛƴƎ ŎƻǳƭŘ Ǉƭŀǳǎƛōƭy be used to cover any desired 

action between heaven and earth.  

The placement and formulation of the clause would make another reading more convincing. The 

provision is formulated as a flexibility clause, which means its function would normally be rather 

ƭƛƳƛǘŜŘΦ ά{ǇŜŎƛŦƛŎ ŀŎǘƛƻƴέ ŎƻƴƧǳǊŜǎ ǳǇ ƛƳŀƎŜǎ ƻŦ ǎƻƳŜǘƘƛƴƎ ǊŀǘƘŜǊ narrow in scope and tied to sup-

plementing EU action under the structural funds, which rely on their own explicit legal basis. This 

is also the interpretation the Court took in the single case that deals specifically with using Article 

175, 3rd paragraph, TFEU as a legal basis. The case concerned the Community financial contribu-

tions to the International Fund for Ireland (IFI) (2009), which was set up to promote economic and 

social advance and to encourage contact, dialogue and reconciliation between nationalists and 

 
                                                        
45 Case C-176/09, Luxembourg v EP and the Council, para 77-78. 
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unionists throughout Ireland.46 The Council had adopted the Regulation, as proposed by the Com-

mission (COM (2006) 564 final), on the basis of the general flexibility clause (Article 308 TEC; now 

Article 352 TFEU), which the Parliament challenged, arguing for the CP legal basis that would have 

offered it a much stronger role in the approval process. The case is interesting as it sheds light on 

how the three institutions thought about the scope of CP in general and the legal basis in Article 

175, 3rd paragraph, TFEU, in particular, in 2007-2009.  

¢ƘŜ /ƻǳƴŎƛƭ ŘŜŦŜƴŘŜŘ ǘƘŜ ŎƘƻǎŜƴ ƭŜƎŀƭ ōŀǎƛǎ ǿƛǘƘ ǊŜŦŜǊŜƴŎŜ ǘƻ Ƙƻǿ ǘƘŜ ŎƻƴŎŜǇǘ ƻŦ ΨǎǇŜŎƛŦƛŎ ŀŎǘƛƻƴǎΩ 

within the meaning of Article 175, 3rd paragraph, TFEU must be understood as forming part of the 

CP objectives; therefore, specific action outside the Structural Funds was to be used for strength-

ening the economic and social cohesion of the Community in order to promote its overall harmo-

nious development.47 Contributing financially to an international organisation working mainly for 

Irish intra-community reconciliation was clearly not a CP objective. Before the Court, the Council 

argued 

La structure et l'économie générale des articles 158 et 159 CE sont telles que la notion d'action 

spécifique doit être entendue comme faisant partie des objectifs visés à l'article 158 CE. Il s'en-

suit que l'adoption d' "une action spécifique en dehors des fonds" constitue un moyen à utili-

ser, au même titre que la participation de la Communauté au travers des fonds, pour renfor-

cer la cohésion économique et sociale de la Communauté, et ce afin de promouvoir son déve-

loppement harmonieux global.48 

The Council thus clearly saw the άa spŜŎƛŦƛŎ ŀŎǘƛƻƴ ƻǳǘǎƛŘŜ ǘƘŜ CǳƴŘǎέ as a means to be used to 

promote CP objectives. What was deemed necessary for verifying the appropriateness of the legal 

ōŀǎƛǎ ǿŀǎ ǘƻ ŎƻƴǎƛŘŜǊ ǿƘŜǘƘŜǊ ǘƘŜ ŀŎǘ ŀƴŘ ƛǘǎ ŎƻƴǘŜƴǘ ŎƻǳƭŘ ōŜ ŀƭƛƎƴŜŘ ǿƛǘƘ άƭϥŜǎǇǊƛǘ ŘŜ ƭϥŀǊǘƛŎƭŜ 

158 CE et figurer donc en tant qu'action spécifique au termes du troisième alinéa de l'article 159 

C9έΦ49 

The Commission had not provided any justification for using Article 308 TEC as legal basis in its 

proposal. Before the Court, its argumentation followed a different line from that of the Council, 

ŦƻŎǳǎƛƴƎ ƻƴ ǘƘŜ ΨƎŜƴŜǊŀƭ ǇǳǊǇƻǎŜΩ ƻŦ CP, which could not be reconciled with specific intervention 

in favour of a single region.50 The use of the legal basis required general intervention promoting 

the harmonious development of the whole Union, as indicated in ArtiŎƭŜ мтп ¢C9¦Φ ά{ǇŜŎƛŦƛŎ ŀŎπ

ǘƛƻƴǎέ was not be understood as ad hoc or one-off interventions.51 The general nature of CP 

measures did not exclude taking into consideration difficulties or challenges which do not arise in 

 
                                                        
46 Case C-166/07, Parliament v. Council, EU:C:2009:213. 

47 Para 30 of the ruling. 

48 Mémoire en défense déposé par le Conseil de l'Union européenne, conformément à l'article 40, 
paragraphe 1, du règlement de procédure dans l'affaire C-166/07, Bruxelles, le 11 juin 2007, re-
ceived through access to documents request (in file with the author). 

49 Ibid., para 22. 

50 Mémoire en intervention déposé conformément à l'article 40 du Protocole sur le Statut de la 
Cour de justice, par la Commission des Communautés européennes, para 27. 

51 Ibid., para 28. 
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a uniform manner throughout the EU territory. After all, under the Structural Funds, the rules of 

intervention and the nature of EU assistance made available to MSs and regions are modulated 

according to local and regional conditions.52 Therefore, adaptation to the circumstances was not 

in contradiction with the generalized nature of CP. While legislation in this area had never followed 

an indistinctly uniform approach, it was necessary to design the policy measures on the basis of 

an approach which applies to the whole of the EU territory. While there was a need to secure EU-

wide effort to promote cohesion, there was no need to remain blind to specific needs. However, 

such differentiations are qualitatively different from an intervention limited from the outset to a 

single region in an ad hoc manner.53 

In his opinion, the Advocate General was willing to see CP as a broad and undefined policy field. 

He emphasized how  

[t]he general wording of that task permits a degree of flexibility as well as adaptability in the 

aims pursued by the Community legislature when it wishes to provide for common actions. Con-

sequently, the priority areas of action change regularly in accordance with the economic and 

social needs which manifest themselves in the various Member States. The protean nature of 

economic and social cohesion and the general nature of the tasks given to that policy mean that 

it is difficult to define it exactly. It thus proves difficult to lay down the limits of the area covered 

by the policy because economic and social cohesion emerges as a broad overall concept with 

imprecise contours. The /ƻǳǊǘΩǎ ŎŀǎŜ-law offers no decisive guidance in that connection.54 

¢ƘŜ /ƻǳǊǘ ŘƛŘ ƴƻǘ Ŧƻƭƭƻǿ ǘƘŜ !ŘǾƻŎŀǘŜ DŜƴŜǊŀƭΩǎ ƭŜŀŘ ōǳǘ ŦƻǳƴŘ ƛƴǎǘŜŀŘ ǘƘŀǘ CP did indeed have a 

specific substance; not every measure with economic effects could be defined as CP. The Court 

acknowledged that the άobjectives of CP are to be taken into account by the MSs and the Com-

munity when formulating and implementing Community policies. The Community is also required 

to support the realisation of those objectives, in particular by the action which it takes through 

ǘƘŜ {ǘǊǳŎǘǳǊŀƭ CǳƴŘǎέ όǇŀǊŀ прύΦ !ǎ ǊŜƎŀǊŘǎ ǘƘŜ άǎǇŜŎƛŦƛŎ ŀŎǘƛƻƴ ƻǳǘǎƛŘŜ ǘƘƻǎŜ CǳƴŘǎέ ƳŜƴǘƛƻƴŜŘ 

in the final paragraph of Article 175 TFEU, the Court noted, 

It is, admittedly, true that the latter provision does not set out the form which such specific 

ŀŎǘƛƻƴǎ Ŏŀƴ ǘŀƪŜΦ IƻǿŜǾŜǊΣ ώΧϐ ǘƘŜ /ƻƳƳǳƴƛǘȅΣ ǘƘǊƻǳƎƘ ŀƭƭ ƻŦ ƛǘǎ ŀŎǘƛƻƴǎΣ ƛƳǇƭŜƳŜƴǘǎ ŀƴ ƛƴŘŜπ

pendent Community policy, with the result that Title XVII of the EC Treaty provides adequate 

legal bases allowing for the adoption of means of action which are specific to the Community, 

administered in accordance with the Community regulatory framework and the content of 

which does not extend beyond the scope of the CommuƴƛǘȅΩǎ ǇƻƭƛŎȅ ƻƴ ŜŎƻƴƻƳƛŎ ŀƴŘ ǎƻŎƛŀƭ 

cohesion. (para 46, emphasis added) 

Contrary to what the Parliament had argued, it could not be guaranteed that all of the interven-

tions of the Fund which are financed by the Community would άin fact address the objectives that 

ŀǊŜ ǎǇŜŎƛŦƛŎ ǘƻ ǘƘŜ /ƻƳƳǳƴƛǘȅΩǎ ǇƻƭƛŎȅ ƻƴ ŜŎƻƴƻƳƛŎ ŀƴŘ ǎƻŎƛŀƭ ŎƻƘŜǎƛƻƴέΤ ǘƘŜǊŜŦƻǊŜΣ ǘƘŜ /ƻǳƴŎƛƭ 

was entitled to conclude that the range of activities financed by the contested regulation would 

 
                                                        
52 Ibid., para 31. 

53 Para 32. 

54 Opinion of AG Bot in Case C-166/07, Parliament v. Council, EU:C:2009:213, para 81-82. 
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ŜȄǘŜƴŘ ōŜȅƻƴŘ ǘƘŜ ǎŎƻǇŜ ƻŦ ǘƘŜ /ƻƳƳǳƴƛǘȅΩǎ ǇƻƭƛŎȅ ƻƴ ŜŎƻƴƻƳƛŎ ŀƴŘ ǎƻŎƛŀƭ ŎƻƘŜǎƛƻƴέ όŜƳǇƘŀǎƛǎ 

ŀŘŘŜŘύΦ ¢Ƙƛǎ ƛǎ ōŜŎŀǳǎŜ !ǊǘƛŎƭŜ мтр ¢C9¦ έŎƻǾŜǊǎ ƻƴƭȅ ƛƴŘŜǇŜƴŘŜƴǘ ŀŎǘƛƻƴ ōȅ ǘƘŜ /ƻƳƳǳƴƛǘȅ ŎŀǊπ

ried out in accordance with the Community regulatory framework and whose content does not 

extend beyond the scope of the ComƳǳƴƛǘȅΩǎ ǇƻƭƛŎȅ ƻƴ ŜŎƻƴƻƳƛŎ ŀƴŘ ǎƻŎƛŀƭ ŎƻƘŜǎƛƻƴέ όǇŀǊŀǎ сн-

64). While broad in scope, CP was clearly not without any contours; and the elements falling out-

side under CP required another legal basis (Article 308 TEC). In other words, measures adopted on 

the basis of this provision must indeed άŀŘŘǊŜǎǎ ǘƘŜ ƻōƧŜŎǘƛǾŜǎ ǘƘŀǘ ŀǊŜ ǎǇŜŎƛŦƛŎ ǘƻ ǘƘŜ ώ9¦ϐΩǎ ǇƻƭƛŎȅ 

ƻƴ ŜŎƻƴƻƳƛŎ ŀƴŘ ǎƻŎƛŀƭ ŎƻƘŜǎƛƻƴΦέ55 The ambiguity of the wording of the flexibility clause did not 

extend its scope beyond the aims of CP. Leo Flynn, a legal adviser working for the Commission, 

ŀǊƎǳŜǎ ǘƘŀǘ ǘƘƛǎ ǊǳƭƛƴƎ άƳŀƪŜǎ ŎƭŜŀǊ ǘƘŀǘ ǿƘƛƭŜ ǘƘŜ ƳŀǘŜǊƛŀƭ ǎŎƻǇŜ ƻŦ ǘƘŜ CP legal basis is broad, it 

ƛǎ ƴƻǘ ƛƴŦƛƴƛǘŜƭȅ ŜƭŀǎǘƛŎέΦ IƻǿŜǾŜǊΣ ƘŜ ƴƻǘŜǎ ǘƘŀǘΣ ƛƴ ǘƘŜ ƛƴǎǘƛǘǳǘƛƻƴǎΣ έǘƘŜ ƳŜǎǎŀƎŜ ǘŀƪŜƴ ŦǊƻƳ ǘƘŜ 

IFI ruling focuses more on the opportunities provided by the third paragraph of Article 175 TFEU 

ŀƴŘ ƭŜǎǎ ƻƴ ƛǘǎ ŎƻƴǎǘǊŀƛƴǘǎέ όCƭȅƴƴΣ нлмфύΦ 

Before the pandemic, the provision had indeed seen relatively little use. In addition to acting as a 

legal basis for limited external action, it had been used to set up the European Solidarity Fund in 

2002 intended to offer rapid financial support to MSs facing major natural disasters,56 to regulate 

actions around EU funds57 and, more recently, to create a Fund for European Aid to the Most 

Deprived58 and the Structural RSP in 2017.59 The general objective of the latter is, under Article 4,  

to contribute to institutional, administrative and growth-sustaining structural reforms in the 

Member States by providing support to national authorities for measures aimed at reforming 

and strengthening institutions, governance, public administration, and economic and social sec-

 
                                                        
55 Case C-149/96, Portugal v. Council, EU:C:1999:92, at para. 62. 

56 Council Regulation 2012/2002 of 11 November 2002 establishing the European Solidarity Fund, 
[2002] OJ, L 311/3, later amended by Regulation 661/2014 of the European Parliament and of the 
Council of 15 May 2014, [2014] OJ, L 189/143.  

57 Regulation (EU) 2019/1796 amending Regulation (EU) No 1309/2013 on the European Globali-
sation Adjustment Fund (2014-2020), OJ L 279I , 31.10.2019, p. 4ς6;  Regulation (EU) 2018/1671 
amending Regulation (EU) 2017/825 to increase the financial envelope of the Structural Reform 
Support Programme and adapt its general objective, OJ L 284, 12.11.2018, p. 3ς5; Regulation (EU) 
2017/2396 mending Regulations (EU) No 1316/2013 and (EU) 2015/1017 as regards the extension 
of the duration of the European Fund for Strategic Investments as well as the introduction of tech-
nical enhancements for that Fund and the European Investment Advisory Hub, OJ L 345, 
27.12.2017, p. 34ς52; Regulation (EU) 2017/825 on the establishment of the Structural Reform 
Support Programme for the period 2017 to 2020 and amending Regulations (EU) No 1303/2013 
and (EU) No 1305/2013, OJ L 129, 19.5.2017, p. 1ς16; Regulation (EU) 2015/1017 on the European 
Fund for Strategic Investments, the European Investment Advisory Hub and the European Invest-
ment Project Portal and amending Regulations (EU) No 1291/2013 and (EU) No 1316/2013 τ the 
European Fund for Strategic Investments, OJ L 169, 1.7.2015, p. 1ς38.  
58 Regulation (EU) No 223/2014 on the Fund for European Aid to the Most Deprived. 

59 Regulation (EU) 2017/825 on the establishment of the Structural Reform Support Programme 
for the period 2017 to 2020 and amending Regulations (EU) No 1303/2013 and (EU) No 
1305/2013, OJ L 129, 19.5.2017, p. 1ς16. 
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tors in response to economic and social challenges, with a view to enhancing cohesion, compet-

itiveness, productivity, sustainable growth, job creation, and investment, in particular in the 

context of economic governance processes, including through assistance for the efficient, effec-

tive and transparent use of the Union funds. 

¢Ƙƛǎ ǊŜƎǳƭŀǘƛƻƴ ƛǎ ƛƴǘŜǊŜǎǘƛƴƎ ƴƻǘ ƻƴƭȅ ōŜŎŀǳǎŜ ƛǘ ǇƭŀŎŜǎ ǘƘŜ ǿƻǊŘ άǎǘǊǳŎǘǳǊŀƭ ǊŜŦƻǊƳǎέ ƻƴ ǘƘŜ CP 

agenda, but also because it includes one of the first attempts to move beyond the purely transac-

tional role of cohesion policies by introducing the concept of EAV in the Structural reform pro-

gramme regulation.60 Finally, it creates a link between CP and administrative support. In addition 

to the Cohesion flexibility clause Article 175, 3rd paragraph TFEU, the regulation setting up the 

Structural RSP relied also on a second legal basis, Article 197(2) TFEU. According to this rather 

obscure and technical provision added by the Treaty of Lisbon and never previously used in any 

other context: 

The Union may support the efforts of Member States to improve their administrative capacity 

to implement Union law. Such action may include facilitating the exchange of information and 

of civil servants as well as supporting training schemes. No Member State shall be obliged to 

avail itself of such support.  

According to the Council register of documents, its Legal Service never provided legal advice on 

this proposal. However, the Commission argued in its proposal that the combination of these two 

legal bases  

allows for a comprehensive approach in devising a Union programme supporting the capacity 

and endeavours of the national authorities of Member States to carry out and implement 

growth-enhancing reforms (institutional ς including governance aspects ς structural and/or ad-

ministrative reforms) to foster sustainable development and innovation and, in this context, to 

make more efficient and effective use of Union funds (COM(2015) 701 final).  

From the perspective of legal basis, the Commission defined a three-fold objective:  

i) strengthening the administrative capacity of MSs in respect of the effective implementation 

of Union law through administrative cooperation among national authorities of the MSs, and 

ii) strengthening economic, social and territorial cohesion within the Union, outside of the ac-

tions undertaken with the ESI funds; this coordinated action would ultimately contribute to iii) 

the attainment of a better coordination of economic policies of MSs. 

The emphasis of the programme was on providing expertise: it was defined as άthe most suitable 

means of supporting on the ground those MSs that implement growth-enhancing reforms, since 

the Union is in a better position than MSs to identify, mobilise and coordinate the best available 

expertise and to provide a coordinated approach to technical support in MSs requesting assis-

ǘŀƴŎŜέ. While the substantive aims of the regulation were largely in line with those defined in 

Article 197(2) TFEU, it aimed to build MSǎΩ ŀŘƳƛƴƛǎǘǊŀǘƛǾŜ ŎŀǇŀŎƛǘȅ ƴƻǘ Ƨǳǎǘ ǘƻ ƛƳǇƭŜƳŜƴǘ ¦ƴƛƻƴ 

law as defined in Article 197(2) TFEU but in fact any structural reform that usually fall substantively 

 
                                                        
60 Ibid.,Article 3.  
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outside EU competence. This is likely the reason why the Commission saw it necessary to use Ar-

ticle 175, 3rd paragraph, TFEU as an additional legal basis. Since this proposal, Article 197(2) TFEU 

has served as a joint legal basis for three large-scale CP instruments,61 providing the formal justi-

fication for directing funding to large projects involving the operation of national administrations 

and their traditional tasks, and reaching far beyond the examples of technical support mentioned 

in Article 197(2) TFEU. 

During and after the polycrisis, Article 175, 3rd paragraph, TFEU has become the basis of a major 

ǇŀǊǘ ƻŦ ǘƘŜ 9¦Ωǎ ǘƻǘŀƭ ǎǇŜƴŘƛƴƎΣ ŜƛǘƘŜǊ ŀƭƻƴŜ ƻǊ ƛƴ ŎƻƴƧǳƴŎǘƛƻƴ ǿƛǘƘ !ǊǘƛŎƭŜ мфтόнύ ¢C9¦ ƻǊ ǘƘŜ !Ǌπ

ticle 122 TFEU emergency provision. In the absence of other quickly available EU funding there 

has been increasing pressure to also use cohesion funding to address the implications of various 

acute crises: first the financial crisis,62 then natural disasters,63 the immediate effects of the Covid 

crisis64 ŀƴŘ Ƴƻǎǘ ǊŜŎŜƴǘƭȅ ǘƘŜ ŜŦŦŜŎǘǎ ƻŦ wǳǎǎƛŀΩǎ ǿŀǊ ƛƴ ¦ƪǊŀƛƴŜ όǎŜŜ ŦǳǊǘƘŜǊ ōŜƭƻw).65 The ease at 

which this opening has been done is partly due to the nearly complete lack of jurisprudence on 

any of these provisions but also the fact that many states have in practice struggled to find use for 

their share of cohesion funds. However, as the European Court of Auditors (ECA) has pointed out, 

 
                                                        
61 Ibid.; Regulation (EU) 2018/1671 amending Regulation (EU) 2017/825 to increase the financial 
envelope of the Structural Reform Support Programme and adapt its general objective; Regulation 
(EU) 2021/240  establishing a Technical Support Instrument.  

62 See Regulation (EU) 2016/2135 amending Regulation (EU) No 1303/2013 as regards certain pro-
visions relating to financial management for certain Member States experiencing or threatened 
with serious difficulties with respect to their financial stability; Regulation (EU) 2015/1839 amend-
ing Regulation (EU) No 1303/2013 as regards specific measures for Greece.  
63 Regulation (EU) 2017/1199 amending Regulation (EU) No 1303/2013 as regards specific 
measures to provide additional assistance to Member States affected by natural disasters. 
64 Regulation (EU) 2020/558 amending Regulations (EU) No 1301/2013 and (EU) No 1303/2013 as 
regards specific measures to provide exceptional flexibility for the use of the European Structural 
and Investments Funds in response to the COVID-19 outbreak; Regulation (EU) 2020/2221 amend-
ing Regulation (EU) No 1303/2013 as regards additional resources and implementing arrange-
ments to provide assistance for fostering crisis repair in the context of the COVID-19 pandemic 
and its social consequences and for preparing a green, digital and resilient recovery of the econ-
omy (REACT-EU); Regulation (EU) 2020/460 amending Regulations (EU) No 1301/2013, (EU) No 
1303/2013 and (EU) No 508/2014 as regards specific measures to mobilise investments in the 
healthcare systems of Member States and in other sectors of their economies in response to the 
COVID-19 outbreak (CRII). 

65 Regulation (EU) 2023/435 amending Regulation (EU) 2021/241 as regards REPowerEU chapters 
in recovery and resilience plans and amending Regulations (EU) No 1303/2013, (EU) 2021/1060 
and (EU) 2021/1755, and Directive 2003/87/EC; Regulation (EU) 2022/2039 amending Regulations 
(EU) No 1303/2013 and (EU) 2021/1060 as regards additional flexibility to address the conse-
quences of the military aggression of the Russian Federation FAST (Flexible Assistance for Territo-
ries) ς CARE; Regulation (EU) 2022/613 amending Regulations (EU) No 1303/2013 and (EU) No 
223/2014 as regards increased pre-financing from REACT-EU resources and the establishment of 
a unit cost; Regulation (EU) 2022/562 amending Regulations (EU) No 1303/2013 and (EU) No 
нноκнлмп ŀǎ ǊŜƎŀǊŘǎ /ƻƘŜǎƛƻƴΩǎ !Ŏǘƛƻƴ ŦƻǊ wŜŦǳƎŜŜǎ ƛƴ 9ǳǊƻǇŜ ό/!w9ύΦ 

https://eur-lex.europa.eu/legal-content/AUTO/?uri=CELEX:32018R1671&qid=1692194466452&rid=2
https://eur-lex.europa.eu/legal-content/AUTO/?uri=CELEX:32018R1671&qid=1692194466452&rid=2
https://eur-lex.europa.eu/legal-content/AUTO/?uri=CELEX:32021R0240&qid=1692194466452&rid=1
https://eur-lex.europa.eu/legal-content/AUTO/?uri=CELEX:32021R0240&qid=1692194466452&rid=1
https://eur-lex.europa.eu/legal-content/AUTO/?uri=CELEX:32016R2135&qid=1692338520080&rid=3
https://eur-lex.europa.eu/legal-content/AUTO/?uri=CELEX:32016R2135&qid=1692338520080&rid=3
https://eur-lex.europa.eu/legal-content/AUTO/?uri=CELEX:32016R2135&qid=1692338520080&rid=3
https://eur-lex.europa.eu/legal-content/AUTO/?uri=CELEX:32015R1839&qid=1692338520080&rid=20
https://eur-lex.europa.eu/legal-content/AUTO/?uri=CELEX:32015R1839&qid=1692338520080&rid=20
https://eur-lex.europa.eu/legal-content/AUTO/?uri=CELEX:32017R1199&qid=1692338520080&rid=19
https://eur-lex.europa.eu/legal-content/AUTO/?uri=CELEX:32017R1199&qid=1692338520080&rid=19
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repeatedly using CP to address crises may divert the EU from its primary strategic goal of reducing 

disparities in development between regions (European Court of Auditors, 2023a).  

1.4.2.5 Towards new EU spending priorities  

CP Ŏƻǳƴǘǎ ǘƻŘŀȅ ŀǎ ǘƘŜ 9¦Ωǎ Ƴŀƛƴ ƛƴǾŜǎǘƳŜƴǘ ǇƻƭƛŎȅΦ Lƴ ƭƛƴŜ ǿƛǘƘ !ǊǘƛŎƭŜ мфп ¢C9¦Σ ƻǾŜǊ ǘƘŜ ȅŜŀǊǎΣ 

the EU has dedicated a significant proportion of its activities and budget to reducing the disparities 

among regions, with particular emphasis on rural areas, areas affected by industrial transition, and 

regions which suffer from severe and permanent natural or demographic handicaps. But its scope 

has not been unlimited. The classic cohesion policies financed through the CF, the ERDF and the 

ESF finance investments in a large variety of areas such as transportation, energy, environment 

and digitalisation, but also including non-physical investments in education and culture. Nonethe-

less, while seemingly broad in scope, investments under the rubric of cohesion always retained 

certain key features, most importantly co-financing by MSs (Vita, 2017), multilevel governance 

(empowerment of sub-national, regional, and local actors), as well as use of funding only to cover 

the actual costs of investments. As described by one observer,  

Cohesion Policy ƛǎ ƳƻǊŜ ǘƘŀƴ ŀ ΩǎƛŘŜ-ǇŀȅƳŜƴǘΩ ǘƻ ōǳȅ ǎǳǇǇƻǊǘ ŦƻǊ ƻǘƘŜǊ 9¦ ǇǊƻƎǊŀƳƳŜǎ ŀƴŘ 

agendas. In public finance terms, CP Ƙŀǎ ŀƴ ΩŀƭƭƻŎŀǘƛǾŜΩ ǊŀǘƛƻƴŀƭŜΦ ¢ƘŜ ŀƛƳ ƛǎ ǘƻ ǊŀƛǎŜ ǘƘŜ ǿŜƭŦŀǊŜ 

and well-being of the territories and people of the EU through growth-enhancing investment 

strategies and projects. Accordingly, its means and methods differ from unconditional transfer 

payments that lie within the policy toolkit of national social policies or, in the case of the EU, 

income support to farmers under the CAP. Indeed, there are many strings attached to the use 

of CP resources to ensure that it is used effectively towards meeting its developmental objec-

ǘƛǾŜǎΣ ŜǾŜƴ ƛŦ ǘƘŜ ŜŦŦŜŎǘǎ ŀǊŜ ŘƛǎǇǳǘŜŘΦ ώΧϐ Lƴ ǎƘƻǊǘΣ CP ƛǎ ŀƴȅǘƘƛƴƎ ōǳǘ ŀ Ωōƭŀƴƪ ŎƘŜǉǳŜΩΦ (Bachtler 

& Mendez, 2013, pp. 12-13)  

These policies have generated tangible benefits for the recipient countries but, beyond the redis-

tributive function, there is no obvious value added to financing those policies through the Euro-

pean budget instead of the national one. In this sense, it is somewhat unclear how the principle 

of subsidiarity has ever been applied in CP, also given its nature as more a funding than legislative 

competence. Funding these measures at the EU level is purely a political choice, deemed neces-

sary for ensuring the acceptability and attractiveness of the integration project in all parts of the 

Union. The principle of subsidiarity would, however, seem to point in the direction of some kind 

of EAV when projects to be funded are selected. Yet, the concept has been largely absent from 

the design and the practical application of the legal framework.  

One would think that, however sound the initial reasoning behind agricultural and cohesion poli-

cies, after many decades and with all the new common challenges facing the Union, the justifica-

tion for their dominance might now be diminishing. Yet, any serious discussion on a fundamental 

refocusing of the EU budget remains very difficult (Becker, 2012; High Level Group on Own Re-

sources, 2016). MSs continue to measure their success in MFF negotiations by a single figure: the 

difference between what each of them gets from the EU budget and what it pays in. And since in 

the absence of agreement the status quo will prevail, the power of inertia is immense (Becker, 

2012). Funding for programmes that bring EAV but do not create calculable payouts to individual 

MSǎ ǘŜƴŘ ǘƻ ōŜ ǘƘŜ ŦƛǊǎǘ ǘƻ ōŜ ǎǉǳŜŜȊŜŘΦ ¢ƘŜȅ ƎŜǘ άǘǊŜŀǘŜŘ ŀǎ ΨƻǘƘŜǊ ǇǊƻƎǊŀƳƳŜǎΩ ŀƴŘ ŀǊŜ ŀƭƭƻŎŀǘŜŘ 

ǿƘŀǘŜǾŜǊ ƛǎ ƭŜŦǘ ǳƴŘŜǊ ǎƻƳŜ ŀǊǘƛŦƛŎƛŀƭ ƻǾŜǊŀƭƭ ƭƛƳƛǘ όǘƘŜ ƛƴŦŀƳƻǳǎ м҈ύΦέ ό[ŜƘƴŜǊΣ нлнлΣ ǇǇΦ нн-23). 
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Yet, in 2018, a little-noticed but fundamental change took place in the Financial Regulation.66 A 

new sub-item was added to Article 125, ŦƛǊǎǘ ǇŀǊŀƎǊŀǇƘΣ ƻƴ ΨCƻǊƳǎ ƻŦ ¦ƴƛƻƴ ŎƻƴǘǊƛōǳǘƛƻƴΩ όŜƳǇƘŀπ

sis added):  

Union contributions under direct, shared and indirect management shall help achieve a Union 

policy objective and the results specified and may take any of the following forms: 

Χ όƛƛύ the achievement of results measured by reference to previously set milestones or 

through performance indicators; 

The Commission proposal explains this as follows: 

More emphasis should be put on performance and results. It is thus appropriate to define an 

additional form of financing not linked to costs of the relevant operations in addition to the 

forms of Union contribution already well established (reimbursement of the eligible costs 

actually incurred, unit cost, lump sums and flat-rate financing). This form of financing should 

be either based on the fulfilment of certain conditions ex ante or the achievement of results 

measured by reference to the previously set milestones or through performance indicators. 

It thus became possible to provide EU financing as a pure incentive, irrespective of the actual cost 

of the underlying measures. This change attracted little attention and no doubt appeared tech-

nical and inconsequential to those few policy makers that paid attention. Yet it created a whole 

new way for the EU to project its power irrespective of competence limitations and laid the foun-

dation for a revolution in the use EU funds (Leino-Sandberg, 2023), which the Commission devel-

oped in a series of legislative proposals preceding the RRF and is now making full use of in the 

context of the RRF (Leino-Sandberg & Lindseth, 2023). By 2018, CP had been firmly identified by 

ǘƘŜ 9¦ ƛƴǎǘƛǘǳǘƛƻƴǎ ŀǎ ŀ ǿŀȅ ǘƻ Ŧƛƭƭ ǘƘŜ ΨƎŀǇǎΩ ƛƴ ǘƘŜ ΨƛƴŎƻƳǇƭŜǘŜ ǇƻƭƛŎȅ ǎƛŘŜ ƻŦ 9a¦ΩΣ ŀǎ ŀ /ƻƳƳƛǎπ

ǎƛƻƴ ƭŜƎŀƭ ŀŘǾƛǎŜǊ [Ŝƻ Cƭȅƴƴ ŜȄǇƭŀƛƴǎΣ Ψǘƻ ƻǾŜǊŎƻƳŜ ǘƘŜ ƭƛƳƛǘŀǘƛƻƴǎ ŀǎǎƻŎƛŀǘŜŘ ǿƛǘƘ !ǊǘƛŎƭŜ мнм 

TFEU. It is perfectly proper for them to adopt such measures on another legal base if the measures 

ƛƴ ǉǳŜǎǘƛƻƴ ŎƻƳŜ ǿƛǘƘ ǘƘŜ ŀƳōƛǘ ƻŦ ǘƘŜ ¢ǊŜŀǘȅ ǇǊƻǾƛǎƛƻƴ ǳǎŜŘΩ (Flynn, 2019). In the Commission it 

ƭŜŘ ǘƻ ŀ Ǌƻǿ ƻŦ ǇǊƻǇƻǎŀƭǎ ǘƘŀǘ ǿŜǊŜ ǘƘŜ ǊŜǎǳƭǘ ƻŦ ǎǘǊŀǘŜƎƛŎ ǇƭŀƴƴƛƴƎ ƻƴ Ƙƻǿ ǘƘŜ ΨƻǇŜƴ-endŜŘΩ ǇǊƻπ

visions of CP could be invoked to strengthen and broaden Union action in the area of the EMU, 

ǊŜƭȅƛƴƎ ƻƴ ŀ ǊŜƛƴǘŜǊǇǊŜǘŀǘƛƻƴ ƻŦ ǿƘŀǘ ΨCPΩ Ŏŀƴ ōŜΦ  

1.4.3 EMU asymmetry and cohesion 

The euro crisis served as a launching pad for several strands of debate on how to make use of EU 

common funds to improve MSǎΩ ǇƻƭƛŎƛŜǎ ŀƴŘ ǇǊƻǇ ǳǇ ǘƘŜ ŜǳǊƻ ŀǊŜŀΦ aŀŎǊƻŜŎƻƴƻƳƛŎ ŎƻƴŘƛǘƛƻƴŀƭƛǘȅ 

had already existed since 2006, but it was substantially widened in the aftermath of the euro crisis 

and extended to all ESI funds (Centre for European Policy Studies, 2020). Another strand of the 

EMU-deepening debate revolved around various forms of common borrowing, typically in an in-

tergovernmental setting. Usually, such proposals came with access conditions intended to serve 

the secondary goal of incentivising better fiscal and economic policies at the national level (Leino 

& Saarenheimo, 2017). Furthermore, a number of proposals envisaged the creation of an addi-

ǘƛƻƴŀƭ 9¦ όƻǊΣ ƳƻǊŜ ƻŦǘŜƴΣ 9ǳǊƻ ŀǊŜŀύ ǾŜƘƛŎƭŜΣ ŀ άŦƛǎŎŀƭ ŎŀǇŀŎƛǘȅέΣ ǘƘŀǘ ǿƻǳƭŘ ƛnteract with MSs 

 
                                                        
66 I thank Richard Crowe for pointing this out to me. 
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through a system of fiscal cross-subsidies (Juncker et al, 2015). Progress took a long time to come, 

but things started finally to accelerate when the decision was taken to pursue EMU deepening 

within the framework of the EU budget, largely based on the EU competence under CP. In this 

process, the institutions effectively reversed the Treaty-defined link between economic policies 

and cohesion policies. CP ōŜŎŀƳŜ ŀƴ ƛƴǎǘǊǳƳŜƴǘ ƛƴ ǘƘŜ ǎŜǊǾƛŎŜ ƻŦ ǘƘŜ LƴǎǘƛǘǳǘƛƻƴǎΩ ŜŎƻƴƻƳƛŎ ŀƴŘ 

related fiscal policy aims, with little or no connection to the actual cohesion objectives.  

1.4.3.1 RDT and the EISF ς merging cohesion policies and economic policies 

In his 2017 State of the Union address, President Juncker (2017) announced the Commissions in-

tent to pursue a dedicated euro area budget line within the EU budget. Following this, in May 2018 

the Commission proposed two new instruments. The first proposal involved a RSP, the core part 

of it was the RDT (COM(2018) 391 final), based on Article 175, 3rd paragraph, TFEU and Article 

197(2) TFEU. It was to provide MSs pure grants, from the EU budget, as reward for implementing 

structural reforms identified in the country-specific recommendations and deemed desirable by 

the Commission. As such, it represented a fundamental departure from the principles governing 

the use of EU funds and took full use of the 2018 amendment of the Financial Regulation described 

above. Up to that point, grants from the EU budget to MSs only financed actual costs of the un-

derlying measures. Under the RDT, the amount of the grant was to be determined by the signifi-

cance of the reform, not by its costs. Simply put, it was about using EU funds to buy influence in 

MSǎΩ ǎǘǊǳŎǘǳǊŀƭ ǇƻƭƛŎƛŜǎΣ ǿƘƛŎƘ ǿŜǊŜ ǳƴŘŜǊ ƴŀǘƛƻƴŀƭ ŎƻƳǇŜǘŜƴŎŜΦ  ¢ƘŜ ǎŜŎƻƴŘ ƛƴǎǘǊǳƳŜƴǘ ǿas the 

EISF (COM(2018) 387 final), which was to provide loans to euro-area or ERM2 MS in financial dif-

ficulties so as to allow them to maintain adequate level public investment. Like the RDT, the EISF 

was legally framed as a CP instrument, even if its primary aim was in cyclical stabilisation.  It would, 

according to the Commission, entail no permanent transfers, and eligibility would be conditional 

ƻƴ άǎǘǊƛŎǘ ŎƻƳǇƭƛŀƴŎŜ ǿƛǘƘ ŘŜŎƛǎƛƻƴǎ ŀƴŘ ǊŜŎƻƳƳŜƴŘŀǘƛƻƴǎ ǳƴŘŜǊ ǘƘŜ ¦ƴƛƻƴΩǎ ŦƛǎŎŀƭ ŀƴŘ ŜŎƻƴƻƳƛŎ 

surveillance fǊŀƳŜǿƻǊƪέΦ ²ƘƛƭŜ ƛǘǎ ǇǊƻǇƻǎŜŘ ŦƛƴŀƴŎƛŀƭ ǎǘǊǳŎǘǳǊŜ ǿŀǎ ƳƻŘŜǎǘΣ ǿƛǘƘ ŀ ƳŀȄƛƳǳƳ ǊŜπ

ǾƻƭǾƛƴƎ ƭƻŀƴ ŎŀǇŀŎƛǘȅ ƻŦ ϵол ōƛƭƭƛƻƴΣ ƛǘ ǿŀǎ ŜȄǇƭƛŎƛǘƭȅ ǇǊŜǎŜƴǘŜŘ ŀǎ ŀ ƘŀǊōƛƴƎŜǊ ƻŦ ƎǊŜŀǘŜǊ ǘƘƛƴƎǎ ǘƻ 

come. 

To my knowledge, the only MS to react explicitly to the competence implications of the two pro-

posals was Finland, which found the first proposal highly problematic from the perspective of its 

legal basis. The government argued that the aims of the proposal had little to do with the aims of 

CP; instead, it seemed to be aimed at deepening the EMU and promoting structural reforms that 

are part of economic and social policies. Any effect on Cohesion Policies was at most subsidiary to 

ŜŎƻƴƻƳƛŎ ǇƻƭƛŎȅ ŀƛƳǎΦ ¢ƘŜ tŀǊƭƛŀƳŜƴǘΩǎ /ƻƴǎǘƛǘǳǘƛƻƴŀƭ [ŀǿ /ƻƳƳƛǘǘŜŜ ǎƘŀǊŜŘ ǘƘƛǎ ŀƴŀƭȅǎƛǎ ŀƴŘ 

stressed that economic and social policies fall under national competence, which emphasized the 

need to clarify the competence structure of the proposal, keeping in mind also its potential nega-

tive effects on democratic legitimacy (PeVL 37/2018 vp). It also saw that the proposals would lead 

to an increase of the powers of the Commission, which would evaluate the need to receive sup-

port, settle its amount and conditions, and recover the sum if necessary. The proposal was of a 

principled nature: if its legal logic were accepted, the size of the programme could later be in-

creased to ensure steering effect (PeVL 37/2018 vp).  When settling the Finnish position the Par-

ƭƛŀƳŜƴǘΩǎ DǊŀƴŘ /ƻƳƳƛǘǘŜŜ ǳƴŘŜǊƭƛƴŜŘ ǘƘŀǘ ǘƘŜ ǎǳǇǇƻǊǘ ŎƻǳƴǘŜŘ ŀǎ ŘƛǊŜŎǘ ōǳŘƎŜǘŀǊȅ ǎǳǇǇƻǊǘ 
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without connection to the general goals of CP or the actual costs of reforms, and it would be allo-

cated to States irrespective of their financial status or level of development. Overall, this turned 

CP into an instrument for gaining economic policy objectives, which fall under national compe-

tence (SuVL 8/2018 vp; SuVL 3/2019 vp).  

This was the exact objective of the EU institutions, which saw things differently. The measures 

were planned in the Commission, which continues to refuse to grant public access to its legal pre-

paratory work. The legal scrutiny of its proposals took place in the Council, in particular by its Legal 

Service (CLS), which in a set of four legal opinions approved the new reading of CP. In the first of 

these opinions, on the EISF proposal (Council Legal Service, 2019a), the CLS quoted language from 

the IFI /ƻǳǊǘ ǊǳƭƛƴƎ όǉǳƻǘŜŘ ŀōƻǾŜύ ŀƴŘ ŀŎƪƴƻǿƭŜŘƎŜŘ ǘƘŀǘΣ ǇŜǊ ǘƘŜ ŜȄƛǎǘƛƴƎ ŎŀǎŜ ƭŀǿΣ ΨŎƻƘŜǎƛƻƴ 

cannot be used as an instrument to achieve the Union aims in other policy areas, such as economic 

policyΩ όǇŀǊŀ ну ƻŦ ǘƘŜ ƻǇƛƴƛƻƴύΦ IƻǿŜǾŜǊΣ ǘƘŜ /[{ ǘƘŜƴ ƳƻǾŜŘ ǘƻ ǎǘǊŜǎǎ ǘƘŀǘ ǘƘŜ Ψƴƻǘƛƻƴ ƻŦ CP is 

ǇŀǊǘƛŎǳƭŀǊƭȅ ōǊƻŀŘ ŀƴŘ ƛƴŎƭǳǎƛǾŜΩΣ ǉǳƻǘƛƴƎ ǘƘŜ !ŘǾƻŎŀǘŜ DŜƴŜǊŀƭΩǎ ƻǇƛƴƛƻƴ ƛƴ ǘƘŜ ŎŀǎŜ όǇŀǊŀ орύΦ 

Instead of considering the actual wording of Article 174 TFEU, the /[{ ŀǊƎǳŜŘ ǘƘŀǘ ǘƘŜ ΨǎŎƻǇŜ ƻŦ 

Article 174 TFEU is not limited to specific sectors and is defined functionally - on the basis of its 

objectives -Σ ǊŀǘƘŜǊ ǘƘŀƴ ƻǊƎŀƴƛŎŀƭƭȅΩΦ  CǊƻƳ ǘƘƛǎ ǘƘŜ /[{ ŎƻƴŎƭǳŘŜŘ ǘƘŀǘ ǘƘŜ ¢ǊŜŀǘȅ ΨƭŜŀǾŜǎ ŀ ƭŀǊƎŜ 

margin of discretion to ǘƘŜ ƭŜƎƛǎƭŀǘƻǊ ŀǎ ǘƻ Ƙƻǿ ǘƘŜ ŎƻƘŜǎƛƻƴ ŀƛƳǎ ǎƘƻǳƭŘ ōŜ ŀŎƘƛŜǾŜŘΩ (para 35). 

What the CLS strategically did not quote as regards the IFI case is the clear obligation of the EU 

ƛƴǎǘƛǘǳǘƛƻƴǎ ǘƻ ΨƎǳŀǊŀƴǘŜŜΩ ǘƘŀǘ ŎƻƘŜǎƛƻƴ ŦǳƴŘǎ ǿƻǳƭŘ Ψƛƴ ŦŀŎǘ ŀŘŘǊŜǎǎ ǘƘŜ ƻōƧŜŎǘƛves that are spe-

ŎƛŦƛŎ ǘƻ ǘƘŜ /ƻƳƳǳƴƛǘȅΩǎ ǇƻƭƛŎȅ ƻƴ ŜŎƻƴƻƳƛŎ ŀƴŘ ǎƻŎƛŀƭ ŎƻƘŜǎƛƻƴΩ ŀƴŘ ǘƘǳǎ ŘƛǊŜŎǘ ǘƘŜǎŜ ŦǳƴŘǎ ǘƻ 

ǇǳǊǇƻǎŜǎ ΨǘƘŜ ŎƻƴǘŜƴǘ ƻŦ ǿƘƛŎƘ ŘƻŜǎ ƴƻǘ ŜȄǘŜƴŘ ōŜȅƻƴŘ ǘƘŜ ǎŎƻǇŜ ƻŦ ǘƘŜ /ƻƳƳǳƴƛǘȅΩǎ ǇƻƭƛŎȅ ƻƴ 

ŜŎƻƴƻƳƛŎ ŀƴŘ ǎƻŎƛŀƭ ŎƻƘŜǎƛƻƴΩ ŀǎ ǊŜǉǳƛǊŜŘ ōȅ ǘƘŜ /ƻurt (Council Legal Service, 2019a, paras. 46, 

59, 62). 

LƴǎǘŜŀŘΣ ǘƘŜ /[{ ŀǊƎǳŜŘΣ ŀ ƭŜƎŀƭ ŀƴŀƭȅǎƛǎ ǎƘƻǳƭŘ ŎƻƴǎƛŘŜǊ ǿƘŜǘƘŜǊ ŎƻƘŜǎƛƻƴ ƛǎ ΨōŜώƛƴƎϐ ǳǎŜŘ ǿƛǘƘ 

ǘƘŜ ǇǊŜǇƻƴŘŜǊŀƴǘ ŀƛƳΩ ŜƛǘƘŜǊ Ψǘƻ ŜƴƘŀƴŎŜ ǘƘŜ ŜŎƻƴƻƳƛŎ ŎƻƻǊŘƛƴŀǘƛƻƴ ōŜǘǿŜŜƴ MSǎΩ ƻǊ ΨƻŦ ŜƴǎǳǊπ

ing the stabƛƭƛǘȅ ƻŦ ǘƘŜ ŜǳǊƻ ŀǊŜŀΩ όǇŀǊŀǎ нф ŀƴŘ омύΦ hǾŜǊ ŀ ǎŜǊƛŜǎ ƻŦ ǊŀǘƘŜǊ ŜƭƭƛǇǘƛŎŀƭ ǇŀǊŀƎǊŀǇƘǎ 

(paras 12, 40-41, and 54-57), it found in effect that the constitutional design of the EMU along 

with derivative risks of ΨŀǎȅƳƳŜǘǊƛŎ ǎƘƻŎƪǎΩ across the MSs which that structural and economic 

asymmetry created (paras 3, 11-13, 38-41, 44, 54-рсύΣ ƎŀǾŜ ǊƛǎŜ ǘƻ ΨǾǳƭƴŜǊŀōƛƭƛǘƛŜǎΩ ǘƘŀǘ ǘƘŜ ¦ƴƛƻƴ 

legislator was empowered to address as a matter of cohesion under in Article 175, 3rd paragraph, 

TFEU (paras 39 and 48). The CLS further underlined that the EISF financial support is to be used 

exclusively for purposes defined Ψin the future common provision regulation for the CP, or social 

ƛƴǾŜǎǘƳŜƴǘ ƛƴǘƻ ŜŘǳŎŀǘƛƻƴ ŀƴŘ ǘǊŀƛƴƛƴƎΩ όǇŀǊŀ поύΦ ¢ƘŜ ƻǳǘŎƻƳŜ ǿŀǎ ǘƘŀǘ ǘƘŜ /[{ ŦƻǳƴŘ ǘƘŀǘ ǘƘŜ 

Union had the tools to address the constitutional design of the EMU, but without the difficult 

process of a Treaty change. Instead, this could be achieved through a back-door process of legally 

re-engineering the concept of cohesion and extend it to cover ŜŎƻƴƻƳƛŎ ΨǾǳƭƴŜǊŀōƛƭƛǘƛŜǎΩΦ 

A month later, the CLS (2019b) issued its opinion on the RSP upholding Article 175, 3rd paragraph, 

TFEU as its appropriate legal basis. In the Commission proposal, the justification for cohesion pay-

ments for structural reforms identified in the European Semester depended on whether or not 

ǘƘŜ ŀŎǘƛƻƴ ΨǇǊƻƳƻǘώŜŘϐ ǊŜǎƛƭƛŜƴǘ ŜŎƻƴƻƳƛŎ ŀƴŘ ǎƻŎƛŀƭ ǎǘǊǳŎǘǳǊŜǎ ƛƴ ǘƘŜ MSǎΩ όǇŀǊŀ уύΦ ²ƘƛƭŜ ŀǇǇǊƻǾπ

ing the legal basis, the CLS ƳŀŘŜ ƛǘǎ ǳǎŜ άǎǳōƧŜŎǘ ǘƻ ŀ ƴǳƳōŜǊ ƻŦ ŀŘŀǇǘŀǘƛƻƴǎ ƻŦ ǇǊƻǾƛǎƛƻƴǎ ǊŜƭŀting 

to i) the eligibility of reforms, ii) the assessment and allocation criteria for funding, iii) the govern-

ŀƴŎŜ ŀƴŘ ŘŜŎƛǎƛƻƴ ƳŀƪƛƴƎΣ ǎƻ ǘƘŀǘ ǘƘŜȅ ŎƻƴǎǘƛǘǳǘŜ ŀ ƎŜƴǳƛƴŜ ƛƴǎǘǊǳƳŜƴǘ ƻŦ ŎƻƘŜǎƛƻƴέ ǳƴŘŜǊǎǘƻƻŘΣ 
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now, in terms of resilience (para 64). This time, ǘƘŜ ŀƛƳ ǿŀǎ ǘƻ Ψǘƻ ǳƴŘŜǊǇƛƴ ǘƘŜ ŜŎƻƴƻƳƛŎ ǊŜǎƛƭƛπ

ence of MSǎΩ ŀƴŘ ƘŜƴŎŜ ǿŀǎ ŀƴ ŜȄŜǊŎƛǎŜ ƻŦ CP as now expansively reinterpreted (para 48). This 

attempted distinction, of course, borders on the absurd. These two aims are really one and the 

same and trying to differentiate between them is rather nonsensical. The opinion went so far as 

ǘƻ ŎƭŀƛƳ ǘƘŀǘΣ ƛŦ ǘƘŜ ƳƻƴŜȅǎ ǎǇŜƴǘ ǳƴŘŜǊ ǘƘŜ w{t ŀŘǾŀƴŎŜŘ ŀƴȅ ƻŦ ǘƘŜǎŜ ŀƛƳǎΣ ƛǘ ǎƘƻǳƭŘ Ψώƛϐƴ ǇǊƛƴπ

ŎƛǇƭŜΩ ōŜ ǎŜŜƴ ŀǎ ΨŜŀǊƳŀǊƪŜŘ ŦƻǊ ǇƻƭƛŎƛŜǎ ǿƘƛŎƘ ŀǊŜ ƛŘŜƴǘƛŦƛŜŘ ŀǎ ŎƻƘŜǎƛƻƴΩ όǇŀǊŀ н8). Neither of the 

two opinions make any mention of MS competence in economic policy or the fact that, substan-

tively, the structural reforms to be promoted fall under MS competence and form a core area of 

their democratic policies. 

1.4.3.2 The BICC ς from the EU to the Euro Area 

In the subsequent political discussions, the two proposals faced plenty of resistance and, after 

several round of negotiations in the Eurogroup, they were both superseded in 2019 by a new 

Commission proposal for a BICC (COM(2019) 354 final). The BICC inherited some features from 

each of its parent proposals, but it bore much greater resemblance with the RDT than the EISF 

(COM(2019) 354 final). Crucially, the BICC was only available to euro area MSs. The model envis-

aged a process where projects for reforms and investments supported by the BICC would build on 

the European Semester timeline. Euro area MSs would submit proposals for packages of reforms 

and investments, linked to National Reform Programmes (Eurogroup, 2019). The contours of what 

would soon become the RRF were already clearly visible. 

The Commission did not adopt a new proposal on the substantive elements of the BICC; instead, 

the substantive content of the Eurogroup agreement was to be translated into legislative text by 

the relevant Council working group by modifying the existing RSP proposal and, in particular, its 

ǎŜŎǘƛƻƴ ƻƴ ǘƘŜ w5¢Φ ¢ƘŜ /ƻƳƳƛǎǎƛƻƴ ƻƴƭȅ ŀŘƻǇǘŜŘ ŀ ƴŀǊǊƻǿ ƴŜǿ ǇǊƻǇƻǎŀƭ ƻƴ ǘƘŜ ΨƎƻǾŜǊƴŀƴŎŜ 

ŦǊŀƳŜǿƻǊƪΩ ƻŦ ǘƘŜ .L// ό9ǳǊƻǇŜŀƴ /ƻƳƳƛǎǎƛƻƴΣ нлмфύΣ ǘƘŜ ŜǎǎŜƴǘƛŀƭ ŎƻƴǘŜƴǘ of which was to limit 

the Council decision-making process to the euro-area MSs. The legal basis for this latter proposal 

was found in the area of economic governance: Article 136(1)(b) TFEU authorizing legislative ac-

tions for the euro area, in combination with 121(6) TFEU (Eurogroup, 2019). This further strength-

ens the impression that the primary aims of the instrument were not in the field of cohesion pol-

icies but rather in the field of economic and fiscal policies and, in particular, the coordination of 

economic policies within the monetary union.  

The CLS opinion (2020) does not discuss the legal basis proposed by the Commission at all, but the 

άŎƻƳǇŀǘƛōƛƭƛǘȅ ƻŦ ǘƘŜ ǇǊƻǇƻǎŜŘ ŀƭƭƻŎŀǘƛƻƴ ƳŜǘƘƻŘ ǿƛǘƘ ǘƘŜ ŎƻƘŜǎƛƻƴ ƭŜƎŀƭ ōŀǎƛǎ όŀǊǘƛŎƭŜ мтрΣ оǊŘ 

paragraph, TFE¦ύΦέ ¢ƘŜ ƛǎǎǳŜ ƻŦ ǿƘȅ ŀƴ ƛƴǎǘǊǳƳŜƴǘ ƻŦ ŎƻƘŜǎƛƻƴ ǇƻƭƛŎƛŜǎ ǎƘƻǳƭŘ ōŜ Ǉǳǘ ƛƴ ǘƘŜ ƘŀƴŘǎ 

of the euro area MSǎ ƻƴƭȅ ƛǎ ƴƻǘ ǊŀƛǎŜŘΦ Lƴ ƛǘǎ ŀƴŀƭȅǎƛǎΣ ǘƘŜ /[{ ŀǊƎǳŜǎ ǘƘŀǘ άŀǎ ǘƘŜ CP is formulated 

by the Treaties in broad and programmatic terms, the EU legislator has a large margin of discretion 

as to how those aims should be achieved, including the establishment of the allocation criteria of 

ǘƘŜ ǇŀǊǘƛŎǳƭŀǊ ŎƻƘŜǎƛƻƴ ƛƴǎǘǊǳƳŜƴǘΦέ ¢ƘŜ ŎŀǎŜ ƭŀǿ ǊŜŦŜǊŜƴŎŜ ƛƴŎƭǳŘŜŘ ƛƴ ǘƘŜ ƻǇƛƴƛƻƴ ƛǎ ǘƻ ǎǇŜŎƛŦƛŎ 

paragraphs in the above mentioned case concerning the IFI, which actually do not address the 

issue at all.67 From this, the CLS (2020, para 20) moves on to argue that the matter needs to be 

 
                                                        
67 See paragraphs 45, 52 and 53 of the ruling. 
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ŀǎǎŜǎǎŜŘ ōŀǎŜŘ ƻƴ ǘƘŜ άƻǾŜǊŀƭƭ ŎƻƘŜǎƛƻƴ ŜŦŦŜŎǘǎ ƻŦ ǘƘŜ ŘƛŦŦŜǊŜƴǘ ŀƭƭƻŎŀǘƛƻƴ ŎǊƛǘŜǊƛŀ ǘŀƪŜƴ ŀǎ a 

whole, i.e. on the basis of their global interplay and final outcome, and not by examining each of 

ǘƘƻǎŜ ŎǊƛǘŜǊƛŀ ƛƴ ŀƴ ƛƴŘƛǾƛŘǳŀƭ ƻǊ ƛǎƻƭŀǘŜŘ ƳŀƴƴŜǊέΦ ¢ƘŜƴ ƛǘ ƎƻŜǎ ƻƴ ǘƻ ŀǊƎǳŜ ǘƘŀǘ ǿƘƛƭŜ άǇƻǇǳƭŀǘƛƻƴ 

may constitute a possible parameter for the distributiƻƴ ƻŦ ŎƻƘŜǎƛƻƴ ŦǳƴŘǎέΣ ƛǘ ƴŜŜŘǎ ǘƻ ōŜ άŀŎπ

companied by other factors linked to the relative degree of prosperity of MSǎέΦ ¢ƘŜ ǎǇŜŎƛŀƭ Ŏƻƴπ

vergence needs of MSǎ ƛƴ ǎŜǾŜǊŜ ŘƛŦŦƛŎǳƭǘƛŜǎΣ ǿƘƛŎƘ ŎƻǳƭŘ άŎƭŜŀǊƭȅ ōŜ ǊŜƎŀǊŘŜŘ ŀǎ ŀ ŎƻƘŜǎƛƻƴ ǊŜƭŜπ

Ǿŀƴǘ ŀǇǇǊƻŀŎƘέΦ hǾŜǊŀƭƭΣ ǘƘŜǊŜŦƻǊŜΣ ǘƘŜ ǇǊƻǇƻǎŀƭ ǿŀǎ άǳƭǘƛƳŀǘŜƭȅΣ ŎƻƳǇŀǘƛōƭŜ ǿƛǘƘ ǘƘŜ ŎƻƘŜǎƛƻƴ 

objectives laid down in the Treaties. In addition, the selection of those criteria fall within the large 

ƳŀǊƎƛƴ ƻŦ ŘƛǎŎǊŜǘƛƻƴ ŀǾŀƛƭŀōƭŜ ǘƻ ǘƘŜ 9¦ ƭŜƎƛǎƭŀǘƻǊ ƛƴ ǘƘŜ ŦƛŜƭŘ ƻŦ ŎƻƘŜǎƛƻƴΦέ  

At this point, the eclipsing of the traditional regional-developmental focus of CP in favour of the 

ǇǳǊǎǳƛǘ ƻŦ ƳƻǊŜ ƎŜƴŜǊŀƭ ŜŎƻƴƻƳƛŎ ǇƻƭƛŎȅ Ǝƻŀƭǎ ƭƛƪŜ Ψconvergence and competitivenessΩ ŀŎǊƻǎǎ ǘƘŜ 

Euro area or the EU as a wholeτwhich the Council legal opinions for the EISF and RDT had sug-

gestedτwas now essentially complete. This is clearly evidenced by how the legal bases of cohe-

sion and economic governance were used interchangeably by the Commission, with the blessing 

of the CLS, for more or less the same legislative proposal. At the same time, the focus of CP shifted 

from regions to states or indeed the EU as a whole.  

1.4.3.3  Re-interpreting subsidiarity 

The transformation of cohesion policies that these proposals entailed also necessitated a new 

reading of the principle of subsidiarity. As noted above, until now, the principle has only been 

invoked in matters that substantively fall under EU competence. How this argumentation would 

apply to CP, which as indicated above, is more about funding national measures than exercising a 

legislative competence, is somewhat unclear. However, in the context of the three proposed leg-

islative instruments the justification for why the EU should act had nothing to do with the aims of 

CP as such. Instead, the justification related entirely to the ambitions of the EU Institutions in the 

area of economic and fiscal policies: because the MSs had failed to exercise their national compe-

tence in line with the (formally non binding) guidance of the institutions, more effective measures 

were needed. In the context of the RDT, the Commission argued,  

[A]ddressing reforms challenges of structural nature, which will help strengthen the resilience 

of the economics concerned, of the Union and the euro ŀǊŜŀΧΣ cannot be achieved to a sufficient 

degree by the Member States acting alone, while the Union's intervention can bring an addi-

tional value by establishing a Programme that can incentivise financially and support techni-

cally the design and implementation of structural reforms in the Union. (COM(2018) 391 final) 

Two observations should be made regarding this justification. First, with this, subsidiarity argu-

mentation was extended from areas of shared competence into areas of national competence. 

But second, and even more interestingly, subsidiarity assumed a completely new meaning. While 

there is a plausible case for the (small) technical-support element of the proposal fulfilling the 

traditional subsidiarity criteria, the same cannot be said about its main part, the provision of fi-

nancial incentives for structural reforms. For the latter, the issue was clearly no more about the 

ƳŜŀǎǳǊŜǎ ƛƴ ǉǳŜǎǘƛƻƴ ōŜƛƴƎ ǎǳŎƘ ǘƘŀǘ ǘƘŜȅ ŎƻǳƭŘ ƴƻǘΣ ŘǳŜ ǘƻ ǘƘŜƛǊ ΨǎŎŀƭŜ ƻǊ ŜŦŦŜŎǘǎΩΣ ōŜ ǎǳŦŦƛŎƛŜƴǘƭȅ 

achieved at the national level. There was no true European action involved at all; whether or not 

incentivised by the EU, these remained reforms with purely national scope and implemented at 
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the national level. The real issue was that Member-State governments had been unwilling to im-

plement the desired reforms, presumably due to their unpopularity among the electorate. To rec-

tify this situation, the EU considered it necessary to put its thumb on the scale in the form of 

financial incentives, thereby silencing the critics.  

As to the EISF, the subsidiarity justification only mentioned cohesion objectives in passing, arguing 

ǘƘŀǘ ƛǘ άshould be avoided that economic shocks and significant economic downturns result into 

ŘŜŜǇŜǊ ŀƴŘ ōǊƻŀŘŜǊ ǎƛǘǳŀǘƛƻƴǎ ƻŦ ǎǘǊŜǎǎ ƴŜƎŀǘƛǾŜƭȅ ƛƳǇŀŎǘƛƴƎ ŜŎƻƴƻƳƛŎ ŀƴŘ ǎƻŎƛŀƭ ŎƻƘŜǎƛƻƴέΦ Lƴ 

every other aspect, the justification relied on the need to correct the claimed deficiencies of EMU: 

έ¢ƘŜǊŜ ƛǎ ŀ ƴŜŜŘ ǘƻ ǊŜƛƴŦƻǊŎŜ ǘƘŜ ŀǾŀƛƭŀōƛƭƛǘȅ ƻŦ ǘƻƻƭǎ ǿƘŜƴ ǘƘŜ 9a¦ ƛǎ ŎƻƴŦǊƻƴǘŜŘ ǿƛǘƘ ŎǊƛǘƛŎŀƭ 

problems whenever large economic disruptions arise in individual MSǎΦέ ¢ƘŜǊŜŦƻǊŜΣ  

These observations point to the necessity to establish a common instrument at Union level to 

absorb such shocks with a view to avoid widening differences in macro-economic performance 

between euro area MSs and also non-euro area MSs participating in the Exchange Rate Mech-

anism (ERM II) imperilling economic and social cohesion.  

The objective of this proposed Regulation cannot be sufficiently achieved by the MSs individually 

and can therefore, by reason of the scale of the action, be better achieved at Union level in 

accordance with Article 5(3) TEU (COM(2018) 387 final). 

