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Editorial

Zareh Asatryar{ZEW Mannheim}riedrich Heinemanr{ZEW Mannheim and University of Hei-
delberg)

Overriding Research Questions in a Changing Environment

This report presents the results of a research prommnmissioned by the German Ministry of
Finance on the future o€ohesion Polic{CBH in the upcoming EU funding period 202834. It

reflects the collaborative efforts of a European network of researchfgiead ofthe next seven

year Multiannual FinanciaFramework(MFF cycle, Européias theopportunity 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 o
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 @Rlay and how should the futurepath of this policy

look likein 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 €#hbecome more performanegiented and its evaluations

more reliable?

The starting point is the understanding that the environment of CP is undergoing fundamental
changes. In the 1990s, wheohesion emerged as a significant component of the EU budgety ma

of the substantive challenges theBpean Union (B) facestoday 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 transfoomalihe Russian invasion of
Ukraine has underscored the inadequacies of the EU's defense architecture, prompting general
guestions about the need to #prioritize existing fiscal and other resources in a deteriorating ge-
opolitical environment. Moreover, # EU faces lontgrm 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 developmentpose significant challenges to traditional EU policies, such as
the CP and th€ommon Agricultural Poli¢CAR, which together currently absorb approximately
60 percent of the core budgeThe emergence of numerous other pressing needs has increased
the opportunity costs associated with allocating funds to these traditional politiest is costs
related to the nonrrealization of potential benefits had the funds been spent on other worthy
goals Each euro assigned to CP, and consequently unavailabléhir urgent purposes, now
requires an even more compelling justification.

A common response to addressing newly emerging challenges has been to integrate new objec-
tivesinto the existing instruments. Such policy adoptions have served as easy fixes givitieyh
safeguard budgets and protect traditional recipieatsunds 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 xplkcitly designed to target regional develop-
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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 expansiao 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 reactiormtmitigate budgetary conflicts between traditional policies and new necessities
has been to advocate for increased funding, potentially soutbealigh new fiscal instruments
including the issuance of EU debt. However, it is important to recognize that@asing 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 workyast 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 allthese reasons, the starting point for this project is the recognition that even aestlb-

lished policy like CP requires ongoing justification, especially in a rapidly evolving environment.
There must be a continual readiness to reassess both the budgkthe 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 nuaad and varied findings of academic researcttohnesion. 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 tstdoes
necessarily indicate CP failure because of the possibility that these regions would have diverged
much further in the hypothetical absencéCP, it does witerscore the limited impact ofohiesion
spending in reaching convergence in these parth®@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 tbe successful

Therefore, an honest and impartial evaluation is imperative, aiming to understand theth
strengths and weaknesses of the current system.

This report collects 14 staralone but related chaptex It is structured following the sequence of
our four overriding questions and deals with (1@ t8P system, (2) the impact @hesion spend-
ing, (3 the conditions for success and failure, and (4) governance and evaluation.

Part Onec The System

The chaptergontainedin the first of the four parts of this report share a common approach: they
employ comprehensive and systematic analyses from asagte 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 ptitial feasibility, they nonetheless enrich our understanding of the un-
derlying constraints and weaknesses of the status quo.
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¢KS FANRG OKILIWISNIoe /fSYySya cCcdzSaid 2y aGaCdzyRIYS
aA2YyY t2f A0&¢ I a1 rce abjicBve iK SilNd tap Krisrity@a? tfieES Mgt 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 Sgislt®@s)with the lowest

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

ciple of subsidiarity andhiroduce more ownership of theohesion programmes in the recipient

states.

ChapterlH 0& aAOKI St ¢KIyQiuanNBEa2KSiKS a BhalydePtiDEA 8 $
primary function of the CP as a financial equalisation between the Member States and their re-
gions. In view of the muetriticised overcomplexity and inefficiency of European policglso a

major obstacle tenlargementg 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 princgbsdiarity

could also make it easier for Member States to implement modern ghased policies to achieve

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

Chaptelo o6& [FNR t ® CSf R OtyeRole?EUCdHesioh Policy farTlimatgd G f S R
t2f AO08¢ AAYATI NI & OJASga MEtQ 3 NS SBYLUIS y2&/1 U ARRRYA U
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 rugawithin the framework of the emissions trading system might be
preferable to a comprehensive subsidy poley that it mightrequire funds that helMSs trans-

form their existing carbon intensive capital stock to a more casbentral one. The chapter als

highlights potential conflicts between the goals of CP and climate policy from the perspective of a
first-best policy approach.

Chapterl4 by Péivileing  YROSNHE 2y &/ 2KSaAz2y t2f x®Begat YR (K
Lyl fearaé LNRaDtheR&a arguyientatipr 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. 174Treaty on the Functioning of the European Un{@REYand how thesdimits

have dissolved over time. It shows how, in particular, Wéxt Generation E(NGEJthe policy

has departed substantially from its original mission and how legal interpretations have been sub-
stantially broadened without much public debate. Theygter concludes by considering further
arguments for new delimiting principles with the recommendation to use Eoeopean Added

Value EAV criterion as the prominent guide.

Part Twog The Impact

The second part collects evidence on the intended anagipbsunintended impacts of CP in the
light of the empirical literature.

Chapter2.160 @ al EAYAf ALY @2y 9KNIAOK 2y a¢KS L YLRNI
DNRgUOK YR / 2Yy@BSNHSYOS¢ LINRPGARSAE || GK2NRdzZAK RA
or may not be a good idea, and reviews the findings of the recent empirical literah 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 trebds only moderately so. Fa@xample, while the
effects of ohesion on growth and employment have been robustly documented, a consensus is
also emerging on the effects being bound to the shart and the effect diminishing with the size

of funds.

Chapter226& It SYyGAy [lFy3 2y awSRAAUGNAROdzOIABS 9FTFS
fects on the level of households. Consistent with the past evidence, the analysis suggests that most

of the working population benefits frornohesion in income and joband that the high skilled

and higher income benefit more. This new and much more granular evidence allowmgttloy

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

gence. Evidence does not suppdrat hypohesis which rules outhesion as a tool aneffective
inter-personal redistribution scheme.

Chapte.36& ! al GNBIY YR . AN} K2fT (GAGtSR d&a. Se2yR !
icy on Investments by thdlember Sated ¢ & (i deRglstriling uestion on whether CP
crowdsout public and private investments b¢Ss. The chapter shows th&ohesion Fund<(s)

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

dence for the violation of the additionalityrinciple¢ and also suggesting that governments shift

the freedup funds towards current expenditures. At the same time, however, the chapter shows

that this negative effect is more than outweighed by substantial crowdingf investments by

the privatesector. This result seems to be not just of temporary nature argliggests that the

design of convergeneeriented budgetary instruments should focus more on further facilitating

its complementarities with the private sector.

Part Threeg The Conditiongor Success

The third group of contributions extends this impact analysis, focusing specifically on identifying
critical factors that either facilitate or hinder the effective utilization@®. These insights are
particularly valuable for contemplatingptential reforms in the redesign of CP.

InChapter3.12y &/ 2y aAGNI AYyAy3a FyR 9ytofAy3a ClFOl2NBR 27
Ugo Fratesi argues that the effectiveness of CP has been spatiallgeterpgeneousand pro-

vides a descriptivetatistical analysis to identify the main conditioning factors that determine the
effectiveness of the policy. This evidence confirms the existence of the maindfatetween

policy effectiveness and convergence objective that the policy faces: thecirgrals 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 theild-up of territorial assetsincluding basic public

and human capital as well as good gmance systemsn those disadvantaged regions before

investing in more advanced interventions.

InChapte3.22y a¢KS w2fS 2F ! RYAYAAOUANr GAGS /LI OAGe
KSaArAz2y t 2f A Oe dagerWodesds bn a.prordirferikdldnadidn Hetind the effective-

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

use ofCFs. The chapter provides statistics on the issue of absorption, and discusses the relevant
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body of literature which fghlights 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 prograreliates! to

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

Chapter3.36& ! al iNBEFYX . ANJK2ftT FYyR | SAmp&IohEY 2y a
Cohesion Policy! wWS@ASg 2F wSOSyd [ Aierdtind thalzsEessesihe | Sa &
output effects of CPThe chapter suggests that the academic evidence speaks in favour of positive
growth and employment effects of CP, which are however often bound to the-stionvhile the

marginal effects of CP seem to becdeasing with the amount of spendinghepolicy literature

presents an overall more optimistic picture, such as when considering thelongffects of CP,

and the chapter asks if thmethodological limitations in this researdan explain some of the
divergence in theefindings of the academic artie policy literature Nevertheless, a consensus

emerges Wen it comes to theonditionalimpacts of the policyin terms of the effectiveness of

CP being dependent on key local factors such as relateddbifstitutional quality and availability

of human capital.

Part Fourc 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 tempocagxistence 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 oEilm®iean Added Valtief

Chk.

Chapter4.1by Francesco) 2 NI A X al §GS2 t SRNIfEfA FyR [/ KAFNF t
SyOS ClLOAtAGRY YS@ Lyy2@lGdA2ya FyR GKS LydSNLX
of the Recovery and Resilience Faci(RRfunds as well as their interplay with theaditional

CFs. The chapter compares the governance of the RRF and CP. It highlights the key RRF innovation
namelythe conditionality ofthe funds whichties their allocation tahe fulfilment of exante set

Milestones and Targe(®1&T9). Whether this waoks in practicewill depend, among othdactors

on the capacities to cargut credible and independent assessments. The papsoidentifies the

overstretchof theMSa Q | 6 a2 NLJiA 2y OF LI OAdeé a | OKFffSy3s
of RRF an@€P and the coordination problems between CP with its regional and the RRF with its

more national perspective.

Chapter4.26 & %I NBK ! &FGNBFYX /FNI2 . ANJ]K2tbhsedr yR CN
Policy or Beauty Contest?LlAarge Language Mod@lLM-Based MetaAnalysis of Cohesion Policy
Evaluations bilemberSatest LINBaSy da Iy S YMMSKEMIAuQibrEof EYGIE @ 4 A & 2
It applies a metanalytical approachutilizing LLMs in innovative waysto analyze whether the

incentives and indutions 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 sisdrepancies can be

potentially explained by factors like the oligopolistic nature of evaluation markets witdss

their very fragmented natures across the EU, and by the eftesng involvement of managing

authorities in the work of (formally independ8 evaluators.
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Chapterd.32y G 9y KIYyOAy3d hoa2SOGAGAGE YR 550AaAz2y wS
| 2KSaAz2y coathokeOby && membess of this network and focuses on general recom-
mendations for improving the evaluation system. Tleeommendations 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 aspifeeise objec-

tive functions of ohesion 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, Chapted.46 8 CNA SRNA OK | SA Y SY InynyAsssging dhe FukobeArO A v 3
| RRSR =+ fdzS 2F /2KSaAaz2y t2tA0eé¢ O2yaAiARSNB (KS
optimal allocation and design ebhesion programmesn light of thefact thatEAV has become a

formal evaluationcriterion since the 2022027 programming period. The chapter clarifies the
conceptual foundations dhe EAV terminology, and proposes a checklist comprising essential re-
quirements for a comprehensive EAV examination.

Insights for Reform Reflections

The® papers providen multitude of arguments for reforming the GR the next MFF. The argu-
mentsare summarized bthe following key insights:

Merits of a more focused CP

Several studies underscore the political function of CP as a financing instrumenhéo gapport

for integration (Chl.2, Ch1.3). 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, Ch.1.3, Ch4.3). Fran 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 highliginethe

AGa 2F GKS &¢AyoSNHS ynetwdrie 8sEignmeanttofpaliky oestDex ¥nd Sy R a
instruments (Chl1.3, Ch.4.3). Specifically, this impliegfocusing ohesion on the convergence
objective and relieving the policy of other objectives, for which their correspondingositin-
struments should assume full responsibility (e.g., price mechanisms with comprehenst/ESEU
CO2 prices for decarbonization, @t8). While a rigid on¢o-one mapping of policies and objec-
tives would overlook the complex interdependencies between policies3(@hthis principle may

still offer valuable guidance. Regarding the convergence objective, there are subsidikatieyl
arguments in favor of defining eligibility based on national indicators rather than regional indica-
tors (Ch. 11).

Addressing CP bottlenecks

Overall, academic research confirms that CP has had some success in stimulating growth and em-
ployment, thereby cotributing 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.1l Ch.2.1, Ch.3.3). However, evidence suggesist these effects

are shortlived and recede after the end of EU support . Ch2.2). A consistent finding across

the literature is that positive effects are contingent on certain conditioning factorsZ@hCh.

6
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2.2,Ch3.1, Ch3.2, Ch3.3). These factors include strong government capacity, robust institutions
(e.g., absence of corruption), and the availability of human capital.

These findings élp explain why even intensiveltesion spending over decades has not been
more successful in suppamg convergence. Inegions with poor institutions,ahesion transfers
may be squandered in rersieeking or could even be counterproductive when used to stabilize
declining industries instead of promoting new ones @Hh).. Moreover, currentohesion goern-
ance faces challenges due to a lack of national ownership (CI€H2.1). Coordination problems
arising from the simultaneous existence of the RRF and perm&fsritrther exacerbate absorp-
tion challenges, particularly in the main RRF recipiégs (Ch.3.2, Ch4.1).

Reform reflections should therefore carefully consider how to promote national ownership, foster
administrative capacity crucial for selecting good projects &), enhance the quality of institu-
tions, and attract hig¥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 (CB.1, Ch.3.2).

Unintended sideffects 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 thieal house-

holds in beneficiary regions more than poorer households 2. One reason for this is that CP
transfers partially capitalize into real estate and land prices, benefiting property owners as major
beneficiaries (CH.1). This insight is red@nt for any fairnesselated debate on CP.

Awareness for crowdingut and crowdingn

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 invests. However, there is positive

news that CP appears to crowd in private investment gC3). These interdependencies warrant
further attention in the future. The decision to abandon the additionality principle in the current
programming period shouldebreconsidered (CI2.3). Furthermore, programme design should

pay attention to further incentivizing the mobilization of private capital in the receiving region in
addition to EUfinanced investment as this strategy seems to work gC3).

The difficultsearch for the optimum budget size

There isuncertainty regarding the most appropriate budggze for CP. While the currerdlzesion
spending levels serve as the natural reference point for negotiatiomsuriclear whether they
are too low too highor at an optimum Clearly, the optimal level of CP spending depends on the
future focus of thepolicy, as well as how the fundan beused alternativelyand how costly it is

to raise them Our analyses yield several results and considerations that suggesieacautious
approach tosettingspending 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 defenselCh. 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 ofetbe fundsoften have the

worst preconditions for successful use of théCh.1.2, Ch2.1, Ch.3.1). Without improvemens

7
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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 withoutchahces okuccess im-

plies a transformation twards a classical equalization system (C2). Thirdly, empirical evidence

from welktidentified studies indicates a declining marginal effetcspending on growth and em-
ployment (Ch2.1). Conceptually, this clarifies that CP can hardly be viewed & jgubh 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 cosisd extend to the distortionary impact of taxes on
European growth potential (CH.4). Lastly, absorjdn problems are notorious forohesion and

have been exacerbated by the (temporary) parallel existence of CP in the core budget and NGEU
(Ch.3.2). Ifcountries and regions struggle to spendthé 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 ex@easing) the CP budget is

far from obvious.

Contrast between nuanced academic insights and official documents

Overall, the nuanced findings on the impactocohesion and the reflections on the appropriate
allocation contrast with presentations from Eyrean institutions regarding the success of the
policy, such as those found in the biannual Cohesion Reports3(§hCh.4.2, Ch.4.3). Those
overly positive expositions do not always seem to fully capture the existing state of knowledge
from the acadent 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 th@ evaluation system

Althoughthe CP evaluatiosystem is formally developed with a large number of evaluatitese

is scopeto enhance the credibility of evaluations commissionedfis and regional authorities.
Apart from conceptual clarifications, such as how to operationalize the criterion of "European
Added Value" (Cht.4), the study recommends more international evaluation teams and the es-
tablishment of a European Advisory Panel@P evaluations (Ch.3). This new institutioshould
promote impartiality and scientific rigor in evaluations. Moreover, for a truly performamce
ented approach to funding, it's crucial to strengthen the decision relevance of evaluations. Ideally,
all policy and prograntevel decisions should be linked to evidence friompartial 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 forefdal mistake to assume

that this potential has already been realized. Higher ambitions are needed to transform this policy
into one that delivers proveBAV We hope that this study offers fruitful insights that can inform
the upcoming reflections and desions.

Mannheim, July2024

Zareh Asatryan and Friedrich Heinemann



The System Z EW

1 The Sgtem

1.1 Clemens Fuest: Fundamental Considerations for a More Rational EU Cohesion
Policy in the Futuré

Clemens Fuegifo Munich and LMU Munigh
Abstract

EUCPaims to reduce the economic divergences between the regions in the EU and to promote
catchrup processes in the regions with the lowest level of development. The current changes in
economic and geopolitical conditions make it necessary to adapt the steuofuthe EU budget

and set new priorities. In the area of EIB the starting points would be a reduction in the amount

of funds, a concentration on thdSs with the lowest level of development, a strengthening of the
principle of subsidiarity and refornfier more ownership of the cohesion programs in the recipient
states.

1.1.1 Problemdefinition: 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 dessrihis 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 redng 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, andegions which suffer from severe and permanent natural or demo-
graphic handicaps such as the northernmost regions with very low population density and is-
land, crossborder and mountain regions.

In order to achieve these goals, the EU has been running exeereggional and structural policy
programs for some time. In the 202D27 planning period, around a third of the EU budget (EUR
426.7 billion) is earmarked f&ZP The resources of thRGEU crisis fund amounting to EUR 806
billion come in addition to this, which also have a str@Rpomponent in the sense that the fund
contains a significant redistribution in favor BISs with belowaverage economic performance
(European Commission, njdHowever, the NGEU funds are only available once and expire at the
end of the planning period.

The EU'€Pactivities raise the fundamental question of whether, from an economic perspective,
there are reasons to change the spatial distribution of ecoitoactivity that would have arisen
without state intervention. The formulation of ELPobjectives cited above focuses on distributive
arguments. It should be noted that, from an economic perspective, distributive policy primarily

! This is a translation of the original article which appeared in German.
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focuses on economic diffences between individual€P however, refers to economic differ-
ences between regions.

In addition, distributive policy in the EU is already pursued at the leviglSsf with a variety of
instruments, particularly via tax and social policies. In additibe 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 leVthe primary task of addressing economic differences betweerM8g ra-

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

Government intervention in the spatial distribution of economic activity can bgfied 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.his 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 c€BOhe rest of the analysis is
structured as follows. The next section discusbesdevelopment of economic convergence in
the EU to date. Sectioh.1.3 explains the basic economic justification @ Sectionl.14 looks
at the experience to date with the impact of EX® Sectioril.15 discusses reform options. Section
1.16 contans the conclusions.

1.1.2 Development ofeconomicconvergence andlivergence in the EU tdate

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 differencmsodic prospeity is often
measured bycross Domestic Produ@DR 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 GIP per capita is also of central importance as an indicator i€EW 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 differerstulés. The following section also
looks at the level of th&1Ss, not at the convergence between regions. The fact thaCPdoes

not only consider the level of théSs and hence supporting not just the poorer of them, but also
regions in wealthy countriesvill be critically examined below.

There are different ways to describe and measure economic convergence. Two widely used and
negative correlation between a catry's growth rate and its initial income level. If poor countries
grow faster than rich countries, income differences will decrease over time.

¢ KS 02 y-Odbueligenc $tates that the dispersion of per capita income between countries
decreases overrmie (Sala-Martin, 1996). Both concepts are used in the following. If the ultimate

J21f 2F O2y@SNHSYyOS LRftAdOe Aa G2 | OKASGS | Y20)
convergence is of greater importance. In the case of the EU, however, lihtators arrive at

very similar diagnoses, as shown below.

10
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Figurel.1.1: i -Convergence of GDP per capita for-20 19952023
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Figure 11.1A f f dza { NdonvéginceloKGPP per capita among the-EXMSs for the period
19952023. There is a clear negative correlation between the initial level in 1995 and the growth
in the period up to 2023. Figureln A f f dza dedliveiiglnie inittie Same group of states.
Here, too, it can be seen that economic output has converged over time.

Figurel.1.2: " -convergence E{27, 19952023

Real GDP per capitazconvergenceamong the EL27

g states 199582023 ¢oefficient of variation)

]

30,6

[}

o

a 0,55

[m)

)

"50,5

&

:50,45

g

> 04

(@)

G 0,35

o

=

2 03

O DO~V A ANMITULON~NVDOANMSTEH OMN~N0OOODO ANM
DO OO OO OO0 0000000 ddddd o dddd NN NN
[N NoNoNeNolNelolNelNoNolNolololololololoNolNolohohoNooNoNe]
e A AN AN AN AN NN NNNNANNNNNNNNNNNNNN

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 M&s are narrowing over time.

However, these figures actually conceal very different developments amomgeditfgroups of
countries. This becomes clear when looking at the development of convergence among1Be EU
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countries, as illustrated in Figufe13.2 The focus hex is on the development of theo8thern
European EU states compared torbhern Europe.

FHgurel.1.3: i -Convergence of GDP peapita for EJ1319952023
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Figure1.1.3 shows a positive correlation between the level of GDP per capita in 1995 and its
ANRPGGK dzLJ 42 HnHo® | O-Codwdengt I ditegenti develop@ehh iasS NA 2 v
therefore occurred for this subgroup of EU stateEhe less prosperoug!Ss have fallen further

behind economically during this period. This applies in particol&@gain, Italy, Greece and Por-

tugal, which were severely affected by the European sovereign debt crisis o280501n 1995,

average GDP per capita of these countries was still around 87% of th@ &lkérage. In 2023, it

was only 78%.

The overall pictte 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 pag &ltHor 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 useddifferent 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’ Luxemigoamd Ireland. The exclusion of
Malta would not change the findings.

3 The same findings apply teconvergence.
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for the total population is considered below. Figurd 4 illustrates the convergence tiis indi-

cator in the period between 1995 and 2022, the most recent data point available, for #i8 EU
states as in Figurgé.13. In terms of GDP per capita, a divergence was observed for this group of
states in the priod after 1995. The group ob&hern Hiropean states fell behind theonthern

EU states (see Figuiel.3). The picture is quite different for the development of life expectancy.

Figurel.1.4: I -convergence in life expectancy
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Since 1995, life expectancy has risen from 77.3 to 81.8 years on average in the group of countries
under review. The fouSouthern EuropearMSs mentioned above Spain, Italy, Greece and Por-
tugal- had a slightly abovaverage life expectancy @f7.5 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 bgix years in the period under review, from 75.3 years to 81.3 years, i.e. signif-
icantly faster than the EWI3 average. Overall, there was a trend towards more convergence here,
although in this case it was theolth of the EUhat had to catch up with th&uth. 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 amlibabnvergencé.

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 institutionthe 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 measui@Bskauld place

more emphasi®n indicators other than GDP per capita is taken up again in sectidn

4 See EEAG (2018) for more details.
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1.1.3 Theeconomicjustification of European Cohesion Policy

Reforms of E@Pshould be based on clear ideas about what the economic function and justifica-
tion of this policy is or shdd 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 failndetlze sta-
bilization of the economy, especially in severe crises, but also the smoothing of normal economic
fluctuations. These state functions have different relevancei®in an association of states such

as the EU, the question also arises as to hasks 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

CPis primarily part of the state's distributive policy adties. 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 olous 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 increasingtbaomic
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 tese 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 nohly pursued at European level, but also and primarily at

the level of the individuaWSs. The EWSs have more or less weleveloped welfare state insti-
tutions. Progressive taxation, social insurance and basic social security systems as well as state
provided or statefinanced education and healthcare services redistribute income in a variety of
ways or ensure that all citizens achieve a certain minimum standard of living. MBglso pur-

sue regional redistribution and equalization goals, for exampleuttn 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 egidmal distribution

goals should be pursued at national level, while aspects of distribution or economic convergence
betweenMSs and crosorder effects of national policies fall within the remit of the EU. Potential
tasks for the European level alsos&ifrom 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 tard location competition speaks of cress
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 meart thaery 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 thestatermobility

of people in the EU ieading to a comprehensive erosion of state redistribution. In any ¢2iBe,

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

What can be said about the appropriate level of redistribution in the context®fIn welfare
theory, the optimal level of redistribution results from the trad& between distributional and
efficiency objectives. Distributive goals reflect the decisions that emerge from political negotiation
processes. For the purposes of economic analyses, tisgéutive 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 reducesncentives 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 eyeater loss of #iciency 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 optwell |

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 securityation, the urgent tasks in the area of de-
carbonization and the plans for EU enlargement to include countri8suinhEastern Europe.

In CR a conflict between distributive and efficiency goals can also arise because, as already men-
tioned, the promotionof 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 (Maetral.,

2008). It is therefore important to include the option in reform discussions thafBhould focus

more strongly on differences between tihéSs.

1.1.3.2 Allocative efficiency

One of the fundamental tasks of the state is to intervene to correct for nideikires, 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 undesuppled due to norrivalry in consumption and neexcludability

from use.

In the case o€R however, it is not primarily about the provision of Eurepiele public goods, but
about the distribution of economic activity in the area. Ticurrently being pursed increasingly
emphasizes certain public goods such as climate protection. Howeé®&s,not the right frame-

work for this because it focuses on economically less developed regions, while the provision of
public goods requires EWide action. Climate paiy is the best example of this.
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The focus ofCPis 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 activityn 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 efficieniches 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 externdties 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 irotine éf 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; M#n et al., 2008; SalahMartin, 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 leadsntenafficiently 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 allMSs in a better position, including compensation payments. For example, steps to
deepen the European Single Market could entail risks or disadvantages for dd@airAgree-

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

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 t&/Es)with high per capita
incomes could be seen as an expression of such figxiblowever, 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 egwmmic fluctuations or stabilization in the event of serious economic crises is
not usually seen as a task ©R There is an important difference here, particularly compared to
fiscal equalization policies, which are more strongly geared towards proadiegain 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 foiEuropean 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 Thone, 2024).
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1.14 How effective hasCohesion Policpeen so far?

There are divergent views on the effectiveneséto date. In its own analyses, tleuropean
CommissionEQ argues thatCPtriggers significant positive growth effects. In one of its evalua-
tions (European Commission, 2016), it comes todbeclusion that for every euro spent @P

the GDPof 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 anante evaluation using a macroeconomic simulation
model. Expost evaluations by independent authors come to far less positive results. Becker et al.
(2010) compare regions above the EBfunding threshold of 75 percent of average GDP per
capita with funded regions just below this threshold. They come to the conclusaevery euro
spent on regional policy increases GDP in the funded region by 1.2%Dtoer evaluation studies
come to the conclusion thaCPhas no positive effect on growth or is even counterproductive
6. NBARSYoOl OK Si I f oBS8; Salki-Martih, 1996)f Brefdéhbabhiet at (2M6)f £ 2 =
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 anl efforts for growth cannot be compensated for by regional transfers.

Overall, it can be assumed th@Pto 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 fundegions, 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 polesmthe one hand and the focus of regional policy on structurally weak re-
gions on the other.

1.15 Starting points for a reform of Cohesion Policy

There is a wide range of possibilities for a reforrC8f Fundamental economic contexts play a
role here, as do pregus experiences wit&Pand changes in the economic and geopolitical envi-
ronment, which could have consequences for the political weighting of the objectivE®tof
date. Six starting points for reforms are considered below:

1. Realistic goals and allton 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 amav&s instead of regions

5. Greater emphasis on environmental and climate protection in the orientati@Pof

6. Strengthening national ownership GPprograms

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 reformerspectives irCR 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 anhditators

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 onthéowealthy 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 posperity 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 characteristicsmisegconomic 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 process$ies largely with theMSs, 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 grievanoecbackrgence
can also reflect different preferences of regional populations or other divergent characteristics of
regions.

These considerations have the following implications@&reforms. It should be questioned
whether all regions should actuallgliow 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 abandondhresho
values for economic strength per capita as a criterion for the distributid@Roésources. In addi-

tion, CPshould take greater account of the question of which actors can influence the economic
development of a region at all. Some of these aspectdlateer 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 ohating 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 dteethe 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 Europeanfféagel
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 shbeldrioritized differently. This clearly argues

in favor of reducing the budget previously used &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 fighdaild 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 b concentrateCPon the regions lagging
furthest behind in terms of development, i.e. lowering the funding threshold if the previous focus
on GDP per capita is retainéddowever, this should be combined with a shift in focus to conver-
gence between théMSs, 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, E\CPhas 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 ofp@D&apita 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
exanple, 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, incomequality, availability of healthcare,
working hours, gender equality and many more. Seclid? slowed that although many of the
Southern European EMSs have a low GDP per capita, life expectancy there is higher than in some
wealthier countries.

This has two implications f&P Firstly, the threshold for aid should be determined by more cri-
teria than GDP per capita alone. Secondly, the objectiv@Rshould not be solely to ensure that
the assisted region catches up in terms of GDP per capitaudt 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 betwedlember States instead of regions

From the grspective 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 Europesal lthat intervene in regional
development within theMSs require justification. It is particularly questionable thM& with
aboveaverage overall economic strength claim regional policy transfers from the EU. These states
can pursue and finance regidrnaolicy objectives independently.

Against this backdrop, it is recommended that the principle of subsidiarity be strengthened for
future CPR This would mean that Europe&should consistently focus dSs 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 regionsCountries with higher economic development should only be sup-
ported to the extent that regional policy developments have cHossler effects that are not suf-
ficiently reflected in national political decisianaking calculations. However, cressrder efects

of national policies are not the core GP

For some time now, there have been calls to switch to theated net fund model ItCP This
would mean that the wealthieMSs, which are net contributors t6€Poverall, would only transfer

the net balarce 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 BCPfocuses on supporting economigaless developed

MSs rather than regions. This should be accompanied by greater autonorii&koin 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 moreagntability in terms of the use of funds. Ac-
cess to cohesion funding should be conditional on the achievemevigdisset out in a cohesion

plan developed by thé1Sreceiving funding and approved by the EU. The fact that this plan is
developed by theMSitself should lead to improved 'ownership’ of the measures and projects (see
Section1.15.6).

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

Against the backdrop of growing environmental problems, parti¢ylar 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 thevé# of economic development. It would make sense to focus
CPmore 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 biadityeconservation. If
EUCPHs conceptually focused on economic catghprocesses of th®1Ss rather than the regions,

the designation of nature conservation or afforestation areas, for example, could become a cen-
tral component of the national cohesiorrategy 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
prograns

In order to improve the effectiveness and efficiencyGH 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 mesiniore 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 woulalso 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 i@Preforms. In 2013, th&Uadopted a 'Cde of Conduct' on partnership between
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the European institutions and national and regional stakeholders iivitBewithin the framework

of CP(European Commission, 2014). This stipulates that institutions and organizations from the
MSs, including nofgoverrmental organizations such as trade unions or NGOs, are involved in the
design ofCP 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 fror@Pset out their strategy for economic development, including
measures and targets to be taken. A continuatiorC&transfers could be linked to the achieve-
ment of formulated targets and milestones of the cohesion plan doclmented in periodic in-
terim evaludions. The approach of thRGEU crisis fund could provide some pointers. Here, the
MSs must submitNational Recovery and Resilience RIMRRB) 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 situatanmd to set new priorities. This also ap-
plies to ELCP This article describes and explains various starting points for reformi@pPEUte

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

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

of the national governments of thB1Ss receiving funding. The latter could be implemented by
the MSs themselves submitting cohesion plans with corresponding targets, measulesiéa:
stones, which would form the basis of a corresponding agreement with the EU. Combined with
maintaining or even strengthening of national-ieancing, this would foster the ‘ownership' of

CP In addition, a reform of EGPmust take into account newriorities such as the heightened
security situation or the need for public investment in decarbonization. This implies a reduction in
the funds available fo€R which requires a focus on tiMSs with the lowest level of development.