CƛƴŀƭƭȅΣ ŀǎ ǊŜƎŀǊŘǎ ǘƘŜ .L// ǇǊƻǇƻǎŀƭΣ ǘƘŜ /ƻƳƳƛǎǎƛƻƴ ŀǊƎǳŜŘ ǘƘŀǘ ƛǘ άǊŜǎǇŜŎǘǎ ǘƘŜ ǇǊƛƴŎƛǇƭŜ ƻŦ 

subsidiarity, as it only takes actions whose objectives cannot be sufficiently achieved by the MSs 

alƻƴŜ όΨƴŀǘƛƻƴŀƭ ƛƴǎǳŦŦƛŎƛŜƴŎȅ ǘŜǎǘΩύΣ ŀƴŘ ǿƘŜǊŜ ǘƘŜ ¦ƴƛƻƴ ƛƴǘŜǊǾŜƴǘƛƻƴ Ŏŀƴ ōŜǘǘŜǊ ŀŎƘƛŜǾŜ ǘƘƻǎŜ 

objectives compared to actions of MSǎ ŀƭƻƴŜ όΨŎƻƳǇŀǊŀǘƛǾŜ ŜŦŦƛŎƛŜƴŎȅ ǘŜǎǘΩύέΦ CƻǊ ǘƘŜ /ƻƳƳƛǎǎƛƻƴΣ  

policy guidance, such as strategic orientations for the euro area as a whole and setting targeted 

individual objectives for reforms and investment, which can also foster the overall convergence 

and competitiveness of the euro area, are indeed actions that can better be formulated and 

implemented at the Union level than at Member State level. The Commission is best placed to 

take the initiative and the Council to decide on such matters in line with their economic policy 

coordination role enshrined in the Treaties. 

The Commission further stressed national competence in ŘŜŎƛŘƛƴƎ άǿƘŀǘ ŀŎǘƛƻƴ ƛǎ ƴŜŎŜǎǎŀǊȅ ƻǊ 

ƻǇǇƻǊǘǳƴŜ ǘƻ ōŜ ǳƴŘŜǊǘŀƪŜƴ ŀǘ ƴŀǘƛƻƴŀƭΣ ǊŜƎƛƻƴŀƭ ƻǊ ƭƻŎŀƭ ƭŜǾŜƭέ ό/haόнлмфύ орпύΦ ¢Ƙƛǎ ǎŜŜƳǎ 

more than a little misleading. Even though the MS was indeed allowed to propose the reforms 

and investments to be included in its plan, the decision on which measures would be accepted 

ǳƴŘŜǊ ǘƘŜ .L// ŀƴŘ ǘƘŜǊŜōȅ ΨƛƴŎŜƴǘƛǾƛǎŜŘΩ ǿƛǘƘ 9ǳǊƻǇŜŀƴ ƳƻƴŜȅ ǊŜƳŀƛƴŜŘ ŜƴǘƛǊŜƭȅ ŦƻǊ ǘƘŜ 9¦ ŀƴŘ 

ǎǘǊŜƴƎǘƘŜƴŜŘ ǘƘŜ /ƻƳƳƛǎǎƛƻƴΩǎ ƻǿƴ ƛƴǎǘƛǘǳǘƛƻƴŀƭ Ǉƻǎƛǘƛƻƴ ŎƻƴǎƛŘŜǊŀōƭȅΦ 

Subsidiarity principle bears a close relation to the concept of European value added, and for its 

part, the EISF proposal did give a nod to the latter:  

European value added is at the heart of the debate on European public finances. EU resources 

should be used to finance European public goods. Such goods benefit the EU as a whole and 

cannot be ensured efficiently by any single Member State alone. In line with the principles of 

subsidiarity and proportionality, the EU should take action when it offers better value for every 

taxpayer's euro compared to action taken at national, regional or local level alone. 
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It is not unreasonable to argue that a European facility that provides loans to MSs in times when 

their access to the financial markets is hampered indeed provides value added beyond what MSs 

alone could achieve; though one might ask whether, by insulating MSs from market signals, such 

a facility might also have the unfortunate side effect of reducing incentives for fiscal discipline.  

Be that as it may, it is clearly far more difficult to understand how incentivising MSǎΩ ǇƻƭƛŎȅ ŎƘƻƛŎŜ 

on national matters, as the RDT and the BICC were to do, could be seen as serving any European 

public good. Presumably, the logic has to rely on the rather trivial observation that national deci-

sions tend to have consequences beyond the borders, and that particularly in a monetary union, 

bad macroeconomic policies can have costly consequences to others. Hence, European value 

added gets to be defined not by any inherent benefits of taking a decision jointly at the European 

level, but by the assumption that Europe has the will and ability to incentivise national decisions 

towards a better direction. Underlying this, there seem to be an assumption that MSs, due to their 

incompetence, short-sightedness, or cynical brinkmanship, care less about their own resilience 

and creditworthiness than the Union does. If this is so, then the EU has a problem of democratic 

decision making bigger than what EU budget can remedy. 

1.4.4 TƘŜ άƴŜǿέ /ƻƘŜǎƛƻƴ tƻƭƛŎȅΥ bD9¦ ƛƴ ŀŎǘƛƻƴ 

The preceding sections attempted to lay down the key elements of CP as they were traditionally 

understood to flow from the Treatieǎ ŀƴŘ Ƙƻǿ ǘƘƛǎ ǳƴŘŜǊǎǘŀƴŘƛƴƎ Ƙŀǎ ŎƘŀƴƎŜŘ ŘǳŜ ǘƻ ΨƭŜƎŀƭ ŜƴƎƛπ

ƴŜŜǊƛƴƎΩ ǘŀƪƛƴƎ ǇƭŀŎŜ ƛƴ ǘƘŜ 9¦ ƛƴǎǘƛǘǳǘƛƻƴǎΦ CƛǊǎǘ ƻŦ ŀƭƭΣ ŦǊƻƳ ŀ ƭŜƎŀƭ ŀƴŘ ǎǳōǎǘŀƴǘƛǾŜ Ǉƻƛƴǘ ƻŦ ǾƛŜǿΣ 

CP used to be understood as a policy with distinct features and clear limits, characterised by its 

focus on reducing disparities between the levels of development of the various regions and the 

backwardness of the least favoured regions (article 174 TFEU). Examples of policy aims that are 

specifically named in the Treaties to be funded and integrated through CP are environmental aims 

and trans-European networks. Finally, as regards financing and procedural aspects, CP has relied 

on national co-funding and relied on procedures engaging local and regional actors.  

After Covid-19 none of this remains ǘƘŜ ǎŀƳŜΦ ¢ƘŜ /ƻƳƳƛǎǎƛƻƴ ǿŜōǎƛǘŜ ǎǘƛƭƭ ŘŜǎŎǊƛōŜǎ ǘƘŜ 9¦Ωǎ CP 

in the traditional terms as aiming άto strengthen the cohesion among EU MSs. In this way, they 

reduce disparities in EU regions, within and across MSs, and promote sustainable territorial devel-

ƻǇƳŜƴǘέ ό9ǳǊƻǇŜŀƴ /ƻƳƳƛǎǎƛƻƴΣ ƴΦŘΦύΦ ¢Ƙƛǎ ƛǎ ŎƭŜŀǊƭȅ ƳƛǎƭŜŀŘƛƴƎΣ ŀǎ ǘƘŜ нлнм-2027 MFF, and in 

particular the NGEU, took CP in a completely different direction. This section analyses the scope 

and uses of RRF fundƛƴƎΣ ƛǘǎ ŘŜǎƛƎƴ ŀǎ άƳƻƴŜȅ ŦƻǊ ǊŜŦƻǊƳǎέΣ ǘƘŜ ŜŦŦŜŎǘ ƻŦ ǘƘƛǎ ŦǳƴŘƛƴƎ ƻƴ ǎǳōǎƛŘƛπ

arity and finally questions whether any legal constraints remain or are relevant after the transfor-

mation of CP through the NGEU. 

When the Covid-19 crisis hit the Union, CP instruments were adapted to emergencies through 

three legislative acts amending the rules of the 2014-2020 programme period: In March 2020, the 

Commission launched the Coronavirus Response Investment Initiative (CRII), which introduced 

simplifications, liquidity and flexibility measures.68  

 
                                                        
68 Regulation (EU) 2020/460 amending Regulations (EU) No 1301/2013, (EU) No 1303/2013 and 
(EU) No 508/2014 as regards specific measures to mobilise investments in the healthcare systems 



The System 

86 

A month later the Coronavirus Response Investment Initiative Plus (CRII+) strengthened the flexi-

bilities further and also provided for the possibility of 100 % EU co-financing for one year.69 In 

December 2020, the REACT-EU proviŘŜŘ ϵрлΦп ōƛƭƭƛƻƴ ǘƻ MSs as a top up to the 2014-2020 CP 

funding.70 It was specifically designed to serve as a short and medium term instrument for crisis 

repair and recovery actions. As opposed to regular CP funds, MSs received a high degree of dis-

cretion in allocating the additional funds between Funds, regions and types of eligible invest-

ments, reducing the usual focus of CP on regional disparities. The resources were distributed to 

MSs based on a methodology that differs from that used for regular CP funds. While the latter 

largely reflects regional disparities, REACT-EU captures only national-level data on the pre-pan-

demic situation and on the economic impact of the crisis on MSs (European Court of Auditors, 

2023a). CP was also used to set up the JTF, to ŜƴŀōƭŜ έǊŜƎƛƻƴǎ ŀƴŘ ǇŜƻǇƭŜ ǘƻ ŀŘŘǊŜǎǎ ǘƘŜ ǎƻŎƛŀƭΣ 

ŜƳǇƭƻȅƳŜƴǘΣ ŜŎƻƴƻƳƛŎ ŀƴŘ ŜƴǾƛǊƻƴƳŜƴǘŀƭ ƛƳǇŀŎǘǎ ƻŦ ǘƘŜ ǘǊŀƴǎƛǘƛƻƴ ǘƻǿŀǊŘǎ ǘƘŜ ¦ƴƛƻƴΩǎ 2030 

targets for energy and climate and a climate-neutral economy of the Union by нлрлέΦ71  

The BICC, as part of the revised RSP, was heading towards its final legislative approval. The global 

pandemic rearranged political imperatives, leading to the opportunity to come forward with 

something far more ambitious, in the form of the NGEU package and its RRF. The BICC proposal 

ǿŀǎ ǿƛǘƘŘǊŀǿƴ ƛƴ aŀȅ нлнлΣ ōǳǘ ƛǘǎ ƭŜƎŀŎȅ ƭƛǾŜŘ ƻƴ ƛƴ ǘƘŜ wwCΣ ǿƘƛŎƘ ǘƻƻƪ άŀǎ ŀ ōŀǎƛǎ ǘƘŜ ƭŀǘŜǎǘ 

text discussed by the co-legislators on the proposal establishing a RSP ώΧϐ and makes appropriate 

changes to it to reflect the revised objectives, and the adjusted delivery mode of the new instru-

ment (COM(2020) 408 final). If the substantive content remained largely the same. What changed 

was the scale and, crucially, the way the facility was financed. Until 2020, there was universal 

agreement in the institutions that any deeper fiscal integration, particularly if it involved issuance 

of EU debt, would require Treaty amendment (Leino-Sandberg, 2021; Leino-Sandberg & Ruffert, 

2022). This understanding was to change nearly overnight. NGEU is financed by Union borrowing 

ǊŀǘƘŜǊ ǘƘŀƴ ǘƘǊƻǳƎƘ ƻǿƴ ǊŜǎƻǳǊŎŜǎΣ ǿƘƛŎƘ ƳŀŘŜ ǘƘŜ ŀƳƻǳƴǘ ƻŦ άŎƻƘŜǎƛƻƴέ ŦǳƴŘƛƴƎ ƳǳƭǘƛǇƭŜ ŎƻƳπ

ǇŀǊŜŘ ǘƻ ŀƴȅ ǇǊŜǾƛƻǳǎ aCCΦ bD9¦ Ƙŀǎ ōŜŜƴ ŎǊŜŀǘŜŘ ƻǳǘǎƛŘŜ ǘƘŜ ƴƻǊƳŀƭ ¦ƴƛƻƴ ōǳŘƎŜǘ ŀǎ ŀƴ άŜȄǘǊŀ-

 
                                                        
of Member States and in other sectors of their economies in response to the COVID-19 outbreak 
(CRII);  

69 Regulation (EU) 2020/559 of amending Regulation (EU) No 223/2014 as regards the introduction 
of specific measures for addressing the outbreak of COVID-19.  

70 Regulation (EU) 2020/2221 amending Regulation (EU) No 1303/2013 as regards additional re-
sources and implementing arrangements to provide assistance for fostering crisis repair in the 
context of the COVID-19 pandemic and its social consequences and for preparing a green, digital 
and resilient recovery of the economy (REACT-EU). 

71 Regulation (EU) 2021/1229 of 14 July 2021 on the public sector loan facility under the JTM, OJ L 
274, 30.7.2021, p. 1ς19, Regulation (EU) 2021/1057 establishing the European Social Fund Plus 
(ESF+) and repealing Regulation (EU) No 1296/2013, OJ L 231, 30.6.2021, p. 21ς59; Regulation (EU) 
2021/1056 establishing the JTF, OJ L 231, 30.6.2021, p. 1ς20, Regulation (EU) 2021/691 of 28 April 
2021 on the European Globalisation Adjustment Fund for Displaced Workers (EGF) and repealing 
Regulation (EU) No 1309/2013, OJ L 153, 3.5.2021, p. 48ς70; Regulation (EU) 2021/523 of estab-
lishing the InvestEU Programme and amending Regulation (EU) 2015/1017, OJ L 107, 26.3.2021, 
p. 30ς89.  
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ōǳŘƎŜǘŀǊȅέ ŦǳƴŘΣ ŀƴŘ ǘƘŜ трл ōƛƭƭƛƻƴ ƛǘ ǊŀƛǎŜǎ ŦǊƻƳ ǘƘŜ ƳŀǊƪŜǘǎ ƛǎ channelled to the EU budget as 

external assigned revenues (Leino-Sandberg & Raunio, 2023). 

1.4.4.1 What is funded under the RRF? 

From the perspective of its legal structure, NGEU is established through a creative two-tier ap-

proach. The EU Recovery Instrument (EURI) is based on Article 122 TFEU.72 This regulation enu-

merates the purposes for which the funds shall be used on a general level but does not indicate 

how financial assistance is distributed to MSs. The distributive work is done by the RRF Regula-

tion,73 which is based on Article 175 (3) TFEU;74 the suitability of which for the purpose was no 

longer discussed. The Commission proposal argues, 

In line with Article 175 (third paragraph) TFEU, the Recovery and Resilience Facility under the 

regulation is aimed to contribute to enhancing cohesion, through measures that allow the 

Member States concerned to recover faster and in a more sustainable way from the COVID-19 

crisis, and become (more) resilient (COM(2020) 408 final). 

These justifications are far from fulfƛƭƭƛƴƎ ŀƴȅ ƭŜƎŀƭ ōŀǎƛǎ ǘŜǎǘΦ ¦ƴŘŜǊ ǘƘŜ /ƻǳǊǘΩǎ ŜǎǘŀōƭƛǎƘŜŘ ŎŀǎŜ 

law the choice of legal basis for an EU measure must rest on objective factors that are amenable 

to judicial review; these include the aim and the content of the measure. Moreover, έin order to 

determine the appropriate legal basis, the legal framework within which new rules are situated 

may be taken into account, in particular in so far as that framework is capable of shedding light on 

ǘƘŜ ƻōƧŜŎǘƛǾŜ ǇǳǊǎǳŜŘ ōȅ ǘƘƻǎŜ ǊǳƭŜǎέΦ75 A lot could have been said about the objectives of the 

facility. Yet the opinion of the CLS does not engage with the issue of using Article 175, 3rd para-

graph, TFEU as the legal basis of the proposal at all. Though substantively not addressing the pan-

demic crisis, the NGEU is justified as a part of the EU emergency response to it, while the CP ele-

ment enables handing out the funding without the same kind of conditions that have been seen 

as an inseparable part of Article 122 (2) TFEU (Leino-Sandberg & Ruffert, 2022). While the RRF 

objectives certainly reach far beyond those of CP as defined in the Treaties, in legal terms it is a 

CP instrument, because it derives its competence from Article 175 TFEU in the absence of other 

suitable legal bases. The flexibility clause (Article 352 TFEU) would have required unanimity in the 

Council, but is also unavailable to circumvent explicit limitations in other, more specific Treaty 

articles (including those limiting EU competence in economic and fiscal policy to coordinating ac-

tion).  

 
                                                        
72 Council Regulation (EU) 2020/2094 establishing a EU Recovery Instrument to support the recov-
ery in the aftermath of the COVID-19 crisis, O.J. 2021, L 433I/23. 

73 Regulation (EU) 2021/241 establishing the Recovery and Resilience Facility, OJ L 57, 18.2.2021, 
p. 17ς75;  Regulation (EU) 2021/240 establishing a Technical Support Instrument, OJ L 57, 
18.2.2021, p. 1ς16; Regulation (EU) 2023/435 amending Regulation (EU) 2021/241 as regards RE-
PowerEU chapters in recovery and resilience plans and amending Regulations (EU) No 1303/2013, 
(EU) 2021/1060 and (EU) 2021/1755, and Directive 2003/87/EC, OJ L 63, 28.2.2023, p. 1ς27.  
74 Regulation (EU) 2021/241.  

75 Czech Republic v Parliament and Council, C-482/17, para 32. 
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The NGEU, through its debt funding that multiplied the means of the normal EU budget, provided 

the means to turn CP into an instrument for various broad policy objectives, only some of which 

fall inside established EU competence. Gone is the earlier focus of cohesion policies, flowing from 

Article 174 TFEU, on reducing disparities between the levels of development of the various regions 

and the backwardness of the least favoured regions. The RRF objectives have been defined at two 

ŘƛŦŦŜǊŜƴǘ ƭŜǾŜƭǎΦ ¢ƘŜ wwC Ƙŀǎ ŀ ΩƎŜƴŜǊŀƭ ƻōƧŜŎǘƛǾŜΩΣ ǿƘƛŎƘ ŀŘŘǊŜǎǎŜǎ  

the resilience, crisis preparedness, adjustment capacity and growth potential of the Member 

States, by mitigating the social and economic impact of that crisis, in particular on women, by 

contributing to the implementation of the European Pillar of Social Rights, by supporting the 

ƎǊŜŜƴ ǘǊŀƴǎƛǘƛƻƴΣ ōȅ ŎƻƴǘǊƛōǳǘƛƴƎ ǘƻ ǘƘŜ ŀŎƘƛŜǾŜƳŜƴǘ ƻŦ ǘƘŜ ¦ƴƛƻƴΩǎ нлол ŎƭƛƳŀǘŜ ǘŀǊƎŜǘǎ Χ and 

by complying with the objective of EU climate neutrality by 2050 and of the digital transition, 

thereby contributing to the upward economic and social convergence, restoring and promoting 

sustainable growth and the integration of the economies of the Union, fostering high quality 

employment creation, and contributing to the strategic autonomy of the Union alongside an 

open economy and generating European added value (Article 4(1)). 

While no doubt laudable, these objectives seem extremely wide and rather distant from those 

mentioned in Article 174 TFEU. Instead of making sure that EU and national policy objectives con-

tribute to the objectives of Article 174 TFEU, as the Treaty stipulates, they reverse the hierarchy 

and turn CP into an instrument for promoting a broad spectrum of other policy objectives that 

have fairly little to do with Article 174 TFEU. Cohesion only serves as an accessory role in the logic 

ƻŦ ǘƘŜ CŀŎƛƭƛǘȅ ό5ŜǊƳƛƴŜΣ нлноύΦ Lƴ ŀŘŘƛǘƛƻƴΣ ǘƘŜ wwC ǇǊƻǾƛŘŜǎ ŀ ΩǎǇŜŎƛŦƛŎ ƻōƧŜŎǘƛǾŜΩΣ ǿƘƛŎƘ ƛǎ ǘƻ ǇǊƻπ

vide members states with financial support to achieve the M&Ts in their Recovery and Resilience 

Plans (RRPs) (Article 4(2)).  

Lƴ ǊŜŀƭƛǘȅΣ ǘƘŜ ΨǇƻƭƛŎȅ ŀǊŜŀǎ ƻŦ 9ǳǊƻǇŜŀƴ ǊŜƭŜǾŀƴŎŜΩ ό!ǊǘƛŎƭŜ оύ ƳŜƴǘƛƻƴŜŘ ƛƴ ǘƘŜ wwC ŀǊŜ ǎƻ ǿƛŘŜ ŀǎ 

to encompass almost any public policy field, some of which fall under EU competence while others 

belong to the national competence. RRF is not about creating common European policies beyond 

identifying certain broad priorities for EU funding. The general obligations of the RRF are tailored 

individually for each MS in their individual RRPs that include the M&Ts of reforms and invest-

ments. The substantive content of the plans is proposed by the MS and refined in confidential 

negotiations with the Commission, prior to the formal submission of the NRRPs. Once the Com-

mission and the MS have reached a common agreement, the remaining process is mostly a for-

mality. There is virtually no role for the European Parliament, beyond the discharge procedure 

ό!ǊǘƛŎƭŜ омф ¢C9¦ύ ŀƴŘ ŀ ǊŀǘƘŜǊ ƳȅǎǘŜǊƛƻǳǎ άǊŜŎƻǾŜǊȅ ŀƴŘ ǊŜǎƛƭƛŜƴŎŜ ŘƛŀƭƻƎǳŜέΦ76 The extent to 

which national parliaments have a say in the plans depends on national solutions, but the opaque 

and bilateral nature of the negotiations makes it difficult for national parliaments to fulfil their 

normal budgetary role (Leino-Sandberg & Raunio, 2023). The usual CP multi-layer governance 

structure with local and regional actors is notably absent and replaced by executive dominance at 

 
                                                        
76 See (RRF-)Regulation (EU) 2021/241, Art. 26. The dialogue is basically led by the competent 
committee of the European Parliament but leads to nothing more than an obligation of the Com-
Ƴƛǎǎƛƻƴ ǘƻ άǘŀƪŜ ƛƴǘƻ ŀŎŎƻǳƴǘ ŀƴȅ ŜƭŜƳŜƴǘǎ ŀǊƛǎƛƴƎ ŦǊƻƳ ǘƘŜ ǾƛŜǿǎ ŜȄǇǊŜǎǎŜŘ ǘƘǊƻǳƎƘ ǘƘŜ ǊŜŎƻǾŜǊȅ 
and resilience dialogue, including the resolutions from the European Parliameƴǘ ƛŦ ǇǊƻǾƛŘŜŘΦέ 
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EU and national level: the relevant decisions are taken in confidential negotiations between the 

Commission and national capitals, and blessed by the Economic and Financial Committee.  

9ǾŜƴ ƛŦ ǘƘŜ ŦǳƴŘƛƴƎ ǿƻǳƭŘ ōŜ ƧǳǎǘƛŦƛŜŘ ǿƛǘƘ ōǊƻŀŘ ǇƻƭƛŎȅ ƻōƧŜŎǘƛǾŜǎ ǎǳŎƘ ŀǎ ΩƎǊŜŜƴ ǘǊŀƴǎƛǘƛƻƴΩΣ ƛƴ 

selecting them there is no process of directing funding to projects that would be most useful from 

ǘƘŜ ǇŜǊǎǇŜŎǘƛǾŜ ƻŦ ǘƘŜ 9¦Ωǎ ŜƴŜǊƎȅΣ ŜƴǾƛǊƻƴƳŜƴǘŀƭ ƻǊ ŎƭƛƳŀǘŜ ŀƛƳǎΦ Lǘ ƛǎ ŀōƻǳǘ ŀƭƭƻŎŀǘƛƴƎ ŀ ǇǊŜŘŜπ

termined share of funds to each MS; the Commission reports on the implementation of the facility 

ƛƭƭǳǎǘǊŀǘŜ ǘƘŜ ǘǊŀŘƛǘƛƻƴŀƭ ǇŀǘǘŜǊƴ ǿƘŜǊŜ άǎǇŜƴŘƛƴƎέ ƛǎ ŀƴ άƻōƧŜŎǘƛǾŜ ƛƴ ƛǘǎŜƭŦΣ ƛƴŘŜǇŜƴŘŜƴǘƭȅ ŦǊƻƳ 

ǘƘŜ ǊŜǎǳƭǘǎ ŀŎƘƛŜǾŜŘέ ό/ƛǇǊƛŀƴƛΣ нлмуΣ ǇΦ мрнύΦ wCC ŦǳƴŘǎ ŀǊŜ ǇǊŜ-allocated to states on the basis of 

criteria that, for the most part, have little relevance for fighting COVID-19.77 70% of the funds are 

allocated on the basis of cohesion criteria (population, the inverse GDP per capita and the relative 

unemployment rate) while only 30% depend on factors that can in principle be affected by the 

pandemic (aggregated change in real GDP for 2020 (Article 11). The requirement of additionality 

of national spending has disappeared, and there is no requirement to target the funds to deprived 

areas. The RFF allocation criteria do not reflect the traditional allocation criteria applied in CP, but 

constitute a political deal where each MS is promised a certain share of the funds that the MS 

itself can allocate to its own political pet projects under a certain degree of Commission supervi-

ǎƛƻƴΦ ²ƘƛƭŜ wCC ŦǳƴŘƛƴƎ ŎŀƴƴƻǘΣ ŀǎ ǘƘŜ Ƴŀƛƴ ǊǳƭŜΣ ōŜ ǎǇŜƴǘ ǘƻ άsubstitute recurring national budg-

ŜǘŀǊȅ ŜȄǇŜƴŘƛǘǳǊŜέ ό!ǊǘƛŎƭŜ рόмύύΣ it can be spent on one-off measures that would normally be 

funded from national budgets. Examples mentioned by the Commission include increasing 

healthcare capacity in hospitals, clinics, outpatient care centres and specialised health centres, 

and the support given to 413 000 enterprises by the end of 2022 (European Commission, Direc-

torate-General for Budget, 2023, p. 68).  

A cursory look into the national recovery plans confirms their wide reach. They cover traditional 

investments, in infrastructure and energy; IT projects in a variety of different fields; reforms of 

budgetary planning, judicial systems, insolvency systems, taxation, pension systems, labour mar-

kets; measures in the field of education, social policies and housing, to name a few. The plans do 

not cover projects in the field of security and defence, nor financial market policies, but almost 

everything else seems to be fair game.78 Projects are planned and approved for each State indi-

vidually.  

The RRF entails no obligation to pursue cross-border projects, but under Article 15(3)(cc) of the 

wwC ǊŜƎǳƭŀǘƛƻƴ ǘƘŜ ƴŀǘƛƻƴŀƭ Ǉƭŀƴ Ƴǳǎǘ ƛƴŎƭǳŘŜ άŀƴ ƛƴŘƛŎŀǘƛƻƴ ƻŦ ǿƘŜǘƘŜǊ ǘƘŜ ƳŜŀǎǳǊŜǎ ƛƴŎƭǳŘŜŘ ƛƴ 

the plan comprise cross-border, or multi-ŎƻǳƴǘǊȅ ǇǊƻƧŜŎǘǎέΦ ¦ƴder Commission guidance,   

Member States can decide for example to include investments on cross-border projects in the 

digital, transport, energy or waste sectors (i.e. infrastructure projects implementing the Trans-

European Transport and Energy Networks, fast-tracking long distance recharging/refueling in-

frastructure for zero- and low-emissions propulsion, Single European Sky and European Rail 

 
                                                        
77 The maximum contribution per Member State still partly refers to the unemployment in 2015-
2019. The July 2020 European Council reduced that reference but did not fully abolish it. Art. 11 
241/2021 with Annex II., A16 July, Annex I COM (2020) 408 final. 

78 The national plans can be found at www.ec.europa.eu/info/business-economy-euro/recovery-
coronavirus/recovery-and-resilience-facility_en#national-recovery-and-resilience-plans.  

http://www.ec.europa.eu/info/business-economy-euro/recovery-coronavirus/recovery-and-resilience-facility_en#national-recovery-and-resilience-plans
http://www.ec.europa.eu/info/business-economy-euro/recovery-coronavirus/recovery-and-resilience-facility_en#national-recovery-and-resilience-plans
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Traffic Management System, energy interconnections in the context of the Energy Union (in-

cluding cross-border renewable projects), 5G corridors on roads and railways in the context of 

9¦Ωǎ 5ƛƎƛǘŀƭ {ǘǊŀǘŜƎȅύΦ LŦ ǎƻΣ aŜƳōŜǊ {ǘŀǘŜǎ ǎƘƻǳƭŘ ƛƴŘƛŎŀǘŜ ƛǘ ŎƭŜŀǊƭȅ ƛƴ ǘƘŜƛǊ RRPs, and coordi-

nate the preparation of their plans with the Member States that would be affected by the cross-

border or multi-country project.79 

Green and digital transformation are the two particular policy areas of emphasis of the RRF. Both 

in the legislation and in implementation, the two areas are handled quite symmetrically. Both are 

assigned a minimum share of total spending, 37 % for green measures and 20% for digital 

measures. Yet, in terms of EU competence, these two objectives are quite different. Environmen-

tal and climate objectives enjoy a strong anchoring in the EU Treaties in general, and benefit from 

ŀ ōǊƻŀŘ ŀƴŘ ŜȄǇƭƛŎƛǘ ƭŜƎŀƭ ŎƻƳǇŜǘŜƴŎŜ ōƻǘƘ ǳƴŘŜǊ ŜƴǾƛǊƻƴƳŜƴǘ ǇƻƭƛŎȅΣ ¦ƴƛƻƴΩǎ ƘƻǊƛȊƻƴǘŀƭ ƻōƧŜŎπ

tives and under the CF. The environmental effects of measures can be more local, national or 

transnational, but the EU does have competence to regulate and finance them. Many measures 

could also be framed as environmental or climate. For example, the closing down of a coal plant 

or mine in a MS ŎƻǳƭŘ ǾŜǊȅ ǿŜƭƭ ōŜ ƧǳǎǘƛŦƛŜŘ ǿƛǘƘ ǊŜŦŜǊŜƴŎŜ ǘƻ ǘƘŜ 9¦Ωǎ ŎƭƛƳŀǘŜ ƻōƧŜŎǘƛǾŜǎΣ ǿƘƛƭŜ 

the effects of such closure could turn the area into one affected by industrial transition and thus 

subject to CP. Therefore, the matter is less about competence and more about what kind of pro-

jects the EU should fund to promote the EU (or global) public goods, where transnational effects 

and global climate goals would seem to be decisive. This also involves questions of framing: what 

kind of projects can be described as promoting as a green investment?  

Digitalization is fundamentally different: it is a broad and cross-cutting phenomenon which affects 

MS administration and practices ς traditionally considered to fall largely outside EU competence. 

A recent Commission Communication explains how funding has been spent on reforms to digital-

ise public administration in various countries, reforms of civil and criminal justice systems to make 

them more efficient by reducing the length of proceedings and by improving the organisation of 

courts (Italy, Spain), reforms improving the quality of the legislative process (Bulgaria), the pur-

chase of 600 000 new laptops to lend to teachers and pupils and the selection of Digital Innovation 

Hubs to support companies in their digitisation efforts (Portugal, EUR 600 million) (COM(2023) 99 

ŦƛƴŀƭύΦ Lƴ ǘƘŜ bŜǘƘŜǊƭŀƴŘǎΣ ǘƘŜ 9¦ ƛǎ ǇŀȅƛƴƎ ŦƻǊ ŀ ΨDǊƻǳƴŘōǊŜŀƪƛƴƎ L¢Ω ƛƴvestment measure, which 

ǊŜŦŜǊǎ ǘƻ ŀƴ ΩƻǾŜǊƘŀǳƭ ƻŦ ǘƘŜ aƛƴƛǎǘǊȅ ƻŦ 5ŜŦŜƴŎŜΩǎ ƛƴǘŜǊƴŀƭ ŎƻƳǇǳǘŜǊ ǎȅǎǘŜƳǎΩΦ80 The German plan 

includes Ψvarious measures to modernise the public administration and to support disadvantaged 

groups, to cap social security contributions, and to strengthen education and skills, in particular 

ōȅ ǎǳǇǇƻǊǘƛƴƎ ǘƘŜ ŘƛƎƛǘŀƭƛǎŀǘƛƻƴ ƻŦ ŜŘǳŎŀǘƛƻƴΩ.81 These are no doubt useful public expenditure, but 

 
                                                        
79 Commission staff working document. Guidance to Member States recovery and resilience 
plands. Brussels, 22.1.2021 SWD(2021) 12 final PART ½.  

80 Council implementing decision on the approval of the assessment of the recovery and resilience 
plan for the Netherlands, Brussels, 27 September 2022, doc nr 12275/22, available at 
https://data.consilium.europa.eu/doc/document/ST-12275-2022-INIT/en/pdf . 

81 Council implementing decision on the approval of the assessment of the recovery and resilience 
plan for Germany, Brussels, 6 July 2021, doc nr 10158/21, available at https://data.consilium.eu-
ropa.eu/doc/document/ST-10158-2021-INIT/en/pdf . 

https://data.consilium.europa.eu/doc/document/ST-12275-2022-INIT/en/pdf
https://data.consilium.europa.eu/doc/document/ST-10158-2021-INIT/en/pdf
https://data.consilium.europa.eu/doc/document/ST-10158-2021-INIT/en/pdf
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they are normal costs deriving from the operation of public sector in a MS ς it is not clear what 

ǘƘŜ 9¦Ωǎ ƛƴǘŜǊŜǎǘ ƛǎ ƛƴ ŀƴȅ ƻŦ ǘƘŜǎŜ ŀƴŘ ǿƘȅ ǿƻǳƭŘ ƛǘ ŦǳƴŘ ǘƘŜǎŜ ǘȅǇŜǎ ƻŦ ƳŜŀǎǳǊŜǎ ƛƴ ǊƛŎƘ 9¦ MSs. 

There is no evidence that, under this priority area, the EU is even attempting to provide any useful 

contribution beyond money, such as technical advice to MSs on matters related to digitalisation 

of public administration.  

Since its initial adoption in the aftermath of Covid-19, the scope of RFF has been widened further. 

Lƴ ǘƘŜ ŀǊŜŀ ƻŦ ŜƴŜǊƎȅΣ ǘƘŜ /ƻƳƳƛǎǎƛƻƴΩǎ wŜtƻǿŜǊ9¦ /ƻƳƳǳƴƛŎŀǘƛƻƴ όнлннΤ /haόнлнн) 108 final) 

proposed to rechannel unspent COVID-19 funds to freeing Europe from its dependence on Russian 

oil and gas. In 2023 the RRF Regulation was amended to allow for the inclusion of REPowerEU 

chapters in RRPs contributing to various RePower the objectives such as improving energy infra-

structure and facilities, boosting energy efficiency in buildings and critical energy infrastructure, 

decarbonising industry, addressing energy poverty and incentivising reduction of energy de-

mand.82 In June 2023 the little that remained of the RRF funds was again proposed to be recycled 

ƛƴ ǘƘŜ {ǘǊŀǘŜƎƛŎ ¢ŜŎƘƴƻƭƻƎƛŜǎ ŦƻǊ 9ǳǊƻǇŜ tƭŀǘŦƻǊƳ όΨ{¢9tΩύΣ ŀƛƳƛƴƎ ǘƻ ƘŜƭǇ ǇǊŜǎŜǊǾŜ ŀ 9ǳǊƻǇŜŀƴ 

edge on critical and emerging technologies relevant to the green and digital transitions 

(COM(2023) 335 final). In this search for flexibility, CP becomes once again an instrument for 

έǇǊƻǾƛŘƛƴƎ ŦƭŜȄƛōƛƭƛǘȅ ƛƴ ŜȄƛǎǘƛƴƎ ƛƴǎǘǊǳƳŜƴǘǎ ǘƻ ōŜǘǘŜǊ ǎǳǇǇƻǊǘ ǊŜƭŜǾŀƴǘ ƛƴǾŜǎǘƳŜƴǘǎέ ό/haόнлноύ 

335 final, pp. 4-5). Unlike the original RRF Regulation, the STEP proposal relies on a broad and 

exceptional combination of eight legal bases, which the Commission justifies briefly with them 

being άǊŜƭŜǾŀƴǘέΦ83 According to the established jurisprudence of the ECJ, the EU legislature should 

primarily base its actions on a single legal basis that corresponds its main objective. The high num-

ber of legal bases indicates difficulties in identifying any main objective or explicit legal basis for 

the act.84  

1.4.4.2 From reimbursing costs to rewarding performance  

Apart from its large size, nearly unlimited scope, and deep tailoring for each MS, the main innova-

tions of the RRF are the absence of co-ŦƛƴŀƴŎƛƴƎ ǊŜǉǳƛǊŜƳŜƴǘ ŀƴŘΣ ƴƻǘŀōƭȅΣ ƛǘǎ άǇŜǊŦƻǊƳŀƴŎŜ-

ōŀǎŜŘέ ŘƛǎōǳǊǎŜƳŜƴǘ ǇƻƭƛŎȅΣ ǿƘƛŎƘ ƳŀƪŜǎ ǳǎŜ ƻŦ ǘƘŜ Ǉƻǎǎƛōƛƭƛǘȅ ƛƴŎƭǳŘŜŘ ƛƴ ǘƘŜ CƛƴŀƴŎƛŀl Regula-

tion in 2018 described above. While in the preparation phase there needs to be a reasonable link 

between the financial envelope available to a MS and the total cost of its National Resilience and 

Recovery Plan, once the plan has been approved, this link disappears and European money is dis-

bursed solely on the basis of the significance, as assessed by the Commission, of the targets and 

milestones achieved, with no reference to the actual cost and no requirement to demonstrate 

that any costs have actually been incurred. In the words of the Commission,  

 
                                                        
82 Regulation (EU) 2023/435 amending Regulation (EU) 2021/241 as regards REPowerEU chapters 
in recovery and resilience plans and amending Regulations (EU) No 1303/2013, (EU) 2021/1060 
and (EU) 2021/1755, and Directive 2003/87/EC, Article 21c. 
83 (Article 164, Article 173, Article 175, 3rd paragraph, TFEU, Article 176, Article 177, Article 178, 
Article 182(1) and Article 192(1) TFEU.  

84 See for example the Whistleblower directive for which it was long thought that there was no 
legal basis: and also the EU-LISA thas an imporessive list of legal bases.  
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The Facility is an innovative, performance-based instrument, where payments are made to 

Member States, as beneficiaries, upon delivering reforms and investments pre-agreed in na-

tional recovery and resilience plans. The funds are therefore disbursed solely on the basis of 

the progress in the achievement of the reforms and investments that Member States committed 

ǘƻΦ CƻŎǳǎŜŘ ƻƴ ǘƘŜ ǘƛƳŜƭȅ ŀƴŘ ŜŦŦƛŎƛŜƴǘ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ ƻŦ aŜƳōŜǊ {ǘŀǘŜǎΩ ǇƭŀƴǎΣ ǘƘŜ ǇŜǊŦƻǊπ

mance logic of the RRF makes payments conditional on concrete outcomes. Disbursements thus 

depend on the delivery of the pre-agreed investments and reforms rather than the final costs 

incurred. (COM(2023) 99 final, p. 1)  

In other words, EU money is paid not to fund measures taken by MSs, but rather to reward them 

for taking those measures. ! ƭƻƻƪ ŀǘ ǘƘŜ /ƻƳƳƛǎǎƛƻƴΩǎ ƛƳǇƭŜƳŜƴǘƛƴƎ ŘŜŎƛǎƛƻƴ ƻƴ ǘƘŜ ǎŜŎƻƴŘ 

disbursement under the Italian RRP illustrates this well (European Commission, n.d.a). It au-

thorises the payment of EUR 10 bn to Italy by means of payment to the bank account indicated 

in the Financing Agreement as a reward for various legislative reforms. Legislative work is not free 

ς there is an administrative cost involved ς but the preparation of these laws could not have cost 

more than a small fraction of the money received from the EU as reward. While the Commission 

has less to do with the substance of the reform (which often is purely national competence), the 

MS is then expected to refrain from changing the legislation until all RRF money has been paid out 

(Article 24(3)). Many M&Ts involve targets of a much fluffier kind, such as a National Strategy (for 

mental health, as in the case of Bulgaria); a National Programme (for oncology, as in the case of 

Czechia), a report (of the assessment of stocks of critical drugs by the Danish Medicines Agency) 

or funding guidelines (for establishing new primary health care units in Austria). In those cases, EU 

funding does not seem to require concrete legislative measures but merely a certain degree of 

political commitment (COM(2023) 545 final) in matters that fall under EU legislative competence.  

Many MSs seem to like the model that provides them direct budgetary support. Once the mile-

stone or target is considered by the Commission to be completed, the money that is disbursed can 

be freely allocated to anything at national level. In terms of bureaucracy, although administering 

the plan is a heavy effort particularly for those MSs that benefit the most, at least they save the 

effort of providing the proofs of payment that has traditionally been part of all EU funding. With 

this, the Union has done away with one of the key safeguards (alongside with national co-financ-

ing, which also has disappeared in the RRF), that once ensured prudent spending of EU money. 

In addition to reaching deep into areas of national competence, the move from cost-based to 

performance-based disbursement has created substantial complications for the audit and 

control of Union funds. Neither the RRF Regulation nor the Commission Delegated Regulation on 

ǘƘŜ {ŎƻǊŜōƻŀǊŘ ŜȄǇƭŀƛƴ ǿƘŀǘ άǇŜǊŦƻǊƳŀƴŎŜέ ŀŎǘǳŀƭƭȅ ƳŜŀƴǎΦ 85 In its first audit of the RFF, the ECA 

examined how the Commission had assessed the plans of six MSs and identified a number of 

ǿŜŀƪƴŜǎǎŜǎ ŀƴŘ ǊƛǎƪǎΦ Lǘ ǇƻƛƴǘŜŘ ƻǳǘ ǘƘŀǘ ǘƘŜ /ƻƳƳƛǎǎƛƻƴΩǎ ŀǎǎŜǎǎƳŜƴǘ ǿŀǎ ōŀǎŜŘ ƻƴ ŎƻƳǇǊŜƘŜƴπ

sive internal guidelines and checklists that were not systematically used and were often difficult 

 
                                                        
85 Commission delegated regulation (EU) 2021/2106 of 28 September 2021 on supplementing Reg-
ulation (EU) 2021/241 of the European Parliament and of the Council establishing the Recovery 
and Resilience Facility by setting out the common indicators and the detailed elements of the re-
covery and resilience scoreboard.  
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to trace. While the Commission assessment had improved the quality of MSǎΩ M&Ts, some of them 

lacked clarity or did not cover all key stages of implementation of a measure. The same deficien-

cies and others identified by ECA will also make it more difficult for the EP to hold the Commission 

to account on how the MSs have spent the funds ς a matter raised repeatedly by the EP Commit-

tee on Budgetary Control (CONT), since the Committee cannot trace the expenditure invoices like 

they can for traditional implementation under shared management. In its recent Special Report 

ƻƴ ǘƘŜ wwCΩǎ ǇŜǊŦƻǊƳŀƴŎŜ ƳƻƴƛǘƻǊƛƴƎ ŦǊŀƳŜǿƻǊƪ ǘƘŜ 9/! Ǉƻƛƴǘǎ ƻǳǘ ǘƻ Ƙƻǿ ŀƭǎƻ ΨŎƻƳƳƻƴ ƛƴŘƛŎŀπ

ǘƻǊǎΩ ŘŜŦƛƴŜŘ ƛƴ ǘƘŜ /ƻƳƳƛǎǎƛƻƴ ŘŜƭŜƎŀǘŜŘ ǊŜƎǳƭŀǘƛƻƴ86  

do not comprehensively cover all important investments and reforms included in the RRPs. The 

measures that could not be linked to any common indicator mostly related to major structural 

reforms (economic, labour market and judicial reforms), the market for mobile telecommunica-

tions, investments in infrastructure and public transport, nature conservation and protection, 

and waste management and circular economy (European Court of Auditors, 2023b). 

!ǎ ŀ ǊŜǎǳƭǘΣ 9/! όнлноōύ ŀǊƎǳŜǎΣ ΨǘƘŜ ŎƻƳƳƻƴ ƛƴŘƛŎŀǘƻǊǎ Řƻ ƴƻǘ ŎƻǾŜǊ ŀŘŜǉǳŀǘŜƭȅ ǘƘŜ wwCΩǎ ƎŜƴŜǊŀƭ 

ƻōƧŜŎǘƛǾŜΩΦ This would indeed be difficult given that this general objective (Article 4(1)) covers 

nearly every possible policy field and does so on a very general level.   

When large amounts of public funds are used, as is the case with the RRF, their control is important 

both for democracy and public perception and trust. There is no sign that these complaints have 

caused a rethink in the Commission: the Social Climate Fund follows a similar model87 and the 

ǇǊƻǇƻǎŜŘ ¦ƪǊŀƛƴŜ CŀŎƛƭƛǘȅ ǿƛƭƭ ŀƭǎƻ ŀǇǇƭȅ ŀ ǎƛƳƛƭŀǊ ƳƻŘŜƭ ǘƻ ¦ƪǊŀƛƴŜΩǎ ǊŜŎƻƴǎǘǊǳŎǘƛƻƴ Ǉƭŀƴ 

(COM(2023) 338 final).  

1.4.4.3 The RRF and subsidiarity  

¢ƘŜ ǎǳōǎƛŘƛŀǊƛǘȅ ǎŜŎǘƛƻƴ ƻŦ ǘƘŜ /ƻƳƳƛǎǎƛƻƴΩǎ wwC ǇǊƻǇƻǎŀƭ ŎƭŀƛƳǎ ǘƘŀǘ wwC ŦǳƴŘƛƴƎ άrespects the 

principles of European added-value and subsidiarity. Funding from the Union budget concentrates 

on activities whose objectives cannot be sufficiently achieved by the MSs alone ("necessity test"), 

and where the Union intervention can bring additional value compared to action of Member 

Stateǎ ŀƭƻƴŜέΦ Enhancing cohesion is achieved άǘƘǊƻǳƎƘ measures that allow improving the resili-

ence of the Member StateǎέΤ therefore, the RRF άshould provide support to reforms and invest-

ments that address challenges of a structural nature of the Member {ǘŀǘŜǎέΦ The Commission un-

derlines that the RRF  

support is provided in response to a request from the Member State concerned made on a vol-

untary basis. As a result, each Member State decides whether action at Union level is necessary, 

in light of the possibilities available at national, regional or local level. The implementation of 

measures linked to economic recovery and resilience is a matter of common interest for the 

Union. 

 
                                                        
86 Ibid.  

87 See Regulation (EU) 2023/955 establishing a Social Climate Fund and amending Regulation (EU) 
2021/1060, Article 7(2).  
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Further, according to the Commission, the RRF is needed 

to coordinate a powerful response to the outbreak of the COVID-19 pandemic and for the miti-

gation of the huge economic fallout. Action at the Union level is thus necessary to achieve a fast 

and robust economic recovery in the Union. This goal cannot be achieved to a sufficient degree 

by the Member States acting alone, while the Union's intervention can bring an additional value 

by establishing a regulation that sets out an instrument targeted at supporting Member States 

financially as regards the design and implementation of much needed reforms and investments. 

Such support would contribute to also mitigate the societal impact caused by the present 

COVID-19 crisis. 

These claims are only partially convincing, at best. Of the various areas financed by the RRF, the 

one that stands out is the green transition which is clearly in the common European interest. More 

generally, perhaps one could argue that, at the beginning of the pandemic, there was no other 

way to credibly announce a substantial ramping up of public investment spending than through a 

Union-financed program, but even that argument is undermined by the fact that, in reality, the 

bulk of the RRF investment spending will only take place several years after the end of the pan-

demic. But when it comes to the rest of the investment projects and most of the reforms financed 

under the RRF, it is difficult to see how they would meet the necessity test.  

As discussed in the context of the RDT and the BICC, the RRF measures financed are characteristi-

cally national and seem to have little or nothing to do with EAV. Take, for example, the digitalisa-

tion and streamlining of the Italian justice system, which is one of the flagship projects financed 

under the RRF (European Commission, 2023). There is little doubt that, if properly executed, this 

can be a project of substantial societal value. Yet, a functioning and effective justice system seems 

first and foremost to benefit Italy itself, and any broader European interest is likely to be incidental 

and secondary. It should also be noted that justice reform is not a new endeavour in Italy; the 

country has, in fact, over years embarked on several such reforms. (Esposito et al., 2014) The rea-

son it has not done more is that it has, through its democratic processes, prioritised other uses for 

its public funds. The EU has now stepped in, put its finger on the scale in the form of European 

funding, and thereby changed the political priorities of Italy.  

Apart from green investments, where the common European interest seems rather clear, it is dif-

ficult to find elements in the RRPs that would have true European value added. The RRF is, by and 

large, not used to finance European public goods but rather national policy measures that primar-

ily benefit the individual countries themselves (Corti et al., 2022). The measures focus on the MS 

level. For example the European Parliament  

criticises the lack of a territorial dimension within the RRF and reiterates the importance of the 

partnership principle within the territorial policies of the EU; regrets that the deployment of the 

RRF has been highly centralised and has lacked consultation with regions and municipalities 

ŀƴŘ ǎǘǊŜǎǎŜǎ ǘƘŀǘ ǘƘŜ ŦƻǊƳǳƭŀǘƛƻƴ ŀƴŘ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ ƻŦ ǘƘŜ ¦ƴƛƻƴΩǎ ǇƻƭƛŎƛŜǎ ŀƴŘ ŀŎǘƛƻƴǎ Ƴǳǎǘ 

take into account the objectives set out in Article 174 TFEU and contribute to their achievement. 

(2022, para 5)  

In particular, it would seem that NGEU could have provided an opportunity for a vigorous step 

forward on Trans-European networks, which rely on specific EU competence but are also men-

tioned in the CP title. These are in the heart of what the EU is about and, in an obvious way, could 
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not be achieved by the States acting individually. Yet, it is very difficult to find even a trace of 

Trans-European networks in the RRPs. The plans, being prepared and owned nationally, are over-

whelmingly about national projects. Transnational considerations do not really come into play 

when the projects are selected for financing, beyond perhaps the part of green investments that 

contribute to decarbonization. Even the latter are fundamentally incidental; there seems to be no 

genuine effort to steer national plans towards transnational projects. As projects are assessed 

individually for each MS and on the basis of the plan proposed by the national government, there 

is no competition between different projects that would aim at guaranteeing that the projects 

that e.g. promote global climate goals most efficiently get selected. This is not directly an imple-

mentation problem, but a result of the legal design of the RRF Regulation, which derives from the 

wish to emphasise MSǎΩ ƴŀǘƛƻƴŀƭ ƻǿƴŜǊǎƘƛǇΣ ǿƘƛŎƘ ƛǎ ŘŜŜƳŜŘ ǇŀǊǘƛŎǳƭŀǊƭȅ ƛƳǇƻǊǘŀƴǘ ǿƘŜƴ ǘƘŜ 9¦ 

funds policy measures that fall substantively under national competence. However, the more fun-

damental question is why the EU should fund them in the first place.  

As discussed before, the main argument for EAV of the RRF eventually relies on the general and 

rather trivial notion that what is good for a MS tends also to be good for the EU. This is essentially 

what the Commission argues in saying that άthe implementation of measures linked to economic 

ǊŜŎƻǾŜǊȅ ŀƴŘ ǊŜǎƛƭƛŜƴŎŜ ƛǎ ŀ ƳŀǘǘŜǊ ƻŦ ŎƻƳƳƻƴ ƛƴǘŜǊŜǎǘ ŦƻǊ ǘƘŜ ¦ƴƛƻƴέΦ ¢Ƙƛǎ ŀǊƎǳƳŜƴǘ ƛǎ ǇǊƻōƭŜƳπ

atic for various reasons, one of which is that as a criterion it is essentially limitless. Virtually any 

part of public spending can be argued to contribute to economic recovery and resilience. This 

raises the question of how deeply the EU should get involved in incentivising national governments 

in their democratic decision making without an explicit Treaty authorisation. Finally, from the 

viewpoint of EU budget, the value of public spending should always be assessed against alternative 

uses of public funds. By channelling EU funds in this way to overwhelmingly country-specific pur-

poses, the RRF may is likely to have come at the expense of more serious efforts to identify and 

fund genuine European public goods. Over the longer term it may make it difficult for the EU to 

fund European public goods on a broader scale, particularly in view of the debt load flowing from 

NGEU. 

1.4.5 Legal constraints ς are there any? 

A key overriding objective of this analysis was searching legal limits for EU spending in general, 

and EU CP, in particular. Many questions involving spending are, however, not primarily legal in 

ƴŀǘǳǊŜ ōǳǘ ǊŀǘƘŜǊ ǉǳŜǎǘƛƻƴǎ ǘƘŀǘ ƛƴǾƻƭǾŜ ΨǾŀƭǳŜ ŦƻǊ ƳƻƴŜȅΩ ƻǊ ǉǳŜǎǘƛƻƴǎ ƻŦ ŀŎŎƻǳƴǘŀōƛƭƛǘȅΦ  

Among legal constraints, the rules that derive from the EU Treaties have a special status. Treaty 

provisions are intended to set constraints on the legislative institutions when approving secondary 

legislation. Amending them would involve a complicated process requiring broad consensus, 

which is often understood as making them in practice unamendable. While key decisions on the 

revenue side of the EU budget require unanimity of MSs (MFF and Own Resources Decision (ORD)), 

the decisions on how money is spent are based on secondary legislation, which is usually approved 

in the ordinary legislative procedure, by qualified majority in the Council. This setting is behind the 

increasing tensions between the Treaty framework and the realities of EU spending today. The 

NGEU is the pinnacle of this development. If there ever were any limits ς ƻǊ άŎƻƴǘƻǳǊǎέ ς for the 

use of cohesion policies, they seem to have been dissolved, to an extent that it has grown difficult 
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to see what government task could not be construed as being within the reach of cohesion poli-

cies. Both politically and legally, tƘŜ ǎƘƛǇ Ƙŀǎ ŀƭǊŜŀŘȅ ǎŀƛƭŜŘΣ ŀƴŘ ǘƘŜ ΨƴŜǿ CPΩ ŦƻǊƳǎ ŀ ǇŀǊǘ ƻŦ ǘƘŜ 

EU acquis. This evolution has implications beyond CP. It reaches to the broader, and foundational, 

discussion about the relevance of the Treaties in defining the EU constitutional arrangements, and 

even beyond that, to the proper functioning of democratic processes, scrutiny and accountability.  

The legal framework for CP involves both Treaty provisions and established practice as laid down 

in many generations of secondary legislation. The latter category includes for example the de-

mands to respect strategic evidence-based programming, and the practice of partnership and 

multi-level governance that the Committee of Regions has been calling for (European Committee 

of the Regions, 2023). These are questions where lessons learned from the attempts to secure 

sound use of EU financial resources have been turned into secondary legislation, which can be 

amended through the same procedure through which it was initially approved. For example, the 

introduŎǘƛƻƴ ƻŦ ΨƳƻƴŜȅ ŦƻǊ ǊŜŦƻǊƳǎΩ ƛǎ ŎŜǊǘŀƛƴƭȅ ΨƭŜƎŀƭΩ ƛƴ ǘƘŜ ǎŜƴǎŜ ǘƘŀǘ ƛǘ ƛǎ ŀƴŎƘƻǊŜŘ ƛƴǘƻ ŀƴ 

amendment of the Financial Regulation that the ECJ has not found illegal. Yet that does not answer 

the question whether it really is a solid way to ensure that EU funding is spent to useful objectives 

in a well-justified way. Nor does it resolve the fundamental tension of the unbounded reach of 

such measures with the Treaty-based division of competences. 

It is obvious that CP has in recent years moved far from its traditional purpose as defined in Article 

174 TFEU. Still for five years ago it would have been difficult to envisage a CP that can be used to 

finance nearly anything and everywhere; a policy that, rather than targeting underdeveloped re-

gions, primarily operates at the state level. The new use of CP is justified with language that con-

nects CP with the resilience of the MS and places a special emphasis on realising structural reforms 

ς the most obvious overreach in terms of EU competence, and with significant effects on demo-

cratic decision-making procedures in the MSs. 

When these fundamental reinterpretations of the Treaty took place, there were very few to take 

a stand in defence of the established reading of the EU Treaties. While it seems apparent that 

Ƴŀƴȅ ƻŦ ǘƘŜ ƴŜǿ ŦǳƴŘƛƴƎ ƻōƧŜŎǘƛǾŜǎ ǿƻǳƭŘ ƴƻǘ ƳŜŜǘ ǘƘŜ ŎǊƛǘŜǊƛŀ ǎŜǘ ƛƴ ǘƘŜ /ƻǳǊǘΩǎ нллф ǊǳƭƛƴƎ ƻƴ 

the IFI discussed above, this seems to be of little consequence. In the unlikely case the issue ever 

finds its way before the Court, the Court would almost certainly not question the right of the leg-

islators to expand the powers of the Union (Leino-Sandberg & Ruffert, 2022). 

The Ŏƻƴǎǘƛǘǳǘƛƻƴŀƭ ǾŀƭƛŘƛǘȅ ƻŦ ǘƘŜ άƴŜǿέ CP competence has not been subject to legal challenge,88 

and hence the ECJ has never ruled on it. Outside of the ECJ, so far the main judicial challenge 

relating to the overall arrangement was brought before the German FCC. Even there, the main 

focus was on the ORD, and the RRF was only mentioned in passing.89 As a result, the FCC did not 

pay much attention to CP ŀƴŘ ƛǘǎ ǎŎƻǇŜΣ ōŜȅƻƴŘ ǎǘǊŜǎǎƛƴƎ ǘƘŀǘ ǘƘŜ 9¦Ωǎ ŎƻƳǇŜǘŜƴŎŜ ǘƻ ŜƴƎŀƎŜ ƛƴ 

 
                                                        
88 There are currently five cases pending involving the allocation of RFF money to Poland before 
the EU Courts, but based on public information they do not seem to concern the legal basis of the 
instrument.  

89 Judgment of 6 December 2022, 2 BvR 547/21, 2 BvR 798/21, para 119 of the ruling.  

https://www.bundesverfassungsgericht.de/SharedDocs/Entscheidungen/EN/2022/12/rs20221206_2bvr054721en.html;jsessionid=44393AC8F970B613863F402C73A74595.internet982
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borrowing remained unclear and was also closely tied to what the money is spent on, and whether 

the purposes for spending fall under Union competence. For the FCC,  

!ǳǘƘƻǊƛǎƛƴƎ ǘƘŜ 9ǳǊƻǇŜŀƴ ¦ƴƛƻƴ ǘƻ ōƻǊǊƻǿ ƻƴ ŎŀǇƛǘŀƭ ƳŀǊƪŜǘǎ ŀǎ ΨƻǘƘŜǊ ǊŜǾŜƴǳŜΩ ŘƻŜǎ ƴƻǘ 

amount to a manifest violation of Art. 311(2) and (3) TFEU when the funds are used for the 

exercise of competences conferred upon the European Union and, to that end, are from the 

outset strictly assigned to such specific purposes. The requirement that other revenue within 

the meaning of Art. 311(2) TFEU be assigned to specific purposes ensures that the funds are 

used within the limits of the European integration agenda as defined in the Treaties and pre-

vents the European Union from borrowing funds for tasks for which it lacks competence under 

the principle of conferral in Art. 5(1) first sentence, Art. 5(2) TEU (see (1) below). While there is 

still doubt as to whether this is truly the case for the 2020 EU ORD, ultimately it can not be said 

that Arts. 4 and 5 of the Decision manifestly exceed the competence conferred in Art. 122(1) 

and (2) TFEU. (para 171). 

²ƘƛƭŜ ǘƘŜ C// ǎŜŜƳǎ ƴƻǘ ǘƻ ƘŀǾŜ ōŜŜƴ ƻǾŜǊƭȅ ŎƻƴǾƛƴŎŜŘ ǘƘŀǘ ǘƘŜ wwC ǘǊǳƭȅ ŦŜƭƭ ǿƛǘƘƛƴ ǘƘŜ ¦ƴƛƻƴΩǎ 

CP competence, it did not task itself to try and pin down the vague contours of CP, and how CP 

objectives should be understood in light of the MSǎΩ ƭŜƎƛǎƭŀǘƛǾŜ ŎƻƳǇŜǘŜƴŎŜΦ ¸ŜǘΣ ǘƘŜ ƭƻƎƛŎ ǘƘŀǘ ƛǘ 

presents follows the argumentation of the ECJ in its earlier case law that upholds an idea of paral-

lelism between legislative competence and EU funding discussed above. This type of integration 

through planning and funding would benefit from a thorough constitutional debate where also 

the implications for democratic decision making and accountability for and transparency of fund-

ing would be properly examined.  

The broader question of parallelism between legislative and budgetary powers has also surfaced 

in other contexts post-NGEU, and in at least two different ways that are both relevant for the 

ŦǳǘǳǊŜ ƻŦ 9¦ ǎǇŜƴŘƛƴƎΦ Lƴ ǘƘŜǎŜ ŘƛǎŎǳǎǎƛƻƴǎΣ ǘƘŜ 9¦Ωǎ ǎǘǊƻƴƎ ŜƴǾƛǊƻƴƳŜƴǘŀƭ ŎƻƳǇŜǘŜƴŎŜ Ƙŀǎ ŀŎǘŜŘ 

for a spearhead for new openings.  