In exceptional casetowever, 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 Thone: Th Fiscal Architecture of the EU Cohesion Pdlicy

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

In its current setup, th&Uis often characterised as slow, decisiompeding, 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 lregbyse on the

EU to undergo modernisation. In this context, structural &iils of double interest. With 30 per

cent of the regular EU budget, it is one of its most important fields of actmme that has histor-

ically grown into a complex and opaque raax objectives and instrumentsand 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 financiatompensation. The paper sheds light on this dual functidbRidy examining its

fiscal architecture, which forms the underlying framework for convergence and cohesion policies.

In several stepsCPis examined in its function as a European financial gsgion system. The
history of regional policy is reconstructed as a development in which the equalisation motive al-
ways came first, befor€Pjustifications were applied to instrumental or financial expansions of
this policy field. The "Mezzogiorno testhows that the function of financial equalisatiqralbeit
hiddenc continues to dominate; alongside the promotior@R the equalisingCPplays de facto a

very important role. This is also illustrated quantitatively and with adepth look at the litté-
analysed mechanism that ensures the allocation of EU funds acros$3hand 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 @Pto ad 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 d
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 Jibhikeuros per year. A stronger focus on the
principle of subsidiarity i€Palso makes it easier fdfSs to implement modern placbased 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 ofEblgs 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 2@}gars in which the global Covid® pandemic that
followed shortly afterwards was not yet foreseeable. The curreeSmn Policy, which is essen-
tially implemented via th&uropean Regional Development Fg&D}; the CFand theEuropean

Social Fun¢eSH; therefore still reflects a pr€ovid world in many respects. Also, the fundamental
changes in the general environment brought about by the Russian war of aggression against

"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 geopolitieditmms for action
cannot, of course, be reflected in the previously fixed medtarm financial framework.

However, this is not necessarily a problem for the EU. The economic and social disparities between
MSs and regions, whicPaims to reduce, remaikey objectives of European integration, even

in the face of the pandemic, war and energy crisis. Withldtrge NGEU fundEurope has shown

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

has established 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 detait and only touches on the sevgmar cycle of théFFin passing. Nevertheless, itkkies

its impetus from the observation of this prominent clash of two European policy mpithesslow

moving standard mode and rapid crisis respogs@d of the related strengths and limitations for

a Europe that is fit for action and fit for the futureh& acute crises and challenges that &

and their common European institutions have had to face since the beginning of the 2020s have
given the EU an unforeseen development boost (Pestel & SuRR, 2022). Rather than through calmly
balanced reform programes, 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 onesetfJones et al. (2016) speak of "failimgvard" from

crisis to crisig 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 Eurogre 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 estalaiitianal
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 tgghbe 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 furthe. 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 Francaserman 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 sreakeries of fareaching
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 soverei@tUw Kin accordance with the principles of subsidiarity and pro-
portionality” (Coalition Agreement, 2021, p. 131). The reform perspectives of the governments of
many otherMSs¢ not least France 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 cle®AV 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 Et27, it is worth examining all areas of sty and all institutions of th&U 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 basedEfVand the principle of subsidiarity can contribute to
achieving the common European goals more efficiently in structural and also in financial@tms.
currently receives around one third of the regular EU budgetcmaok only for this reasoq lends

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

1.2.2 Cohesion Policy from a fiscédderal perspective

The paper analyses thisscal architecturef EU Cohesion Policy. The subsequent sections charac-
terise thi fiscal element as the lodzkaring construction on which the diverse regional, social and
transformative features of past and presediPconstitute the interior fittings of the building. From

a fiscal federal perspectiv€Pis analysed in its functionsaa unique and hidden European fiscal
equalisation. The idea is not fwetendthat structural policy is a financial equalisation or to con-
struct a different "narrative". The fiscal architecture @Pdescribes facts that are obviogsalt-
hough they may nibalways 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 oEtkeads to a classic
application of the theory bfiscal federalism with conclusions on the "Europeanisation” of the EU,
i.e. a stronger focus oBuropean public goodsee, for example, Heinemann, 2016; Théne & Kreu-
ter, 2020)? A closer look at the European mditivel system from a public finance ppestive

9 Just as the EU financial framework follows a seyesr 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, stadely 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-justified tasks of a central federal
level. A quéer of a century ago, this statement was perhaps more pertinent than today. However,
it should also be noted that thiérst-generation theory of fiscal federalisie. the normative the-

ory of fiscal federalism based on welfare theory, was not wrong @s. stresponsibility for Euro-
pean public goods were actually concentrated at thel&kel, this would constitute an efficient
allocation of tasks. However, it would be wrong (and naive) to assume that the actual distribution
of tasks in a federal entityush as the EU would in reality fulfil the requirements of the normative
allocation theory. Theecondgeneration theory of fiscal federaligWeingast, 1995; Oates, 2005;
Weingast, 2009), with its focus on political economy and empirical research, hasdclgathis
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 allboa of tasks. Since Europeegardless of the
cyclical nature of systemic discussiqis 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 aftermathof 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 geateral structure is in no

way comparable to the dual federalism of the United States of America. Rather, the EU functions
as a vertical coperative administrative federalismrsilar to the German or Austrian model. This
includes, above all, the smalled connectivity problems of synchronising the decentralised imple-
mentation of European tasks and their adequate ‘federal’ financing (Théne & Kreuter, 2021).

This kind of analysislapts an outsider's perspective that deliberately does not fit in every respect.
Precisely fitting studies of thEUview it as the singular institutional and political entity that it is.
Such an idiosyncratic view naturally does the EU the most justitehi 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 o€Pas a kind of financial equalisation is not new. It is a-estihblished

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 thé1Ss It leadsto 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.
Theoreticallyhorizontal fiscal equalisation with direct payments between the Member Staies

a structural policy financed horizontally in this wag also conceivable. However, it could be ar-
gued that Article 174 TFEU {8xt.158 TEC) explicitly assigns the cohesiojective 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 teciqréque

as netting with own resaees; 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 3ath@nicipal fiscal
equalisation schemes of the German Lander are structured on a primarily vertical¥¥aseshor-

izontal financial equalisatiommongthe Lander in Germany, which had been in place for decades,
was also converted into a vertical fiscaluatjsation between the federal government and the

its own security, there are good reasons to take European public goods sgrimigjust as a
theoretical, appealing concept, but as an existential, urgent, realpolitik postulate for Europe.
0The distinction as to whether a fiscal equalisation system is horizontal or vertical with a horizon-
tal redistribution effect cannot be madsith 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 cahbudget 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 chg stipulations as to the equal treatment or possibly even prioritisation of lewer
level local authorities in such vertical systems. In Germany, for example, the constitutions in the
Lander Brandenburg, SaxeAyhalt and Schleswigolstein give the municglities equal or even
better financial protection than the respective Land level.
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Lander with effect from 202@ at the insistence of the financially strong contributor Lander
(Bullerjahn & Thone, 2018).

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

a rational point of view, the direction of paymeqiwhether horizontal or verticat should make

no difference in a transfer systerin a horizontal system, there is a clear distinction between
payers and recipients, i.e. between "rich"datpoor" 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 & Ddring, 2019,
p.257). kirthermore, 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 thsesat 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 decadésng dominance of the horizontal element in the German
federalstate fiscal equalisation sysh 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 theEU the socalledjuste retourthinking, i.e. the fixation of théSs 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 relatonships often prove to be the politieeconomically 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 transparebvereign Debt Reconstructing Mecism(SDRNML

Knowing the reasons for netnransparent transfer mechanisms does not mean approving of them.
However, to the extent that vertical financial equalisation is also a means of dealing with limited
decisionmaking capacities and irrational losgeasion, 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 EurogeBimsofar as its character as a fiscal equal-
isationmechanism is discussed explicitly and is the subject of recommendations for further devel-
opment. However, it will not go so far as to recommend a transformatioBRihto a genuine
horizontal fiscal equalisation between théSs. Given the vulnerability dhe 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 gpé for intergovernmental dissent would be too great a
step. This would thwart the potential benefits of a fiscal federal perspective®n

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

When we speak of the development stfuctural andCPas a policy of financial equalisation, we
are not referring, from a historical perspectivedirectly to fiscal equalisation between economi-
cally differentMSs. The focus is on the development of structural policy itself as compensation
for impending financial losses or sisle payment# the event of major changes, in particular the
enlargements of the European Community(ies) and later oBte
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Throughout its history, in almost every major change, European structuraCBhds served as a
bargaining chip for the realisation of other objectives. New structural funds were used to buy the
agreement of individua1Ss to important Community decisions. Without the enlargements, struc-
tural policy would not exist in its scope andjanisation (Emmerling, 2002; Freise & Garbert, 2013;
Holz 2022):

)l

28

When theEuropean Economic Commun{fEGwas founded in 1957, thESRvas created in
order to win Italy's approval ahenable the poorer regions ob&thern Italy to catch up eco-
nomically.

The European Regional Fund was set up in 1975 to prevent thmikste 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 negotiationsder 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 Irelanokt 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 pisstwar 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. 200%)e $aking office in
1985, the Delors Commission in particular had endeavoured to counter the financial issues
dominated by theMSs in structural policy with the Commission's own claim to shape them:
"The Commission aims to reverse the trend towards tregptimese 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 d€Pin 1988: (1) concentration, (2) programming, (3) additionality
and (4) partnership. The partnership principle in particylaven if its importance is often
overlooked in economic analyseproved to be a very effective instrument for consolidating
Europés 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 mulsitakeholder constellation in which tHdSs 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 Strwadtkunds (Sutcliffe, 2000).

The character of structural policy as a channelside paymentand compensation for far
reaching changes in the Community remained unaffected by this reform. At best, it now be-
came strategically more interesting for the Comsgion 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 Commuoityall
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sidesq was that the entral 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.

1 The agreement of the economically weaké$s to the Maastricht Treaty for the realisation of
monetary union was bought with the establishment of t68&in 1994. At the end of 1991,
Spain, Portugal, Greece and Ireland had rejected the Maastricht Treaty unless they were prom-
ised additional structural fuds and the objective of economic and social cohesion was in-
cluded in the Treaty. THeF, which was subsequently set up at the turn of the year 1993/1994,
was given the new task of promoting environmental issues and the-famgpean transport
networks. h contrast to the other structural funds, the resources of tEwere distributed
on a national basis. This ensured that the new subsidies fronCtenly benefited Spain,
Greece, Portugal and Ireland. (Holz, 2022, p. 52).

1 The same period saw the accessiof Austria, Sweden and Finland to the EU dlarduary
1995. The doubling of Structural Fund resources with the Ddlgrackage 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!

1 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: "Eve@dhesion Policglready knew do-
nor and recipient states beforehand, it was only witle 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).

1 Between 2004 and 2007, tieUwas enlarged in two stagés 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 enlargememong theMSs of the ELIL5, the eastward enlarge-
ment was seen as a strategic and historical opportunity, whialso with regard to the Euro-
pean securityg was unanimously supported by and large. None of the old members regarded
itself as a serious vetaayer. 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., lwibed
out the means for universal compensation on all sides, eastward enlargement has led to a
significant deterioration in the net position of a numbemd$s. This was most clearly the case
for Italy, which went from being a net recipient to one of tlaeglest net contributors (in ab-
solute terms). At the same time, avera@®FPfell with the eastward enlargenm. As a result,

16 regions in Southern Europe ar@kEern Germany lost their Objective 1 status as maximum
recipient regionsg 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 effets of enlargement, the compromise that was eventually reached was

1n a referendum in 1994, the voters of the Kingdom of Norway rejected their country's accession
to the EU by a narrow majorityas 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 268713 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 fio@hcrisis from 2008 onwards (Holz, 2002, p. 32).

In the 20142020 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,
competitiveress 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 operatioGRdnd theRRFeanrot yet be

validly assessed at the time of completion of this paper.

This overview of the evolution of structural a@Pis incomplete in many respects. Neither was
CPappraised in terms of its actual performance in creating economic convergence andcsecial
hesion, nor were the macroeconomic andaxte 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 ingninfor 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 &hnical need to do so. This observation can be distilled from the short history
of CP CPhas always emerged "the other way round”. The normal case would be that political
actors form around an emerging or lostanding problem and formulate political olgjives 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 compemsdémand 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, the came the policy".

The number of sucpolicies thathave been added to structural policy over the years is clearly
illustrated by a current chart in which tHeCattempts to bring together all the objectives, funds
and recipients of structural funds ime picture (Figurd..2.1).
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Figurel.2.1: Cohesion Policplanned EU financing by themes (202027)
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In view of this closely intertwinedq and, from an evaluation perspective, dauntingly compiex
web of many objectives, numerous sabjectives and the associated financing plans, it seems far
fetched to associate the mullayered CPwith something as (fuposedly) 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 fittingsC#have become increasingly com-
plex, colourful ad complicated over the decades. So at the end of our historical review of struc-
tural policy, it becomes clear that the question is not whet@@can be compared with financial
equalisation. The question is rather how well this policy, primarily founde@daalisation and
compensation, still functions as this financial equalisation system that it was created to be, despite
¢ or in spite ofg the many different forms it has taken. The question is rather how well this policy,
which was primarily founded a equalisation and compensation, still functions as the financial
equalisation system as which it was created, considerargn spite o the many different policy
purposes it has been assigned to.

1.2.4 On the relationship between regional structural poli@nd 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 fumdame

tal differences between the two concepts are worked out on the basis of their-tgpaal char-
acteristics. Moisio and Vid&over (2023) currently offer a good overview; the older literature on
European financial equalisation also uses such classiisa{Mackenstein, 1997; Pittler, 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. Misio and Vidal Bover (2023) characterise the ideal financial equalisation, compare
it with an ideal and alssuccessfu{!) regional aid policy, work out the differences between the
two models and identify potential synergies between the two fields. Wereturn to any syner-

gies in our conclusions. However, we are not starting from the ideal, but from the reality of Euro-
peanCR; 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 tB&s regional structural policy? The answer to a
simple question can helpVould the EU stop supporting poorer regions via structural policy

measuresf or where this support ultimately fails?

This paper is based on the assumption that the answer to this questio'isFigurel.22 out-

lines what this consideration, here called the "Mezzogiorno test" in reference to the founding of
the ESF in 1957, raas for the distinction between regional aid polg® K I NI O SNA & SR

G A2y fcahddifanci@ &dqualisation.

Figurel.2.2: The "Mezzogiorno test” on the continuation of unsuccessful regional
promotional policy

and regions" =c¢atching up).
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SourceOwn 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 oegi 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 Fiji#2. From an evaluator's point

of view, this is cedinly 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. Theimeoed redefinition of the

objectives of the Structural Funds through the European programming process also sometimes
has to face this criticism (see F&dHassib 2024 in this issue). However, reprogramming that
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turns out to be purely opportunistic witlo little to change the evaluators' judgement if the origi-
nal objectives are not met

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 agigrtonventional 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
changesg convergences and divergess. 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: Convergesactd
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 performargiee. cohesion thragh convergence is the

ideal path for structural policy. However, decades of experience have shown fratretional
CPdoes not succeed everywhere. The economic and social convergence of all European regions
remains an unattainable goal.