First, in recent years there has been a broadening use of environmental measures funded from 

the EU budget to also address questions of social policy. The prime example is the Social Climate 

Fund, which enables the use of EU funds to cover MSǎΩ ǎƻŎƛŀƭ Ǉƻƭƛcy costs such as direct income 

support.90 Even though it is justified as a measure under the environmental and climate policies, 

as a class of public expenditure it looks very much like social policies ς something that so far has 

been considered falling under national competence (Article 153 TFEU), regulated through national 

legislation, and funded from national budgets. The justification for the model is the same as the 

subsidiarity argumentation invoked in the case of the RRF model and its predecessors: when fund-

ing is formally directed based on national plans, it is the MS itself that ultimately decides whether 

ƛǘ ǇǊƻǇƻǎŜǎ ǎǳŎƘ ƳŜŀǎǳǊŜǎ ǘƻ ōŜ ŦǳƴŘŜŘ ƻǊ ƴƻǘ όά¢ƘŜ tƭŀƴ Ƴŀȅ ƛƴŎƭǳŘŜ ƴŀǘƛƻƴŀƭ ƳŜŀǎǳǊŜǎ ǇǊƻǾƛŘπ

ƛƴƎ ǘŜƳǇƻǊŀǊȅ ŘƛǊŜŎǘ ƛƴŎƻƳŜ ǎǳǇǇƻǊǘέύΦ ¢ƘŜǊŜ ƛǎ ŀƭǎƻ ŀ growing interest in the EU institutions to 

steer the allocation of funding in national budgets. Social security is a core element in the Com-

 
                                                        
90 Regulation (EU) 2023/955 establishing a Social Climate Fund and amending Regulation 
(EU) 2021/1060, Article 4(3) 
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ƳƛǎǎƛƻƴΩǎ {ŜǇǘŜƳōŜǊ нлнн ǇǊƻǇƻǎŀƭ ŦƻǊ ŀ /ƻǳƴŎƛƭ ǊŜƎǳƭŀǘƛƻƴ ƻƴ ŀƴ ŜƳŜǊƎŜƴŎȅ ƛƴǘŜǊǾŜƴǘƛƻƴ ǘƻ ŀŘπ

dress high energy prices (COM(2022) 473 final),  approved by the Council three weeks later.91 Re-

ƭȅƛƴƎ ƻƴ ǘƘŜ ŜƳŜǊƎŜƴŎȅ ƭŜƎŀƭ ōŀǎƛǎ !ǊǘƛŎƭŜ мннόмύ ¢C9¦Σ ƛǘ ǇǊƻǾƛŘŜǎ ŦƻǊ ŀ ΨǘŜƳǇƻǊŀǊȅ ǎƻƭƛŘŀǊƛǘȅ Ŏƻƴπ

ǘǊƛōǳǘƛƻƴΩΣ ǿƘƛŎƘ ƭƻƻƪǎ ǾŜǊȅ ƳǳŎƘ ƭƛƪŜ ŀ ǘŀȄ ōǳǘ ƛǎ ŎŀǊŜŦǳƭƭȅ ŦǊŀƳŜŘ ŀǎ ǎƻƳŜǘƘƛƴƎ Řƛfferent, as a tax 

would require unanimous decision making in the Council. The regulation further instructs the MSs 

ǘƻ ǳǎŜ ǘƘŜ ǇǊƻŎŜŜŘǎ ǘƻ ΩǇǊƻǾƛŘŜ ǎǳǇǇƻǊǘ ǘƻ ƘƻǳǎŜƘƻƭŘǎ ŀƴŘ ŎƻƳǇŀƴƛŜǎ ŀƴŘ ǘƻ ƳƛǘƛƎŀǘŜ ǘƘŜ ŜŦŦŜŎǘǎ 

ƻŦ ƘƛƎƘ ŜƴŜǊƎȅ ǇǊƛŎŜǎΩ ό!ǊǘƛŎƭŜ мтύΦ92   

Second, outside the question of social security, the Commission much-debated proposal on nature 

restoration (COM(2022) 304 final) is also interesting from the perspective of parallelism. The legal 

basis of the proposal is Article 192(1) TFEU and its objectives ŀǊŜ ŎƭƻǎŜƭȅ ǘƛŜŘ ǘƻ ǘƘŜ ¦ƴƛƻƴΩǎ ŜƴǾƛπ

ronmental policy: they are cross-ōƻǊŘŜǊ ƛƴ ŎƘŀǊŀŎǘŜǊΣ ƛƴǾƻƭǾŜ ǘƘŜ ŦǳƭŦƛƭƳŜƴǘ ƻŦ ǘƘŜ ¦ƴƛƻƴΩǎ ƛƴǘŜǊπ

national climate obligations and existing EU legislation relating to for example habitat, birds and 

water quality. While the EU legislative competence in the matter is not in doubt, the measures 

would come with a potentially very sizeable cost, and the Commission proposal is nearly silent on 

where the money should come. The preamble to the proposed Regulation indicates that άMember 

States should integrate expenditure for biodiversity objectives ώΧϐ in their national budgets and 

reflect how Union funding is usedέΦ To the extent EU legislation is approved and justified with 

reference to EU policy aims, should its costs not be primarily a part of EU spending?  

EU competence in the Treaties is specifically focused on questions that have a transnational or 

cross border effect and where acting at the EU level provides value added. There is no reason why 

the EU budget could not be constructed in a way that would reflect better the actual competence 

that is being exercised, instead of agriculture or CP functioning as universal classes of expenditure 

that cover a very broad range of policy measures which, particularly in the latter case, often fall 

altogether outside EU legislative competence.  

Even when a measure is within EU competence, the RFF experience makes it explicit that there is 

a difference whether it is legislated as part of a wide, programmatic umbrella under CP, or whether 

it relies on a specific legal basis, such as environment, climate, or transnational networks. In con-

trast to the diverse and, by and large, uncoordinated, and nationally motivated plans that are the 

basis of the RRF, placing funding measures formally within a specific substantive policy field such 

as environment would come with a very different set of criteria relating to the environmental aims 

of the measures and procedural aspects that would force to consider more carefully ǘƘŜ EAV in 

 
                                                        
91 Council Regulation (EU) 2022/1854 on an emergency intervention to address high energy prices. 

92 See also the discussion on the Commission proposal on energy efficiency of buildings (COM 
(2021) 802 final) goes still one step further, as the European Parliament now wishes to place the 
aŜƳōŜǊ {ǘŀǘŜǎ ǳƴŘŜǊ ŀƴ ƻōƭƛƎŀǘƛƻƴ ǘƻ Ψsupport compliance with minimum energy performance 
standards by all the following measures: (a) providing appropriate financial measures, including 
grants, in particular those targeting vulnerable households, middle-income households and peo-
ple living in social housingΣ ƛƴ ƭƛƴŜ ǿƛǘƘ !ǊǘƛŎƭŜ нн ƻŦ 5ƛǊŜŎǘƛǾŜ ό9¦ύΦΦΦκΧΦ ώǊŜŎŀǎǘ 995ϐΤ ό!ǊǘƛŎƭŜ фόоύΩΦ  
In addition to financing national social security costs, the EU would also take a role in regulating 
its level in the Member States at least indirectly.  
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the use of EU funding. While EAV is, or has been turned into, a political concept, it is an important 

element of subsidiarity and it should, properly defined, be incorporated in the European legislative 

frameworks both through funding criteria and procedural requirements that emphasise transpar-

ency, participation, evidentiary basis and reason-giving. The aim should be to ensure proper con-

sideration of transnational aspects and the best possible value for money in fulfilling EU objectives.  

The principle of subsidiarity has a strong status in the Treaties and should be applied in the policy 

areas that are relevant for the RFF automatically. The RFF experience however makes explicit that 

without clear provisions in secondary law incorporating the objectives of the principle, subsidiarity 

will remain a dead letter. Operationalising and enforcing the principle of efficiently would seem 

to require legislative provisions establishing procedures that make the consideration of cross bor-

der implications compulsory, forcing the relevant institutions to consider and justify how and in 

ǿƘƛŎƘ ǿŀȅ ǘƘŜ ΨƻōƧŜŎǘƛǾŜǎ ƻŦ ǘƘŜ ǇǊƻǇƻǎŜŘ ŀŎǘƛƻƴ Ŏŀƴƴƻǘ ōŜ ǎǳŦŦƛŎƛŜƴǘƭȅ ŀŎƘƛŜǾŜŘ ōȅ ǘƘŜ MSs and 

can therefore, by reason of the scale or effects of the proposed action, be better achieved by the 

EUΩΦ ¢ƘŜ ŦǳƴŘƛƴƎ ŎǊƛǘŜǊƛŀ ǿƻǳƭŘ ŀƭǎƻ ƴŜŜŘ ǘƻ Ǉŀy attention to what specific EU level benefits would 

ōŜ ŀŎƘƛŜǾŜŘ ŀǘ ǿƘŀǘ ŎƻǎǘΦ hǾŜǊŀƭƭΣ ǘƘŜ ΨƳƻƴŜȅ-for-ǊŜŦƻǊƳǎΩ ŦǳƴŘƛƴƎ ƳƻŘŜƭ ǿƻǳƭŘ ǎŜŜƳ ǇŀǊǘƛŎǳƭŀǊƭȅ 

difficult to reconcile with the principle of subsidiarity, since EU funding is used specifically for na-

tional reforms with little concrete and measurable outcome and with little guarantees that Euro-

ǇŜŀƴ ǘŀȄ ǇŀȅŜǊǎΩ ƳƻƴŜȅ ƛǎ ŀŎǘǳŀƭƭȅ ǿŜƭƭ ǎǇŜƴǘΦ  

1.4.6 Future of EU spending  

In institutional argumentation, CP ƛǎ ƻŦǘŜƴ ŘŜǎŎǊƛōŜŘ ŀǎ ŀƴ ǳƴŘŜŦƛƴŜŘ ǇƻƭƛŎȅ ŦƛŜƭŘΣ άŀ ōǊƻŀŘ overall 

ŎƻƴŎŜǇǘ ǿƛǘƘ ƛƳǇǊŜŎƛǎŜ ŎƻƴǘƻǳǊǎέΣ ƛƴ ǘƘŜ ǿƻǊŘǎ ƻŦ ǘƘŜ !ŘǾƻŎŀǘŜ DŜƴŜǊŀƭΦ 9ǾŜƴ ǘƘƻǳƎƘΣ ōŀŎƪ ƛƴ 

нллфΣ ǘƘŜ 9/W ǘƻƻƪ ŀ ŘƛŦŦŜǊŜƴǘ ǾƛŜǿΣ ǘƘŜ !DΩǎ ǾƛŜǿ ǎŜŜƳǎ ǘƻ ƘŀǾŜ ŜǾŜƴǘǳŀƭƭȅ ŎŀǊǊƛŜŘ ǘƘŜ ŘŀȅΦ /ƻπ

hesion policies have been profoundly transformed and evolved into a general-purpose tool, es-

sentially an informal pillar of the EMU. However, the traditional objectives of CP were not unclear. 

They had a strong political dimension and focused on countering, through EU funding, fears by 

successive generations of new members to the Union that the internal market would lead to con-

centration of economic activity towards more advanced regions and to the detriment of less ad-

vantaged ones. This objective has been reflected in the vague funding objectives and the proce-

dural requirements of decision making.  

Whether the promotion of less advantaged regions is still justified and how big a budget share this 

requires would require political discussion; it is not a legal question, and will in any case require 

new consideration in light of possible EU enlargement. This Report has instead focused on the 

transformation of CP in recent years through a fundamental reinterpretation taken in the EU in-

stitutions. As a result, CP has lost its connection to Article 174 TFEU objectives and become a gen-

eral legal basis for financing. Instead of serving as a general objective of all EU policies, as the 

Treaty stipulates, CP has become the servant of the topical institutional agenda in the field of 

economic and fiscal policy, reaching deep into areas of national competence. The most far-reach-

ƛƴƎ ŜȄŀƳǇƭŜ ƻŦ ǘƘƛǎ ƛǎ ǘƘŜ ΨƳƻƴŜȅ-for-ǊŜŦƻǊƳǎΩ ƳƻŘŜƭΣ ǇǊƻƳƻǘƛƻƴ ƻŦ ǎǘǊǳŎǘǳǊŀƭ ǊŜŦƻǊƳǎ ƛƴ MSs in 

exchange of monetary rewards. While the reinterpration reached its culmination in RRF, it is rele-

vant beyond the specific context of the facility. The broad new reading of CP and its objectives 

that the RRF relies on changes the character of the policy in a fundamental manner, and has now 
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become acquis. Therefore, the question of the legal scope of CP and the scope of EU spending 

more generally remains central even outside the scope of the RRF.  

What seems to have been lost in this quest for giving the EU more leverage in the formulation of 

MSǎΩ ƴŀǘƛƻƴŀƭ ǇƻƭƛŎƛŜǎΣ ƛǎ ŀ Ǿƛǎƛƻƴ ƻŦ Ƙƻǿ ǘƻ ǇǊƻǇŜǊƭȅ ŀƴŎƘƻǊ the use of common European funds 

in genuine European interest. While this question seemed, in the not-so-distant past, to involve a 

legal aspect, that bridge has by now been properly crossed. The legal boundaries for the use of 

European funds have largely dissolved, and the matter is unlikely to be settled in courts. Rather, 

it will be settled as a political matter as part of future political debates on EU spending. Many of 

the claimed political objectives of the RRF could be more usefully legislated as environmental, 

climate, transport, energy or transnational network objectives, if the EU indeed is seriously pro-

ƳƻǘƛƴƎ ǘƘŜƳΦ  ¢Ƙƛǎ ǿƻǳƭŘ ƘŀǾŜ ŎƻƴǎŜǉǳŜƴŎŜǎ ŦƻǊ ǘƘŜ ŀƭƭƻŎŀǘƛƻƴ ŎǊƛǘŜǊƛŀΦ IƻǿŜǾŜǊΣ ǘƘŜ ΨƳƻƴŜȅ-for-

ǊŜŦƻǊƳǎΩ ƻōƧŜŎǘƛǾŜǎ ǿƻǳƭŘ ǎǘŀƴŘ ƛƴ ŎƭŜŀǊ ǘŜƴǎƛƻƴ ǿƛth EU competence irrespective of what legal 

basis in the Treaties is used.  

In the ongoing mid-term review of the MFF, the Commission draws attention to numerous press-

ing funding needs of a European dimension (COM(2023) 336 final). Yet, at the same time, tƘŜ 9¦Ωǎ 

largest funding vehicle, the RRF, is disbursing funds for purposes that mostly ignore these ques-

tions, or only touch them on a very superficial or indirect level. This is the result of deliberate 

choices, made in the Commission and based on the RRF Regulation, both through its objectives 

and the procedural provisions that have been carefully drafted to counter arguments about the 

limits of EU competence and the relevance of subsidiarity. As a result, much of EU funding is allo-

cated to national projects with limited transnational value and, particularly when it comes to the 

ΨƳƻƴŜȅ-for-ǊŜŦƻǊƳǎΩ ƳƻŘŜƭΣ ƛƴ ŀ ƳŀƴƴŜǊ ǘƘŀǘ ƳŀƪŜǎ ǘƘŜ ǳǎŜŦǳƭƴŜǎǎ ƻŦ 9¦ ŦǳƴŘƛƴƎ ŘƛŦŦƛŎǳƭǘ ǘƻ ƳŜŀǎπ

ure.  

When considering the future of EU spending, subsidiarity and EAV should be given a much greater 

role. The objectives of the principle of subsidiarity should be fully incorporated and reflected in 

the relevant legislative frameworks both as regards procedure and funding objectives. EAV sup-

ports investment in public goods where the primary benefit accrues to Europe as a whole, in line 

with the principle of subsidiarity, which requires the EU to focus on measures that are most effi-

ciently tackled at Union level. Such measures would certainly include infrastructure and other 

trans-European networks, while also allowing the EU to respond to crises with complex, trans-

boundary effects. It might also include traditional cohesion funding as classically conceived, ad-

dressing developmental disparities among regions. However, when the measure entails merely a 

domestic public good whose primary benefit accrues nationally, subnationally, or even locally, 

with cross-border externalities that only accrue (at best) indirectly, greater caution is warranted. 

There is a need, therefore, to develop an analytical framework to distinguish genuinely European 

from merely domestic public goods. In addition, future regulation on EU spending should include 

clear procedural rules and funding criteria that make the use of EU funds dependent on the use-

fulness of the spending at EU level and steer it to clearly defined and Treaty-based EU policy ob-

jectives. 
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2.1 Maximilian von Ehrlich: The Importance of EU Cohesion Policy for Economic 

Growth and Convergence 

Maximilian von Ehrlich (University of Bern) 

Abstract 

This chapter discusses factors that contributed to different economic dynamics across European 
regions and the prevailing disparities. The impact of EU CP in reducing disparities is studied based 
on the empirical evidence on the effects of EU regional policy. With more than thirty years of 
experience, several important conclusions can be drawn about the effectiveness and efficiency of 
place-based transfers in Europe. While EU regional policy has not completely countered market-
driven processes that lead to regional disparities, it appears to have modestly alleviated them. To 
enhance the effectiveness of EU CP, this chapter advocates for an improved policy design and a 
shift in emphasis towards local institutions and governments in recipient regions, emphasizing 
that merely increasing the volume of transfers cannot compensate for these improvements. 

2.1.1 Introduction 

Reducing regional disparities in economic development is a long-standing objective of the Euro-

pean Union, one that the EU is willing to support with a substantial part of its budget. Regional 

policy aimed at reducing disparities, or so-called CP, amounts to around a third of the total EU 

budget or the equivalent of 112 Euro per person and year in the period 2014-20 and up to 400 

Euro in some of the cohesion countries (EU Commission, 2022 Cohesion Report).93 Overall, the 

potential impact of the policy is more significant than the budgetary calculation would suggest 

because EU rules on state aid also impact policy in individual MSs. Since 1988, the EU Structural 

Funds have been integrated into an overarching CP ǘƘŀǘ ŦƻŎǳǎŜǎ ƻƴ ǎǳǇǇƻǊǘƛƴƎ ΨƭŜǎǎ ŘŜǾŜƭƻǇŜŘΩ ƻǊ 

ΨƭŀƎƎƛƴƎΩ ǊŜƎƛƻƴǎΦ ¢ƘŜ ƭŀǊƎŜǎǘ ǎƘŀǊŜ ƻŦ ǘƘŜ ōǳŘƎŜǘ ƎƻŜǎ ǘƻǿŀǊŘǎ ǘƘŜǎŜ ǊŜƎƛƻƴǎΦ 5ŜǎǇƛǘŜ ор ȅŜŀǊǎ ƻŦ 

CP, regional disparities in the EU are still sizable and seem, in many cases such as parts of Southern 

Europe, rather persistent. But does this mean that the policy has failed to achieve the desired 

results? This paper discusses the drivers of regional disparities according to economic theory and 

evaluates thŜ ǊƻƭŜ ƻŦ ǘƘŜ 9¦Ωǎ ǊŜƎƛƻƴŀƭ ǇƻƭƛŎȅ ƛƴ ǎǳǇǇƻǊǘƛƴƎ ŜŎƻƴƻƳƛŎ ƎǊƻǿǘƘ ƛƴ ƭŀƎƎƛƴƎ ǊŜƎƛƻƴǎΦ ¢ƻ 

understand the effects of regional transfers on local growth and convergence, it is essential to 

analyze the economic drivers of disparities in the first place. 

The first part of this paper presents a framework to discuss the factors that contributed to differ-

ent economic dynamics and prevailing disparities across European regions. Important factors in-

clude the sorting of the high-skilled labor force towards productive agglomerations, the employ-

ment shift to knowledge-intensive services and high-tech manufacturing, adverse economic 

shocks that have affected some regions more than others, or labor market characteristics and 

rigidities that prevent spatial equilibrium adjustment. The second part of the paper provides a 

 
                                                        
93 ά/ƻƘŜǎƛƻƴ ŎƻǳƴǘǊƛŜǎέ ŀǊŜ ƭŜǎǎ ŘŜǾŜƭƻǇŜŘ ŎƻǳƴǘǊƛŜǎ ƻŦ ǘƘŜ EU that qualify for funding from the 
Cohesion Fund. The composition changed across budgeting periods. 
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discussion of the equity and efficiency rationales for EU cohesion policies. The third part summa-

rizes the empirical evidence on the effects of EU regional policy. Drawing from more than thirty 

years of experience and data, a substantial body of academic literature has developed. Insights 

from this literature can be clustered into several important questions about the average effective-

ness of EU regional transfers and the factors determining differences in effectiveness across re-

cipient regions. In summary, the literature suggests that EU regional policy did not overcome mar-

ket processes leading to regional disparities but may have modestly mitigated disparities. There 

are success stories where lagging regions grew out of EU cohesion support (e.g., regions in Ireland, 

Poland, or the Baltic states), whereas other regions continue for decades to qualify for the highest 

intensity of cohesion funding, due to zero growth or even shrinking local economies (e.g., the Ital-

ian Mezzogiorno or some regions in Greece). Some of these cases are analyzed to understand the 

challenges of regional transfers and the factors and types of investments that may contribute to a 

more effective CP. The fourth part of the paper discusses the general equilibrium effects of differ-

ent types of transfers: how much displacement of economic activity versus additional value added 

is generated? Which indirect effects beyond the direct effects in the recipient regions must be 

considered for assessing the aggregated effects of investments in transport infrastructure or local 

production amenities?  The paper concludes with some thoughts about how the design of cohe-

sion policies and the framework conditions in recipient regions can be improved to make transfers 

more effective.  

2.1.2 Regional disparities in Europe: causes and dynamics 

2.1.2.1 Measurement, levels and evolution of regional disparities 

The first step to studying the contribution of EU regional policy to the evolution of disparities is to 

find a reasonable way to measure them. The EU usually measures disparities on the NUTS2 level94 

as this level corresponds largely to the target unit for the allocation of regional policy transfers. 

The EU Cohesion Report (EU Commission, 2022) adjusts this approach somewhat and looks at 

population-weighted variations of outcomes per NUTS2 region. It shows that in the last decade, 

the degree of disparities as measured by the coefficient of variation of per capita GDP (often re-

ferred to as sigma convergence) remained largely unchanged. This is also illustrated in Figure 2.1.1. 

At the same time, the variation in the employment rate went up somewhat.95  

 
                                                        
94 NUTS2 level is defined as sub-regional entities in comparison to NUTS1 which is defined accord-
ing to state borders. 

95 Note that the variation in employment rates is more meaningful than the one in the unemploy-
ment rate as it captures participation rates. The EU Cohesion Report discusses another important 
concept, namely labor market slack, which also shows persistently high disparities (Map 5.5 
p.140.) 
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Figure 2.1.1:  Evolution of disparities 

  

A. NUTS 2 Regions B. Metro Regions 

Data: Panel A: Regional disparities in per capita GDP (coefficient of variation), employment (mean 

absolute deviation), and unemployment (mean absolute deviation) for EU27 countries based on 

Figure 2.4 in EU Commission (2022), values in panel A are normalized to 100 in 2000; Panel B: 

Disparities in per capita GDP (coefficient of variation) across Metro Areas based on Ehrlich and 

Overmann (2022) based on Eurostat data, OECD metro definitions and BEA data for US metro 

regions.  

However, from the perspective of economic processes, focusing on NUTS2 regions may not be a 

good approach as it compares units that are very different. The administrative definition of regions 

following the NUTS classification is often quite arbitrarily defined and pretty broad such that they 

vary a lot across European countries. The Cohesion Report admits this issue but addresses it only 

slightly by combining some units of NUTS2 regions that belong to the same metropolitan area.  

Additionally, this classification includes urban as well as rural regions which follow very different 

economic dynamics. With regard to the evaluation of policies, this would in principle suggest also 

discussing the CAP of the EU that may have some effect on local growth and convergence. 

Ehrlich and Overman (2022) propose a different approach to explain disparities and their evolution 

by using an economic definition of regions where areas are tied together by labor and goods mar-

kets. The paper uses Eurostat data to compute economic outcomes for all European metro regions 

from 1980 onwards. Using the definitions of Ehrlich and Overman (2022) the overall message is 

that in the last decade, disparities have not been decreasing, neither in terms of per capita GDP 

nor in employment rates. This is documented in the right panel of Figure 2.1.1. Interestingly, when 

we keep the definition of the EU fixed at the EU15 and analyze a longer time horizon, we observe 

quite a pronounced decrease in disparities until early 2000 while this trend seems to have stopped 

or even reversed across EU15 metro regions afterward. It also becomes evident that this changing 

trend in terms of regional disparities is not only limited to the EU but also observed in the US 

(where it started somewhat earlier). An alternative way to look at the evolution of disparities is 

the so-called beta convergence defined as the relationship between GDP per capita growth and 

initial GDP per capita. A more negative beta coefficient implies a higher speed of catching up of 

poorer regions. And again, as documented in Ehrlich and Overman (2022) in the 80ies and 90ies 

there was a significant, negative beta convergence coefficient, but for the level of European metro 

regions, this catching-up process slowed down from 2000 onwards.  
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From these observations, we cannot draw conclusions about the role of regional policy in reducing 

disparities across regions per se, without first understanding the market factors that may have led 

to these results. 

2.1.2.2 Drivers of geographical economic disparities 

What is behind these disparities? The theory of regional and urban economics highlights the con-

cept of spatial equilibrium as in Roback (1982): Firms and workers trade off the productivity ad-

vantages of different regions against the costs of locating there. Accordingly, we should see in-

creases in per-capita incomes with the sizes of metro areas but also increases in living costs. As 

shown by Ehrlich and Overman (2022), there is very clear evidence for both correlations and, more 

importantly, an explanation for why market processes may have led to increasing disparities. The 

study shows that agglomeration elasticities ς which measure the percentage increase in produc-

tivity or wages that result from a one percent increase in population -- have increased over the 

last decades. Compared to 1980, the per capita income gain that is caused by higher population 

density either due to agglomeration economies or due to sorting of high-skilled labor has almost 

doubled. The agglomeration elasticity, as estimated in Ehrlich and Overman (2022), went up from 

4.3 in 1980 to 7.8 in 2015. Adding to this picture, the EU Cohesion Report documents an increased 

employment share in metro regions (and particularly in metro regions of capitals) relative to non-

metro regions between 2000 and 2020.  

Overall, economic activity tended to be concentrated in places that showed already relatively high 

employment to start with, which was enhanced by a stronger increase in productivity in these 

regions. What is behind the positive correlation between initial employment and per capita in-

come growth? The economic literature highlights two main effects: First, both static and dynamic 

agglomeration economies may have increased over the last decades. This seems to be driven by 

two main factors: structural changes and a general employment shift towards knowledge-inten-

sive services and high-tech manufacturing. Services and high-tech manufacturing tend to be both 

highly clustered in space. Second, the sorting of high-wage individuals to productive metro areas 

may have contributed to this process.  

Bigger cities experienced an inflow of a high-skilled labor force. Data from the EU Statistics on 

Income and Living Conditions shows that high-skilled workers are 9.5 percent more likely to live in 

a city than low-skilled workers, and the effect increased over time. Why is that the case? The so-

called college wage premium is about 7 percent higher in cities. Accordingly, there seem to be 

geographical differences in the relative demand for skills. The theoretical mechanisms behind this 

could be related to skill-biased agglomeration economies (Moretti, 2013), or that high-productiv-

ity firms benefit disproportionately from agglomeration as in Gaubert (2019). Even if the distribu-

tion of skill groups had not changed, the fact that the wage premium of high-skilled increased, as 

documented in Dustmann et al. (2009), would partly explain the rising disparities. In addition to 

the changes in demand for skill groups, there may also be geographical differences in the supply 

of high-skilled labor. This could be for instance due to different preferences for amenities. The 

endogenous provision of such amenities may also be a driver of sorting (Diamond, 2016; Gaubert 

& Diamond, 2022). Surging housing prices in productive metro areas may have also contributed 

to the sorting process. The cost of living increased proportionally in those cities that were already 

relatively more productive, which could further enhance sorting. With housing supply becoming 
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more inelastic and assuming non-homothetic preferences, highly productive metro areas become 

less affordable for low-wage workers, hence reinforcing spatial disparities (Aguiar & Bils, 2015; 

Basten et al., 2017).  

Many countries in Europe experienced these general trends but they led to different outcomes in 

terms of the degree of increasing disparities. These different dynamics given similar economic 

trends are certainly related to institutions and local policies. A recent paper by Gagliardi et al. 

(2023) shows that the employment losses caused by structural change could be compensated 

much faster in regions that had a higher share of college graduates in the labor force in the year 

ƻŦ ǘƘŜƛǊ ŎƻǳƴǘǊȅΩǎ ƳŀƴǳŦŀŎǘǳǊƛƴƎ ǇŜŀƪΦ IƛƎƘŜǊ ƭŜǾŜƭǎ ƻŦ ƘǳƳŀƴ ŎŀǇƛǘŀƭ ŀƭƭƻǿŜŘ ŦƻǊ ŦŀǎǘŜǊ ƎǊƻǿǘƘ ƛƴ 

human capital-intensive services which could compensate for losses in declining sectors. Labor 

market institutions are another crucial factor determining the evolution of regional disparities.  

Boeri et al. (2021) analyze the spatial disparities between the South and the North of Italy and 

compare the evolution to the disparities between the East and West of Germany. The Italian labor 

market is characterized by wages set according to nationwide contracts which allow only for lim-

ited spatial adjustment. Accordingly, the link between local productivity and local nominal wages 

is broken, and the Italian South has higher non-employment rates than in a system with collective 

bargaining that is combined with flexibility to respond to local productivity differences as in the 

case of East and West Germany. Note that a similar mechanism applies when nationwide, uniform 

minimum wages that do not account for differences in the costs of living are implemented. The 

degree of labor mobility within countries is crucial for the adjustment of the spatial equilibrium. 

With low labor mobility, disparities are more persistent. Policies that reduce mobility, for instance 

by contributing to an inelastic housing supply in productive centers, are important factors that 

contribute to regional disparities. Further dimensions that affect regional employment and invest-

ment include local tax policies (Duranton et al., 2011), access to investment capital (Samila & 

Sorenson, 2011), and product and labor market regulations in combination with the efficiency of 

public administration (Ardagna & Lusardi, 2010; Amoroso at al., 2023). Note that these factors 

may interact with the sorting dynamics as well as with the effectiveness of the place-based policy. 

The link between the incentive effects of local taxes and place-based policies will be discussed in 

more detail below.   

Given the still significant level of economic disparities in Europe, cohesion transfers are an im-

portant instrument that aims at reducing regional income disparities. The question is how much 

EU cohesion funds can mitigate the economic trends towards disparities. According to the spatial 

equilibrium model, the effects of cohesion transfers to specific regions -- compared to direct trans-

fers to individuals ς may be complicated by the mobility of individuals and firms. On the one hand, 

cohesion transfers may reduce mobility and thereby slow down the adjustment process (Egger et 

al., 2014; Jofre-Monseny, 2014), and on the other hand, mobility may imply that transfers capital-

ize in land prices such that regional policy is not necessarily benefiting the groups it intended to 

target.  

2.1.3 The theoretical rationale for place-based transfers  

¢ƘŜ ¢C9¦ ǎǘŀǘŜǎ ǘƘŜ ƛƳǇƻǊǘŀƴŎŜ ƻŦ άǊŜŘǳŎƛƴƎ ŘƛǎǇŀǊƛǘƛŜǎ ōŜǘǿŜŜƴ ǘƘŜ ƭŜǾŜƭǎ ƻŦ ŘŜǾŜƭƻǇƳŜƴǘ ƻŦ ǘƘŜ 

ǾŀǊƛƻǳǎ ǊŜƎƛƻƴǎ ŀƴŘ ǘƘŜ ōŀŎƪǿŀǊŘƴŜǎǎ ƻŦ ǘƘŜ ƭŜŀǎǘ ŦŀǾƻǳǊŜŘ ǊŜƎƛƻƴέ ǿƘŜǊŜ ǇŀǊǘƛŎǳƭŀǊ ŀǘǘŜƴǘƛƻƴ 

shall be paid, among others, to regions affected by industrial transition and structural adjustment 
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(Articles 174, 176 TFEU). Yet, the theoretical rationale for regional transfers often goes beyond 

geographical equity considerations and includes aggregate efficiency motives. This highlights the 

question of whether or not there is an equity-efficiency trade-off for regional transfers, and 

whether the balance between equity and efficiency effects is different for different types of trans-

fer interventions.  

The equity considerations mean that the EU cohesion policies work like a fiscal equalization 

scheme that tries to ensure that EU citizens have similar levels of public goods and services. Using 

transfers to mitigate the economic decline in regions with structural change might also spare its 

inhabitants the costly move to more productive places. These costs of deviations from location 

preferences include non-monetary aspects that are not part of a criterion that aims at maximizing 

output or productivity.  

Due to geographic equity considerations, transfers may shift, to a certain extent, economic activity 

from richer to poorer regions. This contributes to narrowing disparities but may have efficiency 

costs. Hence, the displacement of economic activity must enter the evaluation of aggregate effects 

of regional policy as well as the analysis of the overall effect and whether the gains in targeted 

areas outweigh potential losses in non-targeted areas. Efficiency arguments for place-based trans-

fers relate to non-linearities in economic development which could lead to employment or income 

gains in the target regions that compensate for the displacement. Place-based transfers could kick 

off endogenous agglomeration processes which offset the initial costs (Kline, 2010). Similarly, it is 

often referred to poverty or development traps (see European Commission 2021, Chapter 2.3) 

that can be overcome by sufficient investment or big push policies. Another efficiency argument 

builds on the fact that cohesion transfers finance public goods which may exert cross-regional 

externalities such that centralized and coordinated provision enhances efficiency (e.g. transport 

infrastructure investments). It becomes obvious that different types of cohesion measures may 

highlight different aspects of the equity-efficiency tradeoff. To evaluate the aggregate effects of 

EU CP, a general equilibrium analysis taking into account effects in recipient regions as well as 

displacement and spillover effects is required.  

2.1.4 Contributions of EU Cohesion Policy to growth and convergence: A summary of 

the evidence  

About thirty years of data on regional policy in Europe allowed for a large body of literature that 

studies the effects of transfers in recipient regions, whereas the literature on general equilibrium 

effects which will be discussed in Section 2.1.5 is still much scarcer. In this section, we focus on 

the literature that studies the net economic effect of transfers rather than the specific outcomes 

targeted by the individual instruments. There are comprehensive evaluation studies analyzing spe-

cific outcomes such as kilometers built, the number of public or commercial buildings built, or the 

capacity of supported childcare which are of interest when studying the channels of policy inter-

vention, whereas this section will focus on the macro level effects.  

The main challenge in evaluating place-based transfers is selection into treatment, as regions qual-

ify for transfers precisely because they are less developed, lagging, or at a very peripheral location. 

The naive comparison of recipient and non-recipient regions is thus likely to provide biased results 

regarding the policy effectiveness in recipient regions. Microeconometric methods such as regres-

sion discontinuity design, event study analysis or propensity score matching have been applied to 
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address the endogenous nature of transfer recipients and helped to identify the causal effects of 

transfers. This section tries to focus on the summary of research papers that fulfill the methodo-

logical quality requirements of a good econometric strategy for obtaining causal effects. Based on 

these papers, good evidence exists at least for seven important questions.  

1. Do EU regional transfers cause additional growth in the recipient regions, on average?  

2. Do EU regional transfers cause additional growth for all recipient regions alike?  

3. Do more regional transfers generate additional growth? What is the evidence regarding 

big-push hypothesis versus diminishing returns of transfers? 

4. What are the distributional effects of transfers? 

5. Are EU regional transfers contributing to resilience during economic crises?  

6. What are the long-run effects? Do transfers mostly generate consumptive effects or is 

there evidence for a persistent shift in the spatial equilibrium? 

7. What is the role of local political incentives and rent-seeking for the effectiveness of funds?  

2.1.4.1 Average effect  

The first question investigates whether the transfers caused, on average, growth of income and 

employment in recipient regions. Becker et al. (2010) introduce a regression discontinuity design 

exploiting the EU rule that the majority of funds goes to those regions that have a per capita in-

come of less than 75% of EU income for an average over some predefined years. This generates a 

strong discontinuity which cannot be manipulated and has later been used by other papers for 

different outcomes as well. The results for the period 1989-2006 suggest that transfers led to 

higher growth on average. For Objective 1 regions, the study finds that transfers led to real eco-

nomic growth in both GDP and GDP per capita of around 1.6% per year of a program period. Ag-

gregating these figures across all years of the three program periods considered and across all 

regions and comparing them with the total costs, the study finds a multiplier of regional transfers 

of between 0.8-1.2, depending on the econometric specification. This means that one Euro adds 

on average around 0.80-1.20 Euros to GDP (at purchasing power parity) in the recipient regions. 

Pellegrini et al. (2013) confirmed this result using data on certified expenditures. A more recent 

paper by Lang et al. (2023) uses transfer data from the EU regional development and CP up to the 

year 2017 and confirms the validity of the regression discontinuity design. The authors find aver-

age effects that are very similar to the effects identified for the earlier periods with average mul-

tiplier estimates ranging between 0.9 and 1.4. Overall, econometric analysis shows that, on aver-

age, recipient regions grow faster than non-recipient regions because of transfers. The estimated 

multipliers are closŜ ǘƻ ƻƴŜ ǎǳŎƘ ǘƘŀǘ ƻƴŜ Ƴŀȅ ŎƻƴŎƭǳŘŜ ǘƘŀǘ άȅƻǳ ƎŜǘ ƻǳǘ ǿƘŀǘ ƻǊ ǎƭƛƎƘǘƭȅ ƳƻǊŜ 

ǘƘŀƴ ǿƘŀǘ ȅƻǳ Ǉǳǘ ƛƴέΦ 

2.1.4.2 Heterogeneous treatment effects 

The second question pertains to whether the funds are as effective anywhere and which factors 

matter for the effective use of transfers. This is often related to the concept of absorptive capacity. 

Overall, it should be borne in mind that the multipliers discussed in response to question 1 are 

average values. With regard to the question of whether the funding process could be made more 
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efficient or effective, it is crucial to identify sources of heterogeneity in the effectiveness of the 

allocations. Becker et al. (2013) have determined such heterogeneity on the basis of two sources 

of absorptive capacity:  the availability of human capital and high-quality institutions. Regions with 

high absorptive capacity are more able to benefit from technology spillovers from richer regions 

than others.  

The results from this study are unambiguous regarding the question of whether transfers can trig-

ƎŜǊ ŀƴ ŜŎƻƴƻƳƛŎ ǳǇǎǿƛƴƎ ƛƴ ǘƘŜ 9¦Ωǎ ǇƻƻǊŜǊ ǊŜƎƛƻƴǎΦ wŜƎƛƻƴŀƭ ǘǊŀƴǎŦŜǊǎ ŀǊŜ ǎƘƻǿƴ ǘƻ ōŜ Ƴƻǎǘ 

effective where per capita income is already relatively high, i.e., somewhat less developed regions 

within a highly developed country benefit most from regional transfers. In contrast, low-income 

regions benefit very little or not at all from regional transfers. In other words, the redistribution 

objective of EU funds is not achieved, and the funds fail to create cohesion and do not trigger a 

catch-up effect of poorer EU regions unless these regions are located in a highly developed coun-

try. This has to do with the absorptive capacity: Only 30% of the recipient regions in Becker et al.  

(2013) have the power to turn transfers (more specifically, transfers under Objective 1 funding 

which are the focus of the study) into economic growth. Of those regions that were able to gen-

erate growth, only two thirds have additional effects on investments, implying that a significant 

part of the funding goes into consumption.  

These results are supported by the analysis of Rodríguez-Pose and Garcilazo (2015) who conclude 

that the quality of local government is both a direct determinant of economic growth as well as a 

significant moderator of the efficiency of EU cohesion expenditure. Consistent with the heteroge-

neous treatment effect, the literature finds that the responsiveness to EU transfers varies sub-

stantially across countries. For instance, there seems to be relatively little effectiveness in Italian 

regions (e.g. Ciani & de Blasio, 2015) whereas Brachert et al. (2019) document positive effects of 

regional transfers on productivity growth in Germany, and Biedka et al. (2022) estimate positive 

effects on the growth of municipal revenues in Poland. Exploiting detailed information about 

funded projects and beneficiaries, Bachtrögler et al. (2019) conclude that the effectiveness of EU 

cohesion policies varies significantly across and within countries for similar interventions. Focusing 

on Italy, a recent paper by Albanese et al. (2021) concludes that the level of local institutional 

quality as well as population density matters for local transfer responses. Canova and Pappa 

(2022) estimate the dynamic multiplier effects of ERDF and ESF spending accounting for regional 

heterogeneity including the level of regional development, Eurozone membership, and geograph-

ical location. According to their results, the transfers did not contribute to reducing disparities 

across European regions as the multipliers are significantly lower in the low-income regions and 

in peripheral regions. This difference compensates the skewed distribution of funds towards low-

income regions. They relate these discrepancies in the local responses to the CP to local govern-

ment expenditure. 

Given the results on local quality of government and human capital as crucial complementary fac-

tors for transfer effectiveness, one may jump to the conclusion of making transfer eligibility con-

ditional on sufficient levels of local quality of government or investment in local human capital. 

The latter is crucially affected by the sorting mechanisms described above which indicates poten-

tially reinforcing effects. We observe a sorting of high-skilled labor force to productive centers, 

and at the same time transfers in lagging regions lose effectiveness with a declining human capital 
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endowment. Accordingly, transfers should be used such as to raise the attractiveness of a region 

for high-skilled labor and slow down the sorting dynamics. 

Figure 2.1.2 illustrates the correlation between regional transfer intensities and the quality of gov-

ernment index by Charron et al. (2022). Restricting the volume of EU cohesion transfers paid to 

regions with low quality of local government would imply a significant redistribution of transfers 

and would counteract the aim of supporting the regions with the lowest levels of per-capita GDP. 

A conclusion from these results is that transfers could possibly be used more fruitfully in the long 

term by investing in local human capital and good institutions as well as in investments mitigating 

the sorting of skilled groups. In other words, the overall amount of funds spent could be reduced 

without lowering the effect when spending it more wisely. 

Figure 2.1.2:  EU transfers and quality of regional government 2014-2020 

 
Data: EU data on transfers to NUTS2 regions available at https://cohesiondata.ec.europa.eu/EU-
Level/Historic-EU-payments-by-MS-NUTS-2-region-filter-by/2qa4-zm5t; Eurostat regional data; 
Charron et al. (2022) for the regional Quality of Government Index. 

2.1.4.3 Transfer intensity 

Over the last decades a large set of regions has received support from EU cohesion transfers. Dis-

tributing transfers for a given budget more broadly comes at a lower transfer intensity per recipi-

ent region compared to a more concentrated spending. The EU Cohesion Report discusses the 

hypothesis of development traps (European Commission, 2021) which may require a sufficient 

transfer intensity, i.e. a big-push investment, for regions to grow out of such development traps. 

This idea is closely related to non-linearities in economic development as they could occur if the 

transfers are capable of setting off agglomeration economies that become self-sustaining. In con-

trast, diminishing returns to transfers, for instance, due to a more or less fixed set of potential 

high-return investment opportunities, would imply that higher transfer intensities lead to declin-

ing marginal effects. This empirical question has been addressed in Becker et al. (2012) using EU 

cohesion expenditure distributed among NUTS3 regions. Figure 2.1.3 illustrates the central results 

of the study where the left-hand side corresponds to the dose-response function which depicts 

the predicted outcome in terms of per-capita GDP growth as a function of local transfers as a share 

of local GDP. The right-hand side depicts the estimated treatment effect function which is esti-

mated separately and corresponds to the first derivative of the dose-response function, i.e. the 

marginal effect of an additional unit of transfers for income growth. The dose-response shows 

that, on average, higher transfers per local GDP led to higher growth. Yet, the confidence bounds 

https://cohesiondata.ec.europa.eu/EU-Level/Historic-EU-payments-by-MS-NUTS-2-region-filter-by/2qa4-zm5t
https://cohesiondata.ec.europa.eu/EU-Level/Historic-EU-payments-by-MS-NUTS-2-region-filter-by/2qa4-zm5t
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get larger at high intensity and the curve displays a concave slope, which implies that there are 

decreasing returns to transfers. The treatment effect function shows the highest marginal effects 

of transfers at low levels of transfer intensity with a confidence interval including zero at a treat-

ment intensity of about 1.3%. Beyond this level of transfer intensity, the null hypothesis of zero 

income growth effect cannot be rejected. Becker et al. (2012) refer to this threshold as the maxi-

mum desirable transfer intensity. This is in line with the hypothesis of diminishing returns and in 

contradiction to the development trap hypothesis. The latter would rather suggest a convex shape 

of the dose-response function and a minimum necessary level of transfer intensity for significant 

positive effects. Hence, the evidence speaks against the development trap hypothesis. Comparing 

the estimated threshold for significant positive treatment effect with the distribution of transfers, 

Becker et al. (2012) conclude that about 18% of the recipient regions are at a level beyond the 

maximum desirable transfer intensity. According to the estimates, cutting transfers in these re-

gions would not even reduce their growth and the budget could be used in a more efficient way. 

Assuming this threshold remained constant, the share of recipient regions that exceeded this level 

rose to 35% in the most recent budgeting period. A later study by Cerqua and Pellegrini (2018) 

confirms the concave shape of the dose-response function of EU cohesion transfers and regional 

growth and suggests that the marginal treatment effect becomes negligible when the transfers 

per capita reach about 275 Euros. To summarize, more transfers do not necessarily yield more 

local growth and convergence. 

Figure 2.1.3:  Dose-response function of EU transfers 

 
Data: Becker, Egger & von Ehrlich (2012). The dashed lines represent the point estimates, the solid 
blue lines the confidence bounds of the estimated functions.  

2.1.4.4 Long-run effects of transfers 

While a significant effect of EU regional transfers may arise due to direct consumptive effects, an 

important question relates to the long-run equilibrium. Are transfers capable of shifting regions 

to a different long-run trajectory or are effects rather short-lived and vanish once transfers are 

discontinued? Interesting case studies by Barone et al. (2016)  for Italian regions and Di Cataldo 

(2017) for British regions have analyzed economic development once cohesion transfers are 

phased out. The two studies base their econometric analysis on regions that lost cohesion support 

due to changes in the EU average per-capita GDP which was caused by EU enlargement. This led 
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to a reallocation of transfers that were exogenous from the perspective of these regions. The 

results indicate a significant loss in per capita GDP following the reduction of cohesion funds. For 

these cases, there seems to be a move back to their old equilibrium and no persistent shift. Becker 

et al. (2019) studied all regions switching in and out of Objective 1 support between 1989 and 

2013. Consistent with the Italian and UK evidence the analysis finds positive per-capita-income 

growth effects that develop relatively quickly but are not very long-lived: Taking the funding away 

leads to a reversion to per-capita-income levels (corrected for purchasing power differences) prior 

to when the funding had first been received. Yet, this does not seem to be a pattern that holds 

true for all place-based policies alike. Studies on US place-based policies by Kline and Moretti 

(2013) and on German place-based policies by Ehrlich and Seidel (2018) document persistent 

effects on the spatial equilibrium decades after the end of the place-based transfers. Canova and 

Pappa (2022) study a shorter time window of 1-3 years after transfer recipience and estimate the 

dynamic multipliers of ERDF versus ESF transfers. They conclude that the effects of ERDF transfers 

dissipate within three years whereas ESF transfers have more medium-term effects after 2-3 

years. This could be related to the different types of investments supported by the two 

instruments. A conclusion from this mixed evidence is that the long-run effects depend largely on 

the context, the type of policy and investment, and the level of spatial aggregation analyzed. First, 

different policies may have led to different expectations about the duration of the place-based 

transfers. When transfers are expected to be paid for a long-time horizon ς such as the 

ά½ƻƴŜƴǊŀƴŘƎŜōƛŜǘέ ǎǳǇǇƻǊǘ ƛƴ ǘƘŜ ǎǘǳŘȅ ŦƻǊ DŜǊƳŀƴȅ ς  the location choices of firms and 

households may be influenced. Second, investments in immobile and durable capital structures or 

investments in human capital display different dynamic effects than transfers used for more 

consumptive purposes. Third, the spatial equilibrium may be affected at a granular spatial scale 

when one municipality recieves support and a neighboring municipality does not, whereas 

mobility costs to relocate between labor markets or states may not be compensated by the 

transfers. 

2.1.4.5 Distributional effects of transfers 

Inequality considerations are a crucial rationale for EU cohesion transfers. The effects on regional 

aggregates may conceal effects on individual income inequality within recipient regions. The inci-

dence of regional transfers within recipient regions is important at least for two reasons: First, 

while regional transfers may reduce inequality between regions it is not obvious whether this ef-

fect is accompanied by an increase of inequality within regions such that the general aim of indi-

vidual inequality is unclear.96 Second, depending on the distribution of the transfer incidence 

within regions, recipient regions may become relatively more or less attractive for different type 

of households. Given the role of skill sorting for regional inequality discussed above, place-based 

transfers that redistribute towards low-skilled within recipient regions may have contributed to 

the sorting equilibrium. Most evidence on the within-region incidence of place-based transfers 

looked only at broad groups and, in particular, at the effects on wages versus land or property 

 
                                                        
96 Note that the dynamics of disparities reported in the EU Cohesion Report (see Figure 1) focus 
the population weighted coefficient of variation instead of a conventional coefficient of variation 
between regions.  
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prices. Some evidence on capitalization effects of place-based transfers in Ehrlich and Seidel 

(2018) (not for EU cohesion transfers) and Albanese et al. (2023) suggests that property owners 

could reap many of the benefits of the transfers which is not in line with the purpose of redistrib-

uting towards poorer households. New evidence by Lang et al. (2023) studies the effects of EU 

transfers on micro-level income data. The authors find that income groups at the top brackets gain 

whereas lower brackets benefit less or even display no effect. It suggests that within region 

inequality goes up as a consequence of the transfers. Similarly Albanese et al. (2023) document 

for Italy that the Gini index within municipalities that received EU cohesion transfers is positively 

affected by the transfers.  

2.1.4.6 Effects during economic crises 

With the global financial crisis, the European debt crisis, and the COVID-19 pandemic, the EU 

cohesion funds have been mobilized to address regional differences in the distress caused by these 

crises. In the wake of the crisis, the EU adjusted the design of the policy among others by extending 

the deadlines for spending cohesion funds during the 2000-06 budeting period, by adjusting the 

co-financing requirements or by redirecting unallocated funding between funds and different pri-

orities of regions.97 

The effects of cohesion transfers during the financial and economic crisis has been studied by 

Becker et al. (2019) using changes in government bond yield spreads as a measure for how severe 

a country has been hit by the crisis. The analysis looks at GDP per capita, employment as well as 

public and total investment. The results show that cohesion funds were less effective in the sense 

that effects on per-capita income growth were smaller. At the same time, the funds could stabilize 

employment as the effects on employment during the crisis were larger than before. However, 

regions that were more strongly hit in an adverse way by the crisis as measured by a larger 

government bond yield spreads of the country were not shielded successfully by the funds 

received. One explanation could be the lack of the capacity to co-finance the received funds. The 

EU Commission recognized this issue and adjusted the co-financing rates but this may have come 

too late or may have been not sufficient. Di Caro and Fratesi (2022) explore a number of very 

different shocks to the EU economy and their consequences for effectiveness of EU CP. They find 

a positive short-term impact of CP on sustaining regional labour market resilience mainly during 

the financial and economic crisis in the EU15 which neither holds true for other crises considered 

in the paper nor for MSs that joined the EU later. 

2.1.4.7 Role of local political incentives 

Finally, a very important question concerns the political economy of transfers. This relates to the 

evidence on highly varying effectiveness across recipient regions which has been discussed above.  

When local majorities decide upon how to use funds from the central EU budget, they may use 

them to raise attractiveness for the incumbent majority and thereby perpetuate a local economic 

ǎǘǊǳŎǘǳǊŜ ǘƘŀǘ ƛǎ ƴƻǘ ŘȅƴŀƳƛŎ ό5Ω!ƳƛŎƻΣ нлннύΦ CƻǊ ƛƴǎǘŀƴŎŜΣ ǎǳōǎƛŘƛŜǎ Ƴŀȅ ōŜ ǳǎŜŘ ǘƻ ǎǳǇǇƻǊǘ 

 
                                                        
97 EU Council Regulation 18512/11 reduced co-ŦƛƴŀƴŎƛƴƎ ǊŜǉǳƛǊŜƳŜƴǘǎΦ ¢ƘŜ 9¦ /ƻƳƳƛǎǎƛƻƴΩǎ 
packages on the CRII and the CRII+ allowed for more flexibility in the use of cohesion transfers. 
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declining incumbent industries or make regions with a high share of low-skilled labor force even 

more attractive to low-skilled workers. This would perpetuate the sorting dynamics that lead to 

disparities in the absence of transfers. Moreover, the political equilibrium may be biased towards 

using EU cohesion transfers for tangible investments that become visible in the short term and to 

less investment in factors that turn our relevant for absorptive capacity such as human capital or 

quality of institutions. Puga (2002) points out that a further rationale for regional transfers may 

be building support for EU integration. The funds may contribute to enhance the support for effi-

ciency enhancing coordination across regions and countries. Yet, the same logic also implies that 

politicians may be willing to accept local efficiency losses if compensated by transfers. Accordingly, 

regions receiving centrally administered transfers may become less susceptible to structural re-

forms of e.g. labor markets of goods markets. A recent paper by Albanese et al. (2021a) documents 

that residents of areas that benefited several decades from place-based transfers developed pref-

erences towards more state intervention and distrust of the market economy. Thus, implementing 

reforms may become more and more difficult, and the status quo of inefficient structures may 

become more persistent. 

A potential further issue of centrally administered place-based policy is rent-seeking. The compe-

tition of potential beneficiaries for discretionary funds for local investments may generate a rent-

seeking contest with the associated inefficient resource allocation (Blankart & Ehmke, 2015). Can-

didates need to invest resources in designing and presenting their projects. According to rent-

seeking theory, the net benefits of transfers may be significantly reduced by the transaction costs 

ƛƴǾŜǎǘŜŘ ǘƻ ȫǿƛƴ ǘƘŜ ǇǊƛŎŜΩ ƛƴ ǘƘŜ ǊŜƴǘ-seeking contest. This seems to be particularly relevant in an 

environment with a low quality of local government and the degree of inefficiency caused by rent-

seeking may grow with the number of government layers influencing the allocation mechanism. 

While this theory may explain parts of the large heterogeneity in local transfer effects, there is no 

empirical evidence on this mechanism for EU cohesion funds. 

Realizing aggregate efficiency gains in terms of productivity would require the central transfers to 

exploit non-linearities such as agglomeration economies as discussed in Section 2.1.3. A criticism 

applicable to centrally administered place-based is that the central governments are unlikely to 

have sufficient information to select those regions that comply best with the criteria of high mar-

ginal benefits of investment (e.g. Glaeser & Gottlieb, 2008). More importantly, such a distribution 

of transfers towards the places that display the highest returns may not be in line with the aim of 

reducing regional disparities. 

Accetturo et al. (2014) study the effects of central government transfers in a model where they 

can be used cooperatively for the provision of a public good or diverted to private rents. The 

theory suggests that if local governments are characterized by low efficiency, transfers from the 

central government can reduce local cooperation. Evidence from the European Social Survey 

supports this theory. The authors document a negative effect of place-based policies on social 

capital -- measured by local trust and cooperation ς in settings with local quality of local 

governments.  

Stipulating certain preconditions for the recipience of cohesion transfers could be one way to ad-

dress the issues discussed in this section. Another way would be to set incentives for local govern-

ments. These incentives should be such that policies beneficial to the long-term development of 
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local economic activity are rewarded. Fiscal decentralization in the form of revenues from taxes 

on local economic activities could provide a basis for such incentives as well-used transfers would 

benefit the future tax base. 

2.1.5 General equilibrium effects of place-based policies 

The papers discussed so far focused on the effects of transfers in the recipient regions. To evaluate 

the aggregate effects on economic output and welfare in Europe, a general equilibrium analysis is 

required which should account for at least three important effects.98 First, potential displacement 

affects the effectiveness of regional transfers. The increase of economic activity in one place may 

come with a decrease in other places when compared to the counterfactual without transfers.99 

Second, regional trade in goods and services influences the economic incidence of transfers. Ben-

efits may not only occur in the recipient regions, but they may be channeled through trade link-

ages to other regions.100 Third, direct spillovers could impact productivity or transport access of 

neighboring regions which results for instance in changes in the local price indices of non-recipient 

regions. The latter matters particularly for investments in production amenities or transport infra-

structure which have immediate consequences for the entire transportation network. Blouri and 

Ehrlich (2020) aim to capture these general equilibrium effects for EU cohesion transfers by using 

a quantitative spatial equilibrium model. The analysis distinguishes three different types of place-

based policies: investments in transport infrastructure which reduce transportation costs, invest-

ments in local production amenities improving local productivity (e.g. subsidies for R&D activities, 

universities, broadband internet access, energy supply, etc.), and wage subsidies directly affecting 

the regional income. For each of the three types of transfers, the local impact in the recipient 

region is estimated and fed into the model. A motive for regional redistribution is incorporated in 

the analysis via location preferences of individuals which means that the spatial distribution of 

economic activity that maximizes output and productivity is not equal to the welfare-maximizing 

distribution. Accordingly, supporting employment in the poorer regions increases welfare accord-

ing to the modelΩǎ ǿŜƭŦŀǊŜ ŦǳƴŎǘƛƻƴ ŜǾŜƴ ƛŦ ƛǘ Ƴŀȅ ŘŜŎǊŜŀǎŜ ǇǊƻŘǳŎǘƛǾƛǘȅΦ IƻǿŜǾŜǊΣ ǘƘŜ ŀƴŀƭȅǎƛǎ 

shows that depending on the type of instrument (transport infrastructure vs. production ameni-

ties vs. wage subsidies) the regional distribution of transfers that maximizes welfare for a fixed 

budget is characterized by very different spatial distributions than the one observed for EU cohe-

sion transfers. Wage subsidies are used in the most efficient way if they are focused on few but 

the most lagging regions. In contrast, efficient investments in transportation infrastructure are 

 
                                                        
98 A further aspect concerns the efficiency costs of raising the budget for place-based funds. These 
costs depend on the type of taxes and the corresponding tax elasticities. Since the budget cannot 
easily be linked to specific sources, the analyses discussed largely disregard this further efficiency 
cost. Blouri and Ehrlich (2020) consider spatial distortion of labor supply but disregard any effects 
of taxes and transfers on the extensive margin of labor supply. 

99 Einiö and Overman (2020) document displacement caused by place-based policies on the re-
gional level. Such shifts may also be observed when comparing beneficiary and non-beneficiary 
firms as in Bronzini and Guido de Blasio (2006). 

100 Siegloch et al. (2023) provide evidence for significant spillovers of German place-based trans-
fers to recipient regions via regional trade. 
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realized by a distribution that focuses on relatively central regions including many regions that are 

currently not among the net recipients of EU cohesion funds. The reason is that an improvement 

of the infrastructure in central regions will be passed on to the effective trade costs for a large 

share of other regions. Furthermore, investments in transport infrastructure and production 

amenities are complementary which does not hold true for wage subsidies. Overall, significant 

improvements in terms of both welfare as well as reductions in regional inequality can be realized 

when considering the effects of transfers beyond the immediate effect in recipient regions and 

distributing transfers accordingly.   

2.1.6  Conclusions for a more effective and efficient EU Cohesion Policy   

A central part of the EU integration process is the reduction of regional disparities. In the recent 

decade, market dynamics have led to a slowdown in the convergence process. The evidence for 

the effectiveness of EU cohesion transfers in compensating these trends towards rising disparities 

in Europe is mixed. The economic literature has shown that transfers may be ineffective or only 

have short-lived effects if they are not complemented by a conductive economic environment in 

recipient regions. Increasing the volume of transfers cannot compensate for this. It has been 

shown that higher transfer intensities are unlikely to yield higher benefits as the evidence clearly 

points to decreasing returns of transfers in recipient regions. What is key is the design of transfers 

(i.e., which type of instruments and in which regions) and the local economic environment in re-

cipient regions. Evaluations and insights obtained from EU Cohesion Funds seem particularly rel-

evant given the significant expansion of EU fiscal policy via the NGEU funds.  

A pivotal factor exacerbating growing disparities is the concentration of high-skilled individuals in 

a limited number of highly productive places. For EU cohesion transfers to be effective it is imper-

ative to increase the attractiveness of lagging regions to a high-skilled labor force and to invest 

strategically in the long-term development of human capital in these regions. The nature of in-

vestments supported by transfers significantly influences the local demand for skilled labor, con-

sequently impacting the relative wages across various skill levels. For instance, transfers predom-

inantly allocated to infrastructure construction projects may inadvertently reinforce disparities 

arising from the concentration of high-skilled individuals. Conversely, directing transfers towards 

sectors with heightened skill requirements, such as education and healthcare, holds the potential 

to mitigate these disparities by fostering increased demand for skilled labor and reducing spatial 

disparities. 

The other crucial factor that has been identified in the economic literature is the quality of local 

governments. Restricting transfers to certain minimum conditions will not be a solution as this 

implies that many of the lagging regions are not eligible for transfers. Hence, the key question is 

about how to improve the quality of local governments in lagging regions. This is not an easy un-

dertaking. One approach to addressing this challenge involves establishing effective incentives for 

local governments to allocate transfers towards policies conducive to the development of local 

businesses. In many lagging regions and in particular, regions facing economic decline, the political 

economy equilibrium may imply that governments have an incentive to keep the status quo of the 

current economic structure. Prioritizing the support of current stakeholders and slowing the pace 

of decline may yield short-term gains, making it an appealing strategy for short-sighted admin-

istrations. Decentralization of tax revenues to the municipal level could be a potential strategy to 
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realign incentives toward longer-term investments. Providing local governments with revenues 

generated from taxes on local economic activities serves as a crucial incentive mechanism. The 

correlation between the growth of the local economy and increased tax revenues for municipal 

budgets creates a dynamic where local governments are incentivized to utilize EU Cohesion Funds 

in a manner that fosters sustained local economic growth. This, in turn, not only contributes to 

future revenue streams but also aligns with the broader objectives of reducing disparities. In con-

trast, in a setting where local government revenues mainly rely on grants from higher-level gov-

ernments, there is less incentive to channel EU CFs into optimizing local public services and infra-

structure for business activity. This fiscal structure may imply to local governments that their in-

vestments in enhancing local business conditions primarily benefit the central government, and 

the resulting revenues are distributed irrespective of the contributions to the tax hike.101  

There are substantial differences across EU countries in the share of tax revenues on local eco-

nomic activities that are allocated to the local budgets. Herrmann (2022) documents that such 

revenues from taxes on local economic activity which can act as an award to local governments 

for their efforts to increase the local business environment are particularly low in some of the 

countries where lagging regions see high transfer intensities since several budgeting periods (in 

particular Greece, Southern regions of Italy). In contrast, some of the countries where EU cohesion 

funds turned out successful display relatively high shares of decentralized tax revenues (like Irland, 

Poland, and the Baltic Countries).102 Given the evidence for the heterogeneity in the local effec-

tiveness of EU cohesion transfers it seems important to study the political incentive schemes in 

recipient regions in more detail. 

Finally, it has been shown that for a comprehensive evaluation of the efficiency and equity effects 

of EU CP a general equilibrium perspective is required. The degree of displacement effects or pos-

itive spillovers varies depending on the nature of transfer investments and the specific regions of 

intervention. A more targeted utilization of transfers and an enhancement of overall policy design 

could be achieved by taking into consideration the implications of general equilibrium responses. 

In doing so, a more nuanced and effective approach to EU CP can be realized, ensuring a more 

efficient allocation of resources. 
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2.2 Valentin Lang: The Distributional Effects of Place-based Policies in the EU  

Valentin Lang (University of Mannheim) 

Abstract 

This chapter examines the distributional effects of place-based policies in the EU. In a first step, it 
characterizes existing income inequalities in the EU and distinguishes between their interregional 
and intraregional dimensions. A key result is that inequalities within European regions make an 
important contribution to overall inequality in the EU. Against this background, the chapter then 
reviews the economic literature on the effectiveness and distributional effects of place-based pol-
icies in general and EU regional policy in particular. The evidence from this literature suggests that 
while place-based policies can reduce inequalities between regions, they tend to increase inequal-
ities within regions. The chapter concludes with a discussion of policy recommendations for EU 
regional policy that can be derived from these findings. 

2.2.1 Introduction 

In recent decades, economic activity within many industrialized countries has become increasingly 

concentrated in some regions, while other regions have seen only little economic growth. From 

globalization and technological change to agglomeration effects, a whole series of major economic 

trends have contributed to this development. The resulting regional inequalities bring with them 

various economic, social and political challenges and in many places, policymakers are responding 

with place-based policies. The EU CP is one of the most prominent examples and, with almost 400 

billion euros in the current funding period from 2021 to 2027, it is also one of the most extensive 

regional funding programs in the world. 

²ƘƛƭŜ ŜŎƻƴƻƳƛŎ ŘƛǎǇŀǊƛǘƛŜǎ ōŜǘǿŜŜƴ ǘƘŜ 9¦Ωǎ ǊŜƎions are considerable, there are also large income 

disparities within these regions. Many people at risk of poverty live in the richest regions of the 

EU. And even in the poorest regions of the EU, many residents are wealthy by European standards. 

Since EU CP is allocated on the basis of place, the socio-economic background of supported indi-

viduals and households plays no role in eligibility. It is therefore possible that such funding primar-

ily reaches the relatively wealthy within the funded regions while the poorer households living 

there benefit less from it. 

While territorial cohesion and the creation of equal living conditions across regions is considered 

a central objective of regional structural funding, public donors in general and the EU in particular 

often emphasize the socio-economic dimension of cohesion as a key objective of their regional 

policy. Until 2020, "promoting social inclusion and combating poverty" was one of eleven "the-

matic objectives" of EU CP and since 2021, "a more social and inclusive Europe" has been one of 

five "policy objectives" of the current funding period. Such objectives imply that EU CP should 

reach people at risk of poverty, particularly the vulnerable and the unemployed. From this per-

spective, the ESIF should succeed not only in improving the average economic strength of funded 

regions, but also in ensuring that jobs and wage increases reach the lower end of the income dis-

tribution.  This paper examines the extent to which place-based policies in general and EU CP in 

particular can achieve this goal. The chapter will therefore pay particular attention to the inter-

personal distributional effects of interregional transfers. 

To this end, the chapter will first characterize both the inter-regional and intra-regional dimen-

sions of income inequality in the EU. Especially in recent years, research in this area has advanced 
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significantly and is now able to put these two dimensions of inequality in relation to each other. 

Based on this, the chapter will examine the current state of research on the effectiveness of place-

based policies building on the existing economic literature. It will focus primarily on the extent to 

which such policy measures succeed in achieving the intended distributional effects. Do these re-

gional structural subsidies boost economic development in the subsidized regions? And who in 

these regions benefits from the subsidies? In addition to studying the effectiveness of place-based 

policies for interregional redistribution and the promotion of regional economic development in 

the aggregate, the chapter will also focus on the mechanisms of how interpersonal redistribution 

effects materialize.  

The focus will be on the evidence on EU CP; however, findings based on the analysis of other place-

based policies will also be included in the review, if these are comparable to EU CP. In general, the 

chapter will deal with both the theoretical and empirical literature on the topic. A particular focus 

will be placed on the most recent econometric literature, which allows causal analytical conclu-

sions to be drawn. This evidence base will then be used to draw conclusions on how EU CP can be 

further developed from 2028 onwards in order to achieve the desired interregional and interper-

sonal distributional effects as effectively and efficiently as possible. 

2.2.2 Regional inequality in Europe 

This section describes economic inequality in Europe from a regional perspective. On the one 

hand, it discusses how economic disparities between regions have developed in recent decades 

and, on the other hand, it looks at inequalities within these regions. Building on this, European 

inequality can be broken down into its interregional and intraregional components. In so doing, 

the challenges facing European regional policy in promoting social cohesion across Europe can be 

better understood. 

2.2.2.1 Interregional inequality 

In general, economic research suggests that a number of major economic trends are currently 

working towards increasing rather than decreasing regional inequality. One such trend is globali-

zation. In many countries it has helped some industries and the regions in which they are located 

to achieve major growth opportunities (Topalova & Khandelwal, 2011; Felbermayr & Gröschl, 

2013; Lang & Mendes Tavares, 2023). At the same time, the associated import competition poses 

major challenges for other regions (Autor et al., 2013; Pierce & Schott, 2016). Formerly successful 

industries in advanced economies that are exposed to such import competition are often unable 

to keep up with competitors from emerging economies that produce at lower costs. Classic exam-

ples of this trend are the American Rust Belt or the former industrial strongholds of the United 

Kingdom. Globalization thus leads to rising average incomes, but also to greater income inequality 

(Lang & Mendes Tavares, 2023). The simultaneity of globalization-driven booms in some regions 

and "import shocks" in others tends to lead to increasing regional disparities. 

The structural change towards a knowledge economy has similar regionally asymmetric effects. 

Many better-paid professions in modern knowledge economies now require long and intensive 

training. Driven by technological change, digitization and automation, jobs in the manufacturing 

sector are declining and new jobs are being created in knowledge-intensive sectors such as high-

tech and modern services (Acemoglu & Restrepo, 2018; Ehrlich & Overman, 2020; Moll et al., 
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2021). At the same time, well-educated workers are now much more likely to move to urban and 

metropolitan regions than to the countryside. This is the case in 25 out of 26 OECD countries. And 

in 19 out of 25 countries, the urban-rural divide in the proportion of those with tertiary education 

has increased further over the last decade (Moretti, 2012, 2022; OECD, 2023; Südekum, 2021). 

Both classic agglomeration effects and the fact that companies in cities often find a more suitable 

workforce to increase their productivity mean that the economy in cities and metropolitan regions 

often grows faster than in rural regions (Dauth et al., 2022). 

In view of these developments, it is not surprising that a trend towards greater regional inequality 

can be observed in many countries. For example, the OECD (2023) recently published a study 

showing that 15 out of 27 OECD countries surveyed with sufficient data have recorded an increase 

in regional inequality over the last two decades. An increase in regional inequality can be observed 

in Belgium, Denmark, France, Sweden, the UK, Estonia, Italy, Japan, the USA, the Czech Republic, 

Hungary, Lithuania, Poland, Slovakia and Slovenia. A decrease can be seen in Finland, Norway, 

Latvia, Turkey, Greece, Portugal, Austria, Germany, the Netherlands, Korea, New Zealand and 

Spain. Bauluz et al. (2023), who focus on wage inequality between labor market regions since the 

1970s, find a slight decline in France and increases in Germany, Canada, the United Kingdom and 

the USA. This increase in regional inequality is particularly pronounced in the USA, a finding also 

highlighted by Gaubert et al. (2021). For the EU as a whole, von Ehrlich and Overman (2020), who 

examine GDP in NUTS3 regions, show a constant trend for the EU-28 and a slight increase for the 

EU-15 since the 2000s.  

It should therefore first be noted that trends in regional inequality differ from country to country 

and that the results also depend on the operationalization (regional unit, income concept, ine-

quality measure, etc.). All in all, increases in interregional inequality can currently be observed 

more frequently than decreases. 

2.2.2.2 Intraregional inequality 

In view of the findings of rising regional inequality in many countries, it might seem obvious to 

design policies that combat inequality between regions by redistributing from wealthy to less 

wealthy regions. However, it is first necessary to look inside the regions. How much of the overall 

inequality results from inequality between regions? How unequal are incomes within regions? Is 

poverty a problem that is concentrated in poorer regions?  

Before these questions can be answered, it should be noted that the evidence base on this ques-

tion is much more limited than the evidence on inequality between regions. The reason is obvious: 

while interregional inequality can be studied with aggregate regional data, analyzing intraregional 

inequality requires household- or individual-level data which provide a sufficient number of data 

points for each region to calculate intraregional inequality measures. Until recently, this evidence 

was only available for individual countries: for the United Kingdom, Gibbons et al. (2014) find that 

inequality between labor market regions explains about 6 percent of British inequality. For Italy, 

Briskar et al. (2022) state that inequality between Italian provinces accounts for less than four 

percent of total Italian inequality. For France, Combes et al. (2008) use a slightly different method 

to find that interregional inequality contributes 13 percent to overall French wage inequality.  Such 

studies on individual countries are difficult to compare across countries because they use different 

methods, data sources and territorial units. 

https://onlinelibrary.wiley.com/doi/full/10.1111/obes.12043#obes12043-bib-0005
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More recently, a number of studies have examined intraregional inequality across several coun-

tries and put it in relation to interregional inequality. All of these studies find that inequality be-

tween regions only explains a very small proportion of overall inequality. For example, Bauluz et 

al. (2023) examine wage data within small labor market regions for five Western democracies and 

find that inequality between regions contributes between 3 (Canada and Germany) and 7 percent 

(United Kingdom) of total inequality. In between are France with 4 percent and the USA with 5 

percent. Inequality within the regions accounts for the remaining share of more than 90 percent. 

Königs et al. (2023) come to a similar conclusion for Austria, Belgium, Hungary, Italy and Slovakia: 

in all of these countries, the authors find that inequality between small regions contributes less 

than 5 percent to overall inequality. While these two studies calculate shares of national inequal-

ities, Lang et al. (2023) examine intra- and inter-regional inequality within the EU as a whole. Using 

a slightly different method and larger regional units, this study also confirms that interregional 

inequality only makes a small contribution to overall European inequality. A comparison over time 

shows that the share of interregional inequality has tended to decrease from the 1990s to the 

present day, and that intraregional inequality is thus making an increasingly large contribution to 

inequality within the EU (see Figure 2.2.1). 

Figure 2.2.1:  Inequality within and between EU regions 

 

To visualize this inequality within the regions, Figure 2.2.2 shows the annual equivalized disposa-

ble household income for different percentiles of the intraregional income distributions of EU re-

gions based on Lang et al. (2023: 8). The regions are ranked according to average income. As can 

be seen, the poorest groups in richer EU regions are poorer than middle segments in poorer EU 

regions. At the same time, many relatively poor regions are home to many households with rela-

tively high incomes. These data thus visualize the consistent finding of this literature that inequal-

ity between regions accounts for only a small proportion of overall inequality. 
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Figure 2.2.2:  Inequality in the EU 

 
Notes: The figure shows the annual disposable household equivalent income for different 
percentiles of the intraregional income distribution within the EU. Data: Lang, Redeker, 
Bischof (2023: 8). 

This result has implications for the distributional effects of regional structural funds. If inequality 

across the regional units between which financial resources are redistributed only accounts for a 

small proportion of overall inequality, then the redistributive effects of such policy measures are 

limited. Whether place-based policies reduce not only interregional but also interpersonal ine-

quality ς thereby contributing to poverty reduction ς is thus not guaranteed. This crucially de-

pends on how structural support affects people with different income levels within the regions. 

This question is the focus of the following sections. 

2.2.3 Objectives of structural support 

Generally speaking, place-based policies are designed to correct certain types of market failure. 

Based on Duranton and Venables (2018) and Juhasz, Lane and Rodrik (2023), three different justi-

fications for such policy measures can be distinguished: 

1. Externalities of regional inequality. Structurally weak regions are often characterized not 

only by low productivity, low wages and high unemployment, but often also suffer from 

the social and political consequences of this. These include crime (Pierce & Schott 2017), 

an underfunded public sector that has deficiencies in providing public goods (Charles et 

al., 2018), political extremism (Colantone & Stanig, 2018, Autor et al., 2020), and the fact 

that people who grow up in such regions are less productive throughout their lives than 

people who grow up in structurally strong regions (Chetty et al., 2016; Chyn & Katz, 2020). 
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2. Coordination failures. Certain economic sectors only establish themselves locally if com-

plementary economic sectors are also present. Under certain circumstances, this can lead 

to equilibrium results in which neither of the two economic sectors establishes itself lo-

cally, although both would have a chance in doing so provided that the other was already 

present. With regional structural policy, this bad equilibrium can be avoided by using in-

centives, and the socially optimal equilibrium in which both economic sectors settle locally 

can be achieved (Juhasz et al., 2023) 

3. Local public goods. Many sectors require input factors that require public funding (Juhasz 

et al., 2023). Infrastructure, education, housing, an attractive environment, employment 

agencies and effective public administration are examples of this. Against this background, 

regional structural policy can also contribute to local growth by taking care of the provision 

of such public input factors and focusing in particular on those that are important for local 

economic sectors. 

The basic idea behind regional structural policy is therefore to solve these different types of mar-

ket failures. To this end, it either promotes public projects or uses public funds to create incentives 

for the private sector to become more active in the regions receiving support. If this is successful, 

local economic growth should pick up. The following section provides an overview of the current 

state of research on the effectiveness of such policy measures. The focus is on literature with an 

empirical focus and concentrates particularly on contributions to EU regional policy. 

2.2.4 Evidence on the effectiveness of structural policy 

Most studies initially look at the direct effect of regional structural support on regional growth. 

While older literature was often skeptical about such an effect, the more modern economic liter-

ature contains a large number of studies that identify positive growth effects (see for reviews: 

Neumark & Simpson, 2014; Duranton & Venables, 2018). Kline and Moretti (2014), for example, 

find positive growth effects of the Tenneesse Valley Authority in the USA. Criscuolo et al. (2019) 

identify similarly positive effects of the Regional Selective Assistance (RSA) program in the United 

Kingdom. Von Ehrlich and Seidel (2018) document positive income effects of the place-based sup-

ǇƻǊǘ ŦƻǊ ŀ ǎǇŜŎƛŀƭ ǊŜƎƛƻƴ ƛƴ DŜǊƳŀƴȅΦ {ƛŜƎƭƻŎƘ Ŝǘ ŀƭΦ όнлноύ ŀƴŀƭȅȊŜ ǘƘŜ άWƻƛƴǘ ¢ŀǎƪ ŦƻǊ ǘƘŜ LƳǇǊƻǾŜπ

ƳŜƴǘ ƻŦ wŜƎƛƻƴŀƭ 9ŎƻƴƻƳƛŎ {ǘǊǳŎǘǳǊŜǎ όDw²ύέ in Germany and also document positive local wel-

fare gains. With regard to EU regional policy, several studies identify significant positive growth 

effects (Becker et al., 2010, 2013, 2018; Mohl & Hagen, 2010; Pellegrini et al., 2013; Giua, 2017; 

Bachtrögler-Unger et al., 2022; Lang et al., 2023). Other studies show insignificant or very small 

effects, but they are in the minority (Fagerberg & Verspagen, 1996; Dall'Erba & Le Gallo, 2008; 

Dall'Erba & Fang, 2017). 

There is also some evidence that job gains go hand in hand with these growth gains. The previously 

cited studies by Criscuolo et al. (2019), Kline and Moretti (2014) and Siegloch et al. (2023) all find 

positive effects on local employment rates. With regard to EU CP, Becker, Egger, Ehrlich (2010), 

Giua (2014; 2018) and Lang et al. (2023) provide empirical evidence of job creation in the sup-

ported regions. At firm-level, Bachtrögler-Unger et al. (2020) and Cerqua and Pellgrini (2022) also 

find such effects of EU CP. 
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Conversely, the evidence on whether regional policy not only creates jobs but also increases 

productivity is less clear. Criscuolo et al. (2019), for example, find no effect of the British RSA on 

Total Factor Productivity (TFP). Brachert et al. (2019) also see no productivity gains from the Ger-

man GRW. Both Albanese et al. (2020) and Bachtrögler et al. (2020) analyze EU CP in this context 

and find relatively small effects on TFP in certain local contexts. In contrast, Kline and Moretti 

(2014) and Garin and Rothbaum (2024) report positive effects on productivity. 

The two latter studies also confirm long-term positive and persistent effects of regional funding. 

However, the two regional policy measures considered in these analyses are quite large in scale. 

In the context of EU regional policy, where funding amounts are often significantly lower in rela-

tion to local economic output, the evidence tends to indicate that the positive effects can only be 

observed for the period of funding: When regions lose access to EU funding (such as Abruzzo in 

Italy or South Yorkshire in the UK), it is found that higher growth rates can only be observed for 

the period of active funding (Barone et al., 2016; Di Cataldo, 2017). Becker et al. (2018) and Lang 

et al. (2023) also look at regions that lose EU structural funds and do not find persistently higher 

growth rates in the longer term, but rather a decline after the funding ends. Cerqua and Pellegrini 

(2021), on the other hand, find such effects only in subsamples and not on average. 

In sum, positive economic effects are found for a whole range of regional structural policies. 

Growth rates in supported regions are increasing and jobs are created in many cases. Some par-

ticularly extensive regional measures also appear to have had a longer-term impact on local 

productivity. For many other regional policy measures, however, such long-term and productivity-

enhancing effects have hardly been identified to date. 

2.2.5 Heterogeneous effects of structural policy 

While such average effects indicate that regional support programs can reduce interregional ine-

quality, this says nothing about the question of who benefits from them under which circum-

stances and whether they can also reduce interpersonal inequality and poverty. Studies that look 

at the heterogeneous effects of regional structural policy can give an initial indication of this. 

The level of education appears to play an important role. Becker et al. (2013), for example, find 

that positive growth effects can only be found in regions with a high level of human capital. Other 

authors find stronger positive effects in regions with a higher population density (Albanese et al., 

2020) or in suburban areas near metropolitan areas (Gagliardi & Percoco, 2017); in Europe, these 

areas are usually those with a higher level of education. These findings could indicate that regional 

structural support is particularly beneficial to workers with a certain level of education.  

The role of local institutions is also considered in the literature. Ederveen et al. (2006) already 

argue that EU regional policy requires a functioning institutional framework and that without this 

it remains largely ineffective. Since regional administrations play an important role in the alloca-

tion and administration of regional funding such as EU CP, an efficient and well-trained public 

administration is a key prerequisite for effective regional funding. Inefficient and poorly managed 

institutions in particular are likely to select more ineffective projects and are more likely to suffer 

from corruption and rent-seeking and therefore make poorer allocation decisions (Accetturo et 

al., 2014; de Angelis et al., 2018). Some studies do indeed find stronger positive effects in regions 
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with higher quality local institutions (Albanese et al., 2020; Becker et al., 2013). The empirical re-

sult of Crescenzi and Giua (2020) also supports this finding, as the authors find that the positive 

economic effects of EU CP are largely driven by German and British regions. From the perspective 

of development economics, such results are not surprising. In this literature, it has long been ar-

gued that development cooperation is more effective under better institutional and political con-

ditions (Burnside & Dollar, 2000; Svensson, 2002).  

What does this imply for the interpersonal distributional effects of regional structural policy? In 

most countries and within the EU, a strong correlation can be observed between the quality of 

public administration and economic strength. Taken together, this would mean that regional 

structural policy faces the greatest institutional challenges and has the least chance of success in 

the economically weakest regions, where most poor and unemployed people live. 

The connection between local economic conditions and the effectiveness of regional structural 

policy has also been studied directly, albeit much less frequently. In this context, the research 

results are somewhat more optimistic with regard to the possibility of reaching structurally weaker 

regions. Di Cataldo and Monastiriotis (2020) and Bachtrögler et al. (2020) even find stronger ef-

fects of EU CP in low-income regions in some cases. Austin et al. (2018) and Bartik (2020) also 

argue that structural support should focus on the regions with the highest unemployment rates 

because it can be more effective there. This argument is in line with the Keynesian idea that public 

spending is particularly effective when labor is not fully utilized as a production factor. Under these 

conditions, as the argument goes, public funding ς for example as part of a place-based policy ς is 

more likely to provide an incentive to use this locally underutilized factor of production, thereby 

reducing local unemployment (Chodorow-Reich, 2019). 

Overall, research on the heterogeneous effects of regional structural support does not allow us to 

draw a clear conclusion as to what interpersonal distributional effects can be expected from it. 

Although structural policy could be more effective in the context of low incomes and high unem-

ployment rates, the same regions often also suffer from lower levels of education and inefficient 

administrations, which are expected to undermine the effectiveness of structural policy. 

2.2.6 Intraregional effects 

Up to this point, regions supported by place-based policies have been considered as aggregates. 

This allows statements to be made about the regions in which structural policy is most likely to be 

effective. However, what findings emerge when we look into the regions and disaggregate eco-

nomic units within the regions? Which distributional effects become apparent? 

The intraregional distributional effects of regional structural policies depend on which segments 

of the local economy benefit from them. These economic segments can be analytically differenti-

ated in different ways. Firstly, a distinction can be made between the production factors of labor 

and capital. Since capital owners have, on average, higher incomes than workers, differential ef-

fects in this context would have clear distributional consequences. Do the gains in local economic 

output promoted by structural policy go to workers or to owners of capital? The partly positive 

effects on the number of local jobs indicate at least some gains for the labor factor. However, this 

the factor capital could record even greater gains. According to one prominent argument, in the 

case of an inelastic supply of local real estate, a large part of the gains for workers will benefit 
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property and capital owners via higher rents and house prices (Bartik, 2020). Freedman (2013) 

ǇǊƻǾƛŘŜǎ ŜǾƛŘŜƴŎŜ ƻŦ ǘƘƛǎ ŜŦŦŜŎǘ ƛƴ ǘƘŜ ŎƻƴǘŜȄǘ ƻŦ άŜƴǘŜǊǇǊƛǎŜ ȊƻƴŜǎέ in Texas. Similarly, it is unclear 

how financial subsidies for companies that create jobs are distributed within the companies. Do 

management compensation and the volume spent on share buybacks, dividends and profits in-

crease within the company at the same time? If companies have (local) market power, they can 

keep wages low and generate higher profits (Azar et al., 2017; Autor et al., 2020). This would tend 

to benefit the owners of capital. Empirical evidence shows, for example, that capital-intensive 

sectors benefit more from special economic zones than labor-intensive sectors (Lu et al., 2019). 

At the company level, however, Benkovskis et al. (2019) find the opposite result for the EU's ERDF 

funding: EU regional policy tends to increase productivity in companies that are less capital-inten-

sive at the start of funding. 

Secondly, the question arises as to which sectors place-based policy is most likely to have a posi-

tive impact on. There are good reasons to focus regional structural policy on export-oriented in-

dustries and high-tech sectors. In these sectors, one can hope for stronger productivity gains and 

larger job multipliers (Bartik, 2020). Particularly in sectors that rely on local suppliers, the expan-

sion of production in one company can also create jobs in downstream suppliers via such spillover 

effects (Bartik, 2020). However, if job and wage growth is primarily concentrated in such particu-

larly productive sectors, it is less likely that the economic stimulus will also reach the lower end of 

the local income distribution to the same extent. This would only be the case if spillover effects 

also have an impact on other sectors. Siegloch et al. (2023) document such spillover effects, at 

least for the case of the German GRW. Here, one job in the manufacturing sector leads to around 

0.5 jobs in the retail and construction sectors.103 This effect size corresponds closely to the esti-

mates of Bartik and Sotherland (2019), who find average "local job multipliers" of jobs in export-

oriented firms between 1.3 and 1.7 (i.e., 0.3 to 0.7 additional jobs in other sectors per job). From 

this perspective, place-based policies that create jobs in productive sectors also reach lower in-

come classes via this spillover effect; however for multipliers smaller than 2, the relatively larger 

increase is nevertheless to be expected at the upper end of the local income distribution. At the 

same time, it is also unclear who will take on the newly created jobs. If employees move from non-

subsidized regions or commute from these regions to the subsidized region for the newly created 

local jobs, local job gains are not necessarily synonymous with a decline in the absolute number 

of unemployed in subsidized regions. 

Another analytical distinction concerns the type and size of companies that benefit from regional 

structural support. Public donors often aim to support small and medium-sized enterprises. The 

EU also emphasizes this goal. However, empirical analyses of EU CP show that larger companies 

receive more EU structural aid on average than smaller ones (Bachtrögler-Unger et al., 2020; Ben-

kovskis et al., 2019). As larger companies are often more productive, more export-oriented, pay 

higher wages and are more likely to have market power, it is natural to expect that these compa-

nies might use the funding differently than smaller and medium-sized companies. Evidence for 

this is provided by Criscuolo et al. (2019). The authors find, for example, that the RSA regional 

 
                                                        
103 However, Falck et al. (2019) do not find any such spillover effects for another German regional 
policy, "Innovative regional growth cores". 
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policy in the UK only led to more jobs for smaller companies. Larger firms accepted the subsidy 

without measurably changing their economic activities. La Point and Sakabe (2021) also find a 

difference between smaller and larger companies with multiple production sites. The structural 

subsidy that these authors analyze led to more jobs, but the number of jobs created was six times 

greater in other locations of the same firms that were not located in the subsidized region.  These 

results indicate that large companies may not use the subsidies solely for the intended purposes. 

Taken together, there are both theoretical reasons and empirical evidence that regional structural 

promotion does not necessarily have the strongest effects on the lowest-income segments of the 

promoted regions. The discussed distributional effects between production factors (labor vs. cap-

ital), between sectors (export-oriented industry vs. local economic sectors) and between compa-

nies (large vs. small) may well imply that place-based policies bring greater income gains for the 

wealthier groups of the supported regions. 

To date, little research has explicitly investigated the question of intraregional distribution effects. 

There are four notable studies: Reynolds and Rohlin (2015) find that a US regional policy (the "fed-

eral empowerment zones") did not bring about any economic improvement for impoverished 

households. Instead, higher-income households have benefited significantly from it. Picarelli 

(2016) analyzes "export processing zones" in Nicaragua and also confirms stronger effects at the 

upper end of the income distribution. In addition, there are two studies on EU regional policy. 

Albanese et al. (2023) study the reduction of EU structural funds in an Italian region and observe 

a decrease in inequality in this region after the funds were cut. Lang et al. (2023) analyze the over-

all income distribution in funded regions of the EU and find that income increases for richer house-

holds are significantly larger than income increases for poorer households. As a result, intra-re-

gional inequality increases in these regions. Figure 2.2.3 illustrates the estimated effects of the 

study and shows that the incomes of the richer deciles of the intraregional income distribution 

benefit significantly more from the place-based policy than lower income classes. The analysis of 

channels in Lang et al. (2023) suggests that better-educated people in particular benefit more from 

the EU structural funds. As far as long-term effects are concerned, there is no empirical evidence 

in these studies to suggest that any second-round effects would counteract these distributional 

effects. 

It should be noted that to date there is little evidence on the intraregional distributional effects of 

regional structural support. However, the existing research results suggest that income increases 

through regional structural support are somewhat stronger at the upper end of the local income 

distribution. Poorer households do not suffer any measurable economic damage from the place-

based support, but do not benefit as much as richer households. 
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Figure 2.2.3:  Effects of EU Cohesion Policy for different income groups 

 
Notes: The figure shows the estimated effects of EU CP for different income groups of 
the intraregional income distribution in assisted regions.  
Data: Lang et al. (2023: 23). 

2.2.7 Conclusions and policy recommendations 

The current state of research on the distributional effects of place-based policies suggests a num-

ber of conclusions. Under certain conditions, place-based policies succeed in stimulating economic 

growth in the regions receiving support. Among other things, this promotes local investments and 

creates jobs. The average income level of the regions increases. At the same time, however, there 

is little evidence to suggest that supported regions record long-term productivity gains. Neverthe-

less, these local effects can reduce inequality between regions. However, this is not synonymous 

with a reduction in interpersonal inequality, because the majority of inequality results from in-

come disparities within the regions. Regional structural funding has a regressive rather than a pro-

gressive effect on such intraregional inequality, as people at the upper end of the income distri-

bution in the funded regions usually benefit more from the funding than those at the lower end. 

How can European regional policy be reformed to address the interpersonal dimension of inequal-

ity and thus promote social cohesion in addition to territorial cohesion? 

Firstly, more targeted support can be provided. If the political goal is to support particularly vul-

nerable households, the current allocation based on the European NUTS2 level is clearly too 

coarse. The size of the regions means that even relatively affluent areas in the regions receive 

funding. An allocation at the NUTS3 level or at an even smaller scale would make the funds more 

targeted. This could also enhance the efficiency of the funds, as structural policy can be more 

effective in the context of lower wages and higher unemployment. In this way, European struc-

tural funding could concentrate on a smaller number of low-income regions with larger per capita 

amounts and in a more targeted manner. 

Secondly, if the political goal is to maximize the economic efficiency of the funds used, care should 

be taken to ensure that the subsidies actually create jobs. This is most likely to succeed if the policy 
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supports industries from which large job multipliers can be expected, for example in export-ori-

ented sectors. At the same time, smaller companies should be given preference over larger com-

panies. The evidence suggests that larger companies tend to use the subsidies for purposes other 

than creating local jobs. 

Thirdly, the potential of place-based policies to reduce interpersonal inequality is limited. This is 

partly because inequality within regions contributes more to overall income inequality and partly 

because it is difficult to provide targeted support to low-income groups within the funded regions 

as long as eligibility is defined exclusively on a regional basis. Place-based policies alone will there-

fore hardly achieve the goal of social cohesion in the EU. A stronger focus on investments in public 

social infrastructure can help to create more equal living conditions regionally. However, if the 

political goal is to reduce interpersonal income inequality in the EU, European regional policy 

would have to be combined with a "people-based policy" that defines eligibility on the basis of 

individual characteristics. 
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Abstract 

This paper studies the crowding-in and crowding-out effects of EU CP, one of the largest public 
investment programs in the world, on investments in EU MSs. Leveraging a threshold that makes 
the poorer regions eligible for EU funding, we show that cohesion funds crowd-out public invest-
ments. The retrieved fiscal resources are shifted primarily towards current expenditures, rather 
than to other regions or periods. However, we show that this effect is more than outweighed by 
substantial crowding-in of investments by the private sector, most notably in non-tradable indus-
tries. Our complementary Difference-in-Difference (DiD) exercise utilizing a smaller sample of re-
gions that have graduated from EU funding eligibility in the mid-2000s suggests that, unlike the 
effects on public investments, the effects on private investment are persistent over a longer hori-
zon. Although our results on public investment crowd-out present clear evidence for the violation 
ƻŦ 9¦Ωǎ ŀŘŘƛǘƛƻƴŀƭƛǘȅ ǇǊƛƴŎƛǇƭŜΣ ǘƘŜ ǇƻǎƛǘƛǾŜ ŜŦŦŜŎǘ ƻƴ ǘƻǘŀƭ ƛƴǾŜǎǘƳŜƴǘǎ ǎǳƎƎŜǎǘǎ ǘƘŀǘ ǘƘŜ ŘŜǎƛƎƴ ƻŦ 
EU CP should rather focus on further facilitating its complementarities with the private sector.  

2.3.1 Introduction 

CP is an important source of public investments in Europe. In an average EU MS, the ERDF and the 

ESF make up about 8% of all public investments. This strong EU involvement reflects the fact that 

reaching economic, social and territorial cohesion through investments is one of the key objectives 

of the EU. With this aim to reduce regional disparities, CP is also quite unevenly distributed, with 

ERDF and ESF financing on average 16% of public investments in Southern European and 26% in 

Eastern European MSs. Figure 2.3.1 of below shows the average yearly per capita public invest-

ments financed from cohesion and from national sources. MSs are ordered according to the de-

pendence of their public investments on cohesion funding, with cohesion countries like Poland 

and Hungary topping the list by up to half of public investments being funded from cohesion re-

sources.  

This substantial investment transfers raise an incentive challenge in MSǎΩ ōǳŘƎŜǘŀǊȅ ŘŜŎƛǎƛƻƴǎΥ 

MSs may potentially use cohesion funds to partially or fully replace national spending on public 

investments. For some time, the policy answer to this important incentive problem was a formal 

rule called the additionality principle. The rule, described in more detail in Box 2.3.1 of below, 

aimed to prevent the crowding-out effect of EU funds on national funds by obligating MSs to prove 

that the EU funds do not simply replace national funds. However, scholars and policy makers are 

generally sceptical about the plausibility of reliably assessing the degree of this phenomenon, 

which leads to doubts on whether MSs comply to the principle and how to effectively enforce it 

ό9ŘŜǊǾŜŜƴ Ŝǘ ŀƭΦΣ нллоΤ 9ǳǊƻǇŜŀƴ /ƻƳƳƛǎǎƛƻƴΣ нллуΤ ~ƭŀƴŘŜǊ ϧ ²ƻǎǘƴŜǊΣ нлмуύ . As a result, and 

also with the aim to simplify the already high bureaucratic burden of CP, the current MFF had 

discontinued this formal rule (Bachtler & McMaster, 2008; European Court of Auditors, 2022). 

Fundamentally, we think about the question of whether EU funds crowd-out national funds as an 

economic rather than as a purely legal question. The interplay between EU funds and MS invest-

ment spending can have either crowding-in or crowding-out effects whereby the EU funds, re-

spectively, complement or substitute MS investment spending. Moreover, EU funds may have 
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compositional, and not only level effects, by, for example, inducing intertemporal, sectoral, or 

regional relocations in MS spending. This means that governments might shift the fiscal resources 

they receive through the EU funds towards uses at later periods (intertemporal relocation), other 

purposes in the same region (sectoral relocation), or in other regions altogether (regional reloca-

tion). Our paper studies these effects empirically. Such effects of vertical government transfers 

have been studied extensively in the fiscal federalism literature as reviewed below, but not yet 

systematically in the context of CP.  

Figure 2.3.1:  Share of funding from ERDF and ESF in gross fixed capital formation by 

Member State 

 
Notes: The figure plots the per capita average yearly investments in the public sector captured by 
Gross Fixed Capital Formation (GFCF) of the public sector and the per capita average yearly 
expenditures in the ERDF and ESF broken down by MS (for details on data sources and 
ŎƻƴǎǘǊǳŎǘƛƻƴ ǎŜŜ ǎŜŎǘƛƻƴ ΨaŜǘƘƻŘƻƭƻƎȅ ŀƴŘ 5ŀǘŀΩ ōŜƭƻǿύΦ 

An additional and related question we study is whether EU funds crowd-out or crowd-in private 

investments, which can happen directly as well through the above-described possible effects of 

EU funds on national public investments. Public investments may build into productive capital 

stock, thus increasing the marginal productivity of private capital and crowding-in private invest-

ments. On the other hand, public investments may increase capital accumulation above the level 

chosen by presumably rational private agents, thus leading to crowd-out effects. This question has 

been studied in the literature on the output impacts of public investments extensively (for early 

contributions see, Aschauer (1989a, 1989b) and Gramlich (1997)) and is also very important in our 

context since in the EU the private sector invests 5 to 6 euros for every euro of public investments. 

Thus, even small interactions between public and private investments will tend to lead to large 

economic implications. 

Understanding these dynamics does not only allow us to speak to MSǎΩ ŀŘƘŜǊŜƴŎŜ ǘƻ ǘƘŜ ŀŘŘƛǘƛƻƴπ

ality principle, but also serves as an important prerequisite in correctly assessing the efficacy of 
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CP. As discussed in more detail below, a large literature studies the output and productivity en-

hancing impacts of public investments (see Bom and Ligthart (2014) for a meta-analysis and Ramey 

(2020) for a recent review) such as of infrastructure investments (Fernald, 1999) and that of Co-

hesion Policies (Becker et al., 2010, 2012, 2013, 2018; Canova & Pappa, 2021). However, if EU 

funds interact substantially with investment spending by national governments or by private 

agents, then ignoring the role of such interactions will result in a misinterpretation of the effects 

of CP on local economies and, consequently, to potentially wrong policy conclusions. Relatedly, 

possible heterogeneities in the crowd-in or crowd-out parameters may overlap with certain char-

acteristics which the past literature has frequently used to explain the heterogeneity in the impact 

of CP, such as the rather vague but influential idea of absorption capacity, thus providing a poten-

tially more direct explanation for the mechanisms leading to heterogenous effects of cohesion.  

We are able to revisit these important questions in the literature by overcoming two constraints 

that the past empirical literature has faced. These relate to difficulties in implementing credible 

identification strategies to study large and significant public investment programs, as well as to 

constraints of data availability. We follow regression discontinuity type designs developed in the 

past literature on the causal effects of CP which provide quasi-random variation in the allocation 

of cohesion funds (Becker et al., 2010, 2012, 2018; Lang et al., 2022). We then use new data on 

national investments aggregated at the level of NUTS2 regions and covering several programming 

periods to study our question. Such region level investment data has been used before (for exam-

ple, by Canova & Pappa, 2021), and we make progress by separating national public and private 

investments as well as their more disaggregated sectors. 

Our first headline finding is that cohesion funds crowd-out public investments by MSs. This effect 

is substantial and, depending on the specification, implies a crowd-out of up to 45 cents in national 

public investments for every euro of cohesion investments. We study the mechanisms that drive 

this effect, such as whether MSs substitute investments spatially or across types of government 

spending items. We document a large increase in current government spending, which suggests 

that fiscal resources get reallocated from investment to current spending. Our second main finding 

is that cohesion funds have positive effects on private sector investments especially in the non-

tradable sectors. This can be either due to their direct complementary nature, or also due to the 

potential inverse relation of public and private investments of national governments. Either way, 

the crowd-in effect on private investments is large, and, on average dominates the first effect on 

national public investments we have documented. Third, we study the temporal dynamics of the 

effects. Using another empirical approach, one that is complementary to the regression disconti-

nuity design, we study in an event study framework the dynamics of public and private invest-

ments in regions that graduate from cohesion eligibility in a period of up to 7 years after losing 

access to cohesion funds. We show that public investments increase in response to the loss of 

cohesion funds, thus confirming the crowding-out effect also in this empirical design, but they 

then rather quickly fall back to the past levels. Private investments also respond in ways consistent 

to our other evidence, which is by decreasing substantially once cohesion funds are cut, however 

they remain so even after 7 years implying a permanent drop in investments. Given its magnitude 

and persistence, this result suggests that part of the large contemporaneous crowding-in effect 
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may be driven by intertemporal shifts of investments within the private sector, and, more gener-

ally, it sheds some doubt on the conjecture that these investments lead to large long-run produc-

tivity increases as long as such a boost in productivity should continue attracting investments.  

Our analysis contributes to two main strands of literature. First, it relates to the literature on fiscal 

federalism where it has been long-recognized that, as long as lower-level governments maintain 

autonomy over their fiscal policies, vertical transfers can be redirected to be used in ways other 

than what they are designated for. Consequently, one strand of literature, going back to at least 

Bradford and Oates (1971), studies the conditions and institution under which vertical transfers 

are effective in increasing the level and quality of local public spending. Related to the case of the 

EU, several empirical papers study vertical fiscal relations in the context of interactions between 

CP and national government spending, and do so either with country level data104 or with regional 

data but from individual MSs.105 Another strand researches the conditions that make transfers 

received increase the level of local public spending more than an increase in local income of equiv-

alent size does, that is the so-called flypaper effect (Courant et al., 1978; Hines & Thaler, 1995). 

Given that it is the MSs that are responsible for allocating cohesion funds across regions within 

their countries, a further relevant strand of the fiscal federalism literature is the one that studies 

the political economy forces leading to the allocation of government resources. Cadot et al. (1999) 

and Knight (2002) show in theoretical models and empirical applications that political motives and 

bargaining power greatly determine the joint allocation of resources from different levels of gov-

ernment, which suggests that crowd-in or crowd-out estimates can be correctly ascertained only 

once this endogenous allocation process has been taken into account.  Chalmers (2013) and Bacht-

ler and McMaster (2008) highlight that such political processes of regional lobbying are likewise 

present in the allocation of CP funds. The implication of this strand of research for our paper is 

that a naïve regression analysis will generally lead to biased estimates, and thus highlights the 

importance of our strategy of utilizing a research design that leverages plausible exogenous vari-

ation in the allocation of EU funds.  

Second, we contribute to again a fairly large literature on output effects of public investments. In 

the short run public investments can increase private demand for both consumption and invest-

ment goods, and, in the longer run, these investments can build into a stock of public capital in-

creasing the productivity of the private sector and promoting economic growth. The question of 

whether government investments crowd-in or crowd-out private investment is always a central 

parameter of interest in this literature. In the EU context, several papers have studied the general 

 
                                                        
104 Hagen and Mohl (2009) and ~ƭŀƴŘŜǊ ŀƴŘ ²ƻǎǘƴŜǊ (2018) investigate this question with national 
level data. The former paper finds evidence for crowding-out, while the latter one present evi-
dence of a non-linear relationship of crowding-in effects when cohesion funds are small but 
crowd-out effects once funds increase and pass beyond a certain level. 

105 Janský et al. (2016) study Czech municipalities where they do not find systematic evidence of 
crowding-out, however note large heterogeneities in their estimates. The paper of Del Bo and 
Sirtori (2016) on Italian regions also finds heterogeneous effects, but with crowding-out effects 
dominating on the aggregate driven by cross-sectoral and interregional substitution. In a compan-
ion paper, Del Bo (2018) shows that tax rates set by regions in Italy decline as a response to the 
inflow of EU funds. 
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economic effect using both microeconomic and macroeconomic approaches (Becker et al., 2010, 

2012, 2013, 2018; Coelho, 2019; Canova & Pappa, 2021). Overall, this literature generally agrees 

on the aggregate positive effects of CP, but a sub-field of ongoing active research identifies im-

portant heterogeneities in its impact across regions. Findings on the more specific question on the 

productivity impacts of public capital, a field that was particularly active in the 1990s, are reviewed 

by the meta-analysis of Bom and Ligthart (2014). Some studies find large positive effects 

(Aschauer, 1989a, 1989b), but others disagree (Garcia-Mila et al., 1996; Evans & Karras, 1994b), 

and a third group of papers studies further nuances such as different types of investments (Evans 

& Karras, 1994a), the channels of their impact (Delorme et al., 1999) and the role of spill-overs 

(Holtz-Eakin, 1994; Owyong & Thangavelu, 2001). A more recent review, in particular focusing on 

the role of public infrastructure, is provided by Ramey (2020). Most generally, this analysis is re-

lated to the literature on fiscal multipliers. The macroeconomic literature is reviewed by (Ramey, 

2011, 2019; Blanchard & Perotti, 2002), and the microeconomic literature on open economy cross 

sectional multipliers is reviewed by Chodorow-Reich (2019). Similar to our context, most of these 

papers use shocks from federal expenditure, typically in the US, to identify multipliers in local out-

put and other outcomes (Chodorow-Reich et al., 2012; Nakamura & Steinsson, 2014; Corbi et al., 

2019; Suarez-Serrato & Wingender, 2016). 

2.3.2 Institutional background 

This section provides additional details around the key concept of additionality, and the related 

economic ideas of crowding-in and crowding-out. 

The design of the EU structural funds has changed over the funding periods, also in regard to the 

implementation and evaluation of the additionality principle. The key critique throughout the it-

erations stems from the fact that adherence and verification of the principle was subject to inter-

pretation or relied on bilateral agreements without official independent external evaluation, 

which rendered comparisons across MSs difficult. This was exacerbated by differences in the in-

formation provided across MSs, a lack of monitoring that ensures high quality data, as well as the 

challenging nature of capturing precisely the relevant and eligible expenditure. The box below 

details the historic and current developments of the principle: 

Box 2.3.1: Additionality principle in EU Cohesion Policy 

The additionality principle states that any EU-level intervention has to complement existing (na-
tional) ones, rather than substituting or replacing them. In the context of EU funding, this principle 
requires the financial support to be used for projects and programs that would otherwise not have 
been realised at all, or not to the extent without EU funding (European Parliament, 2023). Adher-
ence to the additionality principle counteracts crowding-out of existing financial resources and 
ensures resource allocation towards CP goals. 

In the Council Regulation for Structural Funds for the 1989 to 1993 MFF, additionality was men-
tioned as a general guideline for fund disbursement. The regulation stated that funds should have 
genuine additional economic impact and should lead to an increase of at least equivalent volume 
in regional or national structural aid from the Member State (EEC No 4253/88). 

Building on this general guideline, the following guiding regulations included additionality as a 
fundamental criterion for access to the funds. The Council Regulations for the three budgetary 
periods between 2000 and 2020 explicitly required an agreement between the Commission and 
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the MS about the amount of public structural expenditures, which the MS was obliged to uphold 
during the programming period. The level of expenditure provided by the MS was supposed to be 
at least as high as in the previous programming period (Council Regulation (EC) No 1260/1999, 
Article 11, §2). Considerations about the additionality principle were also included in the plans, 
which MSs had to submit prior to the financing period. In these documents, MSs had to inform 
about the planned expenditure profile and indicate how the additionality principle was upheld for 
the expected financial support. This was achieved by submitting overall financing perspectives 
which detail the national and regional resources allocated to the objectives in the proposed plan. 
In the 2014-2020 period, the benchmark of structural expenditure could be the regional, instead 
of at the national level for MSs in which less developed regions cover more than 15% and less than 
65% of the population. 

Up until the latest MFF budgeting period, the Council Regulation prescribed three points of verifi-
cation, to ensure adherence to the additionality principle: First, the amount of annual structural 
expenditure of a MS eligible for EU cohesion funding had to be examined ex-ante, which then 
provided the reference for required national spending in the upcoming funding period. MSs were 
asked to provide a description of the regional problems towards which the funds would prospec-
tively be allocated to alleviate, and would have to lay out the main national or regional financial 
resources that would be employed to deal with these issues prior to the upcoming programming 
period. 

Second, adherence to the agreed spending had to be verified within the first three years of the 
ongoing funding period. In case of developments unanticipated in the ex-ante examination, the 
Commission and MS could decide to revise the previous agreement on structural expenditure.  

Lastly, an ex-post verification was required. In the 2000-2006 period, this had to be provided be-
fore the last year of the programming period (Regulation (EC) No 1260/1999, Article 11, §3c). For 
the subsequent period from 2007-2013 this evaluation had to be three (for the 2007-2013 period 
(Regulation (EC) No 1083/2006, Article 15, §4)) or two (for the 2014-2020 period (Regulation (EU) 
No 1303/2013, Article 95, §5)) years after the end of the programming period. 

In addition to these three points, MSs were required to notify the Commission if circumstances 
arose which might render them unable to adhere to the agreed level of expenditure. 

In contrast to the preceding MFF periods, in the current 2021-2027 period, the additionality prin-
ciple is no longer mentioned (see Regulation (EC) No 2021/1060). The three verification steps pre-
viously required are therefore no longer explicitly present in the legal framework governing the 
CP funding. 

The more general economic concept related to additionality is the so-ŎŀƭƭŜŘ άŎǊƻǿŘƛƴƎ-ƛƴέ ŜŦŦŜŎǘΣ 

which refers to the process wherein EU funds supplement and catalyse national government 

spending, effectively enhancing the overall financial resources available for development in a 

given region. In such cases, EU funds incentivize national governments to increase their invest-

ments in regions and areas aligned with the EU's CP objectives. Consequently, part of the positive 

growth effects can be attributed to the additional spending the EU funds attracted. 

Conversely, the phenomenon of "crowding-out" occurs when the inflow of EU funds leads to a 

reduction in national government spending in the same regions. MSs might assess that EU funds 

can adequately address regional development needs without domestic financial commitments, 

which in turn are freed up for alternative projects which might not serve the declared goal of CP. 

Thus, understanding the potential crowding-out effects is crucial for assessing the true extent of 

EU CP's impact on regional development. 
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While crowding-in and crowding-out refer to the total level effects of CP on MSǎΩ ƻǿƴ ǎǇŜƴŘƛƴƎΣ 

intertemporal, intersectoral and interregional effects describe potential mechanisms that drive 

ǇƻǘŜƴǘƛŀƭ ǎǳōǎǘƛǘǳǘƛƻƴ ŜŦŦŜŎǘǎ ŀǿŀȅ ŦǊƻƳ ŘƻƳŜǎǘƛŎ ƎƻǾŜǊƴƳŜƴǘǎΩ ǎǇŜnding in certain periods, areas 

and regions. In essence, if crowding-out takes place, governments might shift the fiscal resources 

that they perceive to be freed up towards uses at later periods, other purposes in the same region, 

or in other regions altogether. Likewise, should there be crowding-in, additional spending in the 

recipient regions can come at the expense of spending in the future, other regions or other sectors 

in the same region. 

2.3.3 Methodology and data  

The empirical analysis in this chapter is based on a well-established regression discontinuity de-

sign. It leverages the rule according to which funds in the ERDF and the ESF are allocated: Regions 

with GDP per capita below the threshold of 75% of the European average are eligible for the vast 

majority of the payments from the aforementioned funds. This setting allows us to analyse 

whether there is a causal relationship between the inflows of the EU money from ERDF and ESF 

funds and per capita public investment spending from the MSs in the same regions. There are two 

main assumptions that need to hold: The continuity assumption mandates that in absence of the 

allocation of EU funds according to the rule, regions above and below the 75% threshold would 

have developed similarly in their public investments, that is there is no secondary confounding 

treatment taking place that makes regions above and below the threshold have different public 

spending paths. The main effort to make this a plausible assumption, is to study only those regions 

that fall within a certain bandwidth around the threshold, as to not compare regions of vastly 

differential sizes in terms of GDP per capita. The trade-off in this choice is the following: By choos-

ing smaller bandwidths, the plausibility of the assumption holding improves, however at the cost 

of statistical power and external validity as the number of regions falling within the bandwidth 

decreases. We choose a moderate threshold of 40 percentage point following Lang et al. (2022), 

meaning our baseline estimation includes regions between 35% and 115% of EU average regional 

GDP per capita share.106  

The second assumption pertains to regions ability to manipulate their eligibility status, which, if 

possible, would threaten the quasi-random nature of the allocation rule. The prior literature has 

shown extensively that the assumption of no manipulation holds, which is also conceptually very 

plausible. Regions would not only have to be able to manipulate a complex economic aggregate 

as GDP per capita precisely, they would also have to accurately predict average GDP per capita 

across the MSs.  

We utilize three main data types ς all at the level of the NUTS-2 regions across MSs - to employ 

this Regression Discontinuity Design (RDD). First, we obtained the original regional GDP per capita 

data from Lang et al. (2022) ǿƘƛŎƘ ƛƴŦƻǊƳŜŘ ǘƘŜ ŘŜŎƛǎƛƻƴ ƻƴ ŀ ǊŜƎƛƻƴΩǎ ŜƭƛƎƛōƛƭƛǘȅ ǎǘŀǘǳǎ ŀǘ ǘƘŜ ǘƛƳŜ 

of the decisions. Second, we collected data published by the EC on the disbursement of EU money 

in the ERDF and ESF funds. Third, we use GFCF broken down by sector according to the Statistical 

 
                                                        
106 In the Annex we provide robustness checks for all specifications with more narrow bandwidths 
as well as for the global sample. 
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Classification of Economic Activities in the European Community (NACE) to measure investment 

spending. Below we describe each data type and its application in more detail: 

2.3.3.1 Historic regional GDP and Cohesion Policy objective 1 eligibility 

The empirical design, as described above, relies on comparing eligible and non-eligible regions. As 

such it is vital to use the information on regional GDP per capita that was at hand at the time the 

decision on regions eligibility was actually made. Utilizing more recent and revised data series on 

regional GDP per capita would lead to a faulty mapping of the eligibility status and bias the re-

sults.107  

In Figure 2.3.2 below we map eligible and non-eligible regions over the 5 different funding periods, 

which make up the time period of our sample. There is some variation in the eligibility status over 

time. In particular with the gradual Eastern expansion of the EU, formerly eligible regions drop 

their eligibility status. 

 
                                                        
107 Note that this would even be the case if no observations crossed the threshold comparing the 
recent to the historic data, as we employ a triangular kernel weighting that assigns larger weights 
to observations closer to the threshold. 
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Figure 2.3.2:  Eligibility status by funding period 

 
Notes: The maps show the eligible (blue) and non-eligible (yellow) regions over the five funding 
periods from 1989 to 2020. Grey regions belong to countries that are not EU-Members at the time. 

Next up, in Figure 2.3.3 we plot for every region and funding period how the formal eligibility 

matches with the historic GDP per capita data. It is apparent that a regions eligibility status corre-

sponds almost perfectly with its GDP per capita as a share of the EU average, as the allocation rule 

prescribes. There are 10 regions very close to the threshold that do not comply with the rule, 

where extraordinary reasons superseded the rule. The specific reason for each of the exceptions 

is detailed in Table A.2 of Lang et al. (2022), commonly the reason is either remoteness of the 

region or high unemployment levels while being close to the 75% threshold. 
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Figure 2.3.3:  Compliance with the 75% threshold 

 
Notes: The figure plots for every region and funding period pair the formal eligibility status against 
the regional GDP per capita as a share of the EU average at the time of the eligibility decision. We 
observe almost perfect compliance with the few outliers being marked in red. 

2.3.3.2 Cohesion Policy fund disbursement 

The second set of data we employ is published by the EC and details the yearly funding disburse-

ments in the ERDF, CF, EAFRD/EAGGF and ESF broken down by NUTS-2 regions up until the year 

2018. The dataset contains two main variables, namely the annual sum of EU payments and mod-

elled annual expenditure which looks to capture the timing of real expenditures through a model. 

As the main outcome we use the modelled real expenditures, but utilize the annual sum of EU 

payments in robustness checks. As our analysis focusses on the ERDF and the ESF due to our em-

pirical strategy, we sum up the modelled expenditures in these funds. Figure 2.3.3 below maps 

the resulting yearly per capita spending over the period from 1989 to 2018. While there are stark 

differences in the dispersed amounts, with spending being particularly large in Southern and East-

ern Europe, these funds make up a substantial amount of public investment. An average region 

ǊŜŎŜƛǾŜǎ тлϵ ǇŜǊ ŎŀǇƛǘŀ ǿƘƛŎƘ on average amounts to roughly 7.5% of public investments.  

Using this data on actual fund disbursements instead of the formal eligibility status in our empirical 

strategy has two main advantages. First, as visible in Figure 2.3.4, disbursements vary even across 

eligible regions drastically, and as such utilizing the actually disbursed amounts in the regions will 

improve the precision of the estimated effects greatly. Second, it allows us to express effects in a 

euro for euro scale: How much does public investment per capita change with every per capita 

euro inflow of EU money. 
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Figure 2.3.4:  Per capita regional dispersion of EU cohesion funds 

 
Notes: The map plots the per capita amount of funds dispersed from the ERDF and ESF fund re-
ceived by NUTS-2 regions between 1989 and 2018, expressed in yearly current EUR prices. Darker 
colours indicate larger funding amounts received. 

Figure 2.3.4 above also reveals that not only eligible regions, but also non-eligible regions receive 

funding from the ERDF and ESF, albeit significantly less. This is consistent with the allocation, which 

requires the majority, but not all of the funds going to the regions eligible for objective 1 funding. 

Given that our empirical strategy relies on comparing regions above and below the objective 1 

eligibility threshold, we need to verify that these regions indeed receive significantly differential 

amounts of funds. In Figure 2.3.5 we therefore plot the yearly per capita real expenditures of ERDF 

and ESF in relation to the 75% allocation threshold. The figure also contains local linear fits of the 

data to the left and to the right of the threshold within our baseline bandwidth, which reveal the 

expected discrete jump in per capita EU expenditures at the threshold. 
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Figure 2.3.5:  EU per capita real expenditures in relation to the allocation threshold 

 
Notes: The figure plots the modelled yearly EU per capita real expenditures in the ERDF and ESF 
for all NUTS-2 regions in the sample in relation to their region GDP per capita as a share of the EU 
average. The black vertical line marks the 75% threshold. The regression lines to the left and right 
of the threshold show the local linear fits with 95% confidence intervals within the baseline band-
width. 

Combining the data on the historic regional GDP per capita as a share of the EU average, the formal 

eligibility status of regions, and the per capita amounts of yearly EU expenditures from ERDF and 

ESF allows us to run three distinct versions of the RDD. Due to the advantages mentioned above, 

we utilize EU expenditure amounts in our baseline specification. To this end, we run a so called 

ΨŦǳȊȊȅΩ w55Σ ǿƘŜǊŜ ǿŜ ǳǎŜ ǘƘŜ ƳƻŘŜƭƭŜŘ 9¦ ŜȄǇŜƴŘƛǘǳǊŜ ŀƳƻǳƴǘǎ ƛƴ ǇŜǊ Ŏapita terms as the treat-

ment variable. To verify that our results are robust to alternative specifications and data, we adopt 

the fuzzy RDD to use the formal eligibility status as an alternative treatment. 108  Furthermore, we 

estimate a sharp RDD where we exclude the non-complying regions above the 75% threshold and 

estimate the local average treatment effect of crossing that threshold directly.  

 
                                                        
108 ¢ƘŜ ΨŦǳȊȊȅƴŜǎǎΩ ƻŦ this RDD refers to the fact that regions above the threshold also receive 
partial funding (or in the case where we use formal eligibility as the instrument, that some regions 
above the threshold are eligible due to exceptions as shown in Figure 2.3.2), such that there is no 
sharp cut in the treatment across the allocation threshold. The design accounts for this by running 
a first-stage where the treatment is instrumented by a dummy variable that identifies observa-
tions above the eligibility threshold. In Figure 2.3.10 of the Annex we show for bandwidths larger 
than 20 that this first-stage regression yields large, precise estimates, speaking for the validity of 
the instrument. 
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2.3.3.3 aŜƳōŜǊ {ǘŀǘŜǎΩ ǇǳōƭƛŎ ƛƴǾŜǎǘƳŜƴǘ ŀƴŘ ŎǳǊǊŜƴǘ ǎǇŜƴŘƛƴƎ 

Finally, we use data on yearly public investment spending at the level of NUTS-2 regions. To this 

end, we make use of the Annual Regional Database of the European Commission (ARDECO), which 

is a database maintained by the Joint Research Centre in collaboration with the Directorate Gen-

eral for Regional and Urban Policy. It contains information at the required level on population, 

employment, labour cost, domestic product and capital formation. We extract GFCF which is bro-

ken down by NACE sectors and expressed at constant 2015 Euro values. The NACE codes allow us 

to identify the agricultural sector (NACE code A), the industrial sector (NACE code B-E), the con-

struction sector (NACE code F), the service sector (NACE code G-J), the financial sector (NACE code 

K-N), and most importantly the public sector (NACE code O-U).109 GFCF is defined by the OECD as 

άǘƘŜ ŀŎǉǳƛǎƛǘƛƻƴ ƻŦ ǇǊƻŘǳŎŜŘ ŀǎǎŜǘǎ όƛƴŎƭǳŘƛƴƎ ǇǳǊŎƘŀǎŜǎ ƻŦ ǎŜŎƻƴŘ-hand assets), including the 

ǇǊƻŘǳŎǘƛƻƴ ƻŦ ǎǳŎƘ ŀǎǎŜǘǎ ōȅ ǇǊƻŘǳŎŜǊǎ ŦƻǊ ǘƘŜƛǊ ƻǿƴ ǳǎŜΣ Ƴƛƴǳǎ ŘƛǎǇƻǎŀƭǎέΦ110 GFCF does not in-

clude purchases of land or natural resources, as these do not qualify as produced assets under this 

definition. Additionally, we obtain population numbers on the level of regions from the same da-

tabase, in order to transform our variables into per capita terms. 

The average public investment per capita across all years and regions in our sample is 959 euros, 

which makes up on average around 17% of all investments in a region. Figure 2.3.6 below maps 

public and private sector per capita investments as captured by GFCF averaged over the years 

2010 to 2015. 

Figure 2.3.6:  Average regional per capita investments in private and public sector 2010-

2015 

 
Notes: The figure plots the average values of regional GFCF over the years 2010 to 2015, in the left 
panel for the public sector (NACE codes O-U) and in the right panel for the private sector (NACE 
codes A-N). Darker values represent larger amounts, grey coloration indicates missing values. 

 
                                                        
109 When we use the private sector as an aggregate we group together NACE codes A-N. 
110 From https://data.oecd.org/gdp/investment-gfcf.htm, accessed: 20.11.2023. 

https://data.oecd.org/gdp/investment-gfcf.htm
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The maps reveal stark differences in average per capita investment levels across and within MSs. 

The general patterns are lower investments in Eastern and Southern Europe, and higher invest-

ments per capita in regions hosting the capital cities. In our empirical analyses we utilize the year-

on-year change rate in per capita investments. 

To be able to capture the full picture of government spending activities, we complement the data 

described above with a measure that approximates current government spending at the NUTS-2 

region level following Gabriel et al. (2022). The measure is comprised of the sum of Gross Value 

Added (GVA), which itself is made up from compensation to employees including social contribu-

tions, consumption of fixed capital, and taxes minus subsidies on production, and intermediate 

consumption of the public sector111.  Gabriel et al. (2022) argue that the measure is a valid proxy 

for current government spending, because changes in the public sector GVA can mainly be at-

tributed to government activities. Accordingly, they show that this proxy and government spend-

ing are found to be almost perfectly correlated. Following the authors, we construct the measure 

using data on GVA from ARDECO and data on intermediate consumption constructed from input-

output data acquired from the PBL EUREGIO database. Figure 2.3.7 below visualizes the average 

regional per capita current spending by EU MS governments from 2010-2015.  

Figure 2.3.7:  Average regional per capita current government spending 2010-2015 

 

 
                                                        
111 The six sub-ǎŜŎǘƻǊǎ ǘƘŀǘ ƳŀƪŜ ǳǇ ǘƘŜ ǇǳōƭƛŎ ǎŜŎǘƻǊ ŀǊŜΥ άtǳōƭƛŎ ŀŘƳƛƴƛǎǘǊŀǘƛƻƴ ŀƴŘ ŘŜŦŜƴǎŜέΣ 
ά9ŘǳŎŀǘƛƻƴέΣ άIǳƳŀƴ ƘŜŀƭǘƘ ŀƴŘ ǎƻŎƛŀƭ ǿƻǊƪέΣ ά!ǊǘǎΣ ŜƴǘŜǊǘŀƛƴƳŜƴǘ ŀƴŘ ǊŜŎǊŜŀǘƛƻƴέΣ άhǘƘŜǊ ǎŜǊπ
ǾƛŎŜ ŀŎǘƛǾƛǘƛŜǎΣέ ŀƴŘ ά!ŎǘƛǾƛǘƛŜǎ ƻŦ ƘƻǳǎŜƘƻƭŘ ŀƴŘ ŜȄǘǊŀ-ǘŜǊǊƛǘƻǊƛŀƭ ƻǊƎŀƴƛȊŀǘƛƻƴǎ ŀƴŘ ōƻŘƛŜǎάΦ 
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Notes: The figure plots the average values of regional per capita current government spending 
over the years 2010 to 2015. Darker values represent larger amounts, grey coloration indicates 
missing values. 

2.3.4 Results 

2.3.4.1 Baseline Results 

We start by presenting our baseline findings. Columns 2 and 3 of Table 2.3.1 collect the results 

from the second-stage of the fuzzy RDD, where the dependent variable is the year-on-year change 

in per capita public investments. 

We find a negative and statistically precisely estimated effect of EU cohesion funds on public in-

vestments by the MSs. The magnitude of the effect depends on assumptions of how much of the 

cohesion funds are translated into public investments, since the data on national public invest-

ments already includes investments financed from cohesion resources. For this reason, we identify 

two bounds. At the lower bound, we assume that all of cohesion funds are passed on to become 

public investments and, thus, we subtract ERDF and ESF expenditures from public investments. 

The estimate of column (3) suggests a crowd-out parameter of 45 cents per euro of CP funding. 

The upper bound estimate, which assumes that the pass-through is null, is shown in column (2) 

and it suggests an estimated crowd-out of 17 cents per euro of cohesion funds. We find the full 

pass-through assumption to be more realistic, and study the mechanisms behind this effect in 

more detail the next sub-sections. However, it is useful to show that, even under the very con-

servative assumption that cohesion funds somehow do not translate to public investments at all, 

our estimate is still significantly smaller than zero and is suggestive of a crowd-out effect. 

Table 2.3.1: Per capita EU funds and year-on-year changes in investments 

 
Notes: The table presents the second-stage results from the baseline fuzzy RDD specification, 
where the outcomes are year-on-year changes in per capita investments in (1) all sectors, (2) the 
public sector, (3) the public sector subtracting ERDF and ESF funding, and (5) the private sectors. 
The outcome in (4) are year-on-year changes in per capita current government spending. Obser-
vations are at the level of NUTS-2 regions and years, and treatment is given by yearly regional per 
capita expenditures from the ERDF and ESF. Estimations include country and year fixed effects. 
The presented estimates are linear bias-corrected with robust nonparametric standard errors clus-
tered at NUTS-2 level. * (**) (***) indicates significance at the 10 (5) (1) percent level. 
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2.3.4.2 Substitution and relocation effects 

We discuss two potential mechanisms behind the large crowding-out effect that we have meas-

ured for public sector investments: Substitution across types of government spending and spatial 

relocation of government investments.   

The first plausible explanation is that the investment spending financed by EU funds frees up na-

tional money to be spent for more consumptive purposes. We investigate this explanation empir-

ically in column (4) of Table 2.3.1. The column displays the second-stage results from the baseline 

regression utilizing the year-on-year change in current government spending as captured by the 

proxy we introduced in the data section. The positive coefficient of 1.56 suggests, that each addi-

tional euro of EU funds comes with a more than 1 euro increase in consumptive government 

spending. The size of this effect is larger than the crowding-out effect in public sector investments 

discussed above. It is plausible that this very large increase in current government expenses is at 

least partially financed by freed-up monetary resources from investment projects, which are cov-

ered by the EU funds.  