The legislative development of ElPalready echoes this understanding. The political objectives
of the ERDF, the ESF+ and@#ave been formulated in such a multifaceted way, for the current
funding period at the latest, that the convergence perspexisronly one of several dimensions
(see Figurd..21 above). This systematically legitimises what has long been a reality of European
policy: stabilisingCPR This side o€Pconcerns the economic, social and territorial cohesion of an
EU where the regiondo not (or cannot) converge as desired. It reflects the fact that regions that
do not catch up in the long term (must) remain a targeCéf The coexistence gromotingand
stabilisingCPis a central feature of what is described here as the actualfachitecture olCRP

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 stroeg and weakeMSs.

1.2.4.2 The equalisation formula of Cohesion Policy

Any regular active fiscal equalisatidbetween 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 sideif necessary, the formula also determines the conditions under which

12 Reprogranming as learning from past failures is naturally evaluated differently.

13 Active fiscal equalisation is preceded bycsdledpassivefiscal equalisation, which uses, among
other criteria, the principle of subsidiarity to clarify which regional autlyoist responsible for
which government tasks. The debate on European public goods mentioned above takes place in
this area. The subsequeptimary active fiscal equalisation allocatesrtain taxes or tax shares

to the local authorities for their tasks. Rilty, insecondary activéiscal 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 sthgeal equalisatiomn

the narrower sense ultimately determines how well the local authorities can perform their tasks.
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certain local authorities no longer have insuffici¢imancial needs and therefore do not receive
any transfers

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 tatook

a multistage 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
CR the allocations under the "Investment for jobs anawth" objective. According to Art. 110
para. 1 of theCommon Provisions Regulatig@PR for the MFF 2022027, this accounts for
97.6% i.e. EUR 329.7 billigrof the total structural policy funds. The focus is on the ¥atbwn
tripartite breakdown of NUS 2 regions into:

9 Less developed regiomsth a GDP per capita below 75% of the EU average (61.3% = 202.2
billion euros).

9 Transition regionsvith a GDP per capita of between 75% and 100% of the EU average (14.5%
= EUR 47.8 billion). In the previdusding period 2014020, 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.

1 More developed regionsith a GDP per capita that is above 100% of the EU average (8.3% =
EUR 27.2 billiortf. In the previous funding period 2012D20, regions with a GDP per capita
2F o 2F GKS F@SNIF IS gSNB £ NSFReé O2yaiRSNEB

All three types of region areligible 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 2062013 period. The three types of regions differ in two respeeirst,

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 salfjectives. Secondtyand this is the better

known part; different national or regional contribidns are required in the different types of re-
gions. According to Art. 112 (3) of tiiPRthe EU cdinancing 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 transitiorregions defined as less developed regions for the 22020 period;
c) 60% for transition regions;

d) 50% for more developed regions that were defined as transition regions for the ZI20!
period or whose GDP per capita was below 100%;

4 In the case of horizontal fiscal equalisation, the part of the formula geared towards the finan-
cially strong local authorities also determines how malese local authorities have to pay (cf.
Section1.2.2above).

15The 100% missing shares in this rendition from@Fof 2021 are largely concentrated in the
Member States supported by theéF(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 developecegions.

At first sight, the regional ebinancing rates guarantee that more funds are invested in regional
structural policy projects than foreseen in the MFF and the CPR. Whether these fundgiom
are also additional in an economic sense is anothémately empiical 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 €imancing rates designed to ensulocal
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. Dog@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 samewarovided 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 thé highes
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 iINMSA, even though less developed regionM8B 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\iddé comparability and evaluability and,
above all, contradicts the primge of a rational and fair promotional policy.

As explained ilection 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 ofM&in which these regions arlocated.

The primary aim of structural policy was and is to prowiigs 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 wagimlly directed at théViSs 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, thealled Berlimmethod 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 thlSs to be "relatively complicated”, prompting it to review these
distribution methods in a 5page Rpid 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 Mi8s, the final quantitative paramets

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 applicatithe method has now been included

in the CPRor the first time (ECA, 2019, p3), 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 a@@is probably the masevaluated European policy
area (Darvas et al., 2019) applies to & 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 agponent of structural policy.

In this respect, the European fiscal equalisation establishedRdiffers significantly from the
equalisation systems that are common in Europe's federal and gesteral states. The fiscal
equalisation systems in Austri@yitzerland, Spain and Germany are the subject of intensive eco-
nomic and, in some cases, legal research. In contrast, the financial equalisation characier of
has not been studied and has never been evaluated.

Beyond this external feature, however, ttexhnical 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, thealloc
tion formula for the less developed regions, is presented in Fifj8.

Figurel.2.3: Equalisation formula for less developed regions according to the Berlin
method

Methodology on the allocation of globlaresources per Member State Article 109(2)
ANNEX XXVI of the C€8ommon Provisions Regulation (L 231/692)
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Methodology on the allocation of globlaresources per Member State Article 109(2)
ANNEX XXVI of the C28ommon Provisions Regulation (L 231/692)
3002 GKS FY2dzyd 20601 AYSR Ay | OO2NRIYyOS gAGK LI

2T I LINB Ydpy IISFNIOLISWE2Y LISNI @SHFNE | LI ASR {7
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Allocation method for transition regions eligible under the Investment for jobs and grow
goal¢ point (b) of Article 108(2)

(...)

Allocation method for the more developed regions eligible under the Investment for jobs ¢
growth goalg point (c) of Article 108(2)

(.

As this is a regional policy, whose funds are allocated to the Member Statefyritlieg 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 particularlgteresting in view of its fiscal equalisation function:

9 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 agap 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 almig)
partially closing the gap, interregional differences in fiscal and economic strength are reduced
without leading to levelling or overcompensation.

91 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 equalisatiemes
to take into account additional needs for intervention and the associated financial require-
ments on a generalised basfs.

6 However, as these additional factors are taken into accaxititin 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 pmine 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 regardo the other transformation goals. For example, Stidekum & 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 policyr&his
veals tensions and tradeffs that can hardly be avoided if modern, multidimensional plaased
policies are to be implemented in a oxd@nensional spatial framework. In a fiscal equalisation
logic, such problems could be mitigated with independent,rakehing ancillary approaches.
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1 A distinction is made between the main approach and the five ancillary approaches with the
three-stage scale (i) to (iii) goint (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)¢ which would be a design flaw in any wetinstructed fiscal equalisation sys-
tem. The percentages applied in the three steps do not show a diffieteon that can be
understood on the basis of objective criteria. They are obviously used for politicaufimey
to ensure that the differenMSs ultimately receive the regional funding intended for them.
However, the thredier system is also interéiag for another reason: it conceals a "financial
equalisation within the financial equalisation”, since the relative fiscal strength oMiBe
concerned is again taken into account in this formula, i.e. the principle of subsidiarity is applied
in an unepected 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 thetwo 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 mairraeagh 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. Oce 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 basedemonomic disadvantage is clearly unsuitable in the akmxerage
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 regibe Elt,

no matter how rich and free of all economic, social or other worriediés 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%) 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 asnemployment, 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 elemenédams 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 thehestNUTS 2 region in the EU. This means that
structural policy not only includes murfiscal 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 isuin"texclusively a fiscal
equalisation. And certainly it does not mean that it igadfiscal equalisation. Before we draw
some conclusions from these observationsS#etion 1.25, we will take a brief look at the actual
redistributive effect ofCR Indoing so, we depart from the regional focus of structural policy and
look at the redistributive effect between thB1Ss. This is in line with the approach taken in the
previousSction 1.24.2, where Annex XXVI of the CPR also deals with the composittbe of
allocations to theMSs. Moreover, in a subsidiary fiscal constitution, it would be M8 that

would have to be in a financial position to address the objectiv&dRyfvhich generally coincide

with their own development and regional objectivethemselves.

Redistribution via EU finances takes pladat alk via the expenditure side of the EU budget. On
the revenue side, the GNdlased own resources dominate with around 60 to 70% of revenue. With
GNI own resources are linked to the best internatadly comparable indicator of thmMSs' tax
collection potential. The great weight of the Gbdsed 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 poor#Ss; but the Union is also immune to an unin-
tentionally regressive tariff (Thone, 2017).

Figurel.2.4: The implicit equalisation formula o€ohesion Policyn the EU27
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Data: Own illustration.

Figurel.24 shows theCFs allocated to theMSs for the year 2022 compared with tl@Nlof the
MSs in per capita terms. The power function shown is the best simple substitute for what would
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be a threepart, sectionby-section function if the implicit fiscal equaligan formula from the pre-
viousSection1.24.2 were directly reflected in the large fiscal aggregates. This cannot be observed
in its pure formg nor is it to be expected.

A simple regression such as that shown in Figuzd can only be used to illust@tand 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 dd8has a noticeable influ-

ence on its share dEFs This cannot be capted 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
reservatiors'’ were taken into account in a detailed anddepth 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 finaing.

Against the backdrop of all these reservations about the simple regression presented, it neverthe-
less exhibits a remarkably high quality with &¥R.81. In other words, the methodologically very
elaborate econometric studies on the empirical paeters for German municipal fiscal equalisa-
tiong probably the most studied fiscal equalisation systems in the wastdy achieve similar re-
gression qualities with the best and most innovative methods; in most cases, one has to settle
noticeably lower qudlies.!® Thus, the comparison in Figute24 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 dovsmward
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, Figurel.25 briefly illustrates how the regional fuscestablish a second, hidden financial
equalisation between the German Lander in addition to the official feeltede financial equali-
sation. Similar restrictions apply to this calculation as to the previous one. Here too, the simple
regression alreadyh®ws a similarly high explanatory power. Also, a sedbgsection regression
would come closer to the actual state of affairs. Figlu5 shows clearly how great the differ-
ence is between the western Lander and Berlin (all on the left in the diagnadh)he Eastern
Lander (on the right in the diagram). The aim of compensating for the loss of Objective 1 status in
the 20072013 funding period witlransitional solutions for the &tern Lander 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 regraisn quality of the again best power function is almost identical
with R =0.80.

81n fact, today only datintensive, taskspecific multiple regression analyses achieve valdes R
0.80 (Gerhards et al., 2020).
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Figurel.2.5: Implicit equalisation formula for ERDF/ESF+ funds between the German
Lander
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1.2.5 Europeanstructural 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 equalisatioresyst 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 termpeomotionalCPand stabilisingCP This pair of terms also makes

it easier to reconcilette features of structural policy that are decidedly atypical of standard finan-
cial equalisation systems:

9 Structural policy is investmerttriented, while conventional fiscal equalisation usually focuses
on current tasks and expenditure.

9 Structural policys fixed for seven years in the meditterm financial framework, while con-
ventional fiscal equalisation offers protection against skiertn (asymmetric) shocks because
it reacts to annual changes.

Both objections are important, but they are not sufficiémtrefute 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 investrramgntated equalisation system. The in-
teresting question isiot 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 convenhtiotiad fiscal
equalisation systems in tHdSs and elsewhere exhibit particular shortcomings when it comes to
public investment. They are unable to counteract the widespread political economy incentives to
favour shortterm current expenditure at the expse of future investment. When a regular fiscal
equalisation system aims to strengthen investment, this is also implemented by earmarking
funds!®Against this backdrop, a European fiscal equalisation system limited to investments, which
is in any case padl 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 severyear periods would also not be unsuitable for investmbasel 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 hadhanestanswer fa 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 thedpean reality. Good and adequate fiscal
equalisation between th&1Ss and; where necessaxywith the support of European regional pol-

icy are suitable instruments for loAgrm assistance. In many cases, this equalisatioented
support can be more targed 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 regioos,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 hsindistinction between redistributive
transfers in the sense of general cohesion goals on the one hand and political transfers to com-
pensate for reforrrelated losses and to achieve European policy compromises on the other. Both
types of transfer are pamf European structural policy; there can be little controversy about this
fact. However, by hiding the second transfer type for political-furéng in the completely differ-

ent first transfer type, both tasks become inefficient and potentially more expen3his 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 go 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 1008&ge/as
as a compromise and age@mporarytransitory 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.
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Structural policy would benefit from greater respect for the principle ofsadibrity. TheEAVof
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 pariiar, 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 withthe 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 shoutibaved more signif-
icantly to theMSs. 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 tanger 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 generatAV In addition to fiscal equalisation support, this primarily
involvesmonitoring, 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 andrapp 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 economicéitature, 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 individusgls mu

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 oegil 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 pdentials.

A stronger consideration of the principle of subsidiarityfCifalso makes it easier fdMSs to im-
plement modernplacebased policieswhich can also be used to implement climate protection
and transformation goals more smoothly and effectivdifie high degree of differentiation of
such policies and their demandiggvernancgGreen 2023; Sidekum 2023) almost automatically
reduce the role of meaningful uniform ELPto 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 thempaar less no#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 erth 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 propcaalsuddenly
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 pgliwhich (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 examplanstead of "classical cohesiathe full, traditional model of promotional struc-

tural policyy MSs could also opt for a leaner "stable cohesion” model, more focussed on fiscal
equalisation andEAV This model would involve fewer procedural requiremermdgarer 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 its addressees and it would provide a fully
independent answer to the question "Promotional policy or fiscal equalisation?"
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1.3 Lars Feld and Joshua Hassib: On the Role of EU Cohesion Policy for Climate Policy

Lars FeldWalter Eucken Instit@andUniversity of Freiburgjloshua Hassif/Valter Eucken In-
stitute)

Abstract

Cohesion policy in the EU has been widely accepted as a tool to advance thagatdcess, i.e.,

helping member countries with lower GDP per capita to grow faster economically in order to arrive

at similarly highincome levels as member countries witigher 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 structdtedds and their instruments o€R but also EU

agricultural policyt N AYUGSNILINBGSR a LINPGARAY3I F2NI I O2Y
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 pricimgaquag programs

for transformation of the existing carbon intensive capital stock to a carisartral capital stock.

Structural funds should thus help countries in the transformation process to carbon neutrality

such that they do nofall behind. Anexapieisb D9 ! GKFG Aa FAYAy3a |G YSY
tion to carbon neutrality. In this paper, the goals of EBare contrasted with the necessities of

climate policy in order to fight climate change. Potentiahflicts between the goals &Pand

climate policy are highlighted.

1.3.1 Introduction

Inthe Treatyonth&€E G KS 9! O2YYAda G2 LINRPY2(GAy3d aSO2y;:
LIS2 L) S&45 wX8 GAUGKAY G(KS O2yG0SEG wX8 2F NBAYT
(EuropeanCommission, 2012)n addition, with regard to th&uropean Green DedEGD), the

9! Q4 2@SNINOKAYy3 OfAYIFOGS adNraGaS3aesxs AdG FAYa i
coupling of economic growth from resource use, and, interestingly, teele® place nor person
behind(European Commission, 2023&his implies that cohesion among ESs is desired to be

RSSLI & SYiNByOKSR gAUKAY (KS 9! Qa OfAYF(GS LRt A
Among several other challenges, the EU sets ambitious golbigh its cohsion and climate pol-

icies. TheCPin the EUhas been a widely accepted tool to foster the catghprocess, i.e., helping

member countries with lower GDP per capita to grow faster economically in order to arrive at
similarly highincome levés as member countries with higher GDP per capita. Climate policy re-
F2NX¥a NBE AYO2NLIR2NIGSR Fa O2yRAGAZ2Y A GAGKAY (K
ditioned to progress regarding climate policy goals.

Basically, both EU ambitions, cohes&nd climate, are thus pursued within the same approach.

How does this fit together? Are the cohesion funds successful, i.e. Nk region left behind

within the transition towards a climate neutral EU? Are climate policies achieving their goals? Ho

does the political economics of structural funds look like and what does this mean for climate

L2 f AO08K 2KIFG FTNB LRaairoftsS Ayo@oSadaySyida GKFEG F2
paper aims at finding answers to these questions.