A second potential mechanism driving our finding is a regional substitution effect. That is invest-

ments from the regions receiving EU funds get shifted to regions which do not. If this type of sub-

stitution takes place and those receiving regions are within the bandwidth of our analysis, the 

crowding-out effect gets exaggerated, because mechanically the control regions increase their 

spending by the amount the treatment regions loose out. Unfortunately, it is difficult to directly 

test how large this effect is. Doing so would require us to accurately predict how large spending 

was in the control regions in the absence of the policy, or be able to account for every euro earned 

(taxes and debt) and spent by the government on the region level. However, it is possible to cal-

culate the upper bound of the relocation effect. Assuming the most extreme case, in which every 

euro that is crowded-out in the treatment regions gets instead spent in the control regions, the 

average treatment effect would have to be adjusted by one quarter, taking into account the rela-

tive sizes of the treatment group and the twice as large control group.112 Thus, even the most 

conservative crowd-out effect of 17 cents per additional euro of cohesion would become 12 cents 

per euro, and so well different from a no crowd-out scenario of null effects. 

2.3.4.3 Effects on the private sector 

Next, we study the effects on private sector investments. As before, we use the fuzzy RDD ap-

proach and study year-on-year change in per capita investments. Column (5) of Table 2.3.1 sug-

gests that EU funds substantially crowd-in private investments. Every euro spent by CP leads to 

additional 1.75 euros of investments by private sector agents. Table 2.3.3 below breaks down this 

effect into more granular sectors. Overall, we see positive effects across all sectors, other than the 

industrial sector where there is a crowding-out effect. The aggregate effect is driven by modest 

 
                                                        
112 One caveat is, that the relative distance of the regions loosing and receiving the spending from 
crowd-in and -out to the 75% threshold needs to be considered, because of the weights imposed 
by the triangular kernel. As such the example presents a minor simplification, however there is no 
reason to believe that a relocation effect would systematically target regions in the control group 
that are farther away from the eligibility threshold.  
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crowd-in in the construction sector, and large crowding-in in services and the financial sector. We 

do not exactly know the reasons behind these differential effects but, in the short-term, they are 

a combination of direct demand effects for both inputs and outputs of these industries as well as 

potential crowd-out effects due to the reallocation of labour and capital from certain sectors to 

catering the investments funded by cohesion. 

Overall, however, given the much larger underlying size of private than public investments, these 

positive private sector effects dominate the crowd-out effect on public investments. As shown in 

column (1) of Table 2.3.1, every euro of CP spending raises total public and private investments 

by about one and half euros.  

Table 2.3.2: Per capita EU funds and year-on-year changes in private investments by sector 

 
Notes: The table presents the second-stage results from the baseline fuzzy RDD specification, 
where the outcomes are year-on-year changes in per capita investments in (1) the construction 
sector (NACE F), (2) the industrial sector (NACE B-E), (3) the services sector (NACE G-J), (4) the 
financial sector (NACE K-N), and (5) the agricultural sector (NACE A). Observations are at the level 
of NUTS-2 regions and years, and treatment is given by yearly regional per capita expenditures 
from the ERDF and ESF. Estimations include country and year fixed effects. The presented esti-
mates are linear bias-corrected with robust nonparametric standard errors clustered at NUTS-2 
level. * (**) (***) indicates significance at the 10 (5) (1) percent level. 

2.3.4.4 Robustness Tests 

Our main findings of crowding-out in the public sector and crowding-in in the private sector are 

robust across a number of specifications. We show the robustness of our results to: i) utilizing the 

alternative outcome of the annual sum of EU payments (see Annex, Table 2.3.4), ii) the alternative 

treatment of formal eligibility for funding (see Annex, Table 2.3.5), iii) the sharp RDD specification 

(see Annex, Table 2.3.6), iv) other choices of the bandwidth (see Annex, Figure 2.3.10), and v) 

employing region instead of country fixed effects (see Annex, Table 2.3.7).  

2.3.4.5 Longer-Run Effects 

An important question regarding the crowding-out and crowding-in effects that we have docu-

mented for the public and private sectors, respectively, pertains to the persistence of these ef-

fects. To study this question, we utilize a secondary research design based on the major eastward 

expansion of the EU in May 2004, which saw Cyprus, Czech Republic, Estonia, Hungary, Latvia, 

Lithuania, Malta, Poland, Slovakia, and Slovenia joining the Union. In particular, we leverage the 

fact that the EU average regional GDP was lowered by the inclusion of these countries, which led 
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to a number of regions losing their eligibility status as cohesion regions. While these phasing-out 

regions received some transitory support, they missed out on receiving the majority of funding by 

losing their eligibility for objective 1 funding starting in the programming period of 2007-2013. 

We first run DiD regressions and then show the dynamics of the effects in an event study frame-

work. The control group comprises of regions, which remained eligible for cohesion funds be-

tween the 2000-2006 and the 2007-2013 programming periods, and the treatment group com-

prises either of all regions losing eligibility during the 2007-2013 period or only the sub-sample of 

the phasing-out regions. The upside of using the former treatment group is that we have a larger 

sample size which gives the estimates higher precision. The latter treatment group, on the other 

hand, relies on variation coming from the expansion of the EU and is, thereby, less likely to suffer 

from endogeneity concerns, such as a potential bias stemming from the fact that regions antici-

pate the timing of losing the eligibility status. 

Table 2.3.3 below collects the results. In column (1) we study public investments assuming full 

pass-through, as discussed in Section 2.3.4.1 above. In both treatment groups, shown in the upper 

and lower panels of Table 2.3.3, we find a positive effect implying that regions respond to losing 

their eligibility status by increase their public investments. This result is in line with the crowding-

out effects we documented before: National public investments increase when cohesion funds 

decrease, and national public investments decrease when cohesion funds increase. In column (2) 

we move to current government spending, where effects are negative, but are very imprecisely 

estimated. This loss of statistical power may be driven by the reduced sample size due to restrict-

ing the period to only two programming periods and only the few regions losing their cohesion 

status. As such, we cannot draw a clear conclusion for current government spending. We note, 

however, that the negative effect size is consistent with the effect of substitution from invest-

ments to current spending that we identified before. Finally, in column (3) we investigate the ef-

fects for private investments. For the larger sample of all dropout regions we find sizeable reduc-

tions in per capita investments when regions lose their eligibility, which complements the large 

crowding-in effect we documented for the inflow of EU funds. The reduction is suggestive of an 

intertemporal substitution, meaning that the private sector invests when complementarities from 

CP investments can be utilized, but thereby foregoing investments they would have made at later 

points. 
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Table 2.3.3: Effects from funding loss after the EU East expansion 

 
Notes: The table presents estimates from a DiD specification. We compare in the upper Panel A 
all regions dropping out of the formal eligibility status, and in the lower Panel B only the phasing-
out regions who lost their funding status due to the EU East expansion, to the control group con-
sisting of all those regions remaining eligible between the 2000-2006 and 2007-2013 MFF. The 
sample is restricted to only include regions eligible in the 2000-2006 period and to the years 2000 
to 2013. The regression includes NUTS-2 region and year fixed effects. Standard errors are clus-
tered at the NUTS-2 level. * (**) (***) indicates significance at the 10 (5) (1) percent level. 

To study the dynamics of these average effect, we estimate event studies for changes in public 

and private investments around years of losing eligibility. In Figures 2.3.8 and 2.3.9 we calculate 

the yearly changes for the treatment group of all drop-out regions compared to our control group 

and the base year of 2006. For both public and private investments we see no significant change 

in the first year following the loss in the eligibility status, which is plausible given that substantial 

amounts of funding are typically still being spent in the year or two after the end of a programming 

period. After this initial period, we observe increases in public investments in the left panel of 

Figure 2.3.8, and decreases in private investments in the right panel of Figure 2.3.8 reverting the 

trend of increasing investments. These effects are consistent with the respective crowd-out and 

crowd-in effects on public and private investments we have identified in the baseline approach. 

In the longer run, we see that growth in public investments is temporary going back to the levels 

observed during eligibility after about 6 years. The decline in private sector investments, on the 

other hand, is permanent and stabilizing at a much lower level after about 5 years compared to 

the levels of investments observed during periods of eligibility. 
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Figure 2.3.8:  Public (left) and private (right) investments around the time regions lose 

eligibility 

  
Notes: The figure presents Event Studies on the annual change of per capita investments in the 
public (left sub-figure) and private (right sub-figure) sectors. The treatment group consists of all 
regions dropping their eligibility status going from the 2000-2006 MFF to the 2007-2013 MFF. The 
control group consists of regions that remain eligible during both budgeting periods. The regres-
sion includes NUTS-2 region and year fixed effects. 90% and 95% confidence intervals are dis-
played and standard errors are clustered at the NUTS-2 level.  

This last piece of evidence is also inconsistent with the hypothesis that the crowding-in of private 

investments is largely driven by intertemporal substitution effects. That is because this hypothesis 

would imply the existence of short-run effects rather than effects that are persistent over time. A 

similar hypothesis but related to cross-regional substitution effects is discussed in the next sub-

section. 

2.3.4.6 Regional spill-overs 

An important remaining question is whether the large private sector crowd-in result is driven by 

cross-regional substitution effects that is cohesion-stimulated investments coming at the expense 

of fewer investments in other regions rather than being genuinely new investments.  

To test this hypothesis, we use the DiD methodology of Section 2.3.4.5 and study the dynamics of 

investments in non-eligible regions in places where some regions lose their eligibility status going 

from one MFF to the next. If the hypothesis of cross-regional substitution effects was true, we 

would expect that the non-eligible regions see a recovery in the level of their private investments 

after the cohesion regions lose their funding. 

We implement this test by looking at non-eligible NUTS2 regions in countries where at least one 

NUTS2 region graduates from cohesion, and, more granularly, non-eligible NUTS2 regions in 

NUTS1 regions where another NUTS2 graduates from cohesion. Left and right sub-figures of Figure 

2.3.9 shows the results for these two tests. They suggest that, if anything, there is a negative not 

a positive effect in non-eligible regions suggesting that the spill-overs might even be positive. 
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Figure 2.3.9:  Private investments in non-eligible regions around the time regions lose 

eligibility 

  
Notes: The figure presents Event Studies on the annual change of per capita investments in the 
private sectors. In the left subfigure, the treatment group consists of all non-eligible regions in 
countries where at least one region loses its eligibility status going from one MFF to the next. In 
the right subfigure, the treatment group are non-eligible regions that are within the same Nuts-1 
region of at least one Nuts-2 region dropping its eligibility status going from one MFF to the next. 
The control group consists of non-eligible regions in countries and Nuts-1 regions respectively 
where no region drops its eligibility status. The estimation accounts for staggered treatment tim-
ƛƴƎ όŘŜ /ƘŀƛǎŜƳŀǊǘƛƴ ϧ 5ΩIŀǳƭǘŦƻŜǳƛƭƭŜΣ нлнпύΦ фл҈ ŀƴŘ фр҈ ŎƻƴŦƛŘŜƴŎŜ ƛƴǘŜǊǾŀƭǎ ŀǊŜ ŘƛǎǇƭŀȅŜŘ 
and standard errors are clustered at the NUTS-2 level. 

2.3.5 Conclusions 

Our analysis provides strong evidence for the view that, in the context of CP, the additionality 

principle has been being violated systematically. That is, we provide quasi-experimental evidence 

from across the EU regions and covering several programming periods showing that cohesion 

funds partly replace public investments by the MSs. The magnitude of this effect is large, in the 

order of up to about 45 cents per one euro of cohesion funding, and it is consistent with anecdotal 

evidence and existing evidence from individual MSs. Our analysis of the mechanisms behind this 

result suggests that MSs likely use the freed-up money from decreased investment spending to-

wards current government spending.  

Although this large crowd-out effect that we document speaks for the potential existence of a 

policy space where CP can be improved so as to avoid crowding-out national investments, it is not 

sufficient to suggest that the additionality principle should be restored. First, as reflected in the 

decision to drop the additionality principle, such a rule is likely not plausible to implement so as 

to enforce the case of no crowd-out; a phenomenon which we claim to be a general economic one 

rather than a narrower legal one. Second, the relation between national public investments and 

private investments is not clear; if there is a large degree of substitution as claimed by parts of the 

economic literature, then the additionality principle may even become counter-productive, such 

that additionality cannot be a goal in itself. 

Furthermore, and more importantly, our analysis suggests that the crowding-out of national public 

investments is not the elephant in the room. We show that CP crowds-in investments from the 

private sector and that this is the more important margin to consider. Given the large underlying 

share of private capital compared to public capital, the positive effect on private investments more 
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than cancels the negative effect on public investments, overall leading to a large crowding-in of 

total investments. This result is not surprising in the sense that the EC often incentivizes coopera-

tive projects with the private sector, such as with cohesion instruments that co-finance public-

private partnerships. Such participation of the private sector is further explicitly facilitated by the 

financing instruments of the European Investment Bank which are substantial in magnitude. 

Our analysis on the longer run effects of cohesion shows that after regions graduate from being 

cohesion eligibility, private investments in these regions decline and do so in a sizeable and per-

manent fashion. This permanent decrease is inconsistent with the hypothesis that the contempo-

raneous crowd-in effect is driven by intertemporal shifts of investments, since that hypothesis 

implies that investments would restore to their original level after some time. Our evidence is also 

inconsistent with the hypothesis that private investments relocate from non-cohesion to cohesion 

regions in response to CP, if anything the evidence speaks in favour of positive regional spill-overs. 

The study of other mechanisms that lead to these effects are left to future work, such as related 

to regional absorptive capacities, as well as the implications of this evidence on what we know 

about the heterogenous growth effects of CP. 

Overall, our results suggest that the debate over designing a growth-oriented CP should go beyond 

the question of additionality and take into account the private sector. In particular, such policy 

should make sure that investments under cohesion continue to create public capital that is com-

plementary to private capital, and do so in a long-term vision. This may depend on the area of 

investments and their timing, among other factors. On the area, evidence suggests that current 

CP may be crowding-out tradable sectors like manufacturing, but crowding-in investments in in-

dustries like services, construction and even finance. More detailed analysis, possibly distinguish-

ing between the types of cohesion investments, could try to identify the projects that lead to 

productivity-enhancing effects in the longer term. On timing, these crowding-in parameters may 

strongly depend on the business cycle given financial frictions in the private sector, however co-

hesion is not particularly designed to follow business cycles. Such a re-design would target re-

sources to times when the economy needs to be stimulated, and it would have to take into ac-

count delays and absorption problems to make sure CP is not unsynchronized from the cycle. 
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2.3.7 Annex 

Figure 2.3.10: First-stage estimates of the instrument on two outcomes over varying 

bandwidths 

 
Notes: The figure displays the first-stage regression results of the baseline specification where re-
gional GDP per capita as a share of the EU average is the running variable and the outcomes are, 
in the left panel the modelled real per capita expenditures of EU funds, and in the right panel the 
sum of per capita disbursements from the EU funds. 
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Table 2.3.4: Baseline with alternative outcome EU disbursements per capita 

 
Notes: The table presents the second-stage results from the baseline fuzzy RDD specification, 
where the outcomes are year-on-year changes in per capita investments in (1) all sectors, (2) the 
public sector, (3) the public sector subtracting ERDF and ESF funding, and (5) the private sectors. 
The outcome in (4) are year-on-year changes in per capita current government spending. Obser-
vations are at the level of NUTS-2 regions and years, and treatment is given by yearly regional per 
capita disbursements from the ERDF and ESF. Estimations include country and year fixed effects. 
The presented estimates are linear bias-corrected with robust nonparametric standard errors clus-
tered at NUTS-2 level. * (**) (***) indicates significance at the 10 (5) (1) percent level. 

 

Table 2.3.5: Baseline with alternative treatment formal eligibility status 

 
Notes: The table presents the second-stage results from the fuzzy RDD specification with the al-
ternative treatment being the formal eligibility status. Outcomes are year-on-year changes in per 
capita investments in (1) all sectors, (2) the public sector, (3) the public sector subtracting ERDF 
and ESF funding, and (5) the private sectors. The outcome in (4) are year-on-year changes in per 
capita current government spending. Observations are at the level of NUTS-2 regions and years. 
Estimations include country and year fixed effects. The presented estimates are linear bias-cor-
rected with robust nonparametric standard errors clustered at NUTS-2 level. * (**) (***) indicates 
significance at the 10 (5) (1) percent level. 
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Table 2.3.6: Baseline with sharp RDD 

 
Notes: The table presents the results from the sharp RDD specification. The interpretation of the 
estimated coefficient is now the crossing of the eligibility threshold from below, which explains 
the reversal in sign of the coefficient. The running variable is regional GDP per capita as a share of 
the EU average and outcomes are year-on-year changes in per capita investments in (1) all sectors, 
(2) the public sector, (3) the public sector subtracting ERDF and ESF funding, and (5) the private 
sectors. The outcome in (4) are year-on-year changes in per capita current government spending. 
Observations are at the level of NUTS-2 regions and years. Estimations include country and year 
fixed effects. The presented estimates are linear bias-corrected with robust nonparametric stand-
ard errors clustered at NUTS-2 level. * (**) (***) indicates significance at the 10 (5) (1) percent 
level. 

 

Table 2.3.7: Baseline with region fixed effect 

 
Notes: The table presents the second-stage results from the baseline fuzzy RDD specification, 
where the outcomes are year-on-year changes in per capita investments in (1) all sectors, (2) the 
public sector, (3) the public sector subtracting ERDF and ESF funding, and (5) the private sectors. 
The outcome in (4) are year-on-year changes in per capita current government spending. Obser-
vations are at the level of NUTS-2 regions and years, and treatment is given by yearly regional per 
capita expenditures from the ERDF and ESF. Estimations include region and year fixed effects. The 
presented estimates are linear bias-corrected with robust nonparametric standard errors clus-
tered at NUTS-2 level. * (**) (***) indicates significance at the 10 (5) (1) percent level. 
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Figure 2.3.11: Baseline over different bandwidths 

 
Notes: The figure presents for bandwidth increments of 5 from 20 to 80 and for the global sample 
the second-stage coefficient and confidence interval from the baseline fuzzy RDD specification. 
Outcomes are year-on-year changes in per capita investments in (1) the public sector, (2) the pub-
lic sector subtracting ERDF and ESF funding, and (4) the private sectors. The outcome in (3) are 
year-on-year changes in per capita current government spending. Observations are at the level of 
NUTS-2 regions and years, and treatment is given by yearly regional per capita expenditures from 
the ERDF and ESF. Estimations include country and year fixed effects. The presented estimates are 
linear bias-corrected with robust nonparametric standard errors clustered at NUTS-2 level. * (**) 
(***) indicates significance at the 10 (5) (1) percent level. 
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3 The Conditions for Success 

3.1 Ugo Fratesi: Constraining and Enabling Factors of a Successful EU Regional Policy in 

Europe  

Ugo Fratesi (Politecnico di Milano) 

Abstract 

Recent papers show that the impact of CP is not uniform in space but larger, smaller or insignifi-
cant depending on the regions. These outcomes mostly depend on the characteristics of each ter-
ritory (conditioning factors). This paper reviews them and investigates, through descriptive statis-
tical techniques, their presence in European regions. 
European regions are then classified in terms of need on two dimensions: GDP per capita and GDP 
growth. Results show that most policy favourable conditioning factors are also factors of growth. 
As a consequence of that, the potential policy impact is often larger in those regions which are 
less in need of support. 
In terms of policy consequence, CP should remain place-based and fully consider the regional 
specificities, as well the specificities of the various territories inside a region. However, since the 
conditioning factors for policy effectiveness are less present in regions more in need, accepting 
trade-offs will be required, and in particular one between growth and policy effectiveness on one 
hand and territorial cohesion on the other. Lagging regions will also require interventions creating 
framework conditions, and those territorial assets which they are missing. 
 

3.1.1 Introduction and aims 

European CP as we know it goes back to the reform prior to 1989-94 programming period, follow-

ing the Single European Act in 1986. Its aim is to fulfil the objective of achieving a greater social, 

economic and territorial cohesion (EU Treaty, article 3). EU regional policy interventions are fi-

nanced by the ESIFs and most funds are allocated to Regional Operational Programmes (Ops) 

within National Frameworks agreed with the EU Commission, while significant funds are also allo-

cated to the CF (for countries <90% GDP pp PPS) and also to interregional cooperation or Commu-

nity Initiatives. 

In the more than three decades in which CP existed, it has undergone several reforms but none of 

them the size of that of 1989. However, each programming period has seen an update off the 

objectives and the modalities in which CP is expected to act on regional development and territo-

rial cohesion. The main change has taken place with the 2014-2020 programming period, in which 

the place-based theories have been strongly implemented with the introduction of Smart Special-

ization Strategies (S3) as an ex-ante condition for the thematic objective one. 

In 2021-2027, further evolutions took place, mostly outside CP itself but heavily affecting it. In 

particular, following the Covid-19 crisis, the EU established a Resilience and Recovery Facility (RRF) 

which aims at supporting reforms and investments in the EU MSs. This is a new and large invest-

ment policy which did not exist before, which is only marginally territorial, and which is expected 

to significantly impact growth in European countries and regions. Moreover, RRF is built on a sim-

pler governance with respect to CP, which makes somebody question whether the CP governance 

should be simplified and made more similar to that of RRF. 
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Even in terms of assessment there has been an evolution from the first analyses, which looked at 

the aggregate impact of CP on regional growth and convergence. The results of these analyses 

were not homogenous and the debate between those supporting a large impact (Leonardi, 2006) 

and those supporting no impact (Boldrin & Canova, 2001) did not lead to a clear consensus. The 

reason is that CP is multi-faceted policy which includes a large number of objectives deployed 

differently in time and space, so that it would not only be difficult but also empirically wrong to 

assess its impact on just one aggregate indicator (Fratesi, 2016). 

In the last years, the literature on the assessment of the CP effects has radically changed from one 

which tries to get aggregate results to one which investigates the so-called conditioning factors, 

which are those local or policy characteristics which can make impact larger or smaller (Crescenzi 

et al., 2017). The study of those aspects is very helpful for the policymaker because in this way 

quantitative assessment can be used to understand which policy interventions work better in 

which context, and so they can help designing better policy initiatives (Fratesi, 2020, 2024). 

Several papers have been published in the last few years investigating the role of many possible 

context variables on the impact of CP. A brief summary of them is provided in the rest of the paper. 

However, the purpose of this paper goes beyond providing an updated review of this literature 

because it tries and investigate where those factors are present in the European regions and in 

this way to understand the potential of policy effectiveness in these regions. 

The objective is therefore normative: to analyse where the prerequisites for effective policy inter-

ventions are present, with the aim of providing policy suggestions for future implementation of 

CP. 

The rest of the paper is organized as follows: Section 3.1.2 reviews the existing evidence on the 

different impacts of EU regional policy in different regions. Section 3.1.3 provides a review of the 

conditioning factors which have been identified in the literature as determining the differentiated 

impacts of CP. Section 3.1.4 presents the conceptual framework of the empirical analysis, which 

is presented in Section 3.1.5 and which, through descriptive statistical techniques, assesses the 

presence of conditioning factors in European regions, in terms of average endowments and also 

in terms of characteristics of the individual regions. Section 3.1.6 concludes with ideas to be con-

sidered for the next programming period post-2027. 

3.1.2 Some recent evidence on differential impacts of Cohesion Policy 

For many years, the literature on the impact of CP tried to detect its impact, without considering 

that this could have been different in different places (see, e.g. Boldrin and Canova, 2001). More 

recently, however, the idea of providing a single value for the impacts of CP was shown incorrect 

by several papers which, with different techniques, have analysed the differential impacts of CP 

on regions, leading to a consensus on the existence of this heterogeneity. 

For example, Bourdin (2019) analysed the impact of CP on the regions of Eastern Europe to see if 

there are geographical effects using geographically weighted regressions at the NUTS 3 level. The 

findings show the existence of multipolar convergence processes by which for instance Eastern 

regions closer to the Western border seem to have benefited on average more than those further 

away. 
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Another similar result has been obtained in a radically different context by Bachtrögler et al. 

(2020). They analysed a subset of CP, the part based on the interventions of support to firms in 

the manufacturing sectors, so that the objective and the implementation is as similar as possible 

across regions and countries. The results show that the impact of CP support to firms is not ho-

mogeneous and regions exist in which it is high and significant while in other regions the impact 

is lower and even insignificant. 

This idea has been further exploited by Di Caro & Fratesi (2022). In this paper, the data and the 

methodology are again different because exploited are the new and long-run time series of CP 

expenditure provided by the EC, and the Dynamic Mean Group modelling framework to calculate 

ǘƘŜ ǊŜƎƛƻƴπǎǇŜŎƛŦƛŎ ŜŦŦŜŎǘǎ ƻŦ ǘƘŜ ǇƻƭƛŎȅ ƛƴ ǘŜǊƳǎ ƻŦ ƭƻƴƎπǊǳƴ D5t ƎǊƻǿǘƘΦ Lƴ ǘƘƛǎ ǿŀȅΣ ƛǘ ǿŀǎ Ǉƻǎǎƛπ

ble to identify four categories of regions based on impact and level of expenditure, because not 

all regions which received high levels of funding significantly benefited from CP, while other re-

gions which only received little funding got significant results thanks to a trigger effect. The result 

is a map of European regions where four colours are present, one for regions where policy has 

been effective, one for regions where policy has been effective despite the low levels of funding 

(trigger effects), one in which the policy has been ineffective despite high levels of funding and 

finally one in which the effect is not significant but this comes along little policy support, so that 

the policy can be considered as marginal (Figure 3.1.1). 

 

Figure 3.1.1:  Mapping the policy impact and the level of assistance in the EU regions 

 
Data: Di Caro & Fratesi (2022). 
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3.1.3 Conditioning factors in the literature 

The literature on the conditioning factors of CP impact is very wide and includes papers analysing 

several different aspects. This section does not want to present a comprehensive review of the 

wide literature and all its results, but to provide a synthesis of the main aspects considered, in 

order to provide a reference to the next sections in which a new analysis is provided of the rela-

tionship between the presence of conditioning factors and the performance of regions.113 

One of these aspects is the settlement structure of regions because it is relevant to understand 

whether regions are urban or rural. The first ones can be better able to exploit agglomeration 

economies while the others need to rely on different development mechanisms or can use some 

of the urban assets present in other regions through a process of borrowing size (Camagni, 2016; 

Meijers et al., 2016). Within such a context Gagliardi & Percoco (2017) found that in rural regions 

CP in Italy had different impacts depending on the location of these regions close or far from urban 

areas. 

The single aspect which has more often been mentioned in conditioning factors studies is human 

capital. Indeed, human capital can be a catalyst of the most relevant development processes at 

the regional level because it is complementary to entrepreneurial initiatives and innovation activ-

ities. Within the context of CP, this was first demonstrated by Becker et al. (2013) who used a 

regression discontinuity design with systematically varying heterogeneous treatment effects to 

show that only those regions with good enough human capital and institutions (i.e., jointly, ab-

sorptive capacity) are able to transform CP investments into actual regional growth. 

The role of institutions is one which has been further investigated in a large number of papers, 

starting from the contribution by Rodríguez-Pose & Garcilazo (2015) who showed that the impact 

of CP on regional growth is larger in those regions whose levels of quality of institutions measured 

through the EQI Gothenburg survey (Charron et al., 2014) is larger. More recently Bachtrögler et 

al. (2024) showed that the quality of local institutions is again a factor which can also impact the 

effectiveness of CP support to firms, based on the fact that a better level of institutions allows the 

region to select better projects, to better implement them, and to learn more from past experi-

ences (Fratesi, 2024). The relevant institutional characteristics go beyond pure administrative ca-

pacity but also involve other regional and national characteristics, as evidenced in Ederveen et al. 

(2006) who first showed that, at the country level, EU funding enhanced growth in those countries 

which had better institutional quality and were more open. 

Institutions and human capital are just some of the aspects which collectively make those capitals 

representing the territorial development of places. These are now commonly identified as territo-

rial capital which Camagni (2009) systematised and classified along the two dimensions of ri-

valry114 and materiality115. For example, infrastructure is material and mostly public/unrival, hu-

man capital is immaterial and private/rival, but 9 situations are possible since assets exist with 

 
                                                        
113 For a more extensive review, the reader can refer to Fratesi (2020). 

114 Rival goods are those for which the consumption of somebody is detrimental to the consump-
tion of somebody else. 

115 Material goods are those directly related to concrete things. 
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intermediate levels of rivalry and materiality (think about agglomeration economies). The theory 

of territorial capital is important here because it shows that regional assets, which need time to 

be accumulated exactly as a capital, also need to work jointly and in synergy, so that balanced 

territorial capital is better than at configuration in which the region is especially strong but only in 

certain aspects. 

The conceptualization of territorial capital has been exploited by looking at the complementarity 

between policy interventions and the territorial capital of regions, showing that those disburse-

ments by CP which are complementary to the existing territorial capital assets are more effective 

than those investing in aspect which are already strong, most likely due to the existence of de-

creasing returns (Fratesi & Perucca, 2014, 2019). These results provide an extended understanding 

of those by Sotiriou & Tsiapa (2015) who showed that CP in Greece was more effective in places 

which had endowments related to the implemented expenditure, and so more advanced regions 

had a larger impact. 

The level of impact may also depend on the intensity of policy support. First Becker et al. (2013) 

showed that in some regions the left levels of expenditure might be larger than those required to 

be effective. Then, Cerqua & Pellegrini (2018) showed that regional economic growth depends on 

the intensity of CP support but this effect is concave and presents a maximum value, so that again 

decreasing returns exist and by re-allocating some funding from the highest funded to other lag-

ging regions, the overall efficiency would increase. 

The alignment of the policy with the local structure and the selection of the right axis has also 

been investigated in another series of papers. First, Crescenzi (2009) showed that there was a low 

alignment of structural fund expenditure with socioeconomic structure and that the concentration 

of disadvantage was larger than that of funding. More recently, Di Cataldo & Monastiriotis (2019) 

analysed the impact of CP expenditure on British regions and found that, while in general there 

was a positive impact, this depended on the local conditions and in particular whether the invest-

ments targeted the specific areas of regional need. 

The industrial structure also matters. Already Cappelen et al. (2003) showed that, although CP in 

general seemed to be effective, it was more effective in strong regions, and this also because 

growth in lagging regions was hampered by a specialization in traditional sectors (agriculture) and 

low innovative activities. More recently, Percoco (2017) concentrated his analysis on the service 

sector and found that in Italian NUTS3 regions a larger service sector tended to attract more fund-

ing and, in this way, be detrimental to growth, while regions with lower levels of service activities 

could present better growth opportunities and targets for CP investments. 

3.1.4 Conceptual scheme 

This paper wants to reflect on the relationship between the need for CP assistance and the capa-

bility of regions to take advantage of its investments. The first step is hence to measure the re-

gional needs which can be done according to two indicators. The first one is the level of GDP per 

capita in purchasing power parity, the traditional indicator which the EU used to classify regions 
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within the various objectives in all programming periods although with thresholds which have re-

cently evolved.116 

The second indicator of need is one which has recently come to pre-eminence also thanks to the 

recent focus on regions which cannot grow and are hence stuck in a middle income trap (Diemer 

et al., 2022). The growth rate of regions is hence relevant because regions whose levels are rela-

tively high can be in a negative trend with all the negative consequences in terms of declining 

economy and rising unemployment.117 

Four situations are as possible as depicted in Table 3.1.1. For two situations the order is simple: 

the regions of quadrant 1 are those less in need because they are rich and growing; the regions of 

quadrant 4 are those more in need being characterised by low levels of GDP per capita and low 

levels of growth. 

The ranking of the other two quadrants needs to be discussed. Does more need stem from low 

levels of income per capita coupled with positive growth or from higher levels of income per capita 

coupled with negative growth? In this work we assume that a situation which is not yet economi-

cally advanced but has a positive trend is more favourable because this is accompanied with the 

creation of jobs and optimistic perspectives for the future, while a declining situation will need 

heavy restructuring which may be painful from an economic and social point of view. We therefore 

consider that the situation of quadrant 2 is better than that of quadrant 3. 

Table 3.1.1: Classification of regions in terms of need 

 High growth Low growth 

High GDP per capita 1. Regions not in need 3. Regions in decline 

Low GDP per capita 2. Regions catching up 
4. Regions in the highest 

need 

The classification in terms of needs, has to be coupled with a classification in terms of the ability 

of those regions to respond to policy initiatives. The latter will depend on the presence in the 

region of conditioning factors which are the characteristics identified in the previous sections. Re-

gions with higher endowments of human capital and administrative capability will be able to bet-

ter take advantage of CP support as well as those whose settlement structure is more favourable. 

For this reason, the regions of the EU can be further classified in a table which takes into account 

both dimensions at the same time (Table 3.1.2). 

This table includes eight possible situations, labelled as high performers with potentially high pol-

icy impact, high performers with potentially low policy impact, catching up with potentially high 

 
                                                        
116 The cutting thresholds has always remained 75% for lagging regions, while for intermediate 
ones the threshold has been raised from 90% to 100% in the current programming period. 

117 While the conceptualization is hopefully clear, the actual measurement can be difficult as 
growth can be very variable, especially at the region level. The actual measurement is left to the 
next section. 
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policy impact, catching up potentially low policy impact, declining with potentially high policy im-

pact, declining with potentially low policy impact, regions in hard need with potentially high policy 

impact, regions in hard need with potentially low policy impact. 

Table 3.1.2: Classification of regions in terms of needs and endowment of conditioning factors 

 

 

ENDOWMENT OF CONDITIONING FACTORS 

 

 

High endowment of con-
ditioning factors 

 

Low endowment of con-
ditioning factors 

 

LEVEL OF REGIONAL 
PERFORMANCE 

1 High GDP / 
High growth 

 

High performers with po-
tentially high policy im-

pact 

 

High performers with po-
tentially low policy im-

pact 

 

2 Low GDP / 
High growth 

 

 

Catching up with poten-
tially high policy impact 

 

Catching up with poten-
tially low policy impact 

 

3 High GDP / 
Low growth 

 

 

Declining with potentially 
high policy impact 

 

Declining with potentially 
low policy impact 

 

4 Low GDP / 
Low growth 

 

Regions in hard need 
with potentially high pol-

icy impact 

Regions in hard need 
with potentially low pol-

icy impact 

What would be interesting to observe is whether the two dimensions of Table 3.1.2 are in a rela-

tionship with each other or not. Indeed, if there is a positive relationship, then those regions more 

in need are also those expected to be more responsive to policy initiatives, which would be opti-

mal because, in this way, CP efforts would provide the highest benefit where they are most 

needed. 

However, the opposite situation is also possible, one in which the regions less in need are also 

those most likely to have potentially impactful regional policies and, as such, the most responsive 

to CP investments. If this is the case, therefore, the effectiveness of CP will be lowest where it 

would be most needed and, consequently, this will present a trade-off between efficiency and 

equity. 
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Given the review of conditioning factors presented in the previous section, it seems that most 

conditioning factors are also those which the literature says are related to regional growth, which 

makes the second situation more likely. 

If this is the case in practice, it is investigated in the next sections.  

3.1.5 Empirical analysis 

The data that are used for this analysis come from official statistical sources in particular from 

Eurostat, ESPON and Ardeco databases (Table 3.1.3). All indicators are used at the NUTS2 level, 

although in some cases this required the aggregation of indicators available at a lower spatial 

scale. 

Table 3.1.3: Indicators and Sources 

Aspect Indicator Year Source 

Performance GDP per capita in PPS 2019 Ardeco 

Performance GDP growth 2010-
2019 

Ardeco 

Conditioning factors: 
 

 
 

Human capital ISCED 2019 Eurostat 

Innovativeness High tech employment 2019 Eurostat 

Innovativeness Share of researchers 2018 Eurostat 

Institutions European Quality of Government 
Index 

2021 Gothenburg 
Univ. 

Settlement structure Type of regions 2017 Espon 

Settlement structure/ Ag-
glomeration economies 

Population density 2019 Ardeco/Euro-
stat 

Accessibility/infrastructure Infrastructure endowment of rail-
ways and of motorways 

2019 Eurostat 

Innovation infrastructure Share of families with broadband 
connection 

2019 Eurostat 

Social capital Crime rates 2019 Eurostat 

For what concerns GDP per capita, used is the value of 2019, which is the last year before Covid, 

because that sanitary crisis also had an impact on economic activities which are mostly not struc-

tural. In terms of growth, chosen is the period between 2010 and 2019, which excludes the global 

financial crisis at the beginning and the Covid crisis at the end. The other indicators are those most 

closely related to the aspects which were identified in the literature review. 

Figure 3.1.2 represents with a point each NUTS2 region of the EU based on the classification of 

Table 3.1.1. This is not a graph of convergence but a graph of needs and the choice of using the 

final year for GDP per capita is consistent with that choice, so the appearance of a slight negative 

slope should not be confused for a convergence pattern. It is interesting to observe the presence 
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ƻŦ ŀ ŦŜǿ άƻǳǘƭƛŜǊǎέΣ ǊŜƎƛƻƴǎ ǿƘƻǎŜ ƭŜǾŜƭǎ ƻŦ D5t ǇŜǊ ŎŀǇƛǘŀ ŀǊŜ ǿŀȅ ŀōƻǾŜ ǘƘŜ ƳŜŀƴ ƻǊ ǊŜƎƛƻƴǎ 

where the growth of GDP per capita is very high.118 A hand check, however, seems to confirm that 

these are real cases and not statistical errors. 

Figure 3.1.2:  GDP per capita and GDP growth of EU NUTS2 regions 

Levels expressed in % of EU mean 
Growth expressed in absolute variation of the regional level with respect to the EU mean 

 

The next step of the analysis is to investigate whether there is a positive or negative relationship 

between needs and policy effectiveness. There is not just one indicator of policy effectiveness, so 

the analysis is done one indicator at a time. For each indicator the mean of the value in the four 

categories of need is presented in Table 3.1.4 and then an Anova F-test is presented to show 

whether these differences are statistically significant or not. The Anova analysis proposes a simple 

F-test to check whether the means of a variable over several categories are different in a statisti-

cally significant way, i.e. they consider both the difference of means and the variance of these 

means. To make the table easier to read, instead of presenting the means in absolute numbers, 

the means of the groups are reported as a percentage of the general mean (which is 100 by defi-

nition, with the exception of the EQI index for which, being standardised, this rescaling would 

make no sense). 

The general message arising from Table 3.1.4 is that, on average, regions more in need are also 

less endowed with conditioning factors. In fact, the latter tend to be higher in high GDP per capita 

 
                                                        
118 This is the case of an Irish region. 
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regions with respect to low GDP per capita ones and, at the same time, higher in high-growth 

regions with respect to low-growth regions. 

Starting with the settlement structure of regions, we see that in terms of urbanisation the regions 

more in need are also on average those less endowed, because they are predominantly rural and 

much less urban than the average. Another indicator of settlement structure, population density, 

gives quite similar results as the regions less in need are those denser which means that they are 

more able to benefit of agglomeration economies. 

Looking at the crime rate, which is a proxy for social capital, we can see that the results are more 

blurred. The homicide rate is higher in regions in need, but the assault and robbery rates are lower 

in declining regions. Burglary and theft are higher in regions less in need of regional policy except 

the theft of vehicles which is also very high in the regions of highest need. 

In terms of human capital, the differences are striking. When we look at the share of people with 

ISCED (International Standard Classification of Education) higher than 3, the differences are in fa-

vour of regions less in need but not that strong. When concentrating on the people with highest 

educational attainments, those with ISCED equal or larger than 5, then the difference between 

the regions less in need and those more in need become significantly larger, so this complemen-

tary aspect to regional policy is really deficient, on average, in in lagging regions. 

Looking at innovativeness, two indicators are presented. The first is the share of employees in high 

tech sectors, which is on average significantly higher in regions less in need and then decreases 

with the increase of needs. Looking at the second indicators, the share of employees in research, 

the results are similar and there is a very steep gradient of the variable with the increase of need. 

Regional policies based on innovation will hence find more fertile soil in those places where they 

are less needed. 

Finally, a look is needed at infrastructure, starting with communication infrastructure. The endow-

ment of ICT connections is on average significantly larger in regions with lower needs and this 

crisis has this despite the differences are not as large in terms of magnitude as in other indicators. 

In terms of railways, the differences between the average endowments of regions less in need and 

the endowments of regions more in need are also striking. Weak regions definitely need invest-

ments in this field to catch up with the advanced ones, and if economic activity is complementary 

ǘƻ ǘƘƛǎ ǘŜǊǊƛǘƻǊƛŀƭ ŀǎǎŜǘΣ ƛǘΩǎ ƛƳǇƻrtant to provide good infrastructure to those regions. The data for 

motorways are in the same direction but in this case there is an exception because the lowest 

value is in poor growing regions. 

Finally, we look at the quality of government index which has an interesting result: again, it is on 

average larger where needs are lower and lower were needs are larger so that we can expect 

policy interventions to be less effective when where they are more needed. However, the highest 

levels are in high GDP low growth regions and not in the regions of less need. 
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Table 3.1.4: Anova analysis on conditioning factors by typology of regions 

Indicator 

1 High GDP 
/  High 
growth 

regions 

2 Low GDP 
/ High 
growth 

regions 

3 High GDP 
/ Low 

growth 

regions 

4 Low GDP 
/ Low 

growth 

regions 

Mean F 
Sig (of F-

test) 
Sig (stars) 

Share of urban population 118 94 106 93 100 7.88 0 ***  

Share of rural population 67 110 88 113 100 7.88 0 ***  

Population density 207 53 123 87 100 2.36 0.0719 *  

Intentional homicide per 
thousand inhab. 

95 121 84 100 100 2.15 0.0955 *  

Assault per thousand in-
hab. 

121 51 126 122 100 12.96 0 ***  

Robbery per thousand in-
hab. 

139 49 114 131 100 4.5 0.0044 ***  

Burglary per thousand in-
hab. 

163 63 127 75 100 16.97 0 ***  

Burglary of private resi-
dential premises per 

thousand inhab. 
162 54 116 93 100 8.29 0 ***  

Theft per thousand inhab. 171 48 148 65 100 37.18 0 ***  

Theft of a motorized land 
vehicle per thousand in-

hab. 
147 39 103 146 100 9.84 0 ***  

Share of employees in 
high tech 

170 92 110 67 100 24.37 0 ***  
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Share of employees in re-
search 

279 86 156 71 100 11.95 0 ***  

Share of population with 
ISCED >3 

108 107 103 87 100 31.1 0 ***  

Share of population with 
ISCED >5 

138 88 109 90 100 23.46 0 ***  

Percentage of households 
with broadband internet 

access 
107 96 105 96 100 28.81 0 ***  

Railways per square km 258 108 114 52 100 11.28 0 ***  

Motorways per square km 211 56 141 72 100 18.33 0 ***  

Quality of government in-
dex 

0.59 -0.71 0.74 -0.38 0.01 54.11 0 ***  
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To what extent are these effects due to a divide between Eastern and Western Europe? It is a well-

known fact that the convergence which took place in Europe, especially before the global financial 

crisis, has been driven by New member countries (all in the East) growing more than Old members 

(Monfort, 2020). This means that, referring to the level of performance of Table 3.1.2, many East-

ern regions are expected to be in quadrant 2 (Low GDP / High growth). However, also within the 

East several differences exist with some regions, especially those with the capital, achieving far 

better economic outcomes than the others. 

The data confirm the existence of a different status and performance of Eastern regions: in the 

Ardeco database used, 55 out of 62 Eastern regions fall in quadrant 2. On the contrary, the situa-

tion is more balanced for the West (whose weight is also larger on the EU mean due to larger 

number of regions and larger population, so Old country mean is closer to the EU mean). 

Because of the overrepresentation of Eastern Europe in a quadrant, a robustness test is needed 

to check whether the Anova results of Table 3.1.4 are driven by the East-West divide. For this 

reason, the analysis is performed again separately for Old and New MSs, and is presented in Tables 

3.1.5 and 3.1.6. 

Being the averages of the whole EU quite similar to those of the Western countries, results in Table 

3.1.5 are very similar to those of Table 3.1.4. Only a few differences of significance can be detected 

for what concerns population density, assault per thousand inhabitant and the percentage of 

households with broadband access. In particular for the latter, the levels in the EU are probably 

homogeneous enough so that a statistically significant difference between types of regions does 

not emerge. 

For Eastern countries, the expectation was to see larger differences arising. However, this only 

happens to a lower than assumed extent. Some differences, in fact, exist for the homicide and 

burglary rates, which are not significantly different, and for population density which is signifi-

cantly different but higher in quadrant 3 than in quadrant 2. Interestingly, the differences in broad-

band access between the four groups of Eastern European regions is more marked than in the 

West, not just significant but with values which are more different.  
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Table 3.1.5: Anova analysis on conditioning factors by typology of regions in Old member countries (all calculations with respect to the mean of old 

member countries) 

Indicator 

1 High GDP 

/ High 

growth 

regions 

2 Low GDP 

/ High 

growth 

regions 

3 High GDP 

/ Low 

growth 

regions 

4 Low GDP 

/ Low 

growth 

regions 

Mean F 
Sig (of F-

test) 
Sig (stars) 

Share of urban population 110 98 105 94 100 2.95 0.0342 **  

Share of rural population 82 104 91 112 100 2.95 0.0342 **  

Population density 92 106 100 99 100 0.2 0.8983  

Intentional homicide per 

thousand inhab. 
108 82 126 83 100 3.56 0.0161 **  

Assault per thousand in-

hab. 
96 129 97 80 100 1.08 0.3583  

Robbery per thousand in-

hab. 
122 89 115 73 100 3.93 0.0101 **  

Burglary per thousand in-

hab. 
135 80 90 102 100 3.07 0.0297 **  

Burglary of private resi-

dential premises per 

thousand inhab. 

135 56 138 82 100 15.37 0 ***  

Theft per thousand inhab. 91 64 88 147 100 5.47 0.0014 ***  

Theft of a motorized land 

vehicle per thousand in-

hab. 

123 98 169 47 100 2.13 0.0981 *  
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Share of employees in 

high tech 
110 92 109 95 100 16 0 ***  

Share of employees in re-

search 
122 97 106 87 100 14.54 0 ***  

Share of population with 

ISCED >3 
106 97 105 96 100 17.95 0 ***  

Share of population with 

ISCED >5 
141 79 115 79 100 18.69 0 ***  

Percentage of households 

with broadband internet 

access 

116 88 138 94 100 2.02 0.1234  

Railways per square km 217 64 157 74 100 6.43 0.0005 ***  

Motorways per square km 158 65 117 85 100 6.8 0.0003 ***  

Quality of government in-

dex 
0.86 0.25 0.84 -0.20 0.86 20.19 0 ***  
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Table 3.1.6: Anova analysis on conditioning factors by typology of regions in New member states (all calculations with respect to the mean of New 

member countries). 

Indicator 

1 High GDP 

/ High 

growth 

regions 

2 Low GDP 

/ High 

growth 

regions 

3 High GDP 

/ Low 

growth 

regions 

4 Low GDP 

/ Low 

growth 

regions 

Mean F 
Sig (of F-

test) 
Sig (stars) 

Share of urban population 130 97 101 91 100 9.41 0 ***  

Share of rural population 54 104 99 114 100 9.41 0 ***  

Population density 176 104 87 83 100 3.38 0.028 **  

Intentional homicide per 

thousand inhab. 
132 148 42 98 100 1.51 0.2227  

Assault per thousand in-

hab. 
154 88 83 92 100 3.87 0.0139 **  

Robbery per thousand in-

hab. 
139 94 113 82 100 2.3 0.0895 *  

Burglary per thousand in-

hab. 
117 106 83 107 100 0.81 0.4993  

Burglary of private resi-

dential premises per 

thousand inhab. 

158 79 110 82 100 3.38 0.0246 **  

Theft per thousand inhab. 190 90 134 53 100 7.44 0.0004 ***  

Theft of a motorized land 

vehicle per thousand in-

hab. 

376 45 60 37 100 6.7 0.0006 ***  
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Share of employees in 

high tech 
106 100 105 96 100 10.67 0 ***  

Share of employees in re-

search 
150 96 105 83 100 13.21 0 ***  

Share of population with 

ISCED >3 
107 101 103 95 100 10.36 0 ***  

Share of population with 

ISCED >5 
165 92 132 66 100 10.11 0 ***  

Percentage of households 

with broadband internet 

access 

196 93 129 52 100 6.72 0.0007 ***  

Railways per square km 207 80 120 68 100 6.61 0.0007 ***  

Motorways per square km 223 57 151 57 100 5.69 0.0018 ***  

Quality of government in-

dex 
-0.78 -1.00 -0.46 -1.22 -0.96 8.18 0.0001 ***  
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3.1.6 Conclusions and discussion 

This work investigated the relationship between the presence of conditioning factors for the im-

pact of regional policy and the economic performance of European regions. 

The starting conceptual point comes from the evidence, which spread in the regional economics 

and economic geography literatures in the last ten years that the impact of CP on regional growth 

is heterogeneous. In particular, these literatures concentrate on a series of characteristics which 

can be jointly identified as conditioning factors. For this reason, the first part of the paper illus-

trated with a literature review the main aspects which have been identified as relevant and signif-

icant. 

The second part of the paper put these conditioning factors in relationship with regional perfor-

mance in terms of growth and GDP per capita. In fact, if regional policy is more effective where it 

is more needed, this is a good thing because this means that there is no trade-off between growth 

and cohesion. If, on the contrary, the impact of CP is larger in more developed regions, then the 

concentration of expenditure in less developed regions can have detrimental effects on aggregate 

growth and also on aggregate policy efficiency. 

The results of the empirical analysis, based on a set of indicators at NUTS2 level, showed that, on 

average, the endowment of various conditioning factors is larger in richest regions and in regions 

which are experiencing a more positive trend. This means that there will be several cases in which 

CP will be more effective where it is less needed. 

LǘΩǎ ƛƳǇƻǊǘŀƴǘ ǘƻ ƻōǎŜǊǾŜ ǘƘŀǘ ǘƘƛǎ ŀƴŀƭȅǎƛǎ ƛǎ ǎǘƛƭƭ ǎǇŜŎǳƭŀǘƛǾŜ ŀƴŘ ŘŜǎŎǊƛǇǘƛǾŜΣ ŀǎ ƴƻ Ŏŀǳǎŀƭ ǊŜƭŀǘƛƻƴπ

ship is identified. The expectation is that, since conditioning factors identified in the literature are 

on average more present in regions less in need, these latter will also be on average more able to 

exploit regional policy efforts, but this result would need to be demonstrated with causal analysis 

and, furthermore, is only an average result, so that individual regions will deviate from the average 

trend. 

All this brings to a series of policy consequences which can be relevant for the next programming 

period post-2027. 

The first aspect is that policy interventions need to continue to be place-based, because their im-

pact clearly depends on the place in which they land. The effectiveness depends on the type of 

territory in which interventions are implemented, on the type of interventions which are imple-

mented and finally on the relationship between the type of territory and the type of intervention. 

Acting on finding the right combination of expenditure axes based on the territorial capital of re-

gions will be a first way to improve effectiveness (Fratesi & Perucca, 2019). 

The second aspect is that, most likely, policymaking needs to face trade-offs in the implementation 

of CP. Interventions in the weakest regions are expected to be on average less effective than those 

in rich ones because it is in the latter that there are the preconditions and the synergies which 

make policy more impactful. This means that, if the political decision is to continue supporting 

lagging regions in order to achieve the territorial cohesion objective, there is likely the need of 

relinquishing some policy efficiency and aggregate regional growth. 
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On the other hand, it is also possible that the scarce results obtained by CP in some lagging regions 

are related to problems of absorption and decreasing returns and that, increasing expenditure in 

some currently virtuous cases, might engender the same problems. 

The third aspect concerns the type of interventions which need to be implemented in different 

places. This analysis hinted on the fact that the presence of basic assets is a pre-requisite to effec-

tiveness. For this reason, there is likely the need to focus investment in territorial basic assets in 

those regions which lack them and only on top of them to invest in more advanced policy inter-

ventions which require closer interaction with the local productive fabric and innovation system. 

This might also be implemented in new ways, such as with additional funding and/or initiatives 

which are more top-down than in the recent past, especially for those places where administrative 

capacity is considerably lacking. 

If territorial cohesion has to remain a politically important objective (which is expected because it 

is included in the EU treaties) and if the economic development of lagging or non-growing regions 

remains an important part of it, in many cases there will be the need of complementing new and 

advanced regional policy initiatives (e.g. S3) with other interventions apt to ameliorate the pre-

requisites for development, including administrative capacity, basic and advanced infrastructure, 

etc. This means that lagging regions will also require interventions creating framework conditions, 

and in particular investing first in territorial assets where they are missing. Furthermore, acknowl-

edging the differential impacts of the global challenges and of the transition objectives will be 

necessary to avoid unrest and, in the worst cases, turmoil. 
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3.2 Julia Bachtrögler-Unger: The Role of Administrative Capacity for an Effective 

Implementation of EU Cohesion Policy119 

Julia Bachtrögler-Unger (Austrian Institute of Economic Research, WIFO) 

Abstract 

This reflection paper examines the influence of administrative capacity on the absorption and ef-
fective use of CP funds. First, it examines the current level of absorption of CP funds in the 2014-
2020 programming period. Second, a literature review on the relationship between administrative 
capacity and the absorption of CP funds highlights the factors affecting the availability of admin-
istrative resources. Third, the role of administrative capacity for the effectiveness of funds usage 
in EU regions is discussed. The literature concludes that the effects of CP are heterogeneous across 
ǊŜƎƛƻƴǎΦ !ŘƳƛƴƛǎǘǊŀǘƛǾŜ ŎŀǇŀŎƛǘȅ ƛǎ ŀƴ ƛƳǇƻǊǘŀƴǘ ŜƭŜƳŜƴǘ ƻŦ ŀ ǊŜƎƛƻƴΩǎ ŀōǎƻǊǇǘƛǾŜ ŎŀǇŀŎƛǘȅΣ ŀƭǎƻ 
due to the project selection process through managing authorities. Therefore, measures should 
be taken to attract motivated and well-qualified staff and to ensure communication and coordi-
nation with stakeholders and other relevant bodies. Finally, a recent study on regional develop-
ment opportunities of green and digital technologies is presented, pointing to the knowledge of 
administrative staff about regional characteristics and capabilities as essential contribution to 
άƎƻƻŘέ ǇƻƭƛŎȅ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴΦ  

3.2.1 Introduction 

CP ƛǎ ŀƴŘ ǎƛƴŎŜ ǘƘŜ 9¦Ωǎ ŦƻǳƴŘŀǘƛƻƴ Ƙŀǎ ōŜŜƴ ǘƘŜ 9¦Ωǎ ƭŀǊƎŜǎǘ ƛƴǾŜǎǘƳŜƴt policy. In the 2014-2020 

programming period, around 405 billion euro has been allocated to foster investment for growth 

and jobs (a synthesis of the former objectives convergence, and regional competitiveness and em-

ployment) in all EU regions and European territorial cooperation. For the 2021-2027 programming 

period, the CP budget amounts to around 367 billion Euro. In line with the key goal of reducing 

economic and social disparities across regions, the largest part is allocated to less developed re-

gions.  

¢ƘŜ 9ǳǊƻǇŜŀƴ ƛƴǎǘƛǘǳǘƛƻƴǎΩ /tw ŀƴŘ ŦǳǊǘƘŜǊ ǊŜƎǳƭŀǘƛƻƴǎ ƎƻǾŜǊƴ ǘƘŜ ǘȅǇŜǎ ƻŦ ƛƴǾŜǎǘƳŜƴǘ ŦƻǊ ǿƘƛŎƘ 

the European Regional Development Fund (ERDF), the ESF (ESF, or ESF+ in the 2021-2027 period) 

and the CF are to be used quite comprehensively. This includes the determination of thematic 

objectives and, more specifically, intervention fields according to which the granted co-funding 

amounts must be classified. The funds are distributed in the framework of OPs that are set up by 

respective managing authorities prior to or at the beginning of each programming period and need 

to be confirmed by the EC.  

The implementation of CP follows a shared management approach. Therefore, an important part 

of responsibility for the implementation of the OPs remains with the respective managing author-

ities in EU regions and MSs, respectively.120 This includes many activities across the investment 

 
                                                        
119 Acknowledgement: Valuable research assistance by Benedikt Sandrock (ZEW) and Elisabeth Ar-
nold (WIFO) is acknowledged. 

120 In most Member States, those OPs are designed for the regional level; mostly, NUTS-2 regions, 
NUTS-1 regions in Germany (following the Nomenclature of territorial units for statistics, NUTS). 
In others such as Bulgaria, Croatia, Denmark, Hungary, Lithuania, Romania, Slovakia, Slovenia ς as 
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cycle (Mizell & Allain-Dupré, 2013) ranging from strategic planning of investments to investment 

design including the selection of projects and investment implementation, to monitoring and eval-

uation (OECD 2020; see Figure 3.2.1).  

Next to shared management, the place-based implementation approach is a key principle of CP 

implementation. Project selection should be in line with local needs and strategies. To ensure that, 

managing authorities are required to run a comprehensive stakeholder process and consultation 

during the design of OPs and calls for projects as well as during planning and implementing 

measures to address and support (potential) beneficiaries. Also, tracking the progress of project 

implementation and paying out the final instalment at project finalization, as well as monitoring 

and reporting to the EC is under the responsibility of the managing authority.  

Figure 3.2.1:  The investment cycle (OECD 2020) 

 
Source: OECD 2020, Figure 1.7. 

All activities along the investment cycle as well as regular stakeholder consultations, communica-

tion and coordination with EU and other relevant authorities require substantial (human) re-

sources and administrative capacity. In many cases, promoting calls for projects or addressing the 

άǊƛƎƘǘέ όŜΦƎΦΣ ƛƴƴƻǾŀǘƛǾŜύ ǇƻǘŜƴǘƛŀƭ ōŜƴŜŦƛŎƛŀǊƛŜǎ ǿƛƭƭ ƴŜŜŘ ŀŘŘƛǘƛƻƴŀƭ ŎŀǇŀŎƛǘȅΣ ƪƴƻǿƭŜŘƎŜ ƻŦ ǘƘŜ 

 
                                                        
well as Estonia, Latvia, or Malta, that consist of only one NUTS-2 region - they are set up for the 
national level, often with a thematic focus such as energy, innovation, or competitiveness. Finally, 
e.g., in the Czech Republic or Finland, national programmes and OPs specifically designed for key 
(mostly capital) regions coexist. 
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business environment and experience. In order to monitor the success of managing authorities in 

spending the EU funds available to them, the absorption of funds available to the region is one 

important indicator reflecting the administrative capacity of a managing authority.  

Section 3.2.2 of this reflection paper shows that the absorption rate of CP funds in the 2014-2020 

programming period, in terms of the share of the budgeted amounts already spent, is still far from 

being 100% in all EU regions.  

Section 3.2.3 reviews the academic and policy evaluation literature on the absorption of CP funds 

and discusses potential factors for delayed absorption, including changes in the EU policy frame-

work since the COVID-19 crisis.  

However, the ability to access available funds reflects only one dimension of the role of adminis-

trative capacity for the effective implementation of CP. On the one hand, various studies show 

that more funding (absorbed) does not always mean more successful policy implementation 

(Becker et al., 2012; Di Caro & Fratesi, 2022). On the other hand, administrative capacity also plays 

a crucial role in project selection. Recent studies apply a more differentiated approach to measur-

ing administrative capacity and consider compliance with EU and national regulations such as state 

aid rules as well as the achievement of outcome targets in addition to the absorption rate (e.g. 

Mendez & Bachtler, 2022).   

Indeed, even more so in the context of place-based policies, the adequate selection of investment 

projects to be co-ŦƛƴŀƴŎŜŘ ƛƴ ǘƘŜ ǎǇŜŎƛŦƛŎ ǊŜƎƛƻƴ ƛǎ ŎŜƴǘǊŀƭ ǘƻ ǘƘŜ ǇƻƭƛŎȅΩǎ ǎǳŎŎŜǎǎΦ ! ƭŀǊƎŜ ōƻŘȅ ƻŦ 

literature finds that the impact of the same euro dedicated to different thematic areas, and in 

different types of regions, is not uniform. Therefore, the administrative capacity is also crucial for 

ǎŜǘǘƛƴƎ ǘƘŜ άǊƛƎƘǘέ ǇǊƛƻǊƛǘƛŜǎ ƛƴ htǎ and ǎŜƭŜŎǘƛƴƎ ǘƘŜ άǊƛƎƘǘέ ǇǊƻƧŜŎǘǎ ŀƴŘ ōŜƴŜŦƛŎƛŀǊƛŜǎ, in line with 

national or sub-national strategies, considering regional capabilities and (economic) profitability 

for the region. The motivation, qualification, and experience of administrative staff as well as suf-

ficient human resources for an effective stakeholder involvement, interaction with potential ben-

eficiaries and coordination and communication with relevant bodies are also expected to be cru-

cial in this context.  

Section 3.2.4 reviews the literature on factors determining CP effects, with a focus on the role of 

administrative capacity. In order to access the ERDF budget under the Research, Innovation and 

¢ŜŎƘƴƻƭƻƎƛŎŀƭ ŘŜǾŜƭƻǇƳŜƴǘ ǘƘŜƳŀǘƛŎ ƻōƧŜŎǘƛǾŜΣ ƳŀƴŀƎƛƴƎ ŀǳǘƘƻǊƛǘƛŜǎ ƘŀǾŜ ǘƻ ǎǳōƳƛǘ ŀ άǎƳŀǊǘ 

ǎǇŜŎƛŀƭƛǎŀǘƛƻƴέ ǎǘǊŀǘŜgy since the 2014-нлнл ǇǊƻƎǊŀƳƳƛƴƎ ǇŜǊƛƻŘΦ ¢ƘŜ ŎƻƴŎŜǇǘ ƻŦ άǎƳŀǊǘ ǎǇŜŎƛŀƭπ

ƛǎŀǘƛƻƴέ όCƻǊŀȅ Ŝǘ ŀƭΦΣ нлммύ ǊŜǉǳƛǊŜǎ ǊŜƎƛƻƴǎ ǘƻ ƛŘŜƴǘƛŦȅ ŀ ǎŜǘ ƻŦ ǘŜŎƘƴƻƭƻƎƛŎŀƭ ŦƛŜƭŘǎΣ ǇƻƭƛŎȅ ŀǊŜŀǎΣ 

and industries, based on regional needs, characteristics and capabilities, to which research and 

innovation (R&I) funding should be targeted. This should lead to a critical mass of funding in areas 

where additional economic returns are expected. Good knowledge about the regional business 

environment, the capabilities of economic actors, etc. is therefore essential and requires the com-

mitment of administrative staff. Moreover, information on regions with complementary capabili-

ties could improve the support services of managing authorities to beneficiaries and increase the 

success of CP in fostering R&I and economic development. Thus, Section 3.2.5 elaborates on a 

recent study mapping the capability of EU regions to develop digital and green technologies, an 

important priority in the current and upcoming programming periods. It highlights why it could be 

interesting for managing authorities to provide information on potential partner regions in order 
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to enhance technological development and CP outcomes through the design and selection of via-

ble projects.  

Section 3.2.6 summarises the findings, which indicate that administrative capacity is an important 

bottleneck for effective policy implementation and provides policy recommendations based on 

the analysis.  

3.2.2 The absorption of Cohesion Policy funding in the 2014-2020 programming period 

The progress of the implementation of the OPs, in terms of the share of planned funding amounts 

decided to be allocated to specific projects and the share actually spent (paid out), is required to 

be reported by the managing authorities and published on DG REGLhΩǎ ǿŜōǎƛǘŜ ƻƴ ŀ ǊŜƎǳƭŀǊ ōŀπ

sis.121 Although the absorption rate (i.e., the share of planned funding already spent) mirrors only 

one dimension of the ability of regions to use CP funds effectively, exploring the absorption pro-

gress in the most recent programming period over time and across groups of regions, countries or 

thematic objectives reveals interesting patterns. EU-wide evaluation results for the 2014-2020 

programming period are not yet available and policy implementation is still ongoing, so it is not 

yet possible to fully examine the link between absorption and policy outcomes. The literature 

however points to long delays in policy (or project) implementation, arising from a lack of admin-

istrative capacity or complex public procurement and state aid procedures, hampering the success 

of CP (Darvas et al., 2019).  

3.2.2.1 Absorption of Cohesion Policy funds 2014-2020 not yet complete 

Figure 3.2.2 shows that the total budget (total cost) for the ERDF, the ESF, the CF and the Youth 

Employment Initiative (YEI) in the 2014-2020 programming period has not been fully spent until 

the end of June 2023.122 While the amount allocated to selected projects at this point in time 

covers 122% of the total budget (overprogramming typically occurs to avoid leaving funds unused 

but may also be due to reprogramming after the COVID-19 crisis123), only 84% of the budget has 

already been spent. According to the EC124, the implementation of the OPs will continue until the 

 
                                                        
121 See https://cohesiondata.ec.europa.eu/cohesion_overview/14-20 for the programming period 
2014-2020, as well as https://ec.europa.eu/regional_policy/policy/evaluations/data-for-re-
search_en for previous periods [accessed 17 October 2023].  

122 The allocations to the United Kingdom are included in the following analyses. 

123 Next to overprogramming to ensure the absorption of funds, reasons for significant deviations 
of the funding amounts decided to be used in projects from the budgeted amounts include an 
increase of the EU co-financing rate to 100% in the year 2020/2021 as a response to the COVID-
19 crisis as well as the addition of REACT-EU resources. The latter also contributes to differences 
between decided and spent amounts: only 42% of REACT-EU has been absorbed by mid of 2023 
(see https://cohesiondata.ec.europa.eu/stories/s/Cohesion-policy-2014-2020-investment-pro-
gress/4e3b-ddcr for more details).  

124 See https://commission.europa.eu/strategy-and-policy/eu-budget/performance-and-report-
ing/programme-performance-statements/regional-policy-performance_en [accessed 20 October 
2023].  

https://cohesiondata.ec.europa.eu/cohesion_overview/14-20
https://ec.europa.eu/regional_policy/policy/evaluations/data-for-research_en
https://ec.europa.eu/regional_policy/policy/evaluations/data-for-research_en
https://cohesiondata.ec.europa.eu/stories/s/Cohesion-policy-2014-2020-investment-progress/4e3b-ddcr
https://cohesiondata.ec.europa.eu/stories/s/Cohesion-policy-2014-2020-investment-progress/4e3b-ddcr
https://commission.europa.eu/strategy-and-policy/eu-budget/performance-and-reporting/programme-performance-statements/regional-policy-performance_en
https://commission.europa.eu/strategy-and-policy/eu-budget/performance-and-reporting/programme-performance-statements/regional-policy-performance_en
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end of 2023, following the n+3 rule which should dampen the time pressure to invest. This does 

not leave much time to fully absorb the budgeted costs for CP projects.  

The cumulative progress of financial implementation in Figure 3.2.2 shows that programming and 

the selection process of specific projects take time. It was only in 2020 that the use of (more than) 

the total budget was decided. The implementation of projects until their closure, which is associ-

ated with the payment of the full amount granted to beneficiaries, naturally comes with a further 

considerable time lag.  

In 2020, when Europe was hit by the COVID-19 pandemic, progress in terms of the share of budg-

eted amounts paid out was not particularly low. However, from 2020 to 2021, the share increased 

by only 11 percentage points (after + 13 percentage points from 2017 to 2018, + 12 percentage 

points from 2018 to 2019, and +15 percentage points from 2019 to 2020). Between 2021 and 

2022, progress was more dynamic again, but it remains questionable whether the total budget for 

the programming period 2014-2020 will be used.  

Figure 3.2.2:  Cohesion Policy financial implementation time series (total cost, cumulative) 

Programming period 2014-2020 

 
Notes: tŜǊƛƻŘ ŎƻǾŜǊŜŘΥ ǳǇ ǘƻ ол WǳƴŜ нлноΦ ¢ƘŜ ōŀǊ ά5ŜŎƛŘŜŘέ ŘŜƴƻǘŜǎ ǘƘŜ ǎƘŀǊŜ ƻŦ ǘƻǘŀƭ Ŏƻǎǘ ǇƭŀƴƴŜŘ ŀǘ ǘƘŜ 
beginning of the programming period that is already decided to be allocated to specific projects (project pipe-
ƭƛƴŜύΦ ¢ƘŜ ōŀǊ ά{ǇŜƴǘέ ǎƘƻǿǎ ǘƘŜ ŀōǎƻǊǇǘƛƻƴ Ǌate, i.e., the share of total cost planned that has already been paid 
out (spent) to beneficiaries. Full project amounts are paid out only after closure of each project.  
Data: Cohesion Open Data platform, own visualisation.  

As a response to the COVID-19 crisis, the flexibility of the use of CP funds was increased to meet 

new challenges, including the possibility to shift resources between OPs. Moreover, REACT-EU, 

i.e., a boost of the ERDF and ESF budget for 2014-2020, was part of the NGEU package, which was 

introduced as a substantial complement to the EU multi-annual financial framework 2021-2027. 

One reason for the possible underutilisation of CP funds in the 2014-2020 programming period 

may therefore be the availability of new funding from NGEU, but also the administrative effort 

necessary to access the new instruments, which may have withdrawn administrative resources 

from implementing CP. 

Most of NGEU, in total a maximum of 723 billion Euro, is allocated to the RRF. The RRF works 

through reforms and investments to achieve more sustainable and resilient economies that con-

tribute to and profit from the green and digital transition and implement country-specific recom-

mendations made in the course of the European Semester. The main objective of fostering the 

digital and green transition is also a key target of 2021-2027 CP, however, the design of the RRF 
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does neither foresee a sub-national nor place-based perspective.125 Given the need to call upon 

funding from the RRF until the end of 2026, this could be another reason for an under-absorption 

of CP budgets in the 2014-2020 programming period. Furthermore, the expected delays in the 

implementation of CP in 2021-2027 will need to be closely monitored by the EC and managing 

authorities.  

3.2.2.2 Absorption rates vary by type of fund and thematic objective 

The data provided by DG REGIO on the financial implementation of CP in the 2014-2020 program-

ming period allow a differentiated analysis of absorption rates by type of fund, country, and group 

of regions, as well as by thematic objective.  

Figure 3.2.3:  Financial implementation by type of fund: share of total cost (planned) 

Programming period 2014-2020 

 
Source: Cohesion open data platform (see https://cohesiondata.ec.europa.eu/2014-2020-Finances/ESIF-2014-
2020-Finance-Implementation-Details/99js-gm52), own elaboration. Period covered: up to 30 June 2023. 

The share of the planned total cost already spent is highest for the CF (89%), a bit lower for the 

ERDF (85%) and lowest for the ESF (80%) and the YEI (83%) (Figure 3.2.3).  

However, absorption rates, in terms of the share of planned total cost already spent, vary consid-

erably between the thematic objectives addressed (Figure 3.2.4). On the one hand, by mid-2023 

(slightly more than) 100% of the total cost allocated to projects aimed to foster the competitive-

ness of small and medium-sized enterprises (SMEs) has already been spent until the mid of 2023. 

Also, absorption rates are relatively high for the more traditional CP ǇǊƛƻǊƛǘƛŜǎ ΨbŜǘǿƻǊƪ ƛƴŦǊŀǎǘǊǳŎπ

ǘǳǊŜǎ ƛƴ ǘǊŀƴǎǇƻǊǘ ŀƴŘ ŜƴŜǊƎȅΩ όфм҈ ǎǇŜƴǘύ ŀƴŘ Ψ9ŘǳŎŀǘƛƻƴ ŀƴŘ ǾƻŎŀǘƛƻƴŀƭ ǘǊŀƛƴƛƴƎΩ όфл҈ύΣ ōǳǘ ŀƭǎƻ 

ŦƻǊ ΨwŜǎŜŀǊŎƘ ŀƴŘ ƛƴƴƻǾŀǘƛƻƴΩ όуф҈ύΣ ΨLƴŦƻǊƳŀǘƛƻƴ ŀƴŘ ŎƻƳƳǳƴƛŎŀǘƛƻƴ ǘŜŎƘƴƻƭƻƎƛŜǎ όL/¢ύΩ όуу҈ύΣ 

Ψ{ƻŎƛŀƭ ƛƴŎƭǳǎƛƻƴΩ όут҈ύ ŀƴŘ Ψ{ǳǎǘŀƛƴŀōƭŜ ŀƴŘ ǉǳŀƭƛǘȅ ŜƳǇƭƻȅƳŜƴǘΩ όус҈ύΦ  

On the other hand, only 82% of the total costs planned for the low-carbon economy, and less than 

ул҈ ƻŦ ǘƘŜ ǘƻǘŀƭ Ŏƻǎǘǎ ǇƭŀƴƴŜŘ ŦƻǊ Ψ/ƭƛƳŀǘŜ ŎƘŀƴƎŜ ŀŘŀǇǘŀǘƛƻƴ ŀƴŘ Ǌƛǎƪ ǇǊŜǾŜƴǘƛƻƴΩ όтф҈ύ ŀǎ ǿŜƭƭ 

ŀǎ Ψ9ƴǾƛǊƻƴƳŜƴǘ ǇǊƻǘŜŎǘƛƻƴ ŀƴŘ ǊŜǎƻǳǊŎŜ ŜŦŦƛŎƛŜƴŎȅΩ όтт҈ύ ŜŀŎƘ Ƙŀǎ ōŜŜƴ ǎǇŜƴǘ ōȅ ǘƘŜ ƳƛŘ ƻŦ нлноΦ 

Interestingly, in the latter two thematic objectives, the highest project amount was selected (de-

 
                                                        
125 See, e.g., Bachtler and Dozhdeva (2021) as one of the first studies exploring possible contradic-
tions between the RRF and cohesion policy, or Nuñez Ferrer et al. (2022). 
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cided) as part of the project pipeline relative to the planned cost. This means that actual imple-

mentation and closure of corresponding projects may be delayed, or there may have been less 

investment co-funded by CP than planned.126 

Furthermore, the share of planned total cost spent is relatively low for the thematic objective 

Ψ9ŦŦƛŎƛŜƴǘ ǇǳōƭƛŎ ŀŘƳƛƴƛǎǘǊŀǘƛƻƴΩ ŀƴŘ ƭƻǿŜǎǘ ŦƻǊ ǘŜŎƘƴƛŎŀƭ ŀǎǎƛǎǘŀƴŎŜ ǇǊƻƧŜŎǘǎ όǿƛǘƘ ǘƘŜ ŜȄŎŜǇǘƛƻƴ ƻŦ 

ǘƘŜ ¢h ΨCƻǎǘŜǊƛƴƎ ŎǊƛǎƛǎ ǊŜǇŀƛǊ ŀƴŘ ǊŜǎƛƭƛŜƴŎŜΩ ƛƴǘǊƻŘǳŎŜŘ ǿƛǘƘ w9!/¢-EU). These two thematic ar-

eas directly address the quality and efficiency of (regional) public administration and the imple-

mentation of CP. Low absorption rates may therefore potentially reflect low interest or few pos-

sibilities/offers to enhance administrative capacity but are much more likely to mirror limited re-

sources to absorb the funds - given that projects corresponding to 100% and more of planned total 

cost were decided. This could be due to insufficient staff and/or working hours, leaving no time to 

improve on internal procedures, inefficiencies in the administration of OPs, or substantial addi-

tional effort to administer the response to the COVID-19 crisis and the absorption of the RRF, in 

case the same authority is in charge or at least involved in the decision-making process. 

Figure 3.2.4:  Financial implementation by thematic objective or area: share of total cost 

(planned) 

Programming period 2014-2020 

 
Source: Cohesion open data platform (see https://cohesiondata.ec.europa.eu/2014-2020-Finances/ESIF-2014-
2020-Finance-Implementation-Details/99js-gm52) own elaboration. Period covered: up to 30 June 2023. 

CƛƴŀƭƭȅΣ ǘƘŜ ŀŎǘǳŀƭ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ ƻŦ ǇǊƻƧŜŎǘǎ ƛƴ ǘƘŜ ǘƘŜƳŀǘƛŎ ŎŀǘŜƎƻǊȅ ΨCƻǎǘŜǊƛƴƎ ŎǊƛǎƛǎ ǊŜǇŀƛǊ ŀƴŘ 

ǊŜǎƛƭƛŜƴŎŜΩ ǿƛƭƭ ōŜ ƻŦ ǇŀǊǘƛŎǳƭŀǊ ƛƴǘŜǊŜǎǘ ƛƴ ŎƻƳōƛƴŀǘƛƻƴ ǿƛǘƘ ǘƘŜ ŀōǎƻǊǇǘƛƻƴ ƻŦ ŦǳƴŘƛƴƎ ŀǾŀƛƭŀōƭŜ 

 
                                                        
126 In the 2007-2013 programming period, the absorption of funding allocated to the thematic 
ǇǊƛƻǊƛǘȅ Ψ9ƴǾƛǊƻƴƳŜƴǘ ŀƴŘ ƴŀǘǳǊŀƭ ǊŜǎƻǳǊŎŜǎΩ ǿŀǎ ŀƭǎƻ ƭƻǿ ŎƻƳǇŀǊŜŘ ǘƻ ƻǘƘŜǊ ǇǊƛƻǊƛǘƛŜǎ όǎŜŜ CƛƎǳǊŜ 
3.2.11 in the Annex).  
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from NGEU and in particular the RRF. If not all the costs already decided to be used for projects 

can be absorbed, this may indicate an oversupply of EU and national public funds made available 

in response to the COVID-19 crisis. 

3.2.2.3 Strong differences in absorption rates across countries 

Investigating the absorption of CP funding in different EU MSs as well as groups of regions based 

on their level of economic development, further substantial heterogeneities emerge. Figure 3.2.5 

shows that in the Netherlands, in Slovenia and Lithuania, all the planned cost has been already 

spent by 30 June 2023. Portugal, Malta, France, and Hungary are also approaching the 100% 

benchmark. Germany appears to be on a good track as well, with 90% of the planned total cost 

already spent.  

It appears intriguing that Spain and Italy, the two largest recipients of the RRF (in absolute terms), 

report the lowest absorption of CP funding until mid-2023.127 Spain has spent only 57% and Italy 

67% of the planned total cost. Whether this is due to limited administrative resources to adminis-

ter the different funding opportunities (including promotion and selection of appropriate projects) 

in an efficient way of course needs to be evaluated in detail.  

Comparing the absorption rates (shares of planned cost spent) in Figure 3.2.5 with the absorption 

of CP funds in the 2007-2013 programming period, measured by the amount of actual expenditure 

(spent) as a share of allocations of the ERDF and the CF (European Commission, 2015128, see An-

nex), Italy was also among the countries with the lowest absorption rate in the previous program-

ming period (Figure 3.2.15).129 Spain, however, ranked 16th out of 28 EU MSs (including the United 

Kingdom) in terms of its absorption rate. 

  

 
                                                        
127 The value of the Spanish recovery and resilience plan is 163 billion Euro (80 billion Euro RRF 
grants, 83 billion Euro RRF loans, both including parts of the plan financed by national resources), 
while the Cohesion Policy budget of Spain for the 2014-2020 programming period amounts to 
around 57.3 billion Euro including national co-funding. Italy is the second largest recipient of Co-
hesion Policy in the 2014-2020 period (64.7 billion Euro including national resources). The value 
of its recovery and resilience plan consists of 68.9 billion Euro RRF grants and 122.6 billion Euro 
RRF loans (including national resources). See https://commission.europa.eu/business-economy-
euro/economic-recovery/recovery-and-resilience-facility/country-pages_en ŀƴŘ 5D w9DLhΩǎ 
Open Data Platform [accessed 3 November 2023].  

128 Data available at https://ec.europa.eu/regional_policy/policy/evaluations/data-for-re-
search_en - Historic data on structural funds by Member State [accessed on 17 October 2023].  

129 Given the different indicators available for the two programming periods, absorption rates (in 
%) should not be directly compared, which is why only, e.g., the ranking of countries in relative 
terms is considered. See Annex for more information on the measurement of absorption in the 
2007-2013 programming period. 

https://commission.europa.eu/business-economy-euro/economic-recovery/recovery-and-resilience-facility/country-pages_en
https://commission.europa.eu/business-economy-euro/economic-recovery/recovery-and-resilience-facility/country-pages_en
https://ec.europa.eu/regional_policy/policy/evaluations/data-for-research_en
https://ec.europa.eu/regional_policy/policy/evaluations/data-for-research_en
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Figure 3.2.5:  Financial implementation by MS: share of total cost (planned) 

Programming period 2014-2020 

 
Notes: ¢/ ƳŜŀƴǎ ά¢ŜǊǊƛǘƻǊƛŀƭ ŎƻƻǇŜǊŀǘƛƻƴέ ŀƴŘ ŘŜƴƻǘŜǎ ǘƘŜ ŀōǎƻǊǇǘƛƻƴ ƻŦ ŎǊƻǎǎ-border, transna-
tional and inter-regional programmes. Shares over 100% might arise from shifts of funding be-
tween funding priorities that is not adequately corrected for in financial implementation data, or 
other adaptations of commitments as a response to the COVID-19 crisis (see https://cohe-
siondata.ec.europa.eu/stories/s/Cohesion-policy-2014-2020-investment-progress/4e3b-ddcr).  
Source: Cohesion open data platform (see https://cohesiondata.ec.europa.eu/2014-2020-Fi-
nances/ESIF-2014-2020-Finance-Implementation-Details/99js-gm52, own elaboration). Period 
covered: up to 30 June 2023.  

Looking at different groups of regions in terms of their GDP per capita levels relative to the EU 

average (Figure 3.2.6), less developed regions (with an average GDP per capita below 75% of the 

EU average in selected years) and more developed regions (with an average GDP per capita above 

the EU average) have absorbed almost the same share of the total planned costs up to June 2023 

(90% and 89%, respectively). The group of transition (middle-income) regions records a lower ab-

sorption rate of only 83%.  
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Figure 3.2.6:  Financial implementation by category of region: share of total cost (planned) 

Programming period 2014-2020 

 
Source: Cohesion open data platform (see https://cohesiondata.ec.europa.eu/2014-2020-Finances/ESIF-2014-
2020-Finance-Implementation-Details/99js-gm52), own elaboration. Period covered: up to 30 June 2023. 

3.2.3 Administrative capacity and the absorption of EU Cohesion Policy funds ς  

A literature review 

There is a growing body of literature on the relationship between administrative capacity and the 

absorption of CP funds, i.e., the ability of regions to access (or use) the funds available to them for 

implementing projects in the thematic areas prioritised by the EC. Many studies find a positive 

correlation between administrative capacity and the absorption of CP funds (e.g., Terracciano & 

Graziano, 2016; Mendez & Bachtler, 2022). Nevertheless, administrative capacity, which is often 

proxied by indicators on government effectiveness (Vyrostova & Nyikos, 2023), regulatory quality 

(Incaltarau et al, 2020) or political management performance (Tiganasu et al., 2018), is only one 

element of the absorptive capacity of regions.  

Cohen and Levinthal (1989, 1990) introduced the concept of absorptive capacity in the context of 

research, development and innovation, and learning. In the CP evaluation literature (e.g., Tosun, 

2014; Fattorini et al., 2020), absorptive capacity often denotes the ability of regions to not only 

call upon the funds available to them, but to use them in an effective way in order to achieve the 

policy objective of fostering growth and jobs in the region (previously convergence and regional 

competitiveness and employment). Becker et al. (2013) consider regional institutional quality (of-

ǘŜƴ ǳǎŜŘ ŀǎ ŀ ǇǊƻȄȅ ŦƻǊ ŀŘƳƛƴƛǎǘǊŀǘƛǾŜ ŎŀǇŀŎƛǘȅύ ŀƴŘ ǘƘŜ ǎƘŀǊŜ ƻŦ ǘƘŜ ǊŜƎƛƻƴǎΩ ƭŀōƻǳǊ ŦƻǊŎŜ ǿƛǘƘ 

tertiary education as two elements of the absorptive capacity of (less developed) regions.  

The literature studies administrative capacity as a crucial factor for both the absorption of funds 

and the effective use of the funds. The stream of literature on the latter aspect, i.e., the influence 

of administrative capacity on CP effects, and in particular, as a prerequisite, the ability and success 

of (regional) managing authorities to select projects that take into account regional capabilities 

and objectives, is reviewed in the next section. 

3.2.3.1 Operationalising the link between administrative capacity and absorption 

In the literature on the link between administrative capacity and absorption, the multidimensional 

measurement of absorption is becoming increasingly important. Thereby, the absorption rate 

should not be considered as the only measure for absorption capacity (Mendez & Bachtler, 2022; 
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Cunico et al., 2022), as, on the one hand, it could be superficially increased by financing previously 

designed projects or reducing national co-financing (Aivazidou et al., 2020). On the other hand, 

the absorption of funds alone does not prove the effective use of funds in terms of contributing 

to the outcome targets of the policy. Furthermore, financial corrections may become relevant due 

to non-compliant operations.  

An incomplete absorption of the funding available to a region may be related to a lack of national 

public financial resources available to co-finance the projects envisaged (Zaman & Georgescu, 

2009), which has been widely discussed as an issue in the context of the Great Financial Recession 

(see, e.g., Camagni & Capello, 2015; Bachtrögler, 2016). In order to support the timely absorption 

of the funds, the EC introduced the rule that the amount of EU co-financing in the available CP 

budget is reduced through decommitments if the absorption of funds is delayed according to the 

EU expenditure schedule (Cunico et al., 2022; Bachtler & Ferry, 2015). More prominently dis-

cussed in the literature, a low absorption rate is attributed to a lack of administrative capacity and 

(often used as a proxy for the latter) institutional quality.  

Mendez and Bachtler (2022) explore the relationship between regional quality of government and 

the administrative performance of regional managing authorities in charge of CP implementation 

in 173 European regions in the 2007-2013 programming period. Next to the absorption of funds 

available to the region, they consider compliance with the EU and national regulations (e.g., state 

aid rules) as well as the achievement of outcome targets as dimensions of administrative perfor-

mance. Compliance of funds use with EU and national legislation and, partly linked to this, corrup-

tion in the use of funds are also considered to explore absorptive capacity in other studies: Incal-

tarau et al. (2020) apply the public diversion of funds as a measure for corruption and political 

governance, Vyrostova and Nyikos (2023) explore the link between government effectiveness as 

a proxy for administrative capacity and financial corrections that are likely to  result in the with-

drawal of EU funds from projects or programmes.  

Mendez and Bachtler (2022) find a positive relationship between regional quality of government 

(institutional quality) and different dimensions of absorption (absorption rates, compliance, 

achievement of outcome targets). However, they also identify a trade-off between a focus on ab-

sorption and outcome-orientation in regions with relatively low administrative capacity. Confirm-

ing a positive relationship between administrative capacity and absorption, Incaltarau et al. (2020) 

find from an analysis of the EU-27 regions (2007-2015) that administrative capacity (modeled by 

government effectiveness) and the public diversion of funds as a proxy for corruption and (poor) 

political governance have a significant positive and, respectively, negative impact on the absorp-

tion rate of MSs. This impact is found to be more important for the new EU MSs than for the old 

ones. For the Central and Eastern European MSs in the period 2007-2015, Tiganasu et al. (2018) 

find a positive influence of administrative capacity (modeled by institutional quality and political 

management performance) on absorption rates, as well as a positive impact of enhanced access 

to national loans for co-financing. Analysing Hungary and Slovakia in the programming periods 

2000-2006 and 2007-2013, Vyrostova and Nyikos (2023) find a negative correlation between gov-

ernment effectiveness, as a proxy for administrative capacity, and financial corrections. Finally, 

various publications based on case study designs (e.g., Terracciano & Graziano, 2016 for two Ital-

ian regions) also support the general finding.  
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Furthermore, political instability (Vyrostova & Nyikos, 2023) and a fragmented political system 

(Aiello et al., 2019) have been found to deteriorate administrative capacity and the absorption of 

CP funds.  

3.2.3.2 Factors influencing administrative capacity and the absorption of funds 

According to Mendez and Bachtler (2022), slow progress in the absorption of funds and other 

difficulties in the implementation of CP are often, at least in part, due to a lack of human resources 

or expertise, weaknesses in management systems and coordination between different authorities, 

mistakes in the implementation of public procurement or environmental and state aid rules, or an 

insufficient implementation of performance management and anti-corruption measures. Further-

ƳƻǊŜΣ άǇƻƭƛǘƛŎƛǎŀǘƛƻƴΣ ǊŜƴǘ-ǎŜŜƪƛƴƎΣ ŎƭƛŜƴǘŜƭƛǎƳΣ ŎƻǊǊǳǇǘƛƻƴ ŀƴŘ ƻǘƘŜǊ ƛǊǊŜƎǳƭŀǊ ǳǎŜ ƻŦ 9¦ ŦǳƴŘƛƴƎέ 

(Mendez & Bachtler, 2022, p. 3) play a role for a limited (and misdirected) absorption (Vyrostova 

& Nyikos, 2023).  

Surubaru et al. (2017) study the role of administrative capacity for CP implementation in the 2007-

2013 programming period in Bulgaria and Romania. Administrative capacity is defined as a com-

bination of institutional, bureaucratic, and human resources. The authors conclude that in these 

countries a centralised institutional coordination of CP implementation is more successful than a 

semi-centralised approach, and that standardised procedures and documents enhance policy im-

plementation. They claim that strict requirements for extensive monitoring, reporting and audit-

ing lead to a focus on administrative tasks rather than on projects and outcomes. The pay of ad-

ministrative staff is also seen as crucial, as lower salaries make employees less willing to take re-

sponsibility and more prone to corruption. Finally, the authors highlight the crucial role of tech-

nical assistance provided by CP (a separate thematic objective) in developing expertise.  

Bachtler et al. (2013) analyse the development of administrative capacity for programming and 

implementing CP in the Central and Eastern European MSs in the years 2004 to 2008 after their 

EU accession. Most of them adopted a centralised approach, with OPs and managing authorities 

at the national level. A common challenge was to find sufficient and well-qualified human re-

sources and to reduce the fluctuation of staff, which hampered the implementation of projects. 

Higher salaries, better career options, training and international exchange were identified as ways 

to attract more and better staff. Furthermore, support services for beneficiaries to prepare project 

proposals and to meet monitoring requirements were identified as crucial. Large volume projects 

were prioritized to increase absorption. Regarding administrative structures, it turned out favour-

able to combine various authorities in one central institution and thereby reduce the number of 

entities involved in CP implementation. Better coordination was achieved by aligning national and 

EU administrative procedures. Furthermore, more guidance for the entities and staff involved, 

better (and faster) IT systems that also enhanced monitoring and reporting of data, better com-

munication between beneficiaries and managing authorities, and fewer administrative require-

ments led to improvements in the absorption of CP funds.  

Smeriglio et al. (2016) perform a case study analysis of two Polish and two Italian regions each in 

the 2007-2013 programming period. They compare Sicily, with an absorption rate of around 66%, 

with Puglia and the two Polish regions, with absorption rates of around 95%. In the case of Sicily, 

they conclude that the investments did not meet the main local needs and that the interventions 
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were fragmented and not integrated. Stakeholders were not considered in the decision-making 

processes, which led to unrealistic selection requirements for beneficiaries and a strong delay be-

tween the call for projects and actual project implementation. In addition, the monitoring system 

was found to be poorly functioning, resulting in an inability to certify and control expenditure. By 

contrast, in the other regions a continuous dialogue between managing authorities and local 

stakeholders. Four main factors have been identified to increase administrative capacity: i) quality 

of administrative management (expertise and experience in CP programming and implementa-

tion, transformational leadership), ii) qualified, experienced and motivated staff (low turnover al-

lows for gaining knowledge and experience as well as best practices, good salaries and career op-

tions are important for motivation, technical assistance funding should be used for training inter-

nal staff), iii) effective intra-organisational communication within the managing authority (includ-

ing flexibility in job rotation between units based on resource needs), iv) audit and monitoring 

systems and tools (useful to improve processes).  

Vyrostova and Nyikos (2023) analyse the management of EU funds in Hungary and Slovakia in the 

programming periods 2000-2006 and 2007-2013 and conclude on similar supportive and hamper-

ing factors for CP funds absorption: i) complex, decentralised systems with overlapping compe-

tencies make a consistent implementation approach difficult, ii) lack of qualified and experienced 

staff, no continuous training possibilities, high fluctuation due to high workload and unattractive 

salaries, but also due to organizational transformations resulting from political changes, negatively 

affect the absorption of CP funds.  

The improvement of administrative capacity should be seen as a continuous process where the 

existing system, e.g., staff skills, inter-organisational communication, monitoring systems, should 

be monitored and upgraded step by step (El-Taliawi & Van der Wal, 2019). Aiello et al. (2019) find 

in a case study analysis that a fragmented political system with changing governments deterio-

rates administrative capacity and thus the efficient use of structural funds, partly due to a lack of 

trust between the actors involved. By contrast, less complex and bureaucratic processes and more 

flexibility in policy implementation could increase the administrative capacity to absorb CP funds 

(Aivazidou et al., 2020). Greater flexibility for (regional) managing authorities could thereby 

strengthen the accountability and thus staff motivation and commitment (Aiello et al., 2019).  

Cunico et al. (2022) use Calabria and Emilia-Romagna until 2019 as cases to analyse why some 

regions improve in terms of administrative capacity and the absorption of CP funds while others 

do not. They state that short-term solutions, such as increasing the absorption rate by reducing 

national co-financing or financing already decided projects, seem to be preferred as compared to 

longer-term solutions. The reason for this is the fear of a reduction in the EU contribution (decom-

mitments), which could be interpreted as a political failure and be perceived negatively by the 

public. In this context, they criticise an overemphasis on absorption rates to the detriment of pol-

icy outcomes.  

Pointing in the same direction, Figure 3.2.4 above showed that progress in the use of the budget 

available for technical assistance as well as under the thematic objective ммΣ Ψ9ƴƘŀƴŎƛƴƎ ǘƘŜ ŎŀǇŀπ

ōƛƭƛǘȅ ƻŦ ǇǳōƭƛŎ ŀǳǘƘƻǊƛǘƛŜǎ ŀƴŘ ŜŦŦƛŎƛŜƴǘ ǇǳōƭƛŎ ŀŘƳƛƴƛǎǘǊŀǘƛƻƴΩΣ ǿƘƛŎƘ ŘƛǊŜŎǘƭȅ ǘŀǊƎŜǘǎ ƛƴǾŜǎǘƳŜƴǘǎ 

into the administrative capacity of public authorities, is delayed. This seems unfortunate according 

to a synthesis report of the EC, which summarises the annual implementation reports of the 2014-
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2020 OPs and draws a positive conclusion on the impact of investments in thematic objective 11 

and technical assistance on administrative capacity (European Commission, 2023)130: Overall, it 

was found that investments under thematic objective 11 led to better governance, which was 

reflected in an improvement of skills of the staff in managing authorities. In the Czech Republic, 

for example, this increased the efficiency of the organisation; in Romania, better hard and soft 

skills enabled a better coordination of (national) programmes, better decision-making and institu-

tional procedures, including a reduction of the administrative burden and coordination with other 

organisations. Furthermore, the investment improved collaboration and networks between the 

entities involved in CP implementation. In Poland, for example, it was found that a better under-

ǎǘŀƴŘƛƴƎ ƻŦ ϥƎƻƻŘ ƎƻǾŜǊƴŀƴŎŜ ǇǊŀŎǘƛŎŜǎΩ ƭŜŘ ǘƻ ŀ ƎǊŜŀǘŜǊ ƛƴǾƻƭǾŜƳŜƴǘ ƻŦ ǘƘŜ ƭƻŎŀƭ ǇƻǇǳƭŀǘƛƻƴ ƛƴ 

urban planning processes. Moreover, the transparency of decision procedures of the local admin-

istration was improved in many cases. However, a lack of resources in public administrations cre-

ated bottlenecks for conducting evaluations or recommended communication strategies.  

Further important general lessons for the implementation of CP across all thematic objectives 

were, first, that it is important to stay flexible in the development of interventions during the 

planning phase, as well as to involve stakeholders and thereby ensure consistency and comple-

mentarity of the intervention with other regional and national development schemes. Second, 

standardized models and electronic platforms for issuing calls for proposals and managing the 

submission and selection of projects have been found to decrease the administrative burden and 

increase the quality of applications (European Commission, 2023). 

Finally, there is no consensus in the literature on whether regional (subnational) programmes en-

hance the absorption of CP funds. While Aiello et al. (2019) report supportive evidence in their 

case study on two Italian regions, Surubaru et al. (2017) conclude from their analysis of Bulgaria 

and Romania that a centralised institutional set-up of policy implementation is favourable. Men-

dez and Bachtler (2022), who perform an EU-wide analysis, do not find any impact of regional 

autonomy on the absorption of CP funds, compliance, and outcome-orientation of policy imple-

mentation. They suggest that a possible reason for this finding is the limited room for manoeuvre 

for regional programmes due to the stricter rules imposed by EU regulations.  

3.2.3.3 Potential influence of new challenges and EU priorities for absorption 

¦ƴŘŜǊ ŎǳǊǊŜƴǘ ŎƛǊŎǳƳǎǘŀƴŎŜǎΣ ǘƘŜ ŀŘƧǳǎǘƳŜƴǘǎ ƻŦ ǘƘŜ 9¦Ωǎ Ƴǳƭǘƛ-annual financial framework in 

response to the COVID-19 crisis as well as the strengthened focus on the green and digital transi-

tion could potentially hamper the absorption of CP funding in the 2014-2020 and 2021-2027 pro-

gramming periods. With the RRF, but also with other new instruments such as the JTF which was 

implemented to address the asymmetric consequences of bringing forward the green transition 

(e.g., with traditional coal regions being particularly strongly affected), the number of instruments 

 
                                                        
130 According to European Commission (2023), by the end of 2022 there had been 139 evaluations 
of investments under thematic objective 11. A major finding is that the effectiveness of measures 
to increase administrative capacity depends both on the design of the measures and the motiva-
tion of the administrative staff addressed. Partly conflicting results were found in different regions 
and territorial contexts.  
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to be managed and used effectively has increased in recent years. Accordingly, the number and 

breadth of CP objectives have increased, with the digital and green transitions, as well as the need 

ǘƻ ƳŜŜǘ ǘƘŜ ƻōƧŜŎǘƛǾŜǎ ƻŦ ǘƘŜ 9¦ DǊŜŜƴ 5Ŝŀƭ ŀƴŘ ǘƘŜ ΨCƛǘ ŦƻǊ ррΩ ǇŀŎƪŀƎŜ ŀǎ ƘƻǊƛȊƻƴǘŀƭ ƻǾŜǊŀǊŎƘƛƴƎ 

targets, alongside the objective of balanced economic growth across EU regions. In a recent re-

port, Bachtler and Mendez (2023) reflect in detail on the progress of implementing CP 2021-2027 

before this background.  

While there are more and more studies on the interplay between RRF and CP, to the best of the 

ŀǳǘƘƻǊΩǎ ƪƴƻǿƭŜŘƎŜ ǘƘŜǊŜ ƛǎ ƴƻǘ ȅŜǘ ƳǳŎƘ όŀŎŀŘŜƳic) literature on experiences of adapting the 

implementation of CP to the new objectives, or on measures to enhance administrative capacity 

to face the new challenges. Rodríguez-Pose and Bartalucci (2023) analyse the heterogeneous im-

pacts of climate change and the green transition on EU regions with different levels of economic 

development. Barbero et al. (2022) explore ERDF activities in the 2014-2020 programming period 

dedicated to supporting the twin transition, which could reflect the capacity of regions to (re-

)direct funding towards new priorities in the following period(s). Bachtrögler-Unger et al. (2023) 

ƳŀǇ ǘƘŜ 9¦ ǊŜƎƛƻƴǎΩ ŎŀǇŀōƛƭƛǘƛŜǎ ǘƻ ŘŜǾŜƭƻǇ ƎǊŜŜƴ ŀƴŘ ŘƛƎƛǘŀƭ ǘŜŎƘƴƻƭƻƎƛŜǎΣ ŀǎ ǿŜƭƭ ŀǎ ǇƻǘŜƴǘƛŀƭ 

interregional linkages to be exploited to enhance the twin transition through technological devel-

opment, which could serve as an important input for managing authorities to programme and plan 

research and innovation investments in the new programming period. The latter study will be re-

ferred to in more detail below.  

3.2.4 The influence of administrative capacity on Cohesion Policy effects 

The previous sections have highlighted that the ability to absorb the full amount of CP funding 

available to a region (or MS) is only one dimension of the influence of administrative capacity on 

the success of CP implementation. Becker et al. (2012) analyse European NUTS-3 regions in 2000-

2006 and 2007-2013 and find that there is an efficiency-maximising amount of funding for a region 

above which no further growth is generated by CP funding. The authors find that 36% of the re-

cipient regions exhibited a transfer intensity above this threshold, and that in 18% of recipient 

regions a cut in CP funding would not have reduced their economic growth. Using a regression 

discontinuity design considering funding intensity, the ex-post evaluation of the EC also finds that 

CPΩǎ ǇƻǎƛǘƛǾŜ ƛƳǇŀŎǘ ƻƴ ǊŜƎƛƻƴŀƭ D5t ǾŀƴƛǎƘŜǎ ƛŦ ŦǳƴŘƛƴƎ ŜȄŎŜŜŘǎ ŀ ŎŜǊǘŀƛƴ ǘƘǊŜǎƘƻƭŘ ό9ǳǊƻǇŜŀƴ 

Commission, 2016). Recently, Di Caro and Fratesi (2022) conclude that particularly high funding 

amounts allocated to a region are not necessarily associated with positive and significant growth 

effects of the policy.  

On the one hand, this points to the question whether there is too much money allocated to EU 

regions and might motivate a discussion on the design of CP or the EU budget. On the other hand, 

this means that another very important aspect is ensuring the administrative capacity to direct 

the funds to projects (and beneficiaries) that do not only meet the requirements of the EU regu-

lation, but also fit regional needs, regional technological capabilities, the industrial structure and 

local business environment. In this context, administrative capacity - and institutional quality in a 

broader sense - ƛǎ ŀƴ ƛƳǇƻǊǘŀƴǘ ŜƭŜƳŜƴǘ ƻŦ ŀ ǊŜƎƛƻƴΩǎ ŀōǎƻǊǇǘƛǾŜ ŎŀǇŀŎƛǘȅΣ ǿƘƛŎƘ ƛǎ ŀƭǎƻ ŘŜǘŜǊƳƛƴŜŘ 

by the share of inhabitants with tertiary education, the presence of competitive and innovative 

firms, an ecosystem conducive to entrepreneurship and innovation, as well as the (current) mac-

roeconomic environment and business cycle (Canova & Pappa, 2021). A high regional absorptive 
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capacity is expected to increase the probability of designing and implementing projects that foster 

growth and employment or promote smart, sustainable and inclusive growth in the region, thus 

contributing to a successful CP implementation (e.g., Becker et al., 2013).  

The administrative capacity of managing authorities and other bodies involved in CP implementa-

ǘƛƻƴ ƛǎ ŎǊǳŎƛŀƭ ŦƻǊ ǘƘŜ ŜŦŦŜŎǘƛǾŜ ǳǎŜ ƻŦ ŦǳƴŘǎΣ ŀǎ ƛǘ ƛǎ ƛƳǇƻǊǘŀƴǘ ŦƻǊ ǎŜƭŜŎǘƛƴƎ άƎƻƻŘέ ǇǊƻƧŜŎǘǎΦ aŀƴπ

aging authorities are responsible for involving stakeholders, interacting with potential beneficiar-

ies, coordinating, and communicating with relevant bodies to learn from best practices and possi-

bly also from other (national) funding instruments. Managing authorities are also responsible for 

promoting funding possibilities, publishing calls for projects, and selecting appropriate projects. It 

seems intuitive that the success of these tasks is directly related to the qualification, experience, 

ŀƴŘ ƳƻǘƛǾŀǘƛƻƴ ƻŦ ǘƘŜ ƳŀƴŀƎŜƳŜƴǘ ŀǳǘƘƻǊƛǘƛŜǎΩ ǎǘŀŦŦΣ ŀǎ ǿŜƭƭ as to other factors discussed in Sec-

tion 3.2.3.  

Indeed, the literature finds a positive correlation between administrative capacity and CP (firm-

level) effects (Bachtrögler-Unger et al., 2022) as well as the achievement of programme outcome 

targets (Mendez & Bachtler, 2022). Moreover, there are various papers that report a positive re-

lationship between institutional quality (broadly defined) and CP outcomes (see, for example, 

Rodríguez-Pose & Garcilazo, 2015).  

Different ways of using CP money have different effects. A large body of literature explores this 

heterogeneity of CP outcomes. A general finding ς and governance principle - is that the same 

policy does not work everywhere (CP ƛǎ ƴƻǘ ŀ άƻƴŜ ǎƛȊŜ Ŧƛǘǎ ŀƭƭέ ǇƻƭƛŎȅύΣ ōǳǘ ǊŜƎƛƻƴŀƭ όƻǊ ƭƻŎŀƭύ ŎƘŀǊπ

acteristics such as institutional quality, population density and demographics (Gagliardi & Percoco, 

2017), the sectoral structure of the regional economy (Percoco, 2017), and human capital (Becker 

et al. 2013) should be taken into account (Bachtler et al., 2019), as they have been shown to shape 

policy outcomes. Bachtrögler et al. (2020) analyse a specific part of CP, namely grants to manufac-

turing firms, in different regions and find that its effects on employment in subsidised firms signif-

icantly differs across territorial contexts. According to their results, the firm-level effects are larger 

in less developed regions, suggesting a greater need for firm support in these regions (with pre-

sumably lower levels of private investment capital available).  

Irrespective of the regional dimension, CP funding in different thematic areas also has different 

effects on economic development (Di Cataldo & Monastiriotis, 2020; Rodríguez-Pose & Fratesi, 

2014). In a general equilibrium analysis, Blouri and Von Ehrlich (2020) have recently shown that 

the welfare effects in EU regions overall could be increased by reallocating CP funds between the-

matic categories and types of regions. More specifically, e.g., investments in transportation infra-

structure are found to be most efficient in central and/or highly productive regions. Finally, re-

gional CP effects are found to vary across programming periods (Becker et al., 2018; Crescenzi & 

Giua, 2020; Bachtrögler, 2016).  

Given the different circumstances that need to be taken into account when implementing CP, the 

importance of the stakeholder process becomes very clear. Also, the staff of the managing author-

ities should be aware of regional comparative advantages and capabilities in order to identify pro-

jects that are most likely to be successful and to generate indirect economic effects given the 

business environment.  
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In the context of research and innovation activities (thematic objective 1 in the 2014-2020 pro-

gramming ǇŜǊƛƻŘύΣ ǘƘŜ ΨǎƳŀǊǘ ǎǇŜŎƛŀƭƛǎƛŀǘƛƻƴΩ όƻǊ ǊŀǘƘŜǊ ΨǎƳŀǊǘ ŘƛǾŜǊǎƛŦƛŎŀǘƛƻƴΩύ ŎƻƴŎŜǇǘ όCƻǊŀȅ Ŝǘ 

al., 2011) puts into practice the principle of taking into account local capabilities and needs in 

order to increase the impact of CP. Balland et al. (2018) provide a methodological framework to 

ƻǇŜǊŀǘƛƻƴŀƭƛǎŜ ǘƘŜ ΨǎƳŀǊǘ ǎǇŜŎƛŀƭƛǎŀǘƛƻƴΩ ǇǊƛƻǊƛǘƛŜǎ ǘƘŀǘ ŀ ǊŜƎƛƻƴ ǎƘƻǳƭŘ ǎŜǘΦ ¢ƘŜȅ ŀǇǇƭȅ ǘƘŜ Ŏƻƴπ

cepts of relatedness and complexity to examine which technologies (activities or industries) a re-

gion is already specialised in, and in which new technologies or activities the region should diver-

sify into in order to make the best use of existing (technological) capabilities and to generate ad-

ditional economic benefits. The alignment of CP funds available to a region to its actual regional 

strengths is not yet researched extensively, but initial explorations (European Commission, 2021) 

however suggest a differential picture across regions.  

As another example in the field of research and innovation, the EC encourages synergies between 

R&I funding under CP, in particular the ERDF, and the Horizon programme to create a critical mass 

of funding allocated to priority areas (Official Journal of the EU, 2022). To achieve this, it is essen-

tial that the managing authorities of OPs communicate and coordinate with the national Horizon 

contact points, as well as with firms or research institutions in the region that are active in Horizon 

2020 (or Horizon Europe). Administrative capacity is therefore again a crucial factor for the effec-

tive creation of synergies.  

3.2.5 Enhancing administrative capacity and successful Cohesion Policy implementation 

ǘƘǊƻǳƎƘ ƛƴŦƻǊƳŀǘƛƻƴ ŀōƻǳǘ ǊŜƎƛƻƴǎΩ ǘŜŎƘƴƻƭƻƎƛŎŀƭ ŘŜǾŜƭƻǇƳŜƴǘ ƻǇǇƻǊǘǳƴƛǘƛŜǎ  

In order to obtain information on regional capabilities in terms of scientific or technological 

knowledge in firms and research institutes, analysing previous patenting activities of local actors 

is a promising vehicle (although the innovation output of the services sector is poorly covered by 

patent application data). As a relevant example concerning the major horizontal objective of EU 

policies to contribute to the green and digital transition, findings from a recent study by 

Bachtrögler-Unger et al. (2023) could help managing authorities to learn about previous patenting 

activity and opportunities for (new) technological development in the future. It is these opportu-

nities where ς following the smart specialisation concept ς ERDF investment grants in the devel-

opment of green and digital technologies should be directed to. Based on this information, man-

aging authorities could adapt communication processes with potential beneficiaries and stake-

holder involvement as well as calls for projects. In the following, the findings of Bachtrögler-Unger 

et al. (2023) are summarised.131  

 
                                                        
131 An interactive version (scrollary) of the study is available here: https://globaleurope.eu/tech-
nological-capabilities-and-the-twin-transition-in-europe.   

https://globaleurope.eu/technological-capabilities-and-the-twin-transition-in-europe
https://globaleurope.eu/technological-capabilities-and-the-twin-transition-in-europe
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Figure 3.2.7:  Patenting activity and specialization of European regions in digital 

technologies 

 

 

Figure 3.2.8: Patenting activity and specialization of European regions in green technologies  

 

Source: Bachtrögler-Unger et al. (2023), pp. 7-8. 

Notes: The left map depicts the absolute number of patents in digital (Figure 3.2.7) and green 

technologies (Figure 3.2.8) in European NUTS-2 regions. The right map depicts the RCA (share of 

digital/green patents in a region relative to the average share of these patents among all regions). 

The higher the RCA value, the higher the specialisation of a region in digital or green technologies. 

Data Source: OECD REGPAT. 

First, patents in green and digital technologies are asymmetrically distributed across European 

regions. This holds true for both digital (Figure 3.2.7) and green technologies (Figure 3.2.8), both 
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in terms of absolute numbers of patents (left map each) and the revealed comparative advantage 

(RCA), measuring the regional concentration of patenting activities in digital, or green, technolo-

gies relative to the EU average. The absolute number of patent applications in the years 2017 to 

2021 is highest in the high-income (or more developed) regions of Europe.  

Less developed regions exhibit only limited past patenting activity in green and digital technolo-

ƎƛŜǎΦ IƻǿŜǾŜǊΣ ǘƘŜǊŜ ŀǊŜ άƘƛŘŘŜƴ ŎƘŀƳǇƛƻƴǎέ ŀƳƻƴƎ ƳƛŘŘƭŜ- (transition) and low-income regions 

with considerable capabilities in specific technologies that could potentially serve as interesting 

cooperation partners for more developed regions. Bringing them on board would contribute to 

economic cohesion and convergence, as envisaged by Cohesion Policy ever since.  

Second, current capabilities, based on past patenting activity, determine opportunities for further 

development in digital and green technologies. To assess opportunities, patent applications in all 

ǘŜŎƘƴƻƭƻƎȅ ŦƛŜƭŘǎ ŀǊŜ ŎƻƴǎƛŘŜǊŜŘ ǘƻ ƳŜŀǎǳǊŜ ŀ ǊŜƎƛƻƴΩǎ ǊŜƭŀǘŜŘƴŜǎǎ ǘƻ ǎǇecific digital and green 

technologies, i.e., how close existing technological capabilities are to those needed for new tech-

nological development. More developed EU regions have the highest potential to develop further 

in complex digital technologies such as 5G, artificial intelligence, the Internet of Things and big 

data (Figure 3.2.9), which are expected to generate substantial additional economic returns.  

Figure 3.2.9:  Potential of more developed EU regions to develop digital and green 

technologies 

 
Source: Bachtrögler-Unger et al. (2023), p. 25. 
Notes: This figure shows the potential to develop twin transition technologies for the group of 
more developed regions in the EU. The horizontal axis plots the relatedness density score. The 
vertical axis plots the complexity scores of each technology. All values are averaged across the 
group of more developed regions. Data source: OECD REGPAT. Refer to Bachtrögler-Unger et al. 
(2023) for more information. 

Less developed regions, on average, also have favourable capabilities to develop on artificial intel-

ligence and a few other relatively complex digital technologies. Overall, however, their capabilities 
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are more related to green technologies, which are in general less complex than (most) digital tech-

nologies. Although they are therefore expected to generate lower economic returns, they will be 

crucial for the green transition and could therefore trigger a substantial number of jobs.  

Figure 3.2.10: Potential of less developed EU regions to develop twin transition technologies 

 
Source: Bachtrögler-Unger et al. (2023), p. 25. 
Notes: This figure shows the potential to develop twin transition technologies for the group of less 
developed regions in the EU. The horizontal axis plots the relatedness density score. The vertical 
axis plots the complexity scores of each technology. All values are averaged across the group of 
more developed regions. Data source: OECD REGPAT. Refer to Bachtrögler-Unger et al. (2023) for 
more information.  

Similarly, middle-income (transition) regions have opportunities to develop further on green tech-

nologies, while the relatedness of their past technological developments to complex digital tech-

nologies, and therefore their opportunities to develop these, are lower than those of low-income 

regions. 

In the 2021-нлнт ǇǊƻƎǊŀƳƳƛƴƎ ǇŜǊƛƻŘΣ ΨtŀǊǘƴŜǊǎƘƛǇǎ ŦƻǊ LƴƴƻǾŀǘƛƻƴΩ ό9ǳǊƻǇŜŀƴ /ƻƳƳƛǎπ

sion, 2022) are introduced as a new feature of CP support for research and innovation. Based on 

ǘƘŜ ΨǎƳŀǊǘ ǎǇŜŎƛŀƭƛǎŀǘƛƻƴΩ ǇǊƛƴŎƛǇƭŜΣ ƛǘ ŀƛƳǎ ǘƻ ŦƻǎǘŜǊ ƛƴǘŜǊǊŜƎƛƻƴŀƭ ŀƴŘ ŎǊƻǎǎ-border collaboration 

in research, innovation, and technological development across EU regions. It should encourage 

the identification of partners with complementary capabilities that are related to but not present 

in the home region, in order to develop new (prioritised) technologies through the combination 

of complementary capabilities.  

Looking again at digital and green technologies, Bachtrögler-Unger et al. (2023) show that com-

plementary capabilities that could be combined are widely spread across European regions. Figure 

3.2.11 shows the example of Arnsberg, Germany, and hydrogen technology. In order to develop 

hydrogen patents, it could partner up with several German regions, but also with regions in France, 
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tƻƭŀƴŘ ƻǊ ǘƘŜ bŜǘƘŜǊƭŀƴŘǎΦ /ƻƳǇŀǊƛƴƎ ǘƘƛǎ ΨŎƻƳǇƭŜƳŜƴǘŀǊƛǘȅ ƳŀǇΩ ǿƛǘƘ ŀŎǘǳŀƭ ƛƴǘŜǊǊŜƎƛƻƴŀƭ ƭƛƴƪπ

ages, i.e., realised collaborations on hydrogen patents, there remains significant untapped poten-

tial for collaboration with, for example, Rhône-Alpes in France, Polish regions, but also the German 

region of Sachsen-Anhalt.  

Figure 3.2.11: Regions with complementary capabilities for Arnsberg (Germany) and the 

developed of patents in the field of hydrogen 

 
Source: Bachtrögler-Unger et al. (2023), p. 32. 
Notes: This map shows European NUTS-2 regions with complimentary technological capabilities 
to Arnsberg (DEA5, in red) to develop hydrogen technology. High values denote a high comple-
ƳŜƴǘŀǊƛǘȅ όƳŜŀǎǳǊŜŘ ƛƴ άŀŘŘŜŘέ ǊŜƭŀǘŜŘƴŜǎǎ ŘŜƴǎƛǘȅύ ŀƴŘΣ ǘƘǳǎΣ ŀ ƘƛƎƘ ǇƻǘŜƴǘƛŀl for Arnsberg to 
develop the technology when collaborating with the respective region. Data source: OECD 
REGPAT. 

A general finding of this study is that most interregional collaborations take place within countries, 

most likely due to institutional factors, distance, but also to networks of local researchers and 

innovative firms built up in the past. Taking into account distance, patenting activity of both po-

tential partner regions and other factors in a gravity model, there is still remarkable untapped 

potential for collaboration in the development of green and digital technologies, even for high-

income regions (Bachtrögler-Unger et al., 2023).  
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What managing authorities, the EC or other bodies involved in CP implementation could do is to 

provide information on all regions (and actors) with complementary capabilities to develop spe-

cific technologies. While entering a cooperation depends on many factors, mapping potential part-

ners could be a valuable information for beneficiaries, especially innovative firms, universities or 

ǊŜǎŜŀǊŎƘ ƛƴǎǘƛǘǳǘŜǎΦ Lƴ ǇŀǊǘƛŎǳƭŀǊΣ ƛǘ ǿƻǳƭŘ ǎǘǊŜƴƎǘƘŜƴ ΨtŀǊǘƴŜǊǎƘƛǇǎ ŦƻǊ LƴƴƻǾŀǘƛƻƴΩ ŀƴŘ ŎƻǳƭŘ ŀƭǎƻ 

be a tool for the EC to encourage and incentivise, for example, high-income regions to collaborate 

with less developed regions in order to enhance regional cohesion and prevent regions from falling 

further behind.  

3.2.6 Summary and policy recommendations 

Summarising the literature review and data analysis on absorption rates in this reflection paper, 

the important role of administrative capacity for the implementation of CP is confirmed. The ad-

ministrative capacity (of managing authorities) determines not only the absorption of CP funds, 

i.e., the ability to call upon the funds available, but also the success of the policy in terms of in-

creasing economic growth and employment.  

The analysis of the current state of CP funds absorption in the 2014-2020 programming period 

revealed a delay in policy implementation and a not unlikely failure to use all funds in several 

MSs.132 Next to the influence of extra commitments as a response to the COVID-19 crisis on finan-

cial implementation data, this may be partly related to the administrative capacity of managing 

authorities and/or the limited availability of national public co-financing. It may furthermore indi-

cate a lack of absorptive capacity in the region in general, which is not only shaped by administra-

tive capacity, but also - among others such as the business cycle developments - by the capacity 

of potential beneficiary firms or institutions and/or the regional business environment to prepare 

appropriate project proposals and implement the projects. Another common issue discussed is 

the incentive to access funds made available through the RRF. This could withdraw administrative 

resources and promising projects that would otherwise have been co-financed by CP.  

Recommendation #1: It should be evaluated in detail whether the RRF has diverted resources 

from the implementation of Cohesion Policy by financing similar priorities or additional ef-

forts for managing authorities. The advantages and disadvantages of RRF implementation 

should be considered when designing future Cohesion Policy. Furthermore, the consequences 

of RRF implementation in terms of delays in the implementation of the 2021-2027 Cohesion 

Policy need to be taken into account for monitoring and evaluation and should be addressed 

soon.  

The literature finds that up from a certain threshold additional funding in a region does not con-

tribute to further economic growth anymore; there are decreasing marginal returns from CP fund-

ing. Given the apparent challenge for many regions to absorb all money available in the 2014-2020 

programming period, this might motivate a discussion about the design of CP and whether full 

absorption (in a programming period) is a goal in itself. For example, there is evidence that budgets 

 
                                                        
132 See Bachtler and Mendez (2023) for a recent analysis on the state of play of 2021-2027 Cohe-
sion Policy implementation.  
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with roll-over options at the end of the year (budget period) lead to more efficient spending (Lieb-

man & Mahoney, 2017).  

Recommendation #2: The European Commission should reflect on measures to increase flex-

ibility in using cohesion policy funds in order to avoid an incentive to spend the money (at 

the end of a programming period) in a rush and therefore perhaps ineffectively. Granting the 

possibility of rolling over cohesion policy funding to the next programming period could be 

one option.  

Concerning administrative capacity, an issue often mentioned in the literature and evaluation re-

ports is the lack of (well-qualified) staff in managing authorities. The motivation, qualification and 

experience of employees are expected to increase administrative capacity through, e.g., involving 

local stakeholders in programming and throughout the implementation phase, in order to avoid 

mistakes such as calls for projects that do not match the capabilities and needs of the region. 

Furthermore, well-qualified and motivated personnel is a prerequisite for establishing regular 

communication and coordination processes with EU and national bodies involved in the imple-

mentation of CP or other funding instruments with similar objectives (such as Horizon Europe).  

Recommendation #2: Given the importance of well-qualified and motivated staff in manag-

ing authorities for the absorption and effective implementation of Cohesion Policy, it should 

be ensured that sufficient financial resources are available to attract and retain staff. Better 

salaries and career options and an attractive working environment (e.g., cooperation with 

other regions in the country or across the border, room for manoeuvre concerning the design 

of calls for projects) are essential.  

Other factors appear to be particularly important for fostering administrative capacity and hence 

the absorption of CP funds. They include the standardisation of administrative procedures and 

good IT systems that enhance, for example, the communication with beneficiaries, monitoring and 

auditing. For the Central and Eastern European MSs, the literature further emphasises that the 

centralisation of institutional coordination has increased administrative capacity and improved 

the implementation of CP. While the advantages of regional managing authorities for regional OPs 

seem intuitive for a place-based policy, in a recent study, Mendez and Bachtler (2022) find that it 

does not play a (statistically significant) role for absorption and outcomes whether the authorities 

manage national or regional OPs. Most likely, the optimal level of centralisation of CP implemen-

tation depends on the respective context and regional as well as national specificities. The availa-

bility of administrative resources, in particular human resources, is likely to be very relevant in this 

context.  

Recommendation #3: If managing authorities in certain regions are understaffed despite the 

availability of financial resources, the European Commission and national policymakers 

should consider the possibility of merging managing authorities for operational programmes 

in two (or more) regions that are close to each other and/or have similar characteristics and 

challenges. Synergies in tasks such as monitoring or stakeholder processes could possibly be 

identified and exploited without losing the place-based focus of the policy.  

!ŘƳƛƴƛǎǘǊŀǘƛǾŜ ŎŀǇŀŎƛǘȅ ƛǎ ŀƴ ƛƳǇƻǊǘŀƴǘ ŜƭŜƳŜƴǘ ƻŦ ŀ ǊŜƎƛƻƴΩǎ ŀōǎƻǊǇǘƛǾŜ ŎŀǇŀŎƛǘȅΣ ƛΦŜΦΣ ǘƘŜ ŀōƛƭƛǘȅ 

to use the funds available to the region in a way that increases economic growth or employment. 

This ability depends, among other things, on the presence of (innovative) economic actors, the 
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education of the local labour force and the quality of institutions in a broader sense. For managing 

authorities, knowledge about capabilities (such as skills or previous patenting activity) in specific 

technological fields, or industries in which the region is specialised is crucial for designing appro-

ǇǊƛŀǘŜ Ŏŀƭƭǎ ŦƻǊ ǇǊƻƧŜŎǘǎ ŀƴŘ ǎŜƭŜŎǘƛƴƎ άƎƻƻŘέ ǇǊƻƧŜŎǘǎΦ 9ȄǇŜǊƛŜƴŎŜŘ ǎǘŀŦf, the involvement of local 

stakeholders and coordination with relevant national and EU authorities are found to be particu-

larly important.  

Recommendation #4: The use of Cohesion Policy funds for technical assistance and strength-

ening public administration should be prioritised in order to generate positive impacts on the 

ǇƻƭƛŎȅΩǎ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ ƻǾŜǊŀƭƭΦ 9¦ ŀƴŘ ƴŀǘƛƻƴŀƭ ŀǳǘƘƻǊƛǘƛŜǎ ƛƴ ŎƘŀǊƎŜ ǎƘƻǳƭŘ ŀƴŀƭȅǎŜ ǘƘŜ 

relatively slow progress in the absorption of cohesion policy funding allocated to technical 

assistance and more efficient public administration. This is likely to be particularly relevant 

in the current context with an increased number of EU funding instruments and a variety of 

policy objectives.  

The further development of green and digital technologies is prioritised in order to promote and 

benefit from the twin transition. An analysis of previous patenting activities reveals that capabili-

ties to expand technological development and diversify into new green and digital technologies 

are quite heterogeneous, but widely spread across European regions. The fact that there are less 

developed and transition (middle-income) regions with considerable capabilities in green technol-

ogies and also specific digital technologies that are expected to generate high economic returns 

offers an opportunity to promote regional cohesion while advancing the twin transition. Knowing 

about regional capabilities and potential promising partner regions offering complementary capa-

bilities not available in the own region thus seems important for managing authorities in order to 

adapt programming and policy implementation to improve the effectiveness of CP in terms of R&I 

and economic outcomes.  

wŜŎƻƳƳŜƴŘŀǘƛƻƴ ІрΥ άDƻƻŘέ ǇǊƻƎǊŀƳƳƛƴƎ ŀƴŘ ǇǊƻƧŜŎǘ ǎŜƭŜŎǘƛƻƴ ŘŜǇŜƴŘǎ ƻƴ ŀŘƳƛƴƛǎǘǊŀǘƛǾŜ ca-

pacity. In addition to the four previous recommendations, information systems on regional capa-

bilities, sectoral strengths, regional needs, and opportunities for inter-regional cooperation should 

therefore be improved and made accessible to administrative staff as well as potential beneficiar-

ies. 
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!ǳƎǳǎǘ нлмр ό9ǳǊƻǇŜŀƴ /ƻƳƳƛǎǎƛƻƴΣ нлмрύΦ ¢ƘŜ Řŀǘŀ Ŏŀƴ ōŜ ŘƻǿƴƭƻŀŘŜŘ ŦǊƻƳ ǘƘŜ Ψ5ŀǘŀōŀǎŜ ƻŦ 

ǘƘŜ ŎǳƳǳƭŀǘƛǾŜ ŀƭƭƻŎŀǘƛƻƴǎ ǘƻ ǎŜƭŜŎǘŜŘ ǇǊƻƧŜŎǘǎ ŀƴŘ ŜȄǇŜƴŘƛǘǳǊŜ ŀǘ b¦¢{нΩ ŀƴŘ ǘƘŜ ΨLƴǘŜƎǊŀǘŜŘ 

database of allocations and expenditure for 2000-2006/2007ςнлмоΩ ƻƴ 5D w9DLh ǿŜōǎƛǘŜ 

(https://ec.europa.eu/regional_policy/policy/evaluations/data-for-research_en). As the report 

was part of the ex-post evaluation and had to be published in 2015, it is likely that not all expendi-

ture recorded in the 2007-2013 programming period has been integrated into the database. As a 

result, absorption rates may be underestimated.  