The remainder bthe paper is organized as follows:3ections1.32 and1.3.3, EUCPand 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 oflithate side, since it
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defines the current set of climate policies. Sectio®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 understandahole of ELCPfor climate policy. I'gection1.35, potential
conflicts between cohesion and climate policies are discussed and evaluated using the political
economics approach. Secti@rB86 hints at synergies between both policies. The fisation1.3.7
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 acrassie

1321 h@OSNDASH adorsiuctdral Rifd a

Since the start of th&EGounded 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
1.31). 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 tfhSs and their regions.

Figurel.3.1: EU Cohesion Policy acrossie
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Treaty
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Fund Guidance Section

simoe 2007 Early 1830s:
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Fund =nd Fisheriez Fund
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for Rural Development
[EAFRD)

Data: ForteCamposX Rojas (2021)

ThecurrentMCC NBX &aSYof Sa -érm Suddget inladinyspeRdindzans which priori-
tize EU policies within a sewgear rangeA significant share of thelFF consists of thEuropean
Structural and Investment Fur{@SIl-comprising a set of five structural funds (see FiduB2).

Upon the founding of th&EGn 1957, the ESF was created under the Treaty of Rome. It resembles
0KS 9! Qa YIAyYy (22t F2N Ay@SadAiAy3a Ay Kdzyty OF
amount of transfers a region receives depends on the regional GDP performance, yetall EU
gions are eligible. The MFF20@In v T I f £ 2 OF G S & (PorteGa@nppds & Rapad, 2021y y
Right from the outset, the first steps towards a common European market were thus accompanied
by regional transfers.

The ERF 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. Withinthé2+ nHTt a CCZX € H N
are allocated towards the EREuropean Commission, 2023the ERDF accompanied the en-
largement of the core EEC, consisting of the six countries Belgium, France, Germany, Italy, Luxem-
bourg and the Mtherlands, by Denmark, Ireland and the United Kingdom.

Figurel.3.2: Structuralfunds inpercent of EU GDP

BEROF EAFRRD ES- -

BEMHA-

%BJU-BIP
o
o]

m 2014-2020 m 2021-2027

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)

TheCEF, created in 1994, is specifically dedicated to supporitily with aGNIper 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, Finlandsavetien in 1995. THeRoday

aims at strengthening loygerforming regions in the environmental and communication sector,

i.e., it finances projects that contribute to environmental protection and sustainable transport in-

F NI & G NHzO (i dzNB @ nlare dirddlietl from 2h& MFF ioath@R(Burfofiedn2Commission,
2023a)

TheEuropean Maritime, Fisheries and Aquiicre Fund[EMFAFfocuses on climate policy as well

as economic and social sustainability within the aquacultum fesheries sector. It covers a sen-
sitive topic among (former) EMSs 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
HAHT 2% € c threspecdtd dirhate poliap, it fadilitates the transformation to a sustain-
able and lowcarbon fishing industry as well as the environmental protection of marine ecosys-
tems and biodiversity, for instand&uropean Commission, 2023b
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l Qldzr tfex GKS 9! Qa /!t A& F KSIFI@egSAIAKG FY2y3
as a structural fund. While there was no further round of enlargement immediately after the six
founding members signed the Treaty of Rome, thginalMSs created the CAP in order to facili-
GFrGS GKS NIYGATFTAOIGA2Y 2F (GKS ¢NBlI & o6& (GKS CN&X
total budget today, its design and goals significantly determine EU actions. The crefatien o
Guarantee Sectioof the European Agricultal Guidance and Guarantee FURGBAGGHrom 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 h&&Faimed 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 tiigiropean Agricultal Fund for Rural Developme(EAFRDP In

2017, theEGnitiated a publ¢ 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 SustainalibpDene
Goals(Matthews, 2018)

Most recenty, the EU established ttéGEU program in order to cope with asymmetric effects of

the COVIBshock on less advanced regions (see Tat8d). 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 ofiattéowards both climate and
O2KSaAz2y LRfAOASad ! G2t 2F etHo O0OAfftAZ2Y Aa
Ay f£2Fya YR €ooy (BufopeaniCBymisgich, 28288 Ra Ay 3INI yia

The second finanal instrument created by the NGEU program is Rezovery Assistance for Co-

hesion and the Territories of EUrOREACGEUY® L ia GNI yYAFSNAR | Y2dzyd G2
ily focus on crisis response and repair measures. By this, the HREAGIMS at the transition to-

gl NRa | 3INBSYy NI O2 gRimieanTodmmissidh, 2028dpa SO2y 2 Ye
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Tablel.3.1:Next Generation EU (NGEU) addnate policy, inprices of 2018

NGEU Supported Pro- Share NGEU ~ Climate Contribu- - Climate Contribu-
rammes o tion NGEU (2018, tion NGEJ
g (2018, in Billion) in Billion) (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 ang 19 0.00 0
emergency reserves)
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, fanstance a joint EU foreign policy or EU military. Despite
O2yGAydzAiy3d ol lGGftSa 2y GKS FAaolft FyR £S3lf RA®
YSyiGQz LRGSYGALFff& 06S02 Y de¢laPoite &LIENSRO2Y Koyweaver,F A & O f
NGEU nonetheless has the potential of applying the jointly borrowed seadiirect the transfers

iNtoCP YR A0 NHzOG dzNI f LINP2SOGa FTNRBY ¢ KHhonk 2021)a2 GKS

Thore(2021)K A IKf AIKGA bD9! Qad NRtS Ay (GSN¥Ya 2F aAGNBy
tiated as a consequence of the early COWpandemic, a time during which eabtEsuddenly

focused on its own agenda and irtEdJ borders had been closed. Basedlas anttintegration

throwback, the NGEU sends a remarkable signal of cohesion by issuttgdosst loans taMSs

whose low credit worthiness would lead to far worse credit borrowing conditions on the capital
market (Thone, 2021)This implies that deHinanced funds are backed by guarantees from EU

MSs (Fuest & Dorn, 2021)

1.3.2.2 Empiricalevidence onthesdzOOS & & 2sFuctird fand® | Qa

Given this longerm history of ELWCR the question emerget what extent the structural funds

have actually achieved the goal of catchingof less advanced regions in Europe. As mentioned
above, empirical studies provide however contradicting evidence as to the success of structural
funds regarding the promotio of this catckup process in the EU.

Mohl and Hagen (201@nalyze the role of EU structural funds in terms of promoting regional
growth. By employing a structural funds dataset on a total of 126 NlJ-PSegions, they are able
to distinguish between Obgtive 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 #lile GDP is below 75%. Mohl and Hagen (2010) use

a GMM estimator, which accounts for the problem of endogeneity in a panel contekg apatial
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 apply to the total amount of Objective 1, 2,

and 3 regions altogethefMohl & Hagen, 2010)in other words, only regions, which need the
stimulus of EU structural funds the most, are able to unleash regional growth bastu U
assistance (and the respective El3s providing the finances). This finding is similaBéxker et

al. (2010, 2018yho find a positive GDP growth effect with regard to Objective 1 transfers, yet no
positive growth effects on unemployment.

Von Hrlich and Overman (2020ok 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.prbeyle evidence that
disparities in GDP across b6 metropolitan regions have been diverging since the-2ifi0s,
stabilized in the 1990s and converged in the 1980s.

Motivated by this result, von Ehrlich and Overman (2020) ask whether-pksed polies 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@uiailily local
government and high levels of human capifEhese 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 (20®). Overall, Ehrlich and Overman (2020) conclude that gdased policies have not pre-
vented rising income disparities yet may have mitigated the incr¢ase Ehrlich & Overman,
2020)

Also covering disparities in the ECequa and Pellegrini (201T)ok at the relationship between

0KS WiNBFGYSyidiQ AyidS CrndragionalGDRiglo®th Gates. Théy Natk@ni dzNJ- f
overall positive effect of the funtelated transfers on regional growth rates, however with a

strong heterogeneity across the regions. Most interestingly, their results reveal that the intensity
ANRSGK FTdzyOliaAzy A& 02y Ol S dnyR LIKNEAO H LIAYT HE AN TdgY
After this value, the marginal effect of the transfer becomegate&ve(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 amet-find
erogeneous evidence of an overall E®IBted positive association with public investments. In
particular, for theCFthey report an almost oné¢o-one effect on public investment, in both the
short and long term. However, with regard to the ERDF ear@vidence is foun(Btaehr & Urke,
2022)

1.3.3 Climatep2 £ A O& ¢ A (Kuctyral fukdS 9! Qa

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 emissionsaaiagting 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 he overall transition to a carbeneutral 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 impa&t of economic activities. In addition, structural funds also support projects that
protect and restore natural ecosystems, preserve biodiversity, and promote sustainable land use.

I AAIYAFAOIYy(d O2yOSNYy 2F GKS 9! Qa adGNUzOGdzNI £ T
withintheEGDr & 0 KS 9! Q& 2 @SN NOKAY3I adNI dS3e F2N I OF
Generation EU program is closely aligned withthe BGD9 ! NBAY F2NDSa GKS 9D5
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 te NGEU total (see Talle3.1).

A substantial portion of the funds allocated under tR&EUrogram is earmarked for the RRF.
MSs are required to developlRRB that allocate a significant share of their funding to climate
related projects and reforms. The 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 Co(ngilscio, 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 leMSs are expected to invest in
LINE2SOGa YR NBTF2N¥a (KI s, sOch ssieddcingdneénholis?2 emisk S 9 !
sions and promoting renewable energy.

Ly 2NRSNJ G2 O0O02dzyd F2NJ GKS 9! Qa 3I21f ywtd G2 f
Transition Fun@JTFhas been created as a new instrumentGHcovering the cuent MFF period

of 20222027 (European Commission, 2023@heJTHs part of the broader EGP and aims at sup-

porting regions most affected by the transition to a kearbon economy. It focuses on investing

in green projects, such as renewable energy, energy efficiency, and retraining workers for new,
sustainable employm& opportunities.

a2Sa1SNI YR tSa0OK O0HnHHO dzy RSNIIF{1{S GKNBS O &s$s
¢CNIyarAidAzyo ¢KSe FAYR (KIFIG G4KS wecQa RSaAdy Ay
experiences. Remaining problems wenestly of distributive and procedural nature, potentially

caused by a lack of stakeholder participation and scarce fur{ogsker & Pesch, 2022)

1.34 Thepolitical economics of the EWudget

The political economics approach ietid whenever one applies the utiliypaximizing 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 eeonomic perspective (e.g., economic theory of federalismBehbl, 1988Genser, 1997,
Spahn, 1998 but instead follow their own selhterests(Feld, 2005)

There is a substantial body of literature on the political economics of the EU, jointly &ttibu
both political scientists and economists (e.g. Dir 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 determinamtsdecisiorY  { Ay 3 LINRPOS&a4aS&8 6AGKA
institutions.

EU structurafunds and their instruments d@R but also EU agricultural policy, are interpreted as
LINEGARAY3I F2NJ I O2YLISyaldAzy F2NJ LR22NBEI-YSYo SN
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 beginnifighe 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
CFwas establisheafter the Maastricht Treaty established a deepening of European integration
with the Economic and Monetary UniofEMU 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 Europan debt crisis. Before another debt crisis could occur due to the economic and fiscal
effects of the COVHpandemic 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 wiellown 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 factooenients. 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 integoatt and the history of EU structural funds offers
additional evidence in this regard.

Applying the political economics approach to EU structural funds, we argue thdSEhaximize

their own selfinterest, i.e., financial transfers. Accordingly, the &dithment of such transfers
programs at the EU level provides particular incentivelI&s: 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 emerggOsterloh et al., 2009).

wW2RRSY oO6Hnnu0 FylfelSa GKS 9! Qa NBflIGA2YaKAL) 6
ing to his results, small BUSs are systematically overrepresented. This goes along with a sub-
stantial loss of relative vote shares ang 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 tansfers 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) repahewitbr 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 (Rodadeg2002).

Apart from an aboveverage allocation of funds being directed towards smdW&s, participa-
tory benefits are often the product of compromises in negotiations on EU policies. This may result
in legislative overrepresentation of small EU stafesdden, 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 catries with larger economies are most likely to violate EU law, whereas
the smaller states are more likely to comply with regulations (Borzel et al., 2010). The best com-
pliers are small states with efficient bureaucracies (Borzel et al., 2010). Howengraroises 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
iNSNBadas F2N) SEFYLX ST a GKS WwWO2KSarzy oft20Q .
flYyRZ 5SYYIN]l = IYyR {6SRSyYy IGéarmanKdalitioH atzheBofe@f o0 f 2 O
the EU Council of Ministers decisions (Hix & Hoyland, 2022).

Asidecoalition formation, conflicts naturally persist in EU legislative decisiaking. Analysing

the dimension of conflict in the EU Council of Ministers, Bailer et al. (2015) show that conflictive
interactions are considerably shaped by coudayel redistibutive interests and less by ideolog-

ical factors like leftight positioningoMSa Q@ JI2 BSNY YSyidiad Ly O2yySOGA 2
al. (2019) bring in an additional factor on EU decisi@king: Governments being under attack at

home do not solely aasider their policy preferences and negotiation techniques but also, quite
importantly, use EU decisiemaking to send signals to their domestic audience. This may be par-
ticularly true for climate policy, as this is considered to be a particularly comtéssee.

Overall, drawing on the political economics literature of legislative EU deeisiding, several
mechanisms in the formation of EU policies may be explained. Therefore, it provides a useful
framework to assess the compatibility of EU cohesionamdate policy.

1.35 Conflicts between EU Cohesion ankmate policies

tKS O2R&aAA2Y YR OfAYF(OS LRtAOASA

O2yvySa (2 FftA3IyAy3d GKSANI F2+fa& YR 2050808 ad
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2y FaaArf /ROBY BN RAROGIRK ABKS LK aAy3 2dzi 2F F24a
SYySNH& &a2daNDSao

[ ANy RAs2ylffe | AYa Ao NS RUBRSIS VS ORly 2NEITR 2RAZE Lak &N
ANRGOGK YR 220 ONBla2yd® {2YS 2F (KS NBaLISOs@dS
Ot AYIGS 202S0a@Sasx LRGSyslffe fSIFIRAY3a (2 AYyONE
ANF&GNHZE S @NB BN RIFPOKO S & GNF yaLR2NIFea2y YR SyS
o1 S adadGlrAylroArtAde FyR OftAYFGS NBaAtASyOS: &adz
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O2YLIl aoAfAGE 2F AYRAQDGARIZ f YSI adz2NBédzy RFZRSNII I 1 Sy
1.3.6 Possiblesynergies betweerclimate and Cohesion Policy

We describe the possible tradsf between EUCR which aims at equalizing the different levels

of economic development of the regions, and the promotion of effective climaiteption under

the umbrella ofCR 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 usingubsidies to support the transition towards a carbaogutral 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 axsutd ¢
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 islidss is too great, which would lead to a
deterioration of the conditions in competition in global trade and ultimately to geopolitical frag-
YSyGlFrdA2y O0YFYYSNE HAHoU® ¢KS 9! Aa RXeioOdzaaAy
1 3SQ 69 dzNP g8 R023)./THsYnYphed & 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 polidgd wo
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 potection measures. Within the EU, climate targets are consistently taken into account
in various sectors and activities supported by cohesion funds. Tualledl climate mainstream-

ing could perhps combine both EU climate a@P

In addition,CPplays & 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 clsamgeal 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, thegion 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 econaccompetition within the EU (through the removal of trade barriers)

will incentivize companies to invest exclusively in carheatral goods and services. Ultimately,

this enables a combination of effective cohesion and climate policy within the EU.
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1.3.7 Conculsion

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 BWSs along the transitiorio a climate friendly economy. How do the

9! Qa O2KSaAz2y IyR OtAYIGS LRtAOE I FFSOG SI OK
GKS 9! Qa FLINRFOK 2F O2Y0AYyAy3ad 0620K LRfAOASaAX
strictions, successft

We use a political economics point of view to answer these questions. We find that cohesion and

Ot AYI UGS LREAOASA 020K FGONIXOG  AAIYATFAOLY G &t
addition, both climate mainstreaming and allocatinmds directly towards climate projects are

Ff A3ySR 4A0GK GKS 9! Qa 3J2rfa 2y O2KSaAiAzy FyR O
spective, net benefit maximization among EU member countries is to be expected. Moreover, the
numerous stakeholders ondal, national, and supranational levels may distort the solufind-

ing process within the political arena of EU institutions. This may deteriorate the projected credi-

bility on climate ambitions among BUSs. Therefore, a critical assessment of futurei@ts by

the EU and it}Ss 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 streaitfunds.
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1.4 Paivi LeineSandberg: Cohesion Policy and the Principle of SubsidigriyLegal
Analysig®

Péivi LeineSandbergUniversity of Helsinki
Abstract

¢KAa NBLR2NI | RRNBaaSa GKS tS3rf awLsSoita 2F K2g

decade, exploring the legal argumentation behind its transformatiefused to be understood

as a pdicy with distinct features and clear limits, characterised by its focugducing disparities
between the levels of development of the various regions and the backwardness of the least fa-
voured regions (Article 174 TFEU), but with Trdmtged linkageso environmental aims and
trans-European networksCPhas relied on national etunding and engaging local and regional
actors.