Figure 3.2.12: Absorption rate per type of fund 

Programming period 2007-2013 

Data: European Commission (2015), own elaboration.  
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Figure 3.2.13: Absorption rate per broad thematic category 

Programming period 2007-2013 

 
Source: European Commission (2015), own elaboration. 

 

Figure 3.2.14: Absorption rate per objective 

Programming period 2007-2013 

 
Source: European Commission (2015), own elaboration. 
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Figure 3.2.15:  Absorption rate per Member State 

Programming period 2007-2013 

 
Source: European Commission (2015), own elaboration. CB means ά/Ǌƻǎǎ-ōƻǊŘŜǊ ŎƻƻǇŜǊŀǘƛƻƴέ 
and denotes the absorption of cross-border, transnational and inter-regional programmes. 
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3.3 Zareh Asatryan, Carlo Birkholz and Friedrich Heinemann: The Heterogenous 

Output-Impacts of EU Cohesion Policy - A Review of Recent Literature133 

Zareh Asatryan (ZEW Mannheim), Carlo Birkholz (ZEW Mannheim and University of Mannheim), 

Friedrich Heinemann (ZEW Mannheim and University of Heidelberg) 

Abstract 

This chapter reviews the recent literature that assesses the output effects of CP. It pays attention 
to methodological advances in this literature and articulates how different methods are suited to 
address particular policy questions, and what their drawbacks are. It further highlights the role of 
conditioning factors in explaining heterogeneous output-impacts across regions and time. It turns 
out that there is no clear consensus on many important dimensions driving effect heterogeneity. 
The divergence in findings appears to run specifically along the line from academic papers to EC 
authored papers. The chapter concludes with an urgent reminder to bear in mind the methodo-
logical limitations underlying individual results when drawing generalized conclusions about the 
success of the policy. Pressing research questions to advance the undersǘŀƴŘƛƴƎ ƻŦ ǘƘŜ ǇƻƭƛŎȅΩǎ 
impact are formulated.  

3.3.1 Introduction 

CP has been and continues to be a major part of the EU budget constituting about a third of it 

(European Commission, 2023). While recent budgetary periods have tended to enlarge the set of 

objectives of CP, see, for example, Leino-Sandberg (2024) on the proliferation of policy goals or 

Feld (2024) on the role of EU CP for Climate Policy, territorial cohesion remains its central motif. 

Given the large size and the long running nature of the policy, a vast body of literature from various 

ŀǳǘƘƻǊǎ ǎŜŜƪǎ ǘƻ ŀǎǎŜǎǎ ǘƘŜ ǇƻƭƛŎȅΩǎ ŎƻƴǘǊƛōǳǘƛƻƴ ǘƻǿŀǊŘǎ ǊŜŀŎƘƛƴƎ ƛǘǎ Ƴŀƛƴ Ǝƻŀƭ ƻŦ territorial co-

hesion.  

In this chapter we provide a partial review of the recent literature on the heterogeneous impacts 

of CP on output. We aim to understand whether there is consensus in the literature around the 

question of the output impacts of CP, and, in particular, around the critical conditioning factors of 

the effectiveness behind the policy.  

We start this review with a section on the methodological advancements of the literature, to en-

able an understanding of the assumptions and limitations of the main methodological approaches. 

We then discuss the recent literature in terms of the aggregate effects of CP, as well as its heter-

ogeneous effects where we try to identify the critical dimensions. When applicable, we contrast 

the findings of the academic literature to the substantial amount of research done at the EC. Fi-

nally, following this qualitative assessment of the literature, we perform a simple empirical exer-

cise to tease out the main dimensions of heterogeneity that turn out to be important in the aca-

demic literature and that of the Commission.  

 
                                                        
133 Acknowledgement: The authors are grateful to the German Federal Ministry of Finance for 
sponsoring this project, and to Karina Kindler for excellent research assistance. 
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Several chapters of this report study important aspects related to the heterogeneous growth ef-

fects of CP. Most closely related is Fratesi (2024a) on constraining and enabling factors of a suc-

cessful EU regional policy in Europe. The chapter investigates conditioning factors for the growth 

effects, and conducts its own empirical analysis of them. The analysis suggests that factors of 

growth such as human capital, capital stock and quality of governance correlate negatively with 

policy potential. Regions in higher need of receiving the policy are on average less endowed with 

these factors. Ehrlich (2024) on the importance of EU CP for economic growth and convergence is 

also related. It highlights that CP has indeed been effective in reducing regional disparities. The 

paper argues however, that in order to further converge and use funds efficiently, improvements 

of local institutions in the recipient countries are required. This is reiterated for a particular aspect 

of local institutions, namely administrative resources, in Bachtrögler-Unger (2024). The ability of 

local institutions to absorb funds efficiently ς their absorptive capacity ς is dependent on the hu-

man capital available. The need to facilitate high degrees of administrative capacity to ensure a 

successful policy is stressed. A different but important type of heterogeneity of the growth effect 

is discussed in Lang (2024) on interregional and interpersonal redistributive effects of place-based 

policies. The chapter focuses on the heterogeneous impacts of CP along the income distribution, 

and discusses how the policy might increase interpersonal inequality within the recipient regions. 

Our review builds on the literature sections of these chapters, and extends them by select recent 

papers that we judge to be most relevant for our questions. We do not aim to cover the very large 

literature on CP effects in its entirety, but rather complement the two previous meta-analytical 

papers, Fang and Dall'Erba (2017) and Marzinotto (2012), which present a systematic overview of 

the past literature. We build upon and extend their work by covering the more recent literature, 

focussing on drivers of heterogeneity and presenting a specific viewpoint of academic literature 

versus findings by the EC. 

After discussing the methodological approaches of the literature, we proceed to discussing the 

findings of the literature on two levels. First, we summarize findings that are concerned with out-

put-impacts in an aggregate sense. The predominant question here is naturally about the absolute 

size of the growth effect, but subsequent questions such as about the additional effectiveness of 

the policy per Euro spent, the temporal dimension of the policy, its interaction with business cy-

cles, and effectiveness of spending by type of fund also receive attention. Second, we turn to the 

role of local economic characteristics in determining the effectiveness of the policy. Such local 

conditioning factors give rise to heterogeneous output-impacts, and are critical to consider to im-

prove the efficiency of the policy going forward. In particular we discuss seven dimensions of het-

erogeneity analysed in the literature: the level of income, institutional quality, absorptive capaci-

ties of the public and of the private sector, and the availability of human and physical capital. 

Following this qualitative assessment of the literature, we perform a simple empirical analysis to 

back out the positive and negative correlates of CP output-impacts as predicted by the 9/ǎΩ 

RHOMOLO model (for details on the model see Section 3.3.2), which is the workhorse model of 

the EC to simulate the impact of CP. To this end, we hand-collect the estimated magnitudes from 

Crucitti et al. (2022) by NUTS-2 region (the technical details of this approach are described in Box 

3.3.1 in Section 3.3.5 below). We regress these estimates at the NUTS-2 level on a number of 
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variables and indices which serve to represent the different dimensions of heterogeneity identi-

fied previously in the review part. In this way, we ascertain which of the factors are correlated 

with larger or smaller output-impact estimates. This evidence and the insights from the literature 

review allow us to contrast synthesised views on the critical factors of heterogeneity of the EC 

with those of the academic literature. We take note of certain inconsistencies in findings. For in-

stance, as opposed to the academic literature, EC analysis does not find that the policy effects are 

temporary. In terms of dimensions of heterogeneity, the simulation results of the RHOMOLO 

model do not coincide with the common findings of the literature that cohesion effectiveness de-

pends on factors like institutional quality, capital stock and human capital capacities. 

We conclude this chapter by discussing the methodological maturity of this literature on whether 

cohesion leads to convergence, and by summarizing the areas of the literature where we think 

there are agreements and disagreements. We highlight differences in the opinions of the litera-

ture versus those of the Commission. Finally, we take note of several questions which we think 

are under-researched.  

3.3.2 Methodological trends 

The impact of a policy is of key interest to any evaluation that wants to assess efficiency and ef-

fectiveness. Empirically estimating impact precisely comes however with a number of challenges. 

The gold standard in assessing the causal effect of any intervention would be through a random-

ized control trial (RCT). The application of RCTs specifically in the context of CP is discussed in 

Heinemann et al. (2024). Generally they are difficult to implement at scale due to the size of the 

programmes and potential ethical concerns in randomizing treatment (receiving of funds). Often-

times lacking this first-best option, the struggle in estimating the impact of a policy is to find cred-

ible counterfactuals. In the case of CP these would be regions that did not receive (as much) fund-

ing under the policy, but are comparable to those that receive (more) funding. These challenges 

are exacerbated by difficulties to obtain high quality micro level data with coverage across coun-

tries and of subjects affected and not affected by the interventions. 

Given the mentioned difficulty to implement RCTs at scale, there are two second-best empirical 

methods that have become frequently applied in the last decade: the RDD and DID. RDD involves 

studying the effects within groups located in close proximity to the threshold that determines 

eligibility for treatment. Groups just above the eligibility threshold serve as arguably reasonable 

control groups for those just below the threshold, if members of each group cannot manipulate 

their position relative to the threshold. In the context of CP an often exploited threshold is given 

by the allocation rule of the ERDF and ESF, which sees regions below the 75% average of the EU 

GDP eligible for the majority of the funds.  

The DID methodology compares treated and control regions before and after receiving the treat-

ment. Assuming that both groups were on similar growth paths before the policy intervention, 

comparing the difference of the change in growth rates between the regions reveals the treatment 

effect of the policy. The underlying assumption is referred to as the parallel trends assumption. 

For an application of both methods see Asatryan and Birkholz (2024) on the impact of EU CP on 

investments by the MSs.  
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Another method to construct credible counterfactuals using ex post data is propensity score 

matching. Observations in the control group are weighted according to their similarity to obser-

vations in the treatment group based on observable characteristics. The characteristics chosen for 

the calculation of the weights might be chosen according to theoretical deliberations, or in a data-

driven way.  

To simulate equilibrium effects of the policy (effects that consider indirect effects, e.g. price ad-

justments) models are typically used. They provide a mathematical structure that relates out-

comes to a foundation of relevant characteristics of the treated regions. Models are particularly 

useful to estimate ex-ante effects, where the necessary data to conduct analysis of the nature 

presented above is not yet available. Their drawback is an inherent reliance on assumptions that 

are not easily directly testable. As such the validity of interpreting estimated impacts coming out 

of models from an ex-post perspective, relies crucially on an assessment of the validity of their 

assumption in the reality that played out. However as put in Fratesi (2024b)Σ άώΧϐ ƳƻŘŜƭǎ ŀǊŜ ƴŜǾŜǊ 

fully ex post even when they are used for that purpose, since relations are assumed to work in a 

certain way and it is not possible to check even ex post whether these relations worked as as-

ǎǳƳŜŘέΦ ¢ƘŜǊŜ ŀǊŜ ǘǿƻ Ƴŀƛƴ ƳƻŘŜƭǎ ǳǎŜŘΣ ŜǎǇŜŎƛŀƭƭȅ ōȅ ǘƘŜ 9/Σ ŦƻǊ ǘƘŜ ǇǳǊǇƻǎŜ ƻŦ ŜǾŀƭǳŀǘƛƴƎ CP 

impact: the RHOMOLO and the Quest III model.  

The RHOMOLO model is a spatial computable general equilibrium model and was developed for 

EU policy makers. The model is based on NUTS-2 regions, includes 10 NACE rev.2 economic sectors 

and differentiates between households, governments and investors as final goods consumers. 

Firms consume intermediary inputs. Trade within and between regions is subject to transport 

costs, and labour is divided into three different categories, corresponding to skill levels. The model 

simulates policy effects and is particularly suited to assess effects on human capital, transport 

infrastructure and R&D&I (Lecca et al., 2018).  

The Quest model is a New-YŜȅƴŜǎƛŀƴ ƳŀŎǊƻ ƳƻŘŜƭΣ ŘŜǎƛƎƴŜŘ ǘƻ ŀƴŀƭȅǎŜ 9ǳǊƻǇŜŀƴ ŜŎƻƴƻƳƛŜǎΩ 

interactions. It is primarily focused on studying policy effects through simulations, more so than 

being a forecasting tool (Roeger & Veld, 1997).  

Aside from quantitatively studying effects, there is also a substantial literature descriptively stud-

ying specific cases through quantitative and qualitative examination of outcomes. Such case stud-

ies might not be able to report prevalent changes relative to a counterfactual scenario and there-

fore not identify causal effects, but they can nevertheless be a source of valuable information, 

especially about the context and potential mechanisms of effects. 

3.3.3 Aggregate effects 

Magnitudes of aggregate effects 

Studies looking at the effectiveness of EU CP generally find that the beneficiaries of the policy 

indeed display higher positive economic growth on average. The measurement concepts differ 

and the magnitudes of the identified effects vary substantially. Becker et al. (2010) were the first 

to design a causal methodology for studying the impacts of CP, a methodology that has been 

adopted by many others since then. Their RDD analysis suggests that the main beneficiary regƛƻƴǎΩ 

GDP increases by about 1.6% per year within the programming period. From this estimate they 

back out a multiplier of 1.2, which lacks however the statistical precision to be distinguishable 
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from a multiplier of 1 with high confidence. The EC, in its own RDD study, finds that the annual 

rate of growth of regional GDP per capita increases by 0.5 to 0.7 percentage points due to CP 

(Applica and ISMERI Europa 2016). Descriptive and model-based findings of the EC further support 

these findings (Applica et al., 2010; DG REGIO and Joint Research Centre Seville, 2016). Crucitti et 

al. (2022) estimates EU-wide GDP to be 0.4% higher in 2021 compared to 2013 under the coun-

terfactual scenario of not having CP. Coelho (2019) estimates an average output multiplier of 4.1 

after three years. 

Diminishing returns 

One prevalent hypothesis for the impact of CP, and for government spending more generally, is 

that their rate of impact tends to decrease with the size of funds. The literature seems to generally 

agree on this hypothesis. The RDD study of Cerqua and Pellegrini (2018) estimates that funds going 

ŀōƻǾŜ ǘƘŜ ǘƘǊŜǎƘƻƭŘ ƻŦ олрϵ-оплϵ ƛƴ ǇŜǊ ŎŀǇƛǘŀ ǘǊŀƴǎŦŜǊǎ ǘŜƴŘ ǘƻ ƘŀǾŜ ŘƛƳƛƴƛǎƘƛƴƎ ŜŦŦŜŎǘǎΦ ¢Ƙƛǎ 

finding is supported by Fiaschi et al. (2018), whose spatial Solovian growth model also finds an 

upper threshold in the magnitude of around 4% of regional GDP, after which transfers cease hav-

ing additional significant effects. Becker et al. (2012) uses propensity score matching techniques 

and identifies a threshold of about 1.3% of regional GDP, after which additional funding does not 

further increase per capita income growth. Similarly, a study by the EC uses propensity score 

matching techniques and finds evidence that increasing the intensity of funds yields increasingly 

smaller marginal regional growth effects (Università del Piemonte Orientale and Bondonio, 2016). 

In line with these findings, Jestl and Römisch (2020) employ HERMIN and QUEST model estima-

tions and find that shifting transfers from the current main beneficiaries to main providers without 

changing the overall amount of funds would create an overall positive effect on growth in the 

short run. Becker et al. (2012) also suggest room for improvement through reallocation, as their 

propensity score analysis finds that growth in 18% of recipient regions would not have been di-

minished by a cut in funding. 

Short vs long run effects 

There is a disagreement in the literature on the question of whether the positive impacts of CP 

persist in the long-run. Becker et al. (2018), in a fuzzy RDD analysis, find effects on regional GDP 

growth during the respective funding period, but little persistence beyond that period. Mohl and 

Hagen (2008) find the growth effects to appear about two to three years after their disbursement. 

On the other hand, Crucitti et al. (2023), using a General Equilibrium approach, find a stronger 

positive effect on transfer recipients in the short run, but also an additional positive effect on the 

main contributors in the long run. The EC (DG REGIO and Joint Research Centre Seville, 2016) find 

GDP growth in the net contributors in the long-run. Using the RHOMOLO Model, the EC estimates 

that output multipliers are even larger in the long-run, going from less than 1 to 2.7 after 8 years 

of the end of a funding period (European Commission, 2016). According to these estimates, fifteen 

ȅŜŀǊǎ ŀŦǘŜǊ ŀ ǇǊƻƎǊŀƳƳŜΩǎ ŜƴŘ ǘƘŜ D5t ƛƴ ŎƻƘŜǎƛƻƴ ǊŜƎƛƻƴǎ Ƙŀǎ ƛƴŎǊŜŀǎŜŘ ōȅ ŀǊƻǳƴŘ нΦму҈Σ ǿƘƛƭŜ 

in transition and developed regions there are increases of 0.6% and 0.4% (Di Comite et al., 2018). 

In the QUEST Model, the EC finds different mechanisms at play. The short-run effects are reported 

to come from increased demand, though partly crowded-out through increased wages and prices, 

while effects in the long run are suggested to appear due to enhanced productivity (European 

Commission, 2016).  
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Business cycles  

Generally, there is a consensus that fiscal interventions are more effective in stimulating the econ-

omy in recessions (Auerbach & Gorodnichenko, 2012). However, CP is not designed to be a coun-

ter-cyclical tool. It may even be the opposite, since financially constrained governments may have 

a hard time implementing cohesion projects during recessions due to co-financing requirements. 

Consistent with this view, Fidrmuc et al. (2019) finds smaller multipliers in regions hit hard by the 

global financial crisis. Darvas et al. (2019) attribute these adverse growth effects to increased fiscal 

constrains due to the crisis, which decrease national co-financing abilities. This finding is sup-

ported by Vivo and Rinaldi (2022), who report CP funds to lose their additionality, as they tend to 

crowd-out national investments in disadvantageous economic situations. Although, there has 

been some effort in temporarily reducing co-financing requirements during times where absorp-

tion rates were low, which may or may not be driven by financial constraints, this effort has not 

been systematic. 

Investments vs wage subsidies 

A fairly dense literature has studied the differential effects of types of funds. In general, a distinc-

tion is made between ERDF, which focusses largely on structural development through public in-

vestments, and ESF which focusses on employment subsidies. Canova and Pappa (2021) find ERDF 

to produce better outcomes in the short run, while the ESF seems to be more effective in the 

medium-term. Relatedly, Blouri and Ehrlich (2020) find investments in infrastructure to be bene-

ficial in central regions, while wage subsidies seem to be more effective in regions with limited 

productivity and accessibility. At a more disaggregate level, Pontarollo (2017) finds investments in 

human capital to yield positive effects on GDP growth, with especially high returns in less devel-

oped regions. Fattorini et al. (2018) find investmŜƴǘǎ ƛƴ wϧ5 ǘƻ ƛƳǇǊƻǾŜ ŦƛǊƳǎΩ ǇǊƻŘǳŎǘƛǾƛǘȅΦ ! ǘƘŜπ

ory-based evaluation similarly assesses that the long-term effects for the growth of large enter-

prises come from investments in human capital or R&D (KPMG and Prognos, 2016b). As to invest-

ments in infrastructure, which is the bulk of cohesion funds, Pontarollo (2017) finds negligible or 

even negative effects, while the EC (European Commission, 2016) finds strong short-run benefits. 

This view is supported by the empirical analysis of Lang et al. (2022) who find the largest effects 

of cohesion to be concentrated in the construction sector. 

3.3.4 Heterogeneity of effects depending on local characteristics 

Level of income 

Most of the empirical literature finds that economically developed regions generally  have a higher 

multiplying factor of the funds than less developed regions (Rodríguez-Pose & Novak, 2013). How-

ever other studies (Calegari, 2021) and especially findings from the EC oppose this view. Canova 

and Pappa (2021) find multipliers to be consistently higher in Southern regions than in Northern 

regions. With some nuances but generally consistent with the consensus above, the Solow-Swan 

growth model of Fidrmuc et al. (2019) suggests GDP multipliers to be positive and greater than 
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one in Austria, Luxembourg, and the UK, positive but smaller than one in Eastern Europe and neg-

ative in Ireland and Southern Europe. These greater positive effects in more developed regions 

are reported to come from a more capable environment, which has the means to fully exploit 

additional funds (Cappelen et al., 2002). For example, regions with a high territorial capital stock 

reap greater benefits from the policies (Fratesi & Perucca, 2014). In a more nuanced analysis, the 

dynamic regression model of Canova and Pappa (2021) suggests that the longevity of benefits 

ŦǊƻƳ 9w5C ŀǊŜ ŎƻƴŘƛǘƛƻƴŀƭ ƻƴ ŀ ǊŜƎƛƻƴΩǎ Ǉƻǎƛǘƛƻƴ ƛƴ ǘƘŜ ƛƴŎƻƳŜ ŘƛǎǘǊƛōǳǘƛƻƴΥ ǊŜƎƛƻƴǎ ƛƴ ǘƘŜ ƭƻǿŜǎǘ 

quartile benefit in the short term, central regions in the medium term, and regions in the top 

quartile in the long term. On the other hand, the EC, based on its RHOMOLO Model, finds GDP 

multipliers to be generally much higher in less developed regions, such as in the Eastern and 

Southern regions of the EU (Di Comite et al., 2018). Yet another EC report, using the QUEST model 

contrasts this, finds multipliers to be highest in regions of the EU12 countries, lower in the EU27 

countries and still lower in EU15 countries, both at the end of the funding period, as well as eight 

years later (European Commission, 2016). The EC estimates especially the short term multipliers 

to be larger in the EU12 than EU15 countries, due to a concentration of funds on infrastructure, 

rather than R&D (Applica and ISMERI Europa, 2016).  

Institutional quality 

There seems to be a strong consensus in the literature that the effectiveness of structural funds is 

ƭƛƴƪŜŘ ǘƻ ǊŜƎƛƻƴǎΩ ƛƴǎǘƛǘǳǘƛƻƴŀƭ ǉǳŀƭƛǘȅ (Butkus et al., 2021; Ederveen et al., 2003; Becker et al., 

2013). Institutional quality has many dimensions, and studies try to unpack them. For example, 

Fazekas and Tóth (2017) finds that institutions associated with lower corruption are more capable 

of dealing with the additional corruption risks attached to EU funds, thereby increasing effective-

ness. The EC (Ramboll and IEEP, 2015), combining case studies and detailed examinations by coun-

try experts, finds well developed communication between involved public governance levels, as 

well as highly trained employees of managing institutions, to lead to positive results. The case 

studies of EC (CSIL et al., 2018) report that current governance arrangements, institutions and 

stakeholders involved in a project are crucial factors influencing its success, with conflicting inter-

ests and unclear divisions of responsibilities being a hampering factor.  These findings imply that 

reallocating funds from regions with low quality institutions to regions with high quality institu-

tions will likely increase the overall effectiveness of CP, and to an extend this is already happening 

because of the higher absorption capacities of regions with better institutions (Charron, 2016). 

Public absorptive capacity  

Butkus et al. (2021) find that institutions have to be equipped with sufficient administrative ca-

pacity, to make Cohesion Policies effective. Additionally, positive results on growth are found in 

regions with decentralized structures (Baehr, 2006)Φ ¢ƻ Ŧǳƭƭȅ ŜȄǇƭƻƛǘ ǘƘŜ ŦǳƴŘΩǎ ōŜƴŜŦƛǘǎΣ ǎeveral 

empirical studies suggest that improving MSǎΩ ŀŘƳƛƴƛǎǘǊŀǘƛǾŜ ŎŀǇŀŎƛǘȅ ǎƘƻǳƭŘ ōŜ ƻŦ ƘƛƎƘŜǊ ǇǊƛƻǊƛǘȅ 

(Butkus et al., 2021; Arbolino & Boffardi, 2023). Likewise, survey and case study based EC reports 

describe that administrative and managerial capacity issues are related to implementation prob-

lems (KPMG and Prognos, 2016a) ŀƴŘ ǊŜǎǘǊƛŎǘ ǘƘŜ ŦǳƴŘǎΩ ŜŦŦŜŎǘƛǾŜƴŜǎǎ (Finnegan et al., 2016). 

Moreover, an analysis through HERMIN and QUEST Models by the EC suggest that regions with a 

greater preparedness and capacity to absorb funds display highest benefits (Applica et al., 2010). 
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Private absorptive capacity  

The importance of absorptive capacity is not limited to the administrative capacities of the public 

ǎŜŎǘƻǊΦ ¢ƘŜ ƭƛǘŜǊŀǘǳǊŜ ŦƛƴŘǎ ǘƘŀǘ ŜŦŦŜŎǘƛǾŜƴŜǎǎ ƻŦ ŦǳƴŘǎ ŀƭǎƻ ŘŜǇŜƴŘǎ ƻƴ ŀ ǊŜƎƛƻƴΩǎ ƻǊ ǎŜŎǘƻǊΩǎ ŀōƛƭƛǘȅ 

to exploit the funds and turn the transfers into economic growth (Becker et al., 2013). Sotiriou and 

Tsiapa (2015) use a growth model and find positive impacts of funds in regions where relevant 

input factors are available in abundance. For example, subsidies appear to have a greater effect in 

regions with low unemployment in the subsidised field (Neumark and Simpson). Likewise, the EC 

(Finnegan et al., 2016) finds a lack of absorption capacity in the subsidised sector to diminish the 

ŀōƛƭƛǘȅ ǘƻ Ŧǳƭƭȅ ŜȄǇƭƻƛǘ ǘƘŜ ŦǳƴŘǎΩ ǇƻǘŜƴǘƛŀƭΦ ! ǎǳǊǾŜȅ ŀƴŘ ŎŀǎŜ ǎǘǳŘȅ ŜǾŀƭǳŀǘƛƻƴ (KPMG and Prognos, 

2016a)  finds that CP is less effective for small firms, which are more often limited in their man-

agement capacities and their technical knowledge.  

Human capital 

The ability to effectively absorb the prƻǾƛŘŜŘ ŦǳƴŘǎ ƛǎ ŘŜǘŜǊƳƛƴŜŘ ōȅ ǊŜƎƛƻƴǎΩ ǇƻǘŜƴǘƛŀƭ ǘƻ ǎŀǘƛǎŦȅ 

the additional demand. This, in turn, depends on the availability of both human and physical cap-

ital. Becker et al. (2013) employing an RDD, and Rodríguez-Pose and Novak (2013), through a neo-

classical empirical model,  find human capital endowment to be an important determinant for the 

success of Cohesion Policies. For the funding periods from 1989 to 2006, Becker et al. (2013) report 

only 30 percent of recipient regions to display sufficiently high levels of human capital endow-

ments and institutional quality to be able to efficiently take advantage of the investments. Case 

studies from the EC (Applica et al., 2010) find regions with a workforce with low education levels 

to experience slow growth. Evidence from the EC (KPMG and Prognos, 2016b) suggests that this 

finding also holds true on the firm level, where investments into firms with high quality R&D in-

frastructure and qualified human capital resources seem to produce larger overall benefits. Cap-

pelen et al. (2002) also report a lack of R&D capabilities in less developed countries to hamper 

their ability to turn funds into growth. However, Crescenzi et al. (2020), using RDD estimations, 

find investments into R&D to yield more benefits in low-tech sectors and firms. 

Physical capital 

The RDD analysis by Gagliardi and Percoco (2017) finds that areas which benefit the most from 

cohesion transfers are rural ones close to a city, as they benefit from a decent degree of develop-

ment, while having the capacity to expand their economies. Similarly, the EC (DG REGIO and Joint 

Research Centre Seville, 2016), using the RHOMOLO Model, finds higher impacts of investments 

in regions which are close to other concentrated and trading regions, as well as generally closer 

to the core of the EU. Several case studies of the EC (Applica et al., 2010) also find growth in urban 

centres and capital regions to exceed growth in rural and particularly peripheral regions. The em-

pirical studies of Bachtler et al. (2017) and Percoco et al. (2008) suggest that rural areas in the 

periphery seem to be more affected by the transfers than central urbanised regions. 

3.3.5 Commission vs economic literature: A brief synthesis 

This section synthesizes the main dimensions of CP impact heterogeneity that were discussed in 

ǘƘŜ ǘǿƻ ǇǊŜŎŜŘƛƴƎ ǎŜŎǘƛƻƴǎΦ ¢ƘŜ ŀƛƳ ƛǎ ǘƻ ŜǾŀƭǳŀǘŜ ǿƘŜǊŜ ǘƘŜ ƭƛǘŜǊŀǘǳǊŜΩǎ ŀǎǎŜǎǎƳŜƴǘ ƻŦ ǘƘŜ ǊƻƭŜ 

these factors play generally agrees or disagrees. In particular, we distinguish between the eco-

nomic literature and the literature by the EC. Comparing these two providers of impact estimates 
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is instructive, as incentives and motives potentially differ strongly between the two. It is important 

to mention, that the assessments made are not always clear-cut, and this synthesis is by its nature 

a generalisation that serves as the basis to structure a discussion about discrepancies between 

these two major contributors to CP impact estimations. 

As a starting point for this synthesis we plot the impact estimates of CP for the 2014 to 2020 pro-

gramming period from the RHOMOLO model of the EC, which is presented in the left panel of 

Figure 3.3.1 below. Effects are largest in Eastern and Southern European regions, suggesting that 

the policy is contributing to territorial cohesion. The estimates from the model come with the 

general caveats laid out in Section 3.3.2. Additionally, they are expressed as estimated changes to 

GDP compared to a counterfactual scenario without the policy. That means, opposed to impact 

multipliers, they are not expressed in relation to the respective amount of funds received, and as 

such differences in impact might be driven by differences in funding amounts. 

Figure 3.3.1:  Estimates of the growth impact of Cohesion according to the RHOMOLO 

model 

  

Notes: The map on the left presents the impact of CP on GDP growth of regions over the 2014-
2020 funding period compared to a counterfactual of not having CP. Estimates come from the 
RHOMOLO model and are provided by Crucitti et al. (2022). The map on the right presents the 
same impact estimates but refined by us to control for the amount of cohesion funds dispersed to 
the region. The detailed methodology behind this exercise is presented in Box 3.3.1 below.  

We use these impact measures to back out the positive and negative correlates of CP as predicted 

ōȅ ǘƘŜ 9/Ωǎ wIhah[h ƳƻŘŜƭΦ ¢ƻ ǘƘƛǎ ŜƴŘΣ ǿŜ Ǌǳƴ ŀ ǎƛƳǇƭŜ ƻǊŘƛƴŀǊȅ ƭŜŀǎǘ ǎǉǳŀǊŜǎ ǊŜƎǊŜǎǎƛƻƴ ƻŦ 

variables that capture the dimensions of heterogeneity we identified in the qualitative literature 

review on the impact measures from the model, adjusted for the amount of funds spend in a 

region. The details of the model estimates, how we correct them for the amount of funds spent, 

and the empirical procedure behind the regression are detailed in Box 3.3.1 below.  

The results from this regression are summarized in Table 3.3.1. We see a number of the variables 

we employ turn out to be significantly correlated with the impact residual. From the last column, 

where we regress all variables jointly, we observe a statistically significant, negative relationship 

between the quality of government index, the unemployment rate, the population size, and GFCF, 

which captures investments. A positive significant correlation appears for the share of population 

with tertiary education. 
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Box 3.3.1: Impact eǎǘƛƳŀǘŜǎ ŦǊƻƳ 9/Ωǎ wIhah[h ŀƴŘ ƛǘΩǎ determinants 

To quantify the findings of the EC, we take region-specific estimates of the output impacts of CP 
ŦǊƻƳ 9/Ωǎ ǿƻǊƪƘƻǊǎŜ wIhah[h ƳƻŘŜƭΦ ¢ƘŜǎŜ ŜǎǘƛƳŀǘŜǎ ŀǊŜ ǇǊƻǾƛŘŜŘ ōȅ Crucitti et al. (2022) and 
they are plotted in the Figure 3.3.1 above. 

The magnitudes show the impact of cohesion on GDP growth in 2014-2020 compared to a coun-
terfactual scenario of not having cohesion at all. Unfortunately, multipliers, that is estimates show-
ing the impact per euro of cohesion funds spent rather than their total effects, are not made avail-
able by EC at the level of regions. We try to account for the differing amounts of funds disbursed 
to the regions in the following way. First, we regress the amount of cohesion funds as a share of 
GDP at the level of regions in 2014-2020, and several higher polynomials of this regressor, on the 
total impact estimates provided by EC. The EC reports these regional impact estimates in intervals, 
for which we take the median values to utilize them in our regression framework. We take the 
residual of this regression, which computes as the impact measure minus the predicted impact 
given the disbursed funds and the estimated coefficients from the regression. Conceptually this 
captures the part of the impact estimate that is not explained by the amount of funds. 

We plotted the residuals resulting from this regression in Figure 3.3.1, next to the raw data on 
impact estimates. The geographic heterogeneity in the two outcomes turns out to be quite similar. 

The residuals then serve as the outcome of a second-stage regression, where we study the deter-
minants of the output-impact of cohesion as estimated by EC. By utilizing the residuals we look to 
abstract from capturing differences in impact solely due to different amounts of funds spend in 
the regions. We take data from Eurostat to approximate the dimensions we have discussed in 
Sections 3.3.2 and 3.3.3, as closely as possible. Table 3.3.1 below shows the regression results and 
the rightmost column of Table 3.3.2 summarizes them. 

Table 3.3.1: Correlation of the impact residual and various conditioning factors 

 

In Table 3.3.2 below we summarizes our synthesis based on these findings and the qualitative 

review of the literature. Overall, the literature is in agreement that there are positive aggregate 
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growth effects from CP. These hold not only for transfers channelled into capital investment, but 

also for wage subsidies. There is further agreement that effects diminish after a given threshold 

of spending, with varying values for that threshold being found. Less consensus comes from the 

EC suggesting generally stronger effects than the economic literature, and also finding the effects 

to be very strong in the long-run. In contrast, the economic literature is not in agreement whether 

the short-run effects really persist in the long-run. 

Table 3.3.2: Synthesis of the findings of the literature and the correlates 

 

The strongest disagreements between impact estimates by the EC and the economic literature 

regard the effectiveness of CP in relation to local characteristics. The economic literature on the 

one hand is in consensus that cohesion has stronger effects in regions with good institutions, 

higher ex ante levels of income, good public and private absorption capacities and high endow-

ments of human and physical capital. While the EC and EC commissioned evidence from case stud-

ies mentioned in the preceding sections mirrors these findings, the correlational patterns pre-

sented in Table 3.3.1 suggest the opposite. The impact estimate residual (see Box 3.3.1 above for 

details) correlates negatively with local GDP, an indicator for the quality of governance, and GFCF. 

This suggests that CP impact as captured by the model is higher in regions where these factors are 

smaller. Given that these dimensions are strongly related to one another, it is plausible for the 

disagreements to be consistent across these factors.  

It is plausible that the differences in the findings relate to their methodological underpinnings. As 

we discussed in Section 3.3.2, simulation models rely more strongly on assumptions, which might 

or might not hold in reality, to produce their output estimates. A key assumption underlying the 

model is the fully efficient use of funds. This assumption requires that there is no scope for diverg-

ing funds to unproductive measures, for example, through corruption. If corruption hinders the 

efficient use of the funds more likely in regions with lower institutional capacity, this will not be 

adequately captured by the models estimates. Instead such places might receive larger impact 

estimates, if it is assumed that there are decreasing marginal returns to the stock of public invest-

ments, due to the negative correlation between institutional quality and the public capital stock. 

Thus the model estimates would suggest a negative relationship between institutional quality and 

impact, while the economic studies with causal identification approaches show a positive relation-

ship in Table 3.3.2. The example illustrates why relying on simulation modeƭǎ ǘƻ ŀǎǎŜǎǎ ǘƘŜ ǇƻƭƛŎȅΩǎ 

output effects and the conditioning factors shaping them, can be flawed. 

On the other hand, the models can incorporate spill-over effects of the policy, whereas in the 

quasi-experimental studies such spill-over effects would potentially attenuate the estimates, as 
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effects of the policy could indirectly affect the regions of the control group. This difference offers 

a partial explanation from a methodological standpoint for the disagreements in the size of the 

aggregate effect and the persistence of the effects. 

3.3.6 Conclusions 

The literature on the economic impacts of EU CP is large, naturally reflecting the economic size 

and the long history of the policy. This literature also exhibits a methodological diversity that re-

flects the complexity and multifaceted nature of the policy itself. Assessing the methodological 

maturity of this literature reveals a broad spectrum of approaches, ranging from causal designs to 

macro-economic models to qualitative case studies. However, limitations persist in precisely as-

sessing location-specific effects, leading to substantial disagreements regarding impact heteroge-

neities. This lack of consensus hampers efforts to determine which policies work better in which 

locations, highlighting the need for further research to address these methodological challenges. 

While there is general consensus on CP having a positive impact in the recipient regions in partic-

ular from investments funded under the policy, disagreements arise regarding the size and the 

long-term persistence of the aggregate effects. The EC asserts stronger aggregate effects and a 

long-term persistence, contrasting with the scholarly perspectives that suggest, if any, rather mild 

positive effects in the aggregate and effects of a shorter time horizon. An important additional 

element for the assessment of the aggregate effects of the policy is the question how it is financed. 

Taxes in the EU member countries can have deterring effects that lead to costs greater than one 

for raising one Euro of CP spending. 

As to the heterogeneities of impact, there is general agreement in the economic literature that 

factors such as the quality of institutions, absorptive capacity of regions, human and physical cap-

ital are important in making the policy more effective. However, one issue with this literature is 

that, such a wide consensus can also be attributed to the inability of the literature to really unpack 

the role of these different characteristics from each other, rather than serving as evidence for a 

strong consensus per se that all these and related dimensions matter.  

Nevertheless, the analysis by the EC is not fully consistent with the above because it suggests 

strong effects in poorer places. Since these places happen to have worse institutional quality, hu-

man capital, etc., empirically it comes out from our analysis that high impact is correlated with 

bad institutions. We discussed how these findings are related to the underlying modelling assump-

tions. Following from that discussion, the simulation model outputs should rather be understood 

ŀǎ ǇƻƛƴǘƛƴƎ ǘƻ ǘƘŜ ǇƻƭƛŎȅΩǎ ǇƻǘŜƴǘƛŀƭ ƻǳǘǇǳǘ ŜŦŦŜŎǘǎΣ ŀƴŘ should always be accompanied by a com-

prehensive discussion of the modelling assumptions. Crucially these assumptions should not just 

be laid out plain, but rather it should be discussed how their violation would affect the results. 

These debates lead to disagreements on the central question facing CP: Is there economic (and 

social) convergence across the regions or not? While some meta-analyses suggest convergence, 

distinctions between peripheral and core regions complicate the picture. Moreover, convergence 

is not universally observable across well-being measures beyond GDP, indicating a lack of broad 

consensus on the efficacy of CP in fostering regional convergence. We thus conclude that there is 

no broad consensus in the literature that cohesion is leading to the economic convergence of Eu-

ropean regions. 
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Finally, we note that several important questions remain under-researched in the literature. De-

spite consensus on the facilitative role of institutional quality and absorptive capacity, the policy 

implications of these factors remain ambiguous. Further research on isolating the more concrete 

mechanisms would be useful in designing well targeted policies. For example, lack of research on 

the crowd in or crowd out effects of cohesion on public and private investments, a question that 

Chapter 2.3 of this report focuses on, could help unpack the role of absorption capacities better. 

As another example, the productivity effects on the private sector are also not well studied, which 

would be an important step in understanding the persistence of the effects in the longer run. In 

this field, there seem to be major disagreements in the findings of model based and empirical 

approaches, which will be difficult to overcome with both approaches having methodological lim-

itations. The interaction of the various dimension of effect heterogeneity is also potentially im-

portant for understanding the effectiveness of cohesion but not trivial to study empirically. 
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4.1 Francesco Corti, Matteo Pedralli and Chiara Pancotti: The Recovery and Resilience 

Facility: Key Innovations and the Interplay with Cohesion Policy 

Francesco Corti (CEPS), Matteo Pedralli (CSIL, Milan), Chiara Pancotti (CSIL, Milan) 

Abstract 

With the aim of contributing to the ongoing discussions on the future of post-2027 CP, this chapter 
delves into the functioning of the RRF. It examines the interplay between the RRF and CP, illus-
trating their respective governance structures, the key strengths of the RRF, the main obstacles to 
its implementation, and the interaction between the two instruments. The chapter concludes that 
the RRF can provide at least two sources of inspiration for the future of CP and EU public invest-
ment policies: the performance-based payment mechanism and the link between reforms and 
investments. 

4.1.1 Introduction 

Established in February 2021, the RRF is the centrepiece of the NGEU recovery fund, temporarily 

set up in response to the Covid-19 pandemic. The general objective of the RRF is to promote the 

9¦Ωǎ ŜŎƻƴƻƳƛŎΣ ǎƻŎƛŀƭ ŀƴŘ ǘŜǊǊƛǘƻǊƛŀƭ ŎƻƘŜǎƛƻƴ ōȅ ǇǊƻǾƛŘƛƴƎ ŦƛƴŀƴŎƛŀƭ ǎǳǇǇƻǊǘ ǘo Member States in 

exchange of reforms and investments that address a significant subset of CSRs. The key novelty of 

the RRF is the funding mechanism not based on reimbursement of costs, but on the satisfactory 

fulfilment of the M&Ts agreed in their RRPs. !ǎ ǎǳŎƘΣ ǘƘŜ wwC Ƙŀǎ ōŜŜƴ ǇǊŜǎŜƴǘŜŘ ŀǎ ŀ ΨǇŜǊŦƻǊπ

mance-ōŀǎŜŘΩ ƛƴǎǘǊǳƳŜƴǘΦ tǳǘ ƛǘ ŘƛŦŦŜǊŜƴǘƭȅΣ ǿƛǘƘ ǘƘŜ wwCΣ ǘƘŜ ŦƻŎǳǎ ƻŦ ōǳŘƎŜǘƛƴƎ ǎƘƛŦǘǎ ŦǊƻƳ Ƴŀƴπ

ŀƎƛƴƎ όƛΦŜΦ ΨƘƻǿ ƳǳŎƘ ƘŀǾŜ ǿŜ ǎǇŜƴǘΚΩύ ǘƻ ǘƘŜ ŀŎƘƛŜǾŜƳŜƴǘ ƻŦ ǇƻƭƛŎȅ ƻōƧŜŎǘƛǾŜǎ όƛΦŜΦ ΨǿƘŀǘ ƘŀǾŜ ǿŜ 

accomplished ǿƛǘƘ ƻǳǊ ƳƻƴŜȅΚΩύ όh9/5Σ нллуύΦ 

Predictably, the launch of the RRF has led to a lively debate on the compatibility of this new in-

strument with traditional EU CP. A number of the ECA Journal published in May 2022 remarkably 

titled Cohesion and NextGenerationEU: Concord or clash?. The two instruments are in fact com-

parable in terms of size of the financial envelope (EUR 530 billion for Cohesion and EUR 723.8 

billion for the RRF) and breadth of the investment types supported. At the same time, as we will 

detail in this chapter, the economic rationale underpinning the two instruments differs signifi-

cantly and so does the governance structure. Such debate gained further prominence in light of 

the ongoing debate on the future of CP. As explicitly acknowledged by the High Level Group on 

the Future of Cohesion Policy, the RRF poses a set of questions that are linked to the governance 

and disbursement of EU funding as well as the role of structural reforms. Considering the tempo-

rary nature of the RRF and the ongoing reflections on the post-2027 CP, the question about which 

innovations can be taken and can inspire the next EU budget programming period is particularly 

compelling. 

Against the above, the purpose of this chapter is to deep dive into the functioning of the RRF ς 

more than three years after its adoption ς and investigate the interplay with CP. In particular, we 

aim to answer to the following questions: 

1. What are the key features of the RRF governance, and how does it compare with CP? 
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2. What have been - so far - the key strengths of the RRF? What have been the key obstacles 

for the implementation of the RRF? 

3. What is the interplay between the two instruments? 

To answer the above-listed research questions, the chapter will rely on multiple tools to ensure 

that the findings are based on factual evidence and on the opinions and perceptions of a wide 

range of stakeholders. Evidence has been collected through: 

1. Desk research and literature review of official documents and existing studies and reports analysing the 

interplay, differences, and similarities of the RRF and CP.  

2. Semi-structured interviews with stakeholders from the EC and national authorities from four selected 

MSs (Germany, Italy, Lithuania, and Spain).134 

The chapter is organized as follows. The next section will zoom in on the governance of the RRF 

and compare it with the governance of CP. The third section will instead illustrate the key success 

factors and the least effective in the implementation of the RRF. The fourth section will instead 

zoom in on the interplay between the RRF and CP. The last section concludes. 

4.1.2 The governance of the RRF and CP: a comparison 

To compare the RRF with CP we distinguish between the following dimensions: 

¶ Policy objectives and role of reforms 

¶ Governance processes and stakeholderǎΩ ƛƴǾƻƭǾŜƳŜƴǘ  

¶ Payments and monitoring and evaluation framework 

4.1.2.1 Policy objectives and the role of reforms  

The key documents of the RRF are the RRPs.135 The plans should consist of a comprehensive and 

coherent package of reforms and investments that fall under the scope of application of the Facil-

ity defined in Art. 3 of the Regulation, (i.e. the six pillars136) and contribute to achieve its general 

and specific objectives (defined in Art. 4). To be eligible for the RRPs, investments and reforms 

should be in line with a significant sub-set of CSRs addressed to the MSs in the context of the 

 
                                                        
134 The interviews have been conducted in the framework of the study supporting the Mid-term 
evaluation of the RRF, Ref No. 2023 ECFIN 002/B4. The study has been published on the 21 Feb-
ruary 2024. The independent study has been published together with the European Commission 
Staff Working Document as foreseen by the Regulation on the RRF, article 32. 

135 As stated in Art. 18 of the RRF regulation, a Member State wishing to receive a financial contri-
bution shall submit to the Commission a recovery and resilience plan.   

136 (a) green transition; (b) digital transformation; (c) smart, sustainable and inclusive growth, in-
cluding economic cohesion, jobs, productivity, competitiveness, research, development and inno-
vation, and a well-functioning internal market with strong SMEs; (d) social and territorial cohesion; 
(e) health, and economic, social and institutional resilience, with the aim of, inter alia, increasing 
crisis preparedness and crisis response capacity; and (f) policies for the next generation, children 
and the youth, such as education and skills. 
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European Semester, they should comply with the Do No Significant Harm (DNSH) and the addi-

tionality principles (Art. 5 of the Regulation), and they should contribute to the climate and digital 

targets by allocating at least 37% and 20% of the financial envelope to achieve respectively the 

green (including biodiversity) and digital transition objectives. 

Overall, the RRF objectives largely overlap with those of CP. If we look into the 5 thematic objec-

tives identified in the 2021-2027 CPR ς ǿƘƛŎƘ ǊŜǇǊŜǎŜƴǘǎ /tΩǎ ƪŜȅ ǊŜƎǳƭŀǘƻǊȅ ŦǊŀƳŜǿƻǊƪ ς these 

include also green and digital transition, smart and inclusive growth, and the implementation of 

the European Pillar of Social Rights. The main difference consists in the explicit reference to the 

sustainable and integrated development of all types of territories and local initiatives, which fig-

ures prominently in the CPR and is less explicit in the RRF. Such difference is all but minor and de 

facto reflects the different rationales underpinning the two instruments. The logic underpinning 

CP is primarily aimed at redistributing resources to less developed regions with the aim to contrib-

ute to upward economic and social convergence (Begg, 2010). By contrast, the RRF allocates re-

sources to national governments with the objective of improving the resilience, crisis prepared-

ness, adjustment capacity and growth potential of the MSs. 

In terms of horizontal principles, Art. 9 of the CPR for 2021-2027 explicitly mentions the respect 

for fundamental rights and compliance with the Charter of Fundamental Rights of the European 

Union137; equality between men and women and the integration of a gender perspective; preven-

tion of any discrimination; alignment with the objective of promoting sustainable development, 

taking into account the UN Sustainable Development Goals, the Paris Agreement and the DNSH 

principle.  

Moving to the role of reforms, CP also has an explicit link to the EU economic governance (since 

the 2014-2020 MFFύ ŀƴŘ ƛƴ ǇŀǊǘƛŎǳƭŀǊ ǘƻ ǘƘŜ /{wǎΦ ¢ƘŜ нлмо /tw ƛƴǘǊƻŘǳŎŜŘ ǘƘŜ ǎƻ ŎŀƭƭŜŘ ΨŜȄ-ante 

ŎƻƴŘƛǘƛƻƴŀƭƛǘƛŜǎΩ ǿƘŜǊŜōȅ ς inter alia ς MSs had to take into account the relevant CSRs in the prep-

aration of Partnership Agreements and OPs (Article 17(3) of the RRF Regulation, Article 12(1) of 

the CPR). Yet, a number of studies (Ciffolilli et al., 2018; Vita, 2018) have highlighted that even 

though the CSRs have been taken up in the strategic choices set out in OPs of the then named 

ESIF, in practice, the absence of clear incentives or sanctions has limited the influence of the CSRs. 

This notwithstanding, the link with the CSRs has been included also in the CPR for the new 2021-

2027 MFF, where investment priorities are defined during the programming process and re-as-

sessed (as per Article 18 of the current CPR) taking account of the CSRs. 

5ŜǎǇƛǘŜ ǘƘŜ ƭƛƴƪ ǘƻ ǘƘŜ /{wǎΣ ǘƘŜǊŜ ƛǎ ŀ ǎƛƎƴƛŦƛŎŀƴǘ ŘƛŦŦŜǊŜƴŎŜ ōŜǘǿŜŜƴ /tΩǎ ŜƴŀōƭƛƴƎ ŎƻƴŘƛǘƛƻƴǎ138 

and the reforms supported by the RRF. Indeed, the potential scope of RRF-supported reforms is 

wider. By contrast, the enabling conditions under CP are common to all MSs and their scope is 

limited to a number of specific areas. They are typically complied with through the adoption of 

strategies or administrative documents. In addition, the focus of the enabling conditions is to 

 
                                                        
137 The only reference to the Charter of Fundamental Rights of the EU within the RRF Regulation, 
in recital 33, is related solely to the right to conclude or enforce collective agreements or to take 
collective action.  

138 In 2021-2027, ex-ante conditionalities have been renamed as enabling conditions. 
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reach out to the territorial level with the aim to strengthen the effective implementation of public 

investments. By contrast, the RRF supports reforms that are not necessarily linked to the imple-

mentation of investments. 

On a different level, since the 2014-2020 programming period CP also includes a macroeconomic 

conditionality, allowing the Commission to suspend funds when MSs fail to reduce their excessive 

deficits. However, in practice, this provision ς which could represent a linkage with the European 

Semester ς has never been applied.139  

4.1.2.2 DƻǾŜǊƴŀƴŎŜΥ ǇǊƻŎŜǎǎŜǎ ŀƴŘ ǎǘŀƪŜƘƻƭŘŜǊǎΩ ƛƴǾƻƭǾŜƳŜƴǘ   

The RRPs are prepared by the MSs140 and are then assessed by the Commission. Beyond the com-

pliance with the above-mentioned criteria (CSRs, green and digital targets, DNSH and additional-

ity), the Commission assesses whether the arrangements proposed by the Member States con-

cerned are expected to ensure an effective monitoring and implementation of the recovery and 

resilience plan, including the envisaged timetable, M&Ts, and the related indicators. M&Ts are the 

measures of progress towards the achievement of a reform or an investment and are at the centre 

of the RRF performance-based approach.141 The fulfilment of M&Ts is in fact the basis for the 

Commission assessment of the payment requests by MS.142  

Based on this assessment, the Commission provides a proposal for a Council Implementing Deci-

sion (CID) setting out a binding set of measures, the associated M&Ts to be achieved, and the 

number and amount of instalments. Once the CID is adopted, it is complemented by operational 

arrangements143, the financing agreements on which the budgetary commitments are based, and 

 
                                                        
139 See Coman (2023) for a discussion of macroeconomic conditionality in CP, including a recon-
struction of the difficult debate that led to its inclusion in the 2014-2020 regulatory framework. 
2021-2027 CP keeps the key principles of macroeconomic conditionality, while adjusting some 
aspects of it: ESF+ and Interreg are excluded; no suspensions linked to excessive deficit are possi-
ble as long as the general escape clause of the Stability and Growth Pact is activated; the Commis-
sion cannot request a programme amendment during the first two years, the last year or two 
consecutive years. 

140 When drawing up RRPs, national authorities were required to consult local and regional au-
thorities, social partners, civil society, and youth organisations to the extent required by domestic 
legislation, and to provide in the RRPs a concise overview detailing the consultation process con-
ducted with social partners and stakeholders, showing how their inputs were integrated. 

141 The EC's guidelines for preparing the recovery plans specify that M&Ts should remain within the 
control of the Member States and should not be conditional on external factors such as the mac-
roeconomic outlook or the evolution of the labour market. As such, the Guidance suggests the use 
of input indicators or preferably output indicators, while it discourages impact indicators since 
they are not under the control of the Member States. It follows that, since fulfilling previously 
agreed M&Ts is the only criterion to justify disbursing an RRF payment request, M&Ts are likely to 
remain limited to tracking outputs rather than results or impacts. 

142 See the CID approving the assessment of the RRPs and the Staff Working Document accompa-
nying the EC proposal for CIDs. 

143 The EC prepared a template for operational arrangements but issued it in October 2021 after 
most CIDs had already been adopted. Operational arrangements contain details of how the CID 
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the loan agreements, if applicable. Changes to RRPs requƛǊŜ ǘƘŜ /ƻƳƳƛǎǎƛƻƴΩǎ ŀǎǎŜǎǎƳŜƴǘ ŀƴŘ ǘƘŜ 

/ƻǳƴŎƛƭΩǎ ŀǇǇǊƻǾŀƭ ŀǎ ǿŜƭƭΦ Lƴ ǘƘŜ ŎŀǎŜ aϧ¢ǎ ŀǊŜ ƴƻ ƭƻƴƎŜǊ ŀŎƘƛŜǾŀōƭŜΣ ŜƛǘƘŜǊ ǇŀǊǘƛŀƭƭȅ ƻǊ ǘƻǘŀƭƭȅΣ 

MSs can propose amendments to their RRPs. Article 21 of the RRF Regulation defines the condition 

ŦƻǊ ǇƭŀƴǎΩ ƳƻŘƛŦƛŎŀtions.144 ¢ƘŜ /ƻƳƳƛǎǎƛƻƴΩǎ ŀǎǎŜǎǎƳŜƴǘ ƻŦ ǘƘŜ ƳƻŘƛŦƛŎŀǘƛƻƴ ǊŜǉǳŜǎǘ ƛǎ ōŀǎŜŘ ƻƴ 

the evidence of objective circumstances that prevent MSs from fulfilling the initially planned mile-

stone or target.  

Overall, the governance of the RRF is significantly different from that of CP funds. First, at the 

programming phase, under CP, each MS signs a partnership agreement with the Commission, 

which sets out the strategic orientation of the funding and the arrangements for using it. It con-

tains details of national or regional programmes intended to address the main challenges facing 

the country or the region. The Commission adopts implementing acts to approve both the part-

nership agreement and the programmes145. While the partnership agreement can change only at 

the request of the MS following the mid-term review146, amendments to CP programmes, includ-

ing budget reallocations within the limits authorised by the CPR, occur frequently.147 Modifications 

of programmes only require the assessment and approval of the Commission. 

Finally, with respect to stakeholder involvement, in CP, MSs must apply the partnership principle, 

which consists in ensuring the involvement in CP implementation of regional, local, urban and 

other public authorities, civil society, economic and social partners and, where appropriate, re-

search organisations and universities.148 In the 2014-20 cycle, a code of conduct on partnership149 

was also issued, which continues to apply in 2021-27. Concretely, the principle translates into the 

different partners having the opportunity to contribute to drawing up partnership agreements, 

through ad-hoc consultations, the participation in regular meetings and the submission of written 

contributions, and to similarly participate in preparing, implementing and evaluating each pro-

gramme. In relation to 2021-27, these contributions were found to have helped, to some degree, 

in making programmes specific to the local and regional context (even if less so in the preparation 

of national partnership agreements) and were recognised as enablers of place-based sustainable 

 
                                                        
will be monitored, and what evidence the Commission expects to see to demonstrate that each 
milestone and target has been achieved. 

144 tƭŀƴǎΩ ƳƻŘƛŦƛŎŀǘƛƻƴǎ ŀǊŜ ǇƻǎǎƛōƭŜ ŀƭǎƻ ōŀǎŜŘ ƻƴ ǘǿƻ ƻǘƘŜǊ ŀǊǘƛŎƭŜǎ ƻŦ ǘƘŜ wwC wŜƎǳƭŀǘƛƻƴΦ .ŀǎŜŘ 
on Art 14.4 Member States could request a loan until 31 August 2023 and therefore submit a 
modified RRP. Based on Art. 11.2, MSs could revisit their plans if the financial contribution 
amounts relative to the 30% of the envelope was revisited in July 2022. 

145 A significant difference lies ƛƴ ǘƘŜ ŦŀŎǘ ǘƘŀǘ ǿƘƛƭŜ ǘƘŜ /ƻƳƳƛǎǎƛƻƴΩǎ ŀǎǎŜǎǎƳŜƴǘǎ ƻŦ ŀŘƻǇǘŜŘ 
RRPs are publicly available, those of CP partnership agreements and programmes are only shared 
with the national and regional authorities concerned. 

146 According to Article 13 of the CPR a Member State may submit to the Commission by 31 March 
2025 an amended Partnership Agreement, taking into account the outcome of the mid-term re-
view. 

147 Amendments of programmes are regulated in article 24 of the CPR. 

148 Recital 14 of the CPR. 

149 Commission Delegated Regulation (EU) No 240/2014. 
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and digital transitions, being especially important in the phase of needs analysis and priority de-

velopment.150 

4.1.2.3 Payment system and monitoring and evaluation framework 

As a performance-based instrument, the RRF implementation is based on the fulfilment of M&Ts. 

Payment requests may be submitted by the MSs to the Commission twice a year. For each pay-

ment request, the MSǎ ŎƻƳƳƛǘ ǘƻ ƛƳǇƭŜƳŜƴǘ ŀ ŎŜǊǘŀƛƴ ƴǳƳōŜǊ ƻŦ aϧ¢ǎΦ ¢ƘŜ /ƻƳƳƛǎǎƛƻƴΩǎ ŀǎπ

sessment of the M&Ts fulfilment relies on their description (set out in the CIDs) as well as the 

context and purpose. In the case of non-fulfilment of M&Ts related to a payment request, the 

Commission proposes to suspend all or part of the financial contribution. In addition, under the 

RRF MSs can access a single pre-financing of up to 13% of the grant, and if relevant, the loan.151 In 

February 2023, the Commission presented a Communication in which it explains in detail the func-

tioning of both the framework for assessing M&Ts and the payment suspension methodology, and 

in particular the application of upward coefficients to decide on the amount to be suspended. The 

coefficients are based on the importance of the milestone or target and differ depending on in-

vestments and reforms.152  

Contrary to the RRF, CP finances operations primarily based on the reimbursement of incurred 

costs instead, albeit not exclusively. In the 2014-20 period, CP has foreseen Simplified Cost Options 

(SCOs) as well, consisting in predetermined unit costs, flat rates and lump sums being used for the 

reimbursement of expenditures. MSs could also choose to claim reimbursements based on Financ-

ing Not Linked To Cost (FNLTC) in selected sectors, but this option was not widely adopted. In 

2021-27, further steps towards a performance-based approach have been taken: SCOs become 

mandatory for operations under EUR 200,000, and technical assistance for programme manage-

ment is reimbursable through flat rates. FNLTC is confirmed as a possible form of disbursement, 

and technical assistance to strengthen the capacity of beneficiaries and partners (other than pro-

gramme management-related technical assistance) is reimbursed only by means of FNLTC. 

As to the monitoring aspect, in the RRF, the Delegated Regulation (EU) 2021/2106 imposes an 

obligation on MSs to report twice a year on the progress of M&Ts (no later than by 30 April and 

15 October), even in absence of a payment request. MSs report their progress in achieving their 

M&Ts due in the past and twelve months into the future. In addition to M&Ts, the RRF includes 

also other types of performance information, i.e. 14 common indicators, set out by the Delegated 

Regulation (EU) 2021/2106. These indicators are used for the purpose of monitoring and evalua-

tion of the Facility towards the achievement of the RRF general and specific objectives. MSs shall 

report to the Commission on the common indicators twice a year (by February and August) and 

the information is included in the RRF Scoreboard, which displays information on the progress of 

 
                                                        
150 European Committee of the Regions (2021b). 

151 Article 13 of the RRF Regulation. 

152 !ǎ ŜȄǇƭŀƛƴŜŘ ƛƴ !ƴƴŜȄ LL ƻŦ ǘƘŜ 9/ /ƻƳƳǳƴƛŎŀǘƛƻƴΥ ΨhƴŎŜ ŎƻǊǊŜŎǘŜŘ ǳƴƛǘ ǾŀƭǳŜǎ ŀǊŜ ŜǎǘŀōƭƛǎƘŜŘΣ 
upward and downward adjustments will be made in the specific cases outlined below. The final 
amount to be suspended per unfulfilled milestone or target will be equal to the corrected unit 
ǾŀƭǳŜ ǎǳōƧŜŎǘ ǘƻ ŀƴȅ ǳǇǿŀǊŘ ŀƴŘ ŘƻǿƴǿŀǊŘ ŀŘƧǳǎǘƳŜƴǘ όΨǎǳǎǇŜƴǎƛƻƴ ǾŀƭǳŜΩύΦ 
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the implementation of the RRPs in each of the six pillars, as well as the progress on the fulfilled 

aϧ¢ǎΦ /ƻƴǘǊŀǊȅ ǘƻ ǘƘŜ aϧ¢ǎΣ ƘƻǿŜǾŜǊΣ ŎƻƳƳƻƴ ƛƴŘƛŎŀǘƻǊǎ ŀǊŜ ƴƻǘ ǳǎŜŘ ŦƻǊ ǇŀȅƳŜƴǘǎΩ ŘƛǎōǳǊǎŜπ

ments or suspension. 

The CP approach concerning monitoring is different. Over time, the Commission has promoted 

and supported the development of a detailed system for data reporting concerning not only data 

on expenditure progress and thematic and geographic distribution of CP funds, but also different 

features of the operations implemented. Granular information on the operations is made availa-

ble by the managing authorities of each programme, which have to maintain a list of operations 

by programme and by fund and publish it online. In some cases, national authorities also make 

available lists of operations featuring additional details compared to what is foreseen in the CPR. 

Such comprehensive lists represent formidable sources of information, enabling a thorough map-

ping of financed operations. Being able to elaborate on the types of projects that have concretely 

benefitted from EU funding allows to understand how the strategic priorities identified in the pro-

gramming phase have been translated into reality, and in principle these datasets can offer essen-

tial insights on the relevance and the coherence of the expenditure. The Commission has also 

recently taken steps to integrate such national datasets in a unified database at EU level, enriching 

them with further detail, even though this exercise faces multiple hurdles.153 Furthermore, under 

CP, data on financial implementation and details of the operations constitute a first pillar of mon-

itoring and data reporting; a crucial second pillar is represented by performance indicators, i.e. 

output and result indicators, which are at the core of monitoring activities. In 2014-20, mandatory 

common indicators, instrumental for aggregating data at EU level, were introduced154, and the 

capacity of MSs and regions to collect data also improved (Pelegrin & Colnot, 2020). The 2021-27 

regulatory framework (with some minor modifications) has kept the common indicators, seen as 

key for aggregating data and ensuring accountability and policy learning. The common output in-

dicators for ERDF, CF and JTF, for instance, are 97, common result indicators are 66. Under CP, the 

monitoring systems are managed by the managing authority of each programme, and their per-

 
                                                        
153 More information is available here: https://cohesiondata.ec.europa.eu/stories/s/2014-2020-
Data-on-operations-WP2-public-/h9bm-ur7f/. 

154 Four categories of indicators were established in the CPR, based on two fundamental variables: 
whether indicators concern implemented operations or observed change, and whether indicators 
are at the programme level or belonging to the list of EU common indicators: 1) Programme-spe-
cific output indicators are collected based on the type of interventions financed under each pro-
gramme. For example, they can refer to the number of supported firms, jobs created, new kilo-
metres of rail lines built, etc. They offer information on the implementation of projects and are 
linked to targets; 2) Programme-specific result indicators are collected based on each pro-
ƎǊŀƳƳŜΩǎ ǎǇŜcific objectives, and they measure change brought about in different policy areas 
(i.e. in the priority concerned). Their progress is compared to a baseline and a target. They may 
capture not only the impact of programme interventions but also other factors external to the 
policy; 3) Common output indicators are set out at EU level and apply across all MS and regions, 
providing information that can be aggregated. They are set out in the Annexes of fund-specific 
Regulations and are mandatory; 4) Common result indicators: only relevant for ESF/YEI, not for 
ERDF and CF. 
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formance indicators are not linked to disbursement. Five times a year, managing authorities sub-

mit financial data to the Commission, and twice a year performance data. The Commission, in 

addition to managing the Cohesion Open Data Platform, issues an annual management and per-

formance report to the Parliament, in the context of the discharge procedure (European Court of 

Auditors, 2023a, p. 53). In the face of such an ambitious approach to monitoring, managing au-

thorities have over time set up wide-ranging monitoring systems and consolidated the data 

flows.155 In some countries, the RRF monitoring systems are largely based on the CP ones, for 

instance in Lithuania and Romania, in light of the infrastructure and expertise built over time. At 

ǘƘŜ ǎŀƳŜ ǘƛƳŜΣ ƘƻǿŜǾŜǊΣ /tΩǎ ŜǾƻƭǳǘƛƻƴ ǘƻǿŀǊŘǎ ŀƴ ŜǾŜǊ ƳƻǊŜ ŀƳōƛǘƛƻǳǎ ƳƻƴƛǘƻǊƛƴƎ Ƙŀǎ ŀƭǎƻ ōŜŜƴ 

attached to recurring concerns about administrative burden on public authorities and beneficiar-

ies (see, for example, Pellegrin & Colnot, 2020). 

Finally, in terms of evaluation system, the RRF only foresees a mid-term and an ex-post evaluation 

carried by the EU Commission. By contrast, under CP, in addition to the mid-term and ex-post 

evaluation by the Commission, the MSs perform evaluations of programmes following an evalua-

tion plan. 

The table below provides a summary comparison of the RRF and CP. 

Table 4.1.1: Comparison of the RRF and Cohesion Policy governance 

 CP 2021-2027 RRF 

Overarching 
legal basis 

Common Provision Regulation (2021) and pro-
gramme-specific regulations 

Regulation (EU) 2021/24 

Objectives 5 policy objectives, specific objectives 6 pillars 

Key docu-
ments 

Partnership agreements 

Programmes 

NRRPs 

Operational arrangements 

Conditionali-
ties 

Enabling conditions 

Improved and more operational links with Eu-
ropean Semester ς focus on investment-re-
lated CSRs esp. at the beginning of the pro-
gramming (2019 CSRs) and during the mid-

term review (2024 CSRs) 

Eligibility criteria 

CSRs pre-condition to accept 
reforms and investments 

Amend-
ments 

Possible based on Art. 13 (for partnership 
agreements, taking into account the mid-term 

review) and Art. 24 (for programmes) 

Possible based on Art. 21 
(objective circumstances), 

Art. 14.4 (loan request). Art. 
11.2 (grant revision) 

Monitoring 
Transmission of financial data 5 times per year, 
annual review meeting, final implementation 

report 

Common indicators 

Social Expenditure method-
ology 

 
                                                        
155 See Vignetti et al. (2022) for an overview of the different types of monitoring systems for 2014-
20 ERDF and Cohesion Fund, their quality and challenges. 
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Obligatory publication of all information and 
data 

Transmission of data two 
times a year within the Se-

mester on M&Ts 

Evaluations 

No obligation to conduct an ex-ante evaluation 
by MS 

MS obliged to finalise by end-June 2029 an 
evaluation for each programme to assess its 

impact 

Commission to conduct mid-term evaluation by 
end-2024 and a retrospective evaluation by 

end-2031 

RRF Mid-term and ex-post 
evaluation  (Art. 32) 

Financial 
Support 

Union contribution reimbursement also 
through FNLTC & based on SCOs (clear condi-
tions covered by programme decision) and re-

duced scope of controls and audits 

Empowerment for Commission to set up off-
the-shelf methods for Union contribution 

through SCOs and FNLTC 

FNLTC (payment based on 
achievement of 

milestone and targets) 

Role of the 
EC (planning 

phase) 

Draft budget and accompanying documents in 
particular the Programme Statements (Finan-

cial Regulation) 

Management Plans which show the actions and 
outputs for the year ahead, reflecting the prior-
ities set in the State of the Union address and 

in the Work Programme 

Commission shall assess the 
relevance, effectiveness, ef-
ficiency and coherence of 

the RRP, taking into account 
the following criteria which 
it shall apply in accordance 

with Annex V of the RRF 
Regulation 

Integrated Financial Reporting Package, in par-
ticular the Annual Management and Perfor-
mance Report, which includes separate sec-

tions on performance and results and on man-
agement achievements. 

May review Common Strategic Framework if 
changes are made in the EU strategy 

Approval of the disburse-
ment requests based on 
aϧ¢ǎΩ ŦǳƭŦƛƭƳŜƴǘ 

Source: Own elaboration. 

4.1.3 The key strengths of the RRF compared to the CP 

The independent study supporting the RRF Mid-term evaluation (Corti et al., 2024) identifies three 

factors as the most effective of the RRF: the speed of disbursement, the link between investments 

and reforms and the performance-based approach. In what follows we focus on the link between 

investments and reforms under the RRF and the performance-based approach. 

Support to reforms: As stressed above, the key novelty of the RRF is the link between reforms and 

investments and the requirement to comply with a significant sub-set of CSRs as an eligibility con-

dition for the measures included in the plans. To date, more than one third of all measures in the 

27 RRPs are reforms (around 2,187 reforms compared to 3,780 investments).  
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The CSRs conditionality attached to the RRPs pushed MSs to put in place controversial reforms for 

which there would otherwise be insufficient political capital (see examples below). Second, the 

wwC ŘŜŦƛƴŜǎ ŀ ŎƭŜŀǊ ǘƛƳŜƭƛƴŜ ŦƻǊ ǘƘŜ ǊŜŦƻǊƳǎΩ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ ŀƴŘ aϧ¢ǎ ǘƻ ƳƻƴƛǘƻǊ ǘƘŜ ŜŦŦŜŎǘƛǾŜ 

ƛƴǘŜǊƳŜŘƛŀǘŜ ǎǘŜǇǎ ŦƻǊ ǘƘŜ ǊŜŦƻǊƳǎΩ ŀŘƻǇǘƛƻƴΦ ¢ƘŜ ŜȄ-ante definition of a rigid timeline, accompa-

nied by well-defined M&Ts, the fulfilment of which is a condition of the payment disbursement, is 

indicated as a key factor to accelerate the political discussion on reforms which would otherwise 

have taken a much longer time to be adopted. 

Predictably, the effectiveness of the RRF in supporting reforms increases in those countries that 

are the largest beneficiaries of the RRF envelope. According to Italian interviewees, without the 

RRF it would not have been possible to adopt in such a short timing and at the same time the 

public administration, justice (civil justice, criminal justice, insolvency framework and tax courts) 

and competition reforms (to update the regulatory framework to attract both public and private 

investment). Similarly, the Spanish authorities acknowledge the key role of the RRF in accelerating 

key reforms such as the labour market and the pension reforms that were adopted in consultation 

with social partners in a very short time frame. By contrast, in other MSs, the reforms introduced 

with the RRF are not of the same magnitude. In some countries, like Germany, the reforms in-

cluded in the plans were either already foreseen in the government coalition programme or intro-

duced only relatively minor changes. This notwithstanding, also in a country like Germany, with 

relatively lower financial incentives, based on an interview with national authorities, the RRF in 

part contributed to accelerating the introduction of important reforms, like the joint programme 

at national and regional levels to tackle investment bottlenecks. 

hǾŜǊŀƭƭΣ wwtǎ ƘŀǾŜ ǳǎŜŘ ǘƘŜ ǘŜǊƳ άǊŜŦƻǊƳέ ǘƻ ǊŜŦŜǊ ǘƻ ŘƛŦŦŜǊŜƴǘ ŀŎǘƛƻƴǎΣ ǊŀƴƎƛƴƎ ŦǊƻƳ ŀƳōƛǘƛƻǳǎ 

and structural changes in key policy sectors (not necessarily linked to investments) to the adoption 

of rather simple administrative documents, or measures that were already foreseen and almost 

completed before the pandemic and the launch of the RRF.156 Yet, in their most ambitious form, 

reforms under the RRF have the potential to overhaul the governance of entire policy sectors and 

to introduce disruptive innovations at the legislative level. 

Performance-based approach: As highlighted in the study supporting the mid-term evaluation of 

the RRF, the shift towards performance-based budgeting in the RRF has been welcomed as a pos-

itive innovation by several MSs. The shift towards the performance-based approach is considered 

effective because it ensures predictability and accountability through the clear ex-ante definition 

of M&Ts and the establishment of a clear timeline for implementation. Article 20 of the Regulation 

in fact specifies that the time limit by which the final M&Ts must be completed is 31st August 2026, 

while payments shall be made by 31st December 2026.  

 
                                                        
156 For example, in the Operational Arrangements between the Commission and Spain, a milestone 
(related to measure C10.R1) concerns the creation of the Institute for the JTF. The Institute, es-
tablished in April 2020, was already foreseen in the Just Transition Strategy approved in February 
2019, although not yet put into law. Even if in line with the possibility for the RRF to finance re-
forms and investments made from February 2020, this example offers an illustration of a case 
where a reform did not really disrupt the policy framework. 
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Predictability and accountability are welcomed as effective aspects of the RRF for two main rea-

sons. First, the RRF performance-based approach was positively welcomed as a positive cultural 

shift in public policymaking. The ex-ante formulation of expected M&T is perceived as enhancing 

deliberation about the usefulness of policy instruments and gives clear metrics to evaluate suc-

cess. Moreover, the selection of reforms and investments based on expected results pushed MSs 

to think about reforms and investments in parallel and this is a positive element because it forces 

having a coherent approach.  

Second, the approach of M&Ts attaches additional leverage for administrations at the domestic 

level (Bokhorst & Corti, 2023). The requirement to prepare reforms and investments plans and 

ǘƘŜ ƭƛƴƪ ōŜǘǿŜŜƴ aϧ¢ǎ ŦǳƭŦƛƭƳŜƴǘ ŀƴŘ ǇŀȅƳŜƴǘǎΩ ŘƛǎōǳǊǎŜƳŜƴǘ ǿŀǎ ŀƴ ƛƴŎŜƴǘƛǾŜ ŦƻǊ some national 

governments to include long-time contested measures in the plans. This is particularly true in 

those countries like Spain, Croatia, Italy, Portugal, where the financial envelope is high and where 

the risk of losing EU funds due to noncompliance with M&Ts is higher. In these cases, the perfor-

mance-based approach reduces leeway for deviation and increases common responsibility to 

meet the agreed objectives within the agreed timeline. By contrast, in countries with lower finan-

cial envelope from the RRF, the financial incentive of the RRF is lower and therefore also the in-

centive to comply with the M&Ts included in the plan. This said, even in countries with a higher 

RRF financial envelope the choice of reforms did not incentivise governments to adopt long-

awaited reforms but to rather include measures that are easier to implement in order to avoid 

ǇƻǎǎƛōƭŜ ŘŜƭŀȅǎ ǿƛǘƘ ǘƘŜ ǇŀȅƳŜƴǘǎΩ ǊŜǉǳŜǎǘǎΦ 

!ǘ ǘƘŜ ǎŀƳŜ ǘƛƳŜΣ wwCΩǎ ŀǇǇǊƻŀŎƘ Ƙŀǎ ōŜŜƴ ǎǳōƧŜŎǘ ǘƻ ǾŀǊƛƻǳǎ ŎǊƛǘƛŎƛǎƳǎΣ ƛƴŎƭǳŘƛƴƎ ŦƻǊ ƴƻǘ ǊŜŀƭƭȅ 

being performance-based. The ECA, ŦƻǊ ƛƴǎǘŀƴŎŜΣ ŀǎǎŜǎǎŜŘ ǘƘŜ wwCΩǎ ǇŜǊŦƻǊƳŀƴŎŜ ƳƻƴƛǘƻǊƛƴƎ 

framework as capable of measuring implementation progress, but not sufficient to capture per-

formance (ECA, 2023d) and the literature has come to similar conclusions (see, for example, Zeitlin 

et al., 2023; Böhme et al., 2023). More specifically, ECA noted that a key weakness of RRF M&Ts 

lies in their focus on inputs and especially on outputs, rather than results. In addition, their level 

of ambition varies, with some of them being more demanding than others157. Even in cases where 

the same cross-border project is supported under multiple RRPs, M&Ts are not harmonised. More-

over, some M&Ts are not described in a clear way: this poses risks in terms of difficult assessment.  

Literature also sheds light on the need for caution in what can reasonably be expected from a 

result-based system in light of previous experiences. According to a study by the World Bank, there 

Ƙŀǎ ōŜŜƴ άŀ ƎŜƴŜǊŀƭ ǇŀǘǘŜǊƴ ƻŦ ŘƛǎŀǇǇƻƛƴǘƳŜƴǘ ǿƛǘƘ ǘƘŜ ǊŜǎǳƭǘǎ ƻŦ ǇŜǊŦormance budgeting, bal-

ŀƴŎŜŘ ōȅ ŀ ǎǘǊƻƴƎ ōŜƭƛŜŦ ƛƴ ǘƘŜ ǳƴŘŜǊƭȅƛƴƎ ƭƻƎƛŎέΣ ƭŜŀŘƛƴƎ ǘƻ ŀ άƎŀǇ ōŜǘǿŜŜƴ ǇǊƻƳƛǎŜ ŀƴŘ ǇǊŀŎǘƛŎŜέ 

 
                                                        
157 ECA provides examples illustrating a large diversity in final targets of measures related to the 
following domains: training initiatives; industry decarbonisation; energy efficiency; sustainable 
transport. For instance, in the ŘƻƳŀƛƴ ƻŦ ƛƴŘǳǎǘǊȅ ŘŜŎŀǊōƻƴƛǎŀǘƛƻƴΣ ǘŀǊƎŜǘǎ ǊŀƴƎŜ ŦǊƻƳ άƴǳƳōŜǊ 
ƻŦ ŎƻƳǇƭŜǘŜŘ ǇǊƻƧŜŎǘǎέ ǘƻ άŎƻƳǇƭŜǘƛƻƴ ƻŦ ǇǊƻƧŜŎǘǎ ŀŎƘƛŜǾƛƴƎ ŀǘ ƭŜŀǎǘ ол ҈ ǊŜŘǳŎǘƛƻƴ ƛƴ ƛƴŘƛǊŜŎǘ ŀƴŘ 
direct greenhouse gas emissions compared to the ex-ŀƴǘŜ ŜƳƛǎǎƛƻƴǎέΦ Lƴ ǘƘŜ ŀǊŜŀ ƻŦ ǎǳǎǘŀƛƴŀōle 
ǘǊŀƴǎǇƻǊǘΣ ǘŀǊƎŜǘǎ ǊŀƴƎŜ ŦǊƻƳ ǘƘŜ ƴǳƳōŜǊ ƻŦ άǾŜƘƛŎƭŜǎ ǇǳǊŎƘŀǎŜŘέ όƻǊ άǾŜƘƛŎƭŜǎ ǇǳǊŎƘŀǎŜŘ ŀƴŘ ƛƴ 
ƻǇŜǊŀǘƛƻƴέ ƻǊ άǾŜƘƛŎƭŜǎ ǊŜǇƭŀŎŜŘ ǿƛǘƘ ŜƭŜŎǘǊƛŎ ƻƴŜǎέύ ǘƻ άǊŜŘǳŎŜŘ ŀƛǊ Ǉƻƭƭǳǘŀƴǘ ŜƳƛǎǎƛƻƴǎέ ōȅ ǳǎƛƴƎ 
more sustainable means of transport. Source: ECA (2023). Special report 26/2023. 
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(Moynihan & Beazley, 2016). Payment systems not linked to costs may in fact create distortive 

incentives158: public administrations may set unambitious targets; they may focus on short-term 

goals rather than adopting a long-term vision; they may deliver outputs and results by focusing on 

ǘƘŜ ƴŜŜŘǎ ǘƘŀǘ ŀǊŜ ŜŀǎƛŜǎǘ ǘƻ ǘŀŎƪƭŜ όŦǊŜǉǳŜƴǘƭȅ ǊŜŦŜǊǊŜŘ ǘƻ ŀǎ άƭƻǿ-ƘŀƴƎƛƴƎ ŦǊǳƛǘǎέύΣ ǊŀǘƘŜǊ ǘƘŀƴ 

on the greatest needs.159 

4.1.4 Persisting concerns and similarities with CP funds 

While the RRF has been welcomed for some positive innovations, regarding the speed of disburse-

ment, the support to reforms and the shift to FNLC, still several challenges emerge in the imple-

mentation of the new facility that largely resemble concerns already affecting CP. 

Low absorption capacity: As emerges in the study supporting the mid-term evaluation of the RRF, 

the lack of administrative capacity is one of the main obstacles to effective implementation of the 

RRF investments in a number of MSs, in particular those who were already facing low absorption 

rates of EU funding. This is indicated as one of the main causes for delays in the investments, and 

especially so those that involve local and regional authorities. Such delays are also in part due to 

the parallel implementation of the RRPs and CP, which translates into parallel processes for data 

collection, monitoring and reporting, which adds to the difficulties emerging from the novelty of 

the RRF per se as a new instrument.  

Among the problems related to the low administrative capacity affecting the absorption of the 

RRF funding, the following can be identified: 

¶ The inefficient management of resources and processes by the administrations in charge 

of the interventions;  

¶ The complexity of the paperwork for accessing RRF funds; 

¶ The cumulative delays in the expression of opinions and the granting of authorisations by 

national and local public authorities;  

¶ The lack of coordination between several implementing bodies. 

Despite the support to strengthen the administrative capacity put in place by some MSs, this re-

mains a significant factor affecting the effectiveness of the RRPs as well as CP. As several re-

searches pointed out already in 2020, the main risks of delays due to administrative capacity in 

the RRF regard the same MSs that had a low absorption rate under CP. As an example, in Italy, the 

lack of administrative capacity risks reinforcing the pre-existing territorial asymmetries whereby 

local authorities in disadvantaged territories do not access to RRF funding. In this respect, the 

Lǘŀƭƛŀƴ DƻǾŜǊƴƳŜƴǘΩǎ 5ŜǇŀǊǘƳŜƴǘ ƻŦ /ƻƘŜǎƛƻƴ tƻƭƛŎƛŜǎ ǎǘǊŜǎǎŜŘ ǘƘŀǘ ς mainly due to a lack of ad-

ministrative capacity - 30% of the resources so far awarded through competitive procedures in the 

 
                                                        
158 See Moynihan (2009), Moynihan (2011), Beazley (2018), Zeitlin et al. (2023), Darvas & Weslau 
(2023). 

159 More broadly, an idea frequently mentioned in relation to the use of targets in public policy is 
the so-ŎŀƭƭŜŘ άDƻƻŘƘŀǊǘΩǎ ƭŀǿέΣ ŀŎŎƻǊŘƛƴƎ ǘƻ ǿƘƛŎƘ ά²ƘŜƴ ŀ ƳŜŀǎǳǊŜ ōŜŎƻƳŜǎ ŀ ǘŀǊƎŜǘΣ ƛǘ ŎŜŀǎŜǎ 
ǘƻ ōŜ ŀ ƎƻƻŘ ƳŜŀǎǳǊŜέΦ 
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South of Italy are subject to a medium to high risk of reallocation outside the South (Presidenza 

del Consiglio dei Ministri, 2022). In Spain, the lack of support and technical assistance to providers 

or local authorities to accurately develop project proposals and the lack of time to present projects 

which is linked to the lack of sufficient personnel are indicated as well as two key concerns ham-

pering the effectiveness of the RRF investments in childcare.  

Low flexibility: with the implementation of the RRPs, the demand for flexibility has increased as a 

result of the changing circumstances affecting the roll-out of the national plans, such as pressure 

on energy, food and other commodity prices, and the disruptions in global supply chains and lo-

gistics, linked to the war in Ukraine, but also the delays cumulated because of administrative de-

lays and the innovative nature of certain types of investments. Such demand for flexibility is linked 

mainly to: 1) the M&Ts assessment by the Commission and 2) the possibility of changing the plans.  

With respect to the assessment of M&Ts, MSs are concerned about the lack of clarity on the in-

terpretation of deviation from the agreed M&Ts, and criticize the discretion of the Commission in 

the assessment, especially when it comes to reforms. Even though the 2023 Communication by 

the Commission on the suspension methodology has been welcomed, still some MSs criticize the 

application of upward adjustment coefficients, considered as unclear, unpredictable and of non-

transparent nature. At the same time, MSs criticize the increasingly rigid and excessively literal 

interpretation of the Commission of M&Ts. According to some MSs ς given the changing circum-

stances in which plans are implemented ς more flexibility should be granted in the assessment of 

M&Ts. Such flexibility is interpreted in terms of deviation especially from the targets and in the 

timeline of the M&Ts. With respect to these concerns, however, we should recall that when as-

sessing M&Ts fulfilment, the Commission relies on their description (set out in the CIDs) and con-

sider the context and purpose to determine the requirements that MSs must fulfil. This means 

that the Commission considers the broader objective of the measures assessed. This said, deviat-

ing from what agreed in the M&Ts would be infringing the performance nature of the RRF itself. 

For this reason, the EC communication of February 2023 explains that in a limited number of cir-

cumstances and in line with the application of the de minimis principle, minimal deviations linked 

to the amounts, formal requirements, timing or substance can be accepted. Annex II of the EC 

Communication further details the framework for assessing M&Ts and the application of the min-

imal deviations. Yet, to preserve predictability and accountability, one should refrain from any 

discretionary approach in the assessment of the M&Ts.  

With respect to the possibility of changing the plans, MSs think that the revision process is bur-

densome, slow and implies unnecessary complexity. They point to the lack of difference between 

the procedures to introduce small or major changes, and between types of investments (based on 

risk profiles). They criticize the lengthy procedures, even in the case of minor adjustments, and 

ǘƘŜ ǘƛƳŜ ƭŀƎ ōŜǘǿŜŜƴ ǇƭŀƴǎΩ ƳƻŘƛŦƛŎŀǘƛƻƴǎ ŀƴŘ /ƻǳƴŎƛƭ ŀǇǇǊƻǾŀƭ ƻŦ ǘƘŜ ǇǊƻŎŜŘǳǊŜǎΦ MSs point to 

the risk that the lack of flexibility, in this case, might hinder the planǎΩ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ ŀƴŘ ǘƛƳŜƭȅ 

presentation of payment requests. They further highlight the excessive number of procedures and 

justification that increases the time for modification so much that it almost makes the modifica-

tion itself ineffective, especially considering the final deadline for the RRF of 2026. 
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Administrative burden: as emerges in the study supporting the RRF mid-term evaluation, there is 

widespread concern that the RRF, as currently managed, imposes unnecessary administrative bur-

dens on public administrations. Unnecessary administrative burden is linked to several aspects: 

¶ ¢ƘŜ ǇǊƻŎŜŘǳǊŜǎ ǘƻ ǊŜǾƛŜǿ ǘƘŜ ǇƭŀƴǎΤ 

¶ ¢ƘŜ ǊŜǇƻǊǝƴƎ ƻƴ ŎƻƳƳƻƴ ƛƴŘƛŎŀǘƻǊǎΤ  

¶ ¢ƘŜ ƳǳƭǝǇƭŜ ŀǳŘƛǘǎ ŀƴŘ ŎƻƴǘǊƻƭǎ ōȅ 9¦ ŀƴŘ ƴŀǝƻƴŀƭ ƛƴǎǝǘǳǝƻƴǎΦ 

With respect to the procedures to modify the plans, they are considered not only limitedly flexible 

(as illustrated above) but also excessively burdensome. Several MSs lament that the Commission 

asks for excessive justification for the objective circumstances. In this respect, the informal dia-

logue between MSs and the Commission is considered in part helpful but in part also a burden, 

ǿƘƛŎƘ ǎƛƎƴƛŦƛŎŀƴǘƭȅ ǎƭƻǿǎ Řƻǿƴ ǘƘŜ ǇƭŀƴǎΩ ƳƻŘƛŦƛŎŀǘƛƻƴΦ Lƴ ǘƘƛǎ ǊŜǎǇŜŎǘΣ ǎƻƳŜ ŎƻǳƴǘǊƛŜǎ ŎǊƛǘƛŎƛǎŜ ǘƘŜ 

long time it takes for the Commission to answer MSs requests, which clashes with the amount of 

documentation that is then required of MSs in a very short time.  

Regarding excessive reporting, MSs specifically highlight common indicators, deemed as not use-

Ŧǳƭ ŦƻǊ ǘǊŀŎƪƛƴƎ ŀŎǘǳŀƭ wwtǎΩ ǊŜǎǳƭǘǎΦ Lƴ ǘƘƛǎ ǊŜǎǇŜŎǘΣ ǎƻme countries note that continuous reporting 

risks diverting attention from effective implementation. Common indicators were not included in 

the initial proposal for the RRF regulation published by the Commission on 28th May 2020 but were 

introduced during the negotiations between the Council and the Parliament under the request of 

ǘƘŜ ƭŀǘǘŜǊ ǿƛǘƘ ǘƘŜ ŀƛƳ ǘƻ ǊŜƎǳƭŀǊƭȅ ǊŜǇƻǊǘ ƻƴ ǘƘŜ wwC ƻōƧŜŎǘƛǾŜǎΩ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ ǇǊƻƎǊŜǎǎΦ Lƴ 

practice, however, the reporting on common indicators is not linked to the specific implementa-

tion of RRF reforms and investments and, therefore, as stressed by a majority of MSs, it is impos-

sible to draw a causality line between the reported information and the progress in the RRF im-

plementation which thus puts into question the added value of this exercise. As observed by the 

ECA, contrary to the common indicators in CP, the RRF ones do not have associated targets to be 

achieved and are not systematically linked to each RRP, which thus diminishes their contribution 

to actually report on the progress of the measures in the plans.  

With respect to audit and controls, a large majority of MSs considers the lack of clarity with respect 

to the role of audits and controls at the EU and national level as the least effective aspect of the 

RRF. National coordination bodies complain in particular about the lack of clarity in the RRF regu-

lation about the authority in charge of the audit and control, the excessive documentation re-

quested by multiple actors at the same time, which is considered inefficient and detrimental to 

the roll-out of the plans. Further, the lack of clarity is also linked to the time spent by national 

authorities in providing justifications for the controls and audits and the time spent with control 

and audit bodies in mission to MSs. Some countries stress that the audit and control system im-

poses unrealistic and pointless verification requirements. 

Overall, the impression in a majority of MSs is that the administrative costs of RRF compliance are 

higher or much higher than other national investment programmes and similar or even higher 

than the CP funds. The perception of MSs is that the RRF is becoming progressively more focused 

ƻƴ ΨǊŜŎŜƛǇǘǎΩ ǘƘŀƴ ΨǊŜǎǳƭǘǎΩΣ ǿƛǘƘ ǘƘŜ Ǌƛǎƪ ǘƘŀǘ ƛǘ ŘƻŜǎ ƴƻǘ ŎƻƴǘǊƛbute productively to improving the 

implementation of the reform and investment projects themselves.  
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4.1.5 The interplay between RRF and CP 

The interplay between RRF and CP has been analysed by looking at two aspects: 

¶ The demarcation and complementarity between the two instruments 

¶ The challenges due to the parallel implementation of these instruments. 

4.1.6 The demarcation and complementarity between the two instruments 

During the programming phase of RRF and 2021-27 CP programmes, MSs had the responsibility of 

ensuring that coordination and consistency between the two were in place. In fact, the parallel 

execution of RRF and CP enables MSs to strategically choose between financing investments using 

either of the two instruments. It is explicitly prohibited for an operation to receive funding from 

both RRF and CP, and RRF resources cannot be used to cover the national co-financing of CP pro-

jects. 

Within the RRF regulatory framework, the responsibility for ensuring the harmonious interaction 

of both instruments was delegated to national authorities. Overall, since CP partnership agree-

ments were still in the early stages of development when national RRPs were submitted, RRPs 

only provided concise descriptions of how the RRF and CP complemented each other. For instance, 

the RRPs from Germany, Italy, and Spain included general references to the need for alignment 

but lacked specific details on how the RRPs related to the national partnership agreement or CP 

programmes. As noted by the ECA (ECA, 2023a), while RRPs laid out some fundamental principles 

regarding complementarity, further coordination during the implementation phase at regional 

and project levels remained necessary. A study commissioned by the Committee of the Regions 

also noted that the lack of elaboration in RRPs regarding their connection to CP reflected the lim-

ited involvement of local and regional authorities in the planning process (European Committee 

of the Regions, 2021).  

However, some MSs have devised specific demarcation strategies, and the literature has identified 

various types of approaches in this regard (Lopriore, 2022):  

¶ A thematic demarcation involves setting aside certain areas of funding exclusively for the 

RRF. This type of demarcation is heavily influenced by the regulatory framework, as the 

RRF can support sectors that fall outside the typical scope of CP, such as the justice sector.  

¶ A territorial demarcation, where the RRF and CP focus on different types of geographic 

regions, such as rural and urban areas.  

¶ A demarcation based on the type of beneficiary, e.g. distinguishing between public and 

private entities.  

¶ A temporal demarcation, where funds are absorbed first from RRF resources and then 

from CP funds.  

Partnership agreements and CP programmes also offer general guidance on demarcation in rela-

tion to the RRP, but even they do not extensively detail it. For instance, the Italian partnership 

agreement makes frequent but somewhat vague references to synergies with the RRF across var-

ious investment sectors and it acknowledges that demarcation will be a crucial issue at a later 
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stage, setting up a specific technical panel to address it during the implementation phase (as of 

October 2023, the panel is not yet in place). 

Illustrative examples show that MSs have adopted a combination of demarcation criteria. 

¶ In Germany, the demarcation strategy was driven by the separate governance of the two 

instruments, with RRF being centrally managed and CP programmes implemented by Län-

der. This separation discouraged demarcation based on types of territories and instead 

favoured a thematic and beneficiary-based approach. For instance, the German RRP sup-

ports energy efficiency measures in residential buildings, while ERDF provides support for 

non-residential ones.  

¶ In Italy, the demarcation primarily follows a thematic approach. The RRF allocates signifi-

cant funding to sectors that are not covered by CP, such as justice, or to sectors to which 

CP provides much fewer resources, like healthcare. Elements of demarcation based on 

beneficiary types or types of investment are also present. Similar to Germany, the funding 

for energy efficiency interventions in public buildings is expected to come mainly from CP, 

while the RRF's contribution in this area is relatively smaller. For energy communities with 

fewer than 5,000 residents, support is provided through the RRP, whereas those with more 

than 5,000 residents are funded by CP. Furthermore, large infrastructure projects are gen-

erally included within the RRP, while regional-level projects tend to fall under CP. 

¶ In Lithuania, different types of demarcation are in place, depending on the sector. In some 

cases, the demarcation of investments is based on a territorial approach. In the field of the 

development of the ecosystem for innovative start-ups, the support for from CP funds is 

directed to the start-ups in the region of Central-Western Lithuania, while RRF invests into 

the start-ups in the Capital Region.  Beneficiary preparedness is also taken into considera-

tion. In the transport sector, CP funds sustainable mobility measures for 18 major cities 

and resorts that have already adopted Sustainable Urban Mobility Plans (SUMPs) in the 

ŦǊŀƳŜǿƻǊƪ ƻŦ ǘƘŜ hǇŜǊŀǘƛƻƴŀƭ tǊƻƎǊŀƳƳŜ ŦƻǊ ǘƘŜ 9¦ ŦǳƴŘǎΩ ƛƴǾŜǎǘƳŜƴǘǎ нлмп-2020. For 

the other 2 cities, whose SUMPs were not financed by the funds of 2014-2020, sustainable 

mobility measures are funded through the RRF. 

¶ In Spain, the demarcation approach partly follows a thematic pattern. The RRP outlines 

major interventions in areas such as labour and pensions, along with significant support 

for improving the country's transport infrastructure. In contrast, the 2021-27 CP allocates 

only 3% of its total budget to Policy Objective 3 (A more connected Europe by enhancing 

mobility), focusing more heavily on competitiveness and innovation (26% to Policy Objec-

tive 1 ς Smarter Europe), the green transition (28% in total to Policy Objective 2 ς Greener 

Europe, and the Just Transition), and social and inclusive growth (36% to Policy Objective 

4 ς Social Europe). A temporal demarcation toward the RRF is observed under the social 

component: actions related to vocational training are supported by the RRP until 2024, 

followed up by CP in subsequent years through ESF+. 

Against this background, while demarcation strategies are crucial to prevent overlaps between 

the two instruments, they do not necessarily guarantee complementarities (i.e. the financing of 
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different operations that complement each other, or the use of the two instruments to fund dif-

ferent aspects of the same operation). In theory, as also recognised by EPRC (2021) as well as 

Bachtler and Mendez (2021), the potential for complementarities between the two instruments 

was substantial due to thematic overlaps that could be exploited to generate additional impacts, 

the RRF's ability to enhance investment framework conditions and implement broad Country-Spe-

cific Recommendations, and the possibility to build on CP's experience for RRF implementation. 

However, there are practical difficulties that hinder complementarities including the limited or 

absent explicit territorial dimension of the RRPs (resulting in divergent focuses compared to CP), 

complex strategic and operational cooperation, thematic overlaps that increase the risk of com-

petition, prioritization of RRPs over CP due to the pressure for rapid absorption, differing govern-

ance systems, and challenges in aligning schedules and procedures of different funds.  

In the implementation phase, CP procedures provide mechanisms for establishing clear demarca-

tion boundaries and promoting complementarities between RRPs and CP investments. Pro-

gramme monitoring committee meetings within each CP programme, in particular, enable in-

depth and frequent discussions on these issues. Additionally, the selection criteria are a vital com-

ponent in this demarcation and coordination endeavour. As the RRF implementation progresses, 

it is expected that complementarities are more likely to emerge in successive funding with CP 

funds, ensuring the sustainability of EU public investment even after the RRF concludes. However, 

this mechanism could potentially slow down the CP implementation. 

As the implementation of RRF reform components advances, the synergies between RRF-sup-

ported reforms and CP investments gain prominence. RRF support for reforms directly benefits CP 

in the sectors it invests in, and indirectly through broader reforms that establish a strong frame-

work for public investments. Sectoral reforms supported by the RRF introduce innovation into the 

context in which CP investments operate. This includes new legislation, strategies, governance 

structures, and simplified procedures. In turn, CP programmes provide financial resources to uti-

lize the revised framework, promoting on-the-ground investments. Therefore, support for reforms 

is a necessary complement to CP's investment focus, as confirmed by interviewees from various 

backgrounds. For instance, in Italy, RRF support for reforms and investments in energy and trans-

portation is combined with ERDF measures. In Spain, updates to the Water Law and related regu-

lations supported by the RRP are expected to create a legal framework conducive to increased 

investments, including those co-funded by CP funds.  In Lithuania, RRF-supported reforms related 

to lifelong learning are coupled with ESF+ following up with post-reform training activities. Addi-

tionally, public administration reforms, while not providing immediate benefits, have a positive 

impact on the implementation of public investments, including under the CP framework. This rea-

soning also applies to justice reforms at an indirect level. 

4.1.7 The challenges due to the parallel implementation of the two instruments 

The limited absorption capacity of MSs is considered the most significant challenge for the simul-

taneous implementation of the RRF and CP programmes. The running of both instruments in par-

allel can in fact exacerbate administrative capacity gaps, in view of the considerable burden and 

pressure placed on central and local administrations, as well as external experts and private enti-
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ties. According to the ECA (ECA, 2023a), for instance, the parallel programming of the two instru-

ments was problematic, further prolonging the traditional delays associated with MFF program-

ming.  

As stressed above, these shortcomings linked to the absorption capacity have multifaceted causes, 

including issues related to human resources in the public sector (e.g., insufficient staffing, lack of 

specialized staff, regulatory constraints on hiring, high staff turnover, unattractiveness of the pub-

lic sector for skilled professionals, lack of strong management input, frequent changes in leader-

ship) and frequent changes in legislation (e.g., in procurement rules). In Italy, for instance, there 

is a well-acknowledged presence of weaknesses in conceiving, designing, and implementing pro-

jects, especially at the local administration level.  

The differing eligibility periods between the RRF and CP, coupled with the absence of a national 

co-financing requirement for the former, have significant implications in terms of coordination 

and prioritization challenges. MSs must align their project planning and implementation schedules 

with the specific eligibility periods of each instrument to efficiently maximize the use of available 

funds. This can result in variations in the prioritization of existing project pipelines. Additionally, 

final beneficiaries, such as municipalities and enterprises, need to determine which instrument 

aligns better with projects in their investment plans based on eligibility criteria and fund timing, 

influencing the selection and sequencing of projects.  

Linked to the above, a further challenge relates to substitution (or displacement) effects. Accord-

ing to interviews conducted in the context of the mid-term evaluation of the RRF, the latter gen-

erated substitution effects to the detriment of CP for 2021-27 programmes, while not significantly 

for 2014-20 programmes, as these were already well advanced. For 2021-27, in some MSs, mature 

projects expected to be implemented under 2021-27 CP were shifted to the RRP. This choice is 

clearly linked to the shorter timeframe of the RRF (due to end in 2026). A shift of mature projects 

occurred for instance in Spain, Italy and Greece, where the RRP received higher priority and media 

attention, and expectations of a lower burden compared to CP, due to the absence of a national 

co-financing obligation. However, the significance of the substitution issue varies depending on 

the specific national circumstances. In countries with substantial investment gaps in traditional 

sectors and extensive project pipelines such as Romania, RRF resources are perceived to comple-

ment CP to address existing needs.  

There are also signs of investments returning from the RRF to the CP framework, but the extent 

of this phenomenon remains to be seen. In Italy, for instance, some railway projects have been 

withdrawn from the RRP and will likely be funded under the national Development and CF, which 

Italy uses to complement CP. However, it is too early to draw definitive conclusions regarding the 

significance of these shifts. 

Moreover, during the implementation phase, two potential additional risks can emerge: first, the 

RRF might hinder balanced socio-economic development between core areas and peripheries, as 

well as more and less developed regions; second, the RRF might jeopardise the integrated and 

holistic investment approach promoted by CP in the last decades. As concerns the first aspect, due 

to its objectives and focus on green and digital investment with a place-blind approach, RRF re-

sources naturally concentrate on more developed regions and country capitals compared to CP. 

This tendency can be exacerbated by the prevalence of responses to national-level calls originating 
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from areas with higher administrative capacity or a larger productive base. Even in a country like 

Italy, where the RRP aims to allocate at least 40% of the resources to less developed regions in the 

South, compliance with this provision is at risk due to the insufficient absorption capacity of po-

tential beneficiaries in these regions. This situation creates a trade-off between efficiency and eq-

uity in determining territorial allocations.  

As for the second potential risk, consider the following illustrative example: CP has implemented 

S3 to promote comprehensive innovation and industrial policies. These strategies identify priority 

areas for investment in a specific territory based on local strengths, potential, and an entrepre-

neurial discovery process involving broad stakeholder engagement. While S3 strategies have been 

a key component of CP since 2014-20, the RRF, which does not mention S3 in its regulation, does 

not enable the same level of policy design based on place-based analyses, local engagement pro-

cesses, and an integrated approach to the industrial and innovation domains. This lack of align-

ment between the RRF investments and S3 has been observed in Spain (Gañán de Molina et al., 

2022), and efforts by the Commission's Joint Research Centre are underway to identify potential 

synergies between the two. 

Against the above, one might conclude that the lack of a regional anchor is necessarily a limitation 

of the RRF. This might be the case of investments in policy areas that by definition serve the needs 

of a limited territory, providing the necessary infrastructure for the provision of essential services 

(for instance in the areas of transport, management of environmental resources, education, 

health infrastructure). Other policy domains, however, have a less pronounced local dimension, 

but address essential collective needs: this is the case of European public goods160, such as security 

and defence, health research, R&D in large and complex projects, the fight against climate change. 

For investments in these areas, the centralisation of planning of the RRF and the lack of a place-

based approach could be also seen as a positive element, as it could allow for a more rational and 

efficient resource allocation. In this regard, more than half of the RRPs include measures contrib-

uting to multi-country projects or cross-border initiatives related to the green transition, with the 

IPCEI on hydrogen exhibiting the highest uptake. The second biggest contribution is seen in the 

area of the digital transition, where once more, most RRPs include measures contributing to multi-

country projects or cross-border initiatives. Here, the IPCEIs on microelectronics (12 RRPs) and 

cloud technologies (6 RRPs) are amongst the multi-country projects with the highest take-up in 

RRPs.  

4.1.8 Conclusions 

With a view to contribute to the ongoing reflections on the future of post-2027 CP, this chapter 

offered a comparative analysis of the key features of the governance of the RRF and CP, shedding 

light on the strengths and the least effective aspects of the former. We further delved into the 

interplay between RRF and CP in four countries, with a focus on the demarcation and complemen-

tarity between the two instruments as well as on the challenges due to their parallel implementa-

tion. Based on what illustrated above, we conclude that the RRF can provide at least two sources 

 
                                                        
160 For a discussion on European public goods see Buti & Papaconstantinou (2022); Buti et al. 
(2023). 
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of inspiration for the future of CP and EU public investment policies: the performance-based pay-

ment mechanism and the link between reforms and investments.  

First, the conditionality of payments upon fulfilment of M&Ts is one of the most appreciated key 

innovations introduced with the RRF. Even though the implementation of this new approach ς as 

discussed above ς came with some concerns on persisting administrative burden linked mainly to 

the excessive reporting requirements and overlapping of audits and controls, MSs still consider 

the shift towards performance-based budgeting as an important innovation, for some countries ς 

like Italy and Spain ς an important cultural shift in public policy making. The positive appreciation 

of the M&Ts approach is linked to the predictability of policy planning due to the ex-ante definition 

of investments and reforms, and their expected outputs, in a clear timeline, as well as to account-

ability. Overall, predictability and accountability are appreciated as they enhance transparency in 

public finance and increase the efficiency of decision making. In this respect, several MSs high-

lighted that the RRF ς similarly to CP ς represented an incentive to the development of a more 

effective structure for monitoring the implementation of domestic policies. Put differently, the 

continuous monitoring is perceived as a positive effect and a shift towards an evaluation culture 

ƻŦ ǇǳōƭƛŎ ǇƻƭƛŎƛŜǎΦ !ǘ ǘƘŜ ǎŀƳŜ ǘƛƳŜΣ ŀ ǇƻǎƛǘƛǾŜ ǇŜǊŎŜǇǘƛƻƴ ƻŦ ǘƘŜ wwCΩǎ ǇŜǊŦƻǊƳŀƴŎŜ-based ap-

proach might be linked to the fact that M&Ts are focused more on inputs and outputs than to 

results: if MSs had to demonstrate the achievement of actual results generated by outputs, it is 

possible that their opinion on the performance-based approach would be less positive.  

While CP has traditionally been on a continuous trajectory of policy adjustments and evolution 

toward a more performance-oriented implementation system, with the 2021-27 regulatory pack-

ŀƎŜ ǊŜǇǊŜǎŜƴǘƛƴƎ ǘƘŜ ƭŀǘŜǎǘ ǎǘŜǇΣ ǘƘŜ wwCΩǎ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ Ŏŀƴ ǎŜǊǾŜ ŀǎ ŀƴ ƻŎŎŀǎƛƻƴ ŦƻǊ ǇƻƭƛŎȅ 

ƭŜŀǊƴƛƴƎΦ ¢ƘŜ wwCΩǎ ǇŜǊŦƻǊƳŀƴŎŜ-based payment system, in this regard, can be a stimulus for re-

flection, even though some simplification might be introduced to avoid the above-mentioned ad-

ministrative burden. Moreover, a detailed examination would be needed to ensure that the weak-

nesses identified by ECA and the literature are properly addressed. Margins for simplification of 

the RRF approach can be identified to reduce the burden linked to plan amendments, control and 

audits, and reporting procedures: 

¶ Plan amendments: currently, the RRF Regulation does not foresee differentiated proce-

dures to introduce small or major changes in the plans, which translates in unnecessary 

long procedures that unavoidably slow down the implementation of the plans. A possible 

wŀȅ ǘƻ ǎƘƻǊǘŜƴ ǘƘŜ wwtǎΩ ƳƻŘƛŦƛŎŀǘƛƻƴ ǇǊƻŎŜǎǎ ǿƻǳƭŘ ōŜ ς in the case of minor adjustment 

ς to rely only on the Commission assessment without the necessary approval by the Coun-

cil as it already happens with CP.  

¶ Reporting requirements: administrative burdens are linked also to the biannual reporting 

ƻƴ aϧ¢ǎΩ ǊŜǉǳƛǊŜƳŜƴǘǎ ǿƘƛŎƘ ƛǎ ƴƻǘ ŀƭǿŀȅǎ ƴŜŜŘŜŘ ŜǎǇŜŎƛŀƭƭȅ ƛƴ ǘƘŜ ŎŀǎŜ ƻŦ ŎƻǳƴǘǊƛŜǎ ǘƘŀǘ 

already have two payment requests per year and therefore do submit biannually the in-

formation on the status of M&Ts. In this case, the reporting system could be steered to 

avoid duplication of the reporting process by making the biannual reporting voluntary in 

these cases. The second administrative burden related to reporting concerns the common 

indicators, which are considered largely not able to really link the RRF intervention to the 
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outcome tracked, as stressed in the recent report by the ECA (2023d). In this case, making 

the reporting on common indicators voluntary could be envisaged. 

¶ Audit and controls:  significant administrative burden comes from the unclarity on the au-

dit and control responsibility distribution and the overlap between national control sys-

tems, the Commission and the ECA resulting in time-consuming and inefficient processes 

that risk shifting the focus away from performance to cost justification. In this respect, 

simplification can be gained by ensuring better coordination among actors and avoiding 

multiple checks, reducing requests from Commission for supplementary information to be 

on the side of caution for future ECA audits, and performing ex-ante checks on the relia-

bility and accuracy of data on M&Ts, as recently suggested also by the ECA (2023d). 

Second, while the real impact of the reforms supported by the RRF is still to be realised, the acti-

vation of reforms, encompassing not only 'enabling' reforms for investments like permitting under 

REPowerEU but also more traditional structural reforms and those designed to safeguard the 

proper use of EU funds, is widely acknowledged as a positive aspect of the RRF and impactful 

policy mechanism when combined with investments. The RRF contributed to putting on the 

agenda long-awaited reforms linked to the CSRs. Especially in countries receiving a comparatively 

ƘƛƎƘŜǊ ŦƛƴŀƴŎƛŀƭ ŜƴǾŜƭƻǇŜ ŦǊƻƳ ǘƘŜ wwCΣ άǇǳǘǘƛƴƎ ŀ ǇǊƛŎŜ ǘŀƎέ ƻƴ ǊŜŦƻǊƳǎ ŀŎǘǎ ŀǎ ŀƴ ƛƴŎŜƴǘƛǾŜΦ ¢ƘŜ 

link between the financial support is unanimously recognized as the most relevant factor explain-

ƛƴƎ ǘƘŜ wwCϥǎ ǎǳŎŎŜǎǎ ƛƴ ƛƴǘǊƻŘǳŎƛƴƎ ǊŜŦƻǊƳǎ ŀŘŘǊŜǎǎƛƴƎ ǘƘŜ {ŜƳŜǎǘŜǊΩǎ /{wǎΦ ¢ƘŜ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ 

of the RRF reforms has led to tangible results across a wide range of policy areas: labour market 

(Spain), social protection and pensions (Croatia, Latvia, Lithuania, Spain), civil and criminal justice 

(Italy, Spain, Croatia) public administration, including digitalisation (Italy, Slovakia), spending re-

view and public finance governance (Belgium), licensing simplification reforms to boost the invest-

ments in renewables (Greece, Portugal, Spain), roll-out of renewable energy and sustainable 

transport (Croatia, Romania), structural reform of the education system (Spain, Croatia) as well as 

research and innovation (Spain). Clearly, translating the investment-reform approach of the RRF 

into CP might not be as easy and in this respect the main limit comes with the government level 

involved in the decision. As stressed above, the successful implementation of the reforms is linked 

to the commitment of national or federal governments while CP is managed in many MSs at the 

regional level.  

To conclude, this chapter provided a broad illustration of the functioning of the RRF and compared 

it with CP. In so doing we highlighted some of the strengths and weaknesses of the former with 

the aim to identify ς in a preliminary fashion ς possible elements that could be considered in the 

current debate on the future of CP. This said, no straightforward transfer of these two elements 

into CP is possible. Careful research is needed to assess if and how to embed them within CP, due 

to the complexity of the policy. The current parallel implementation of RRF and CP, anyway, rep-

resents an extraordinary laboratory for experimenting new ideas and approaches. The RRF could 

be a source of inspiration on how to tackle present and upcoming challenges, and any reflections 

on the future of the EU budget will need to build on the lessons learned from its experience.   
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Evaluations161 

Zareh Asatryan (ZEW Mannheim), Carlo Birkholz (ZEW Mannheim and University of Mannheim), 

Friedrich Heinemann (ZEW Mannheim and University of Heidelberg) 

Abstract 

Independent and high-quality evaluations of government policies are an important input for de-
signing evidence-based policy. Lack of incentives and institutions to write such evaluations, on the 
other hand, carry the risk of turning the system into a costly beauty contest. We study one of the 
most advanced markets of policy evaluations in the world, the evaluations of EU Cohesion Policies 
by its MS. We use LLMs quantify the findings of about 2,300 evaluations, and complement this 
data with our own survey of the authors. We show that the findings of evaluations are inconsistent 
with those of the academic literature on the output impacts of CP. Using further variation across 
MS, our analysis suggests that the market of evaluations is rather oligopolistic within MS, that it is 
very fragmented across the EU, and that there is often a strong involvement of managing author-
ities in the work of formally independent evaluators. These factors contribute to making the find-
ings of the evaluations overly optimistic (beautiful) risking their overall usefulness (evidence-
based policy). We conclude by discussing reform options to make the evaluations of EU Cohesion 
Policies more unbiased and effective.  

4.2.1 Introduction 

CPΣ ǿƘƛŎƘ ŀŎŎƻǳƴǘǎ ŦƻǊ ŀǊƻǳƴŘ ŀ ǘƘƛǊŘ ƻŦ ǘƘŜ 9¦Ωǎ ōǳŘƎŜǘ ŀƴŘ funds over 10% of all public invest-

ments in the EU, is the most evaluated of all EU policies (Darvas et al., 2019; Heinemann et al., 

2024). In fact, with the mandatory nature of these evaluations since the 2014-2020 programming 

period (Pellegrin et al., 2020), this evaluation system is advanced, with the EU scoring far ahead 

ƻŦ ŀƴȅ h9/5 ŎƻǳƴǘǊȅ ŀŎŎƻǊŘƛƴƎ ǘƻ h9/5Ωǎ ƛƴŘŜȄ ƻŦ ǘƘŜ ǎǘǊŜƴƎǘƘ ƻŦ ǇŜǊŦƻǊƳŀƴŎŜ ōǳŘƎŜǘƛƴƎ ŦǊŀƳŜπ

works (Downes et al., 2017). 

The aims of this evaluation system are clear, and they generally follow those of other systems of 

performance budgeting. High-quality evaluations can potentially improve policy design by basing 

them on evidence, and they may also induce learning externalities and increase the transparency 

of the budget. 

These goals are important for any society, but there is a trade-off. Evaluations are not costless, 

they include direct monetary costs and, perhaps more importantly, they induce indirect costs by 

setting compliance rules and increasing bureaucracy. Thus, the question is whether the CP evalu-

ation system provides the correct incentives to systematically produce high-quality evaluations, 

so as to provide a solid basis for better policy design. 

 
                                                        
161 Acknowledgement: We thank the German Federal Ministry of Finance for sponsoring this pro-
ject. We are grateful to Julia Bachtrögler-Unger, Maximilian von Ehrlich and Maxime Fajeau for 
comments, as well as to Yanxi Hou, Hana Jomni and Patrick Büscher for valuable research assis-
tance. 
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Such incentives should promote the establishment of competitive markets of independent and 

capable evaluators who are able to write impartial and generally high-quality evaluations. Lack of 

such incentives, on the other hand, carries the risk of turning the system into a costly beauty con-

test, where the good performance of policies is simply stamped by the evaluations without any 

serious implications for improving future policy. 

To answer this question, we, for the first time in the literature, quantitatively analyse the CP eval-

uations performed by MS in the last two programming periods. Apart from providing the first 

methodological basis for systematically analysing the evaluation system, our work is relevant for 

thinking about reform priorities that improve the evaluation system of EU CP. More generally, our 

ǿƻǊƪΣ ǿƘƛŎƘ ƛǎ ōŀǎŜŘ ƻƴ ǘƘŜ ŜȄǇŜǊƛŜƴŎŜ ŀŎŎǳƳǳƭŀǘŜŘ ǎƻ ŦŀǊ ŦǊƻƳ ǘƘŜ 9¦Ωǎ ǿŜƭƭ-developed evalua-

tion system and which exploits the unique variation in evaluation markets across the EU MS and 

regions for its quantitative analysis, can inform the design of evidence-based policies elsewhere. 

Examples may include the impact of development aid, which is very often evaluated but where 

the so-called micro-macro paradox is pervasive (Mosley, 1986; Doucouliagos & Paldam, 2009), the 

national systems of evaluations in both developing and developed countries many of which are 

trying to improve their frameworks of performance budgeting (Downes et al., 2017), or efforts to 

learn from and scale up successful policy experimentations, where having credible ex-ante evalu-

ations of policy effectiveness are crucial but which are often shaped by political and institutional 

incentives (Hirsch, 2016; Wang & Yang, 2021). 

The first step of our analysis is to measure the findings of evaluations. We quantify the findings of 

about 2,300 evaluations that have been written since 2007 by applying a LLM to run automated 

textual analysis of the evaluationsΩ ŀōǎǘǊŀŎǘǎΦ ¢Ƙƛǎ ŀǇǇǊƻŀŎƘ ƭŜǘǎ ǳǎ ŜǎǘƛƳŀǘŜ ŀ ǎŜƴǘƛƳŜƴǘ ǎŎƻǊŜ ŦƻǊ 

each evaluation, which is a numerical index summarizing how positive or negative the finding of 

an evaluation about the performance of a specific CP intervention is presented. We validate these 

estimates by comparing them to findings independently assessed by humans, and work with the 

assumption that the measurement error in the AI-based estimates is not systematically correlated 

with our explanatory variables of interest. With this work we contribute to a fast-growing field in 

economics using LLMs to turn text into data in various application (for a review, see Korinek, 2023). 

We complement this data with observational data on cohesion programmes and details about 

evaluations, and we also conduct our own survey on a sample of individual authors of evaluations. 

The survey collects further characteristics about the authors and the institutions they work at, and 

ŀƭǎƻ ŀǎƪǎ ǉǳŜǎǘƛƻƴǎ ŀōƻǳǘ ŀǳǘƘƻǊǎΩ ǾƛŜǿǎ ƻƴ ǘƘŜ ŜǾŀƭǳŀǘƛƻƴ ǎȅǎǘŜƳ ŀƴŘ ƛǘǎ ōƻǘǘƭŜƴŜŎƪǎ. 

Using these measurements, we show what the past evaluations have found about the perfor-

mance of CP on aggregate. Overall, our results suggest that evaluations are, in general, very opti-

mistic about the cohesion programmes they evaluate. We then decompose the variations in these 

findings and show the dimensions that contribute to the heterogeneity in the findings of evalua-

tions. This decomposition suggests that the most important source of heterogeneity comes from 

cohesion programmes. However, after controlling for programme specific effects, there is still a 

substantial degree of heterogeneity across the MS as well as across the individual authors of eval-

uations.  

Second, we compare these evaluation findings to those of the large and growing academic litera-

ture in economics on the growth and employment impacts of CP. We perform this exercise at both 



Governance and Evaluation 

260 

the MS and more disaggregated NUTS2 levels, as well as for a sub-set of evaluations that target 

growth and employment as their objective. This exercise suggests that the findings of policy eval-

uations do not square well with those of the academic literature. 

Third, given the diverging results of evaluations and the economic literature, we study the incen-

tives implicit in the evaluation markets and study if certain market-level frictions drive the findings 

of evaluations. Firstly, we study the competitiveness of markets for evaluations both across and 

within the MS. Secondly, we study the independence of evaluators from the managing authorities. 

Our data suggests that, overall, the evaluation markets are highly segmented across the EU, and 

are fairly oligopolistic within most of the MS, while the managing authorities often exert substan-

tial control over the evaluators, thus, risking their independence. Our empirical analysis suggests 

that the larger these frictions the more skewed are the findings of evaluations towards showing 

more optimistic results. 

Fourth, and finally, we present evidence from our own survey of evaluators on the more general 

bottlenecks of the evaluation system from the perspective of evaluators. The survey helps us rank 

the bottlenecks in terms of their relative importance and discuss some viable policy reform op-

tions that could potentially improve the functioning of the evaluation system. A fundamental chal-

lenge that stands out is the apparent disconnect between evaluations and decision-making. This, 

in the opinion of evaluators, may adversely affect the quality of evaluations by reducing the incen-

tives to write high-quality evaluations since they do not matter for policy anyway. Our empirical 

analysis confirms the absence of policy impacts of evaluations by showing that cohesion funds are 

not less likely to flow to MS which have received the worst evaluations in the past programming 

period. 

The rest of this paper is structured as follows. Section 4.2.2 describes the institutions governing 

the market of evaluations. Section 4.2.3 presents our observational and survey-based data, and 

describes the meta-analytical methods. Section 4.2.4 presents the main empirical results. Section 

4.2.5 presents a descriptive analysis of the author survey regarding the main bottlenecks in the 

evaluation system with some ideas on possible reform options. Section 4.2.6 concludes with a 

summary of our main findings. 

4.2.2 Institutions governing the system of evaluations 

The CP evaluation framework is aimed at assessing the effectiveness, efficiency, and impact of CP 

interventions funded under the ERDF, the CF, and the ESF.  The main legal basis defining the formal 

rules and procedures of the evaluation process is the CPR (European Union 2006, 2013, 2021), 

which are further accompanied by fund-specific regulations. For a detailed descriptions of the in-

stitutions governing the evaluation system, see Heinemann et al. (2024). 

The focus of our analysis is the evaluations by the MS, and it does not include the ex-post evalua-

tions performed by the EC. The national evaluations target individual investments and other pro-

jects that are part of OPs. These are commissioned by managing authorities which are typically 

the regional authorities, national ministries or local units of the central government (Pellegrin et 

al., 2020). 

In the 2014-2020 programming period, all three main types of evaluations, that is ex-ante, ongoing 

and impact evaluations, have become mandatory for the MS. In the current programming period 
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of 2021-2027, ex-ante evaluations ceased to be mandatory in an effort to simplify the system (Eu-

ropean Commission, 2021), while the Commission is now required to also carry out mid-term eval-

uations (European Union, 2006, 2013, 2021). 

As to the supply side, the important stakeholders that conduct the evaluations are research insti-

tutions, private consultancies, individual experts, but also internal evaluators such as civil servants. 

They must be functionally independent from the managing authorities which prepare and imple-

ment the cohesion programme (European Union, 2013). The Commission provides guidance for 

the MS on how they should outsource evaluations, mentioning an assignment of the evaluation 

to external experts or a different organization than the one responsible for implementing the pro-

gramme as best practices (European Commission, 2013). To strengthen independence and impar-

tiality, evaluators are also required to disclose potential conflicts of interest. The de-facto inde-

pendence and impartiality of the evaluation system, however, faces significant challenges while 

the effectiveness of such ethical and best-practice-type measures arguably remains questionable 

given the potential high-stakes conflicts involved in the system (Naldini, 2018).  

4.2.3 Data and methodology 

4.2.3.1 Data on evaluations 

Our main source of data is CP evaluations conducted by the 27 MS plus the UK as former MS. The 

data covers all evaluations conducted in the 2014-2020 programming period, the period when the 

three types of evaluations first became mandatory, and it extends to impact evaluations done in 

the 2007-2013 programming period. The data is available publicly at the Cohesion Open Data Plat-

form. The data includes a total of 2538 evaluations, of which textual abstracts are available for 

2259 evaluations. The abstracts are in English and they typically follow a standard structure. Other 

variables in this data include, the title of the evaluation, cohesion programme identifier (called 

CCI), country code, fund type, evaluation type, evaluation method, and thematic objective. The 

number of evaluations per MS is presented in Figure 4.2.1. Evaluations cover projects of different 

monetary size, which explains the differences in the number of evaluations even for MS receiving 

similar amounts of cohesion funds.  
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Figure 4.2.1:  Number of evaluations by MS 

 

4.2.3.2 Data on cohesion programmes and authors of evaluations  

We merge this data on evaluations to two further datasets. First, we merge the main dataset to 

data on the budgets of cohesion programmes using the CCI identifiers and the fund type. This 

helps us capture the total cost of programmes and other details such as the national co-financing 

shares. The data on budgets is available for only 1765 evaluation abstracts.  

Second, we manually collect data on the authors of evaluations. We use the full names of authors 

to identify authors who have written multiple evaluations.162 We then use data on evaluations 

with multiple authors to create international and national co-authorship networks. This data helps 

us measure the degree of cross-border cooperation in the evaluation market, and also the con-

centration of the markets within MS. 

The idea behind the concentration variable is to measure whether evaluations are written by few 

or many author clusters. We define author clusters to consist of all the authors that share at least 

one direct link to a joint co-author.163 There are several reasons behind our choice to focus on 

individual authors rather than firms and institutions to construct concentration measures. First, 

we can precisely identify the individuals, whereas firms and institutions might consist of different 

branches and teams acting independently, forming different relationships with managing author-

ities and potentially changing over time too. Second, especially smaller firms might be run by the 

same ultimate owner, which we cannot systematically identify. One potential drawback of our 

choice is that authors, especially across institutions and firms, who collaborate on evaluations in 

 
                                                        
162 In the unlikely case that two authors share the exact first and last name, we would mistakenly 
treat them as a single author. 

163 In this exercise, we drop cross-border programmes from this analysis to avoid constructing co-
authorship networks across MS since the aim here is to construct measurements of concentration 
at the level of MS.  












































































































