The 20232027 MFF, and in particular the NGEU, t@#n a completely different directionThe

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 andStsand the
application of the principle of subsidiarit¢Pnow stretches ¢ nearly anything that the EU funds,
irrespective of any prexisting competence limitations. The Report explains in detail how the in-
GSNLINBGI GA2Y 27T (CRWas @dd@ally broedlerieddnitte yhQittiords Without
public debate. This examiriah 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 ®RFFRA Y 3> AGa RSaA3IAy | &
the effect of this funding on subsidiarity and finally questions whether any legal constraints remain
or are relevant after the transformation &@Pthrough the NGEUnN the ongoingnid-term review

of the MFRhe 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 practiemally, the Report looks ahé 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 oEkiéof
measures to be funded.

141 Introduction

Cohesion polieis 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)lisktdb soli-

darity mechanisms in the form of two funds: the ESF to mitigate the social consequences of abol-
ishing internal barriers in the Articles 1:228 and the EAGGF in Article @Phas been a politically
somewhat undefined but factually constrained Bolicy. Until recently, its main purpose has been

¢ in line with Article 174 TFEUWb reduce regional disparities and support underdeveloped regions
by financing national projects. Its implementation has been tied to two key principles: additional-
ity of MSfunding and covering direct costs of projects. These principles are not anchored into the

20 Acknowledgementi thank Richard Crowe, Friedrich Heinemann, Peter Lindseth, Matthias
Rufert, 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.

CPKI & 3N} RdzZl £ f& RS@St 2 ripéhdidgghjestives. ¥ Igas dn thé $uljectd | Q&
of much criticism since its very establishment. Its task, purpose, and significance have been ques-
tioned, as has been its less advertised but neverthelesskmellvn use as a way to buy national

support for catested 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 dependébudget-

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. Th&lGEWchanged the pattern of EU spending for 2€2027 radicall, 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 basRdmelping 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 gimal objectives o€P- 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
Eurocrisisgd@S O0ANIK (G2 GKS 9dz2NPLISIY {SYSaiSNEA®AYSR
policies in areas that fall under their national competence. Second, the growing frustration with

its perceived ineffectiveness led to increasingly determined effortewerage 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 th&€ PR Center forlEuropean 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 areISI Q S O02y2YA O LRf AOASE o6Wdzy O] SNE
two CPinstruments of a completely new kind. The first instrurheras theReform Delivery Tool

(RDT (COM(2018) 391 final), which was to provM&s pure grants as reward for implementing
structural reforms identified in the countrgpecific recommendations and emed desirable by

the Commission. The second instrument was Ewwopean Investment Stabilization Function
(EISFF(COM(2018) 387 final), which sought to introduce an element of cyclical stabilisation by
providing loans to euro area and ERMBs fromamodda & FAY I YyOAIl f Sy @St 2 LIS
2019, both were superseded by a new Commission proposalBaidgetary Instrument for Con-
vergence and CompetitivenegBICQ that essentially merged the two instruments into one
(COM(2019) 354 final). The BICC veadraw on the EU budget, arehvisaged a process where

MSs would submit proposals for packages of reforms and investments, linked to National Reform
Programmes (COM(2020) 408 final, pg2)1 While none of these instruments were approved,

they introduced a new understanding of the legal scope ofdBWvith sigrificant consequences

for how EU funding is spent. They all sought to ¢eyone or to a large exterg on the flexibility

clause forCP(Article 175, 3rd paragraph, TFEU) for their legal basis. Despite the fundamental ef-
fects on howCPis understood, thee new readings provoked no discussion at the time (Leino &
Saarenheimo, 2017).

63



Z EW The System

In early 2020, the pandemic rearranged political imperatives and presented an opportunity for a
far more ambitious plan in the form of tidGEUpackage and its RRF. The RRFusding 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 o€Phas clear implicationsn 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 ieXalitreaty 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 oMSa Q slatiSrarthe area of the internal market). The legal basis s,
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 theValbat oten
influences this choice in practice is the fact that EU competence falls under three main categories:
exclusive (such as monetary or commercial policy), shared witM&e(in areas such as the In-
ternal Market, EnvironmenCR TransEuropean Networkand 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 (LeineSandberg, 201).

CPfalls under the competences that are shared between the Union andie (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 gmtence 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, employmentianost aspects of social policy the role of

the EU is limited to coordinating $fpolicies (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 vale added toMSs acting on their own.

LYy NBOSydG @SINRZ FAYFIYyOAy3dI KFa 0S02YS (KS 9! Q
While the Union does not formally legislate in areasA&competence, it uses its money actively
tosteerMA3 Q OKZK@ES iAWBlIad 2KAtS 2FGSy SELXFAYSR |
guestionable whether this represents integration at all: M&s are not steered towards a uniform

model, as each of them adopts national policies that the EU funds. These develsphaye

blurred ¢ and intentionally se the distinction betweerCR on the one hand, and the coordination

of fiscal and economic policy coordination, on the other hdieky also introduced a new reading

of the principle of subsidiarity (Acle 5(3) TEU), which generally relates to the exercidgnodn
competence. Subsidiarity argumentation has now been introduced to matters clearly falling under

21 See @20/18Hungary v European Parliamei@CLI:EU:C:2020:1001, para 38.
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national competence, to justify Union interventioi:his 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 framew@k of

in the EU Treaties and how the limits of this framework have been traditionally understood and

I LILX ASRZ YR K2g (KS Ay dS NIRMS gradiailydrgadehdd indhgk S 9! Q
EU Institutions without public debate. This examination is Haselegal advice used by the Com-

mission and Council, to which | have requested public access for the purposes of this examination.

In its reply, the Commission identified a small numbedotuments involving minor technical
amendments to draft proposalsom the final stages preceding their formal appro¥abut re-

fused to hand out any actual legal analyses concerning the legislative proposals and their legal
justification?®in fact claims that no such analyses existhis argument is implausible, givére

amount of legal rethinking that has gone irgoabling the transformation c€Pand EU spending

that has been led by the Commission servicasd that members of its Legal Service have in their
academic writings described as a process where the izétih 2 y & KI @S &G dz2NYy SR NB
CPchapter 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 radfh OG A @S 6 KSy AlG O02YSa (G2 GKS | R2L
OK I NI O S NI éTheC@hcd LegalServi(@Lpidiantified four legal opinions that analyse
Commission proposafsand following a confirmatory application, provided access to them (Leino
Sandberg & Lindseth 2023). In addition, | have requested and received public access to the Court
pleadings of all three institutions (Commission, European Parliament and CounCaésén €
166/07,Parliament v. Counc¢iWhich is so far the only case dealing with the scop€Rdnd the

legal basis in Article 175/%paragraph, TFEU. These documents are used in the report to make

the institutional legal argumentation visible and enalik critical analysis.

22 Decision by the ibector General of the Commission Legal Service, Ref. Ares(2023)3614045
24/05/2023.

B/ 2YYAaadA2Y RSOAaAA2Y [/ O0HnHoO pync UylFfs . NUzA&S
K

245S07\a7\2y oe
MOKMANOKHMAHO®

S 5ANBOG2NI DSYWSHRIP{! REAGKSBSHO G YK

25 Decision taken by the Council Secretariat, Ref. 23/@861ns identifies the following opinions:
5347/19¢ 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 Europeaasimrent Stabilisation Function;
6582/19¢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; 5488 ahion of

the Legal service on the Propdsar a Regulation of the European Parliament and of the Council

on the establishment of the Reform Support Programme; 13116/19 + REWftribution of the

Legal Service on the Proposal for a Regulation of the European Parliament and of the Council on a
governance framework for the BICIGr the euro area.
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¢KS GKANR a4SO0AXE RIIAONRARAEES Rl K bydP4 YR Ala
cluding instruments that have been approved until the summer of 2023. The final section is dedi-
cated to a discussion of the future of Euhding.In the ongoing miderm review of the MFfhe
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 exéent 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 EGNI From its very beginning, it has evolved primarily as a tool for facilitating
trade and economic integration. The benefits of free trade 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, partlyybsupporting vulnerable regions, partly by compensating tHdSs 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 thesCR#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 gbod9.75,

the ERDF was created (to complement th& B8d EAGGF created already in 19%8jifjed with

NB T S NB y O &n effettivekpalidy oriregional structures is an essential prerequisite to the
realizaton ofEMWE KA S NBO23ayAaAy3d GGKFG FEt20FGA2y 27
regionaland the Community perspectiv¥& 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 Treatysioms on structural
funds, there are neither general nor specific Treaty provisions that could be used to establish a
large-scale transfer system between tihéSs.

CNRY (GKS mMopynQa 2ygl NRI LI NIfEtSt gAGK dGhgS ONBI
successive accession of relatively less developedMgsy the role of redistribution has been in-
creasingly taken over by K S | R I2sgwDaimassive increase in its size and started to ap-
proach CAP as the largest Union policy. In 1994 Cthevas also created t@rovide a financial
contribution to projects in the fields of the environment and trefasropean network$’ With the

Single European Act (1986) economic and social cohesion became an explicit competence of the
European Community, definedy” LJ NI A Odzf | NJ § KNRdzZAK GKS |AY 27

26 Regulation (EEC) No 724/75 of the Council of 18 March 1975 establishing a European Regional
Development Fund, QJ73, 21.3.1975, s117, 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 Iast @ 2 dzNB R® TN&SHpbrianta déf these
funds further increased with the enlargement of 2004 to countries facing regional and indlustria
challenges (Cipriani, 2018).

In 2008, the Treaty of Lisbon introduced a third dimension of EU cohesion in the form of territorial
O2KSaAz2ys>s IyR RSTAYSR auNBy3IuKSyAy3a GKS 9! Qa ¢
objective?® Dirk Ahnert,Director General of DG REGIO at B explained in 2009 that therri-

torial approachis what characterises this policy aréa¢t KS &St SOGA2y 2F NB3IA2
which CPis implemented not only responds to the mandate giveiCt#by the Treaty to ppmote
NEIA2ylf RS@St 2 LIYS yeigbes ortd dpell Suldhe reasorirg vhy lcihesion) ®
policies focus on regions ratherthan M8 Y a¢2 NBFf SO0 GKS ALISOATAOA
policy should target territories featuring sufficiehbmogeneity. EU countries rarely correspond

to such territoriesb Ahner, 2019, p.4)This encapsulates the traditional thinking of EU cohesion

policies.

1.4.2.2 Competence and the EU budget

¢KS 9! 0dzZRISG A& y2i 2dzad I o2 dziA yVi253S (oAdRly FLINGE
0KS | NNIy3aSySyida aNBFESOG GKS oFflyOS 2F Lk2gSH
a4 GOSNNAG2NRLFE O2ftf SO0GAQGAGE YR AdGa aSYoSNI {{df
has indeed followed EU competence. Whee 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-
0SNE S6KAOK NBIldzANBa | fS3Fft beregiirameitthatatia§c 9! ¢ N
act mustbe 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
YR 06dzRISGF NE L2 ¢ ®Nie EU RinBncigl Regulatiol Gpsethed s¥rtedpdnci-

ple: GAppropriations entered in the budget for any Union action shall only be used if a basic act

KFIa 0SSy3undet Adicls Rebthe same Regulation,

WolraArod 1O0GQ YSIya | £S3rt OG0z 20 phhdesiakKl y |
legal basis for an action and for the implementation of the corresponding expenditure entered

28] NOAOES mMonlyY €LY 2NRSNJ G2 LINRBPY2GS Ada 23SNI
develop and pursue its actions leading to the strengthening of its economicoaial sohesion .

In particular the Community shall aim at reducing disparities between the various regions and the
backwardness of the leadt | @2 dzZNSR NBIA 2y a d¢

291 NIl A Of S loshall prombte pc¥nondic, social and territorial cohesion, and solidarity
among Member States.

30 Case €106/96,UK v Commissiopara 28. See also Case 242(8dmmission v Coungiara 16

18.

31 Regulation (EU, Euratom) 2018/1046 on the financial rules applicable to the general budget of
the Union, amending Regulations (EU) Nt96/2013, (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).

67



Z EW The System

in the budget or of the budgetary guarantee or financial assistance backed by the budget, and
which may take any of the following formisX 6

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, ithatter 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 proote a cause, (such as Article 40(3) TFEU on agricultural guidance and guarantee
funds, or Article 162 TFEU on tB8I; or where the idea of funding is implicit but clearly a part of

the envisaged EU toolkit (such as development cooperation, econongogcfal 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 actibmlike in areas such as the internal

market, agiculture 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 Uniordfng to certain national pro-

jects. In other words, whil€Phas a number of Treaty 8 SR 20 2 S O Urkddcg disNB £ I G A
parities between the levels of development of the various regions and the backwardness of the
fSIFHaG TFI 02 dzZNB R iNB &dreaghadby funilifgSriesSure® at@aiddal 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 operai@iisfsomewhat 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 thaithe Union shall have competence tarcy out activities and conduct a com-

mon policy; however, the exercise of that competence shall not restlM3s being prevented

TNRY SESNODA&AAY3T GKSANRE 6! NIAOES nmonv ¢C9! 0d b
action on national poliz competence exists faCP 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.
PFAOSNI FEfX WSIEOK LINRPGA&AAZY 2F 9! f{téedhatthdmd G 0 S
Aa y2 O2yFEtA0G 060SG6SSy Al IyR GKS 3ISyBong f &O0OK
2013).

y

1.4.2.3 The legal framework of Cohesion Policy

The system of structural funds has an explicit legal basis in the Tr&atibgh recognise a ¢o

nection between economic and cohesion policigarticle 174 TFEU establishes the objectives of

C GNBRdzOAYy3I RAALI NRGASA 0SUGsSSy GKS tS@Sta 27
gl NRySaa 2F GKS fSIad 7T @2 ufyBoRgtheBgidnecgrcemed, | YR T

S2Art. 162-164, At. 170172, Art.174-178 TFEU.

BI NLHAOES mTp ¢C9! SadlofAa
L2t A0OASa YR akKlff O22NRAY
objectives (Article 174 TFEU).

KSa Lty 2o0fA3lGA2Y ¥
FdS GKSY Ay adzOK
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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 loyopulation density and island, creés2 NRSNJ | YR Y2dzy il Ay
Article 175 TFEU establishes connections with other fields of Union policy. It first requiMSgthe

02 O2YyRdzOU GKSANI SO2y 2hem iDsuthia fvdy @\ i8 additiag, &tairk O 2 2 NR )
the objectives setoutinArtice T né¢ @ Ly FFRRAGAZ2Y G2 GKS ¢NBIG& |
protocol (No. 28) on economic, social and territorial cohesion annexed to the Treaties and with

the same legal status (European Committee @f egions, 2023).

The Treaties establish that the formulation and implementation its internal market policies and
actions are to take into account and contribute to the objective€Bfln this way, its aims have

a similar characteristic to environmental protection requirements, wisicfdza & 6 S Ay G S3I NI |
0KS RSTAYAGAZ2Y YR AYLX SYSylUldAaz2y 2F GKS | yA2)
(Article 11 TFEU). In planningtian in other policy areas, the effect of the envisaged actioBn
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 teemmit

of the Regions, 2023The Union is also to support the achievement of these objectives by the
action it takes through the Structural Funtfshe European Investment Bank and the other exist-

ing Financial Instruments. Article 176 TFEU specifies thatEheopean 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 decjhd A Yy R dz& (i Mikidlet177 NEED In@uyles & Iégal basis
F2N) 0KS RSTFAYAUGUARZ2Y 2F aUKS (Falax LINA2NARAGe 2
YR G0KS a3aISYySNIf Nz Sa FLILX AOIofS G2 GiwSYy | yR
ySaa yR (KS O22NRAYIFGA2Y 2F (GKS CdzyRa¢ Ay (K
used forsettingup &Rl 2 LINRP GA RS £ FAYIFIYOAlLf O2yGNROGdziAZ2Y
and transEuropean networks in the area of trandpdi A Y FNJ & ( NHzO G dzZNB &€ @ 9y A
trans-European networks thus enjoy a prime plac€ras they are specifically integrated into the

action to be taken under th€F

In these areas, different EU competences and legal bases seem partialgppuggl 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 scaré@The possillity of using theCFto financeGspecific projects iMSs in

GKS ITNBF 2F OGN yaLR2NI AYTFNIAGNHOGdzNBE Aa |faz
European networks. In addition, trafSiropean networks is also defined as s¢dinding 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 SESkRyuropean Regional
Development Fund.

35 See however Regulation (EU) 2021/783 establishing a Programme for the Environment and Cli-
mate Action (LIFE), and repealing Regulation (EURB8/2013, which is based on Articdd92(1)
TFEU.
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basis in Article 172 TFEU has been used to approve vdegabkacts and funding measures in
these areas® A topical example of this is the Rail Baltica project, which is financed by the three
Baltic States and efunded by the EU up to 85% of the total eligiblestsounder theConnecting
Europe FacilityCEFfunding instrument on development of high performing, sustainable and ef-
ficiently interconnected trang&uropean networks in the fields of transport, energy and digital ser-
vices?’ CEF is not @Pinstrument 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 beem used t
regulate the structural fund® These regulations establish the main policy objectives and the rules
of (shared) managemetftbut also define what kind of regions are entitled to suppg8iRegula-

tion (EU) 2021/1058 further defines action taken by BERDRnd theCF 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-Eamspean energy infrastructure; Di-
rective (EU) 2021/1187 on streamlining measures for advancing the realisation of thdctrems
pean network; Redation (BJ) 2021/1153 establishing the GEegulation (EU) 2021/694 estab-
lishing the Digital Europe Programme.

37 Regulation (EU) 2021/1153 establishing theFand repealing Regulations (EU) Ng16/2013
and (EU) N@83/2014

38 Regulation (EU) 2021/106aying down common provisions on the European Regional Devel-
opment Fund, th&eSHPlus, the € the JTRand 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 commasiqguie\on the Euro-

pean Regional Development Fund, 88Fthe Cohesion Fund, tteAFRRnd the European Mar-

itime and Fisheries Fund and laying down general provisions on the European Regional Develop-
ment Fund, theESFthe Cohesion Fund and the Europeaarime 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 asrdg 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 () 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. Regulan (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 adjustnent 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)).

TheCFAdA G2 &aO2y (i NR O daidof em@ronmhaNPaddSran& dropdary netivdekS in F A

the area of transport infrastructure (TENUO ¢ ® | NIAOf S n RSTAYySa (KS alL
27 GKS (062 FdzyRaz IyR Sfl 02N iSa T dMEBhISONI (KI G
concentratdR G Yyl GA2ylf fS@St 2N LG GKS fS@St 2F Of
tion in a way wherdSs are be classified, in terms of th@NIratio to three groups while regions

are divided into more developed, transition and less developegbres (Article 4).

There is surprisingly little case law @#Pand 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 strendhening 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 rHagrelgwn 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 MehtoerSates**

As an area of shared competeng@Premains subject to the principle of subsidiarity, whish

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 d¥its*? As the Cart

noted in Case-608/13,

Article5(3) TEU refers to the principle of subsidiarity which provides th&uhe areas which

do not fall within its exclusive competence, is to take action only if and insofar as the objectives
of the proposed action caot be sufficiently achieved by the Member States and can therefore,
by reason of the scale or effects of the proposed action, be better achieved BEyrdpean
Union.*3

The application of the principle of subsidiarity presumes the existence abElgetence under

0KS ¢NBIGASAED ¢KS LINAYOALX S NBIldZANBa ¢ 0KFd GKS
be better achieved at EU level, given its objectives listed in ABITIEU and provisions specific to

I NR 2 dz& It heishBr lindts obextends 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 fomational decision as possible, consistent however with securing the aim of the meas-
dzNB YR 20&aSNBAY3I (GKS NBIJdZANBYSyia 2F GKS ¢ NJ

41 Case €149/96 Portugalv Counci[1999] ECR8395, para 86.

42 See alsdProtocd (No 2) on the application of the principles of subsidiarity and proportionality.
43 Case 6&08/13,Estonia v EP and Counp#ya 44.

44 |bid, para 53.
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into question the powers conferred on the European Community by the Tasatyterpreted
by the Court of Justicé.

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 actand 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 requiregstablishing 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 consequen(&ipriani, 2018, p. 142)

During the recent years these kinds of considerations have received far too little attention when
considering the new purposes for whi€tiPfunding is used.

1.4.2.4 Article 175, 3 paragraph, TFEU

The recent transformationq or perhaps more accurately, revolutigmof CPhas been enabled by
Article 175, 3rd paragraph, TFEWnN obscure, historically litttesed clause within the title on
economic, social and territorial cohesion. Under this provision,

If specific actions prove necessary outside the &amdl witlout prejudice to themeasures
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 Econiorand 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-

NEg SylrofAy3d OfldzaSed 55 2A304GS 6HnHoOUL | NHdzSa (K
amsF O2KSaA2yé |yR (GKdza alftft2¢a F2NI I oNRFR NI
WLINE S ySOSaalNEQéd wSIR GKAA ¢le&x 2yS 462y RSNE

SOSNI 6S YySSRSR T2NJ I y& LldzNLRyb&usedtodovdr &y dedirédi S Q a
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
fAYAGSRD® Ga{LISOATFTAO I OlA2yé nardwiespBand tdrltb supFl 3 S &
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 paragraphTFEU as a legal basis. The case concerned the Community financial contribu-
tions to thelnternational Fund for Irelan@iF) (2009), which was set up to promote economic and

social advance and to encourage contact, dialogue and reconciliation between aletisrand

45 Case €176/09, Luxembourg v EP and the Council, pard&7
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unionists throughout Ireland® 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 challengegliing for theCPlegal 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 GPin general and the legal basis in Article

175, 3d paragraph, TFEU, in particular, in 2€009.

¢tKS / 2dzyOAf RSTFSYRSR G(GKS OK2aSy fS3Fft o6lara oA
within the meaning of Article 175, 3rd paragraph, TFEU must be understood as forming part of the
CPobjectives; 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’ Contributing financially to an international organigatiworking mainly for

Irish intracommunity reconciliation was clearly noiGPobjective.Before the Court, the Council
argued

La structure et I'économie générale des articles 158 et 159 CE sont telles que la notion d'action
spécifique doit étre entendummme faisant partie des objectifs visés a l'article 158 CE. Il s'en-
suit quel'adoption d' "une action spécifique en dehors des fonds" constitue un moyen a utili-
ser, au méme titre que la participation de la Communauté au travers des fonds, pour renfor-
cer b cohésion économique et sociale de la Communasetéce afin de promouvoir son déve-
loppement harmonieux globé&.

The Council thus clearly saw tte sl OA FA O | O A 2 Y aRadmiedns tB Be use&t6 Cdzy R
promote CPobjectives What was deemedecessary for verifying the appropriateness of the legal
olFlaAra ol a (G2 O2y&aARSNI 6KSGUKSNJ GKS 104G IyR Ala
158 CE et figurer donc en tant qu'action spécifique au termes du troisieme alinéa de l'article 159

Q &0

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,
F20dzaAy 3 2y KS CRHhiSheSuNIhtbe reddndiledPwittSsPecific Fhtervention

in favour of a single regio?.The use of the legal basis required general intervention promoting

the harmonious development of the whole Union, as indicated inOMtiS mTtn ¢ C9! & a{ L.
( A 2wad éot be undestood as ad hoc or oreff interventions®® The general nature o€P

measures did not exclude taking into consideration difficulties or challenges which do not arise in

46 Case @66/07,Parliamentv. CouncilEU:C:2009:213.
47 Para 30 of the ruling.

48 Mémoire en défense déposé par le Conseil de I'Union européenne, conformément a l'article 40,
paragraphe 1, du réglement de procédure dans l'affaE56/07, Bruxelles, le 11 juin 2007, re-
ceived through access ttocuments request (in file with the author).

49bid., para 22.

50 Mémoire en intervention déposé conformément a l'article 40 du Protocole sur le Statut de la
Cour de justice, par la Commission des Communautés européennes, para 27.

511bid., para 28.
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a uniform manner throughout the EU territory. After all, under the Structural Funéstules of
intervention and the nature of EU assistance made availabM 3 and regions are modulated
according to local and regional conditiotsTherefore, adaptation to the circumstances was not

in contradiction with the generalized nature ©R 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 territ¥vile there was a need to secure EU
wide effort to plomote 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 manriér.

In his opinion, the Advocate General wadling to seeCPas a broad and undefined policy field.
He emphasized how

[tihe 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 coautioms. 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 ofiestgiven 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. ThHe 2 dzNIi $a offérs rib 8ecisive guidance in that connecfibn.

¢CKS /2dz2NII RAR y2i0 F2fft2¢ 0KS | ROROInded hdvSay S NI f C
specific substance; not every measure with economic effects could be defing® ase Cour
acknowledged that théobjectives ofCPare to be taken into account by tHdSs 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 theoacwhich it takes through

0KS { GNHzOG dzNF £ Cdzy RadE LISQX N2 O nlp @ ibA 2 ya  NE&BEA NRS (i H
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
FOGA2ya OFy Gl 1Sd® 1 26SOSNE wX8 GUKS /2YYdzyAaile:
pendent Community policy, with the result that Title XVII of th@re&ty 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
whichdoes not extend beyond the scope of the Comfmh 1 @ Q& L2 f A 0& 2y SO2y
cohesion (para 46, emphasis added)

Contrary to what the Parliament had argued, it could notgo@ranteedthat all of the interven-

tions of the Fund which are financed by the Community wairdact address thebjectives that

I NBE &ALISOAFAO G2 GKS /2YYdzyAie©d WKSNBEF2RP>SOK
was entitled to conclude that the range of activities financed by the contested regulation would

52 bid., para 31.
3 Para 32.
54 Opinion of AG Bot in Casel66/07,Parliamentv. CouncilEU:C:2009:213, para &R.
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SEGSYR 0Se2yR G(KS a02LS0272¢YK® I gRYagOhe & OrRIKE
 RRSROU® ¢KA& A& 0SOlIdzaS ! NIAOES mtTp ¢C9! €020S
ried out in accordance with the Community regulatory framework and whose content does not

extend beyond the scope of the Comilzy A 1 @ Q&4 LIR2f AOe 2y SO2y2YAO0 | YK
64).While broad in scope;Pwas clearly not without any contours; and the elements falling out-

side undelCPrequired another legal basis (Article 308 TEC). In other words, measures adopted on

the basis of this provision mustindedd RRNS da GKS 2062S0GA@Sa GKEFG N
2y SO02y2YAO Iy RTha anbiguity of tiie2virdirg dh2 ffedilility clause did not

extend its scope beyond the aims @GP Leo Flynn, a legal adviser working for the Commission,

I NHdzSa GKI G GKAA Nz Ay3a aYl | SaCPiéyal Bdsidis biokid, ii ¢ K A f
Ad y20 Ay TRWSESING XKSH ayRAIGéad GIKEF G Ay GKS Ayaida
IFI ruling focuses more on the opportunities provided by the third paragraph of Article 175 TFEU
FyR fSadaa 2y Ada O2yaidNIrAydaég oCfteyys HnAnmpL ®
Before the pandemic, the provision had iretkseen 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 kSs facing major natural disastet%to regulate

actions around EU funéfsand, more recently, to create a Fund for European Aid to the Most
Deprived® and the StructuraRSRn 2017%° The general objective of the latter is, under Article 4,

to contribute to institutional, administrative and growsustaning 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 €149/96,Portugalv. Council EU:C:1999:92, at paré2.

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.

5" Regulation (EU) 2011796 amending Regulation (EU) No 1309/2013 on the European Globali-
sation Adjustment Fund (20312020), OJ L 279l , 31.10.2019, ¢6;4 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, 12.11.2048;, 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 Investmentgedisas the introduction of tech-

nical enhancements for that Fund and the European Investment Advisory Hub, OJ L 345,
27.12.2017, p. 3&b2; Regulation (EU) 2017/825 on the establishment of the Structural Reform
Support Programme for the period 2017 to 20&2@d amending Regulations (EU) No 1303/2013
and (EU) No 1305/2013, OJ L 129, 19.5.201%1%; Regulation (EU) 2015/1017 on the European
Fund for Strategic Investments, the European Investment Advisory Hub and the European Invest-
ment Project Portal and aemding Regulations (EU) No 1291/2013 and (EU) No 131612Gha
European Fund for Strategic Investments, OJ L 169, 1.7.2013&. 1

8 Regulation (EU) No 223/2014 on the Fund for European Aid to the Most Deprived.

59 Regulation (EU) 2017/825 on the esiabment 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, gl 6.
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tors in response to economic and soclallenges, 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 tansparent use of the Union funds.

CKA& NB3IdzZ I GA2Y A& AYOUSNBaddAy3a yziad 2yt & 6SOF dz
agenda, but also because it includes one of the first attempts to move beyond the purely transac-

tional role of cohesion pdlies by introducing the concept &AVin the Structural reform pro-

gramme regulatiof® Finally, it creates a link betwed@Pand administrative support. In addition

to the Cohesion flexibility clause Article 175! @aragraph TFEU, the regulation setting up the
StructuralRSPelied also on a second legal badisticle 197(2) TFEWccording 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 Stall 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 base

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 (institutionglincluding governance aspedstructural and/or ad-
ministrative reforms) to foster sustainable development and innovation and, in this context, to
make more efficient and effective use of Union fur@s(2015) 701 final)

From the perspective of legal basis, the Commission defined a-fbleé objective:

i) strengthening the administrative capacity ofSMin respect of the effective implementation

of Union law through administrative cooperation among national authorities of tiSe, lbind

i) strengthening economic, social and territogahesion 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 policieM®&s.

The emphasis of the programme was on providirgertise: it was defined athe most suitable

means of supporting on the ground thobSs that implement growtkenhancing reforms, since

the Union is in a better position thadSs to identify, mobilise and coordinate the best available

expertise and to provide a coordinated approach to technical suppok$a requesting assis-

G I y.O\MBike the substantive aims of the regulation were largely in line with those defined in

Article 19(2) TFEU, itamedtobuiMSa Q I RYAYA A G NI GA GBS OF LI OAle y72
law as defined in Article 197(2) TFEU but in fact any structural reform that usually fall substantively

60 |bid.,Article 3.
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outside EU competence. This is likely the reason why the Commgsoit necessary to use Ar-

ticle 175, 8 paragraph, TFEU as an additional legal basis. Since this proposal, Article 197(2) TFEU
has served as a joint legal basis for three lasgaleCPinstruments®! providing the formal justi-

fication for directing fundhg 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 17% Baragraph,TFEU has become the basis of a major

LI NI 2F OGKS 9! Qa G2dlft aLISyYyRAy3I: SAGKSNI Ff2yS
ticle 122 TFEU emergency provision. In the absence of other quickly available EU funding there

has been increasing pressuto also use cohesion funding to address the implications of various

acute crises: first the financial cri§fthen natural disasters?the immediate effects of the Covid

crisi$ l YR Y2aid NBOSyidfte (KS STFSOla wHTheersedmdh | Qi &
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 ths European Court of Auditof&CAhas pointed out,

61 |bid.; Regulation (EU) 2018/1671 amending Regulation (EU) 2017/825 to increase the financial
envelope of the Structural Reform Support Programme and adapt its general obj&siyalation
(EU) 2021/240 establishing a Technical Support Instrument

62 SeeRegulation (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 their financial stabilityRegulation (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 hdisasters

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 C@\dDutbreak; Reguteon (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 CTpandemic

and its social consequences and for prepaangreen, digital and resilient recovery of the econ-
omy (REACEU); 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 Meper States and in other sectors of their economies in response to the
COVIEL9 outbreak CRI).

8 Regulation (EU) 2023/435 amending Regulation (EU) 2021/241 as regards REPowerEU chapters

in recovery and resilience plans and amending Regulations (EU) 8288, (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 Russ§iaderation FAST (Flexible Assistance for Territo-

ries) ¢ CARE; Regulation (EU) 2022/613 amending Regulations (EU) No 1303/2013 and (EU) No
223/2014 as regards increased gieancing from REAEHU resources and the establishment of

a unit cost; RegulatiofEU) 2022/562 amending Regulations (EU) No 1303/2013 and (EU) No
HHOKHAMND Fa NB3IIFINRA /2KSaraz2yQa ! OuAazy F2NJ wSTd
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repeatedly usin@Pto address crises may divert the EU from its primary strategic goal of reducing
disparities in development between regions (European Court of Auditors, 2023a).

1.4.25 Towards new EU spemal priorities

CPO2dzyilda (G2RF& a GKS 9! Qa YIAY Ay@SaldySyid LRt
the EU has dedicated a significant proportion of its activities and budget to reducing the disparities
among regions, with particular emphasis on rural aressas 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 througbRhie ERDFNd the
ESHinance investmats in a large variety of areas such as transportation, energy, environment
and digitalisation, but also including ngysical investments in education and culture. Nonethe-
less, while seemingly broad in scope, investments under the rubric of cohesioysaletained
certain key features, most importantly dmancing byMSs (Vita, 2017 ynultilevel governance
(empowerment of sulmational, regional, and local actors), as well as use of funding only to cover
the actual costs of investments. As described bg observer,

GohesionPolicyA & Y2 NB @8 RyW Sly 1 @3 XiRS 6dz2 adzlJLl2 NI F2NJ 2
agendas. In public financetern®K I & 'y QF f £t 20F ABSQ NI GA2ylf So
and weltbeing of the territories and people of th& Ehrough growthenhancing investment
strategies and projects. Accordinglg, 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 supporto farmers under the CAP. Indeed, there are many stritigelaed to the use
of CPresources to ensure that it is used effectively towards meeting its developmental objec-
GA@Sas SPSy AT GKS SEMSIOU & eiNGS\ yRIA 30LqBzih8eR d 6ch X 8y
& Mendez, 2013, pp. 123)
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 theational one. In this sense, it is somewhat unclear how the principle
of subsidiarity has ever been applieddR 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 irdirection of some kind
of EAVwhen 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 aguralland 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 veifficult (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 bagreement the status quo will prevail, the power of inertia is immense (Becker,

2012). Funding for programmes that brieé\Vbut do not create calculable payouts to individual

M GSYR (2 6S GKS TANRG G2 oS &aljasSSHBoRO XK St 3
GKIFEGSOSNI Aa STl dzy RSNJ a2YS I NIATFTAOALI £23)2 OSNI f €
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Yet, in 2018, a littlmoticed but fundamental change took place in the Financial Regulétian.
new subitem was added to Article 125, A NE G LJ- N} 3N} LIKZ 2y WC2N¥a 27F
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:

X dhk 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-flate financing). This forrof 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 pare 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 theEU to project its power irrespective of competence limitations and laid the foun-

dation for a revolution in the use EU funds (LeBendberg, 2023), which the Commission devel-

oped in a series of legislative propospieceding the RRF and is now making sk of in the

context of the RRF (Leif®andberg & Lindseth, 2023). By 20C8had been firmly identified by

0KS 9! AyailAalddziazya a | gle G2 FAECE GKS w3l Lk
airzy t£S3rt ROA&ASNI [ S2 ctfeéeyy SELIXIAyar Wiz 2¢
TFEU. Itis perfectly proparfthem to adopt such measures on another legal base if the measures

AY ljdzSadAzy 02YS 6A0GK {KS (BlyNhp201iD)n2h& CoinfiSsiortitNGS I § &

fSR G2 F NBg 2F LINRBLRalfa GKIFIG ¢gSNBendsRE® NBIZ def (
visions ofCPcould be invoked to strengthen and broaden Union action in the area of the EMU,
NEfeAy3a 2y I NBEACR SNIYWNBSIai A2y 2F gKI G W

1.4.3 EMU asymmetry and cohesion

The euro crisis served as a launching pad for several strands of debatevdn make use of EU

common funds to improvISA Q@ L2 f AOAS&a | YR LINRPLJ dzZLJ 6 KS SdzNe |
had already existed since 2006, but it was substantially widened in the aftermath of the euro crisis

and extended to all ESI funds (Centre Emropean Policy Studies, 2020). Another strand of the
EMUdeepening 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 gal 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-
GA2yLE 9! 02NE Y2NB 2F0Sy> 9dz2NP rteBWthMBSKA Of S

66| thank Richard Crowe for pointing this out to me.
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through a system of fiscal croessbsidies (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, largdbased on the EU competence und&® In this

process, the institutions effectively reversed the Tredéfined link between economic policies

and cohesion policie€P6 SOF YS 'y AyadNHzySyd Ay (GKS aSNBAOS
related fiscal plicy aims, with little or no connection to the actual cohesion objectives.

1.4.3.1 RDT and the EISfmerging cohesion policies and economic policies

In his 2017 State of the Union address, President Juncker (2017) announced the Commissions in-

tent to pursue a ddicated euro area budget line within the EU budget. Following this, in May 2018

the Commission proposed two new instruments. The first proposal involved aliRS#®ré part

of it was theRDT (COM(2018) 391 final), based on Article 175, 3rd paragraphamé&Bdicle

197(2) TFEUt was to provideMSs pure grants, from the EU budget, as reward for implementing
structural reforms identified in the countrgpecific recommendations and deemed desirable by

the Commission. As such, it represented a fundamesteglarture 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 budgetM&s only financed actual costs of the un-

derlying measures. Undéine 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
MR Q A0GNHzOGdzNI £ L2t AOAS&as 6KAOK ¢6SNBE dasR&NJ y I G
EISF (COM(2018) 387 final), which was to provide loans teaeeeoor ERM21Sin financial dif-

ficulties so as to allow them to maintain adequate level public investment. Like the RDT, the EISF

was legally framed as@Pinstrument, even if its prirary aim was in cyclical stabilisation. It would,

according to the Commission, entail no permanent transfers, and eligibility would be conditional

2y GAGNROG O2YLX Al yOS 6A0K RSOAA&AAZ2YEA YR NBO2Y
surveillanceld YSG2N] ¢ @ 2 KAt S Ada LINRLR2ASR FAYIFIYOALF T
g2t @Ay t2Fy OIF LI OAGE 2F eon O0AffA2YS Al 61 & ¢
come.

To my knowledge, the onlMiSto react explicitly to the competence pilications 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 deepening the EMU armtomoting structural reforms that

are part of economic and social policiésy effect on Cohesion Policies was at most subsidiary to
SO2y2YAO LRtAOE FTAYad ¢KS tINIAFYSy(iQa /2yadhr
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 37/2018Ivp)o 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 legdbgic 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-
fAFIYSYyGQada DNIYR /2YYAGUGSS dzyRSNXIAYSR GKIFG GKS
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without connection to the general goals 6Por 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
CPinto an instrument for gaining economic policy objectivebjcl 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 accesegaltprie-

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 readiRgrothe first of

these opinions, on the EISF proposal (@iduregal Service, 2019a), the CLS quoted language from
thelFI/ 2dzNIi NXzf Ay3 61ljd20SR 62850 yR |0ly26¢6f SR
cannot be used as an instrument to achieve the Union aims in other policy areas, such as economic
policyQ O LI NI Hy 12Z¢ SIKSNIR2 LIAKS 2//[0{® GKSY Y2@8KR (2 &
LJ NI A Odzf F NY @ ONRBFR FYyR AyOfdzaa@dSQs [d2iAy3a (K
Instead of considering the actual wording of Article 174 TFEU, thgd | NHdzSR G KI G (K
Article 174 TFEU is not limited to specific sectors and is defined functieallthe basis of its
objectives> NJ 0 KSNJ (0 KCNR 2 NBANVA Ok KS$ e8/Q@d{ O2y Of dzZRSR (K
margin of discretiontal KS f SIAaf I 42N a (2 K2g (@EBa3®2KSaA?2
What the CLS strategically did not quote as regards the IFI case is the clear obligation of the EU
AyadAiddziazya G2 WwWw3dza NI yiSSQ GKI G vexhaaeespey T dzy F
OAFAO G2 GKS /2YYdzyAdGeQa LRtAOE 2y SO2y2YAO |\
LIdzN1J32 8 S&8 WiGKS 02y iSyild 2F 6KAOK R2S&a y20G SEGSyF
SO2y2YAO IyR a20Alf Ok &auhcl yegal Sedice \ZBlPajzpaM® B6, 0 & |
59, 62).

LYaadSIRY G4KS /[ { IINRHd:SR:E | fS3rt Frtylrfeara akKz
GKS LINBLRYRSNIY(G FAYQ SAGKSNI Wi 2 MSYIK 2yNJ SW 2(FK S5 Y3
ingthestah ft Aié@ 2F GKS SdzNP FINBIFIQ O0LINIYa Hd YR oMl
(paras 12, 4@11, and 5457), it found in effect that the constitutional design of the EMU along

with derivative risks ofP | & & Y Y S (i Nakreds theM S @hich atstructural and economic

asymmetry created (paras 3,41B, 3841,44,54p c 0= Il @S NAR &S G2 WwW@dzZ y SN
legislator was empowered to address as a matter of cohesion under in Article 175, 3rd paragraph,
TFEU (paras 39 and 48). The ChBduunderlined that the EISF financial support is to be used
exclusively for purposes definéih the future common provision regulation for ti@R or social
AYy@SaldySyid Ayid2 SRdzOFGA2Y YR GNIAYAY3IQ oL} NI
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-adm@cgrocess of legally
re-engineering the concept of cohesion and extendittoc&véd2 y 2 YA O W@dzf Y SNI 0 A f ;

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 reformsdentified in the European Semester depended on whether or not

GKS | OGA2Y WLINRPY2U0wSR6 NBAALf MG 63022 WO 2 yKR f
ing the legal basis, theLS' RS A G& dzaS aadzoa2SOG G2 | fidgyo SNI 2
to i) the eligibility of reforms, ii) the assessment and allocation criteria for funding, iii) the govern-
yOS IyR RSOA&AAZ2Y YI1Ay3d: a2 GKIG GKSe& Oz2yadaii
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now, in terms of resilience (para 64). ThistiieKS FAY gl & (2 Wi2 dzy RSNLI
enceofMRA Q | YR KSy OS &£Pas nolv gxpabdtv&yNEriteip@ted?(Fara 48). This
attempted distinction, of course, borders on the absurd. These two aims are really one and the

same and trying to ifferentiate between them is rather nonsensical. The opinion went so far as

G2 OfFAY OGKFGZ AT GKS Y2ySeéa aLlSyid dzyRSNI GKS v
OALX SQ 6S aSSy Ia WSINXYIN] SR T2 N anditheokthed ¢ KA O
two opinions make any mention &Scompetence in economic policy or the fact that, substan-

tively, the structural reforms to be promoted fall undetScompetence and form a core area of

their democratic policies.

1.4.3.2 The BICE from the EU b 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. firfa) 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 eutd @&€Ehe model envis-

aged a process whepojects for reforms and investments supported by the BICC would build on
the European Semester timeline. Euro aM& would submit proposals for packages of reforms
and investments, linked to National Reform Programmes (Eurogroup, 2019). The contobed of
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
aSO00A2y 2y (KS w5¢d ¢KS /2YYAaaAazy 2yfte | R2LIU
FNIYSG2NL Q 2F GKS . L/ / 69 dzNR LIS ¢f which Was lodinditA 2y > H
the Council decisiomaking process to the eurareaMSs. The legal basis for this latter proposal

was found in the area of economic governanéeticle 136(1)(b) TFE&Uthorizing legislative ac-

tions for the euro arean combinationwith 121(6) TFE(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
GO2YLI GAOAfAGE 2F GKS LINRBLRASR ftt20F0A2y YSat
paragraph, TREO ®¢ ¢ KS A &a&ddzS 2F ¢Keée |y AyadNHzySyid 2F O
oftheeuroareaSa 2y f & Aa y20 NIAASR® Ly GRsformulgiddf @ A &>
by the Treaties in broad and programmatic terms, the EU legislatoa l@erge margin of discretion

as to how those aims should be achieved, including the establishment of the allocation criteria of

GKS LI NIAOdz I N O2KSaAz2y AyailiNdzySyaoé ¢KS O &8
paragraphs in the above mianed case concerning thi| which actually do not address the

issue at alf’ 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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Fd3aSaaSR o0lFlaSR 2y GKS a2@0SNItf O2KSaAzy STFSO
whole, i.e. on the basis of their global interplay and final outcome, and not by examining each of
0K2a4S ONAROGSNRIF AYy |y AYRAGARdIzZEE 2NJ Aaz2ftldSR Yl
may constitute a possible parameter for the distrituiy’ 2 F O2KS&dA 2y Fdzy Raé sz
companied by other factors linked to the relative degree of prosperityigi ¢ ® ¢ KS & LISOA |
vergenceneeds A Ay ASOSNBE RAFFAOdA GASEAT 6KAOK O2dzf F
Gl yd F LLINEE OKK ONBTEMWNE I t 0 KS LINRPLIRAFE gl & adzf GAY
objectives laid down in the Treaties. In addition, the selection of those criteria fall within the large

YI NBAY 2F RAAONBGAZ2Y F@OFAtlofS G2 G4KS 9! fS3Aa

At this point, the eclipsing of the traditional regior@dvelopmental focus oEPin favour of the

LJdzNE dzA & 2F Y2 NB 3 Sy S Ntohiver§etce gng domGetitivdaebsi OB NFIRE f (BK
Euro area or the EU as a wholevhich the Council legal opons for the EISF and RDT had sug-

gested was 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 saegislative proposal. At the same time, the focu€&hifted

from regions to states or indeed the EU as a whole.

1.4.3.3 Reinterpreting subsidiarity

The transformation of cohesion policies that these proposals entailed also necessitated a new
reading of theprinciple of subsidiarityAs noted above, ntil now, the principle has only been
invoked in matters that substantively fall under EU competence. How this argumentation would
apply toCR which as indicated above, is more about funding national measuessdRercising 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
CPas such. Instead, the justification relatedtirely to the ambitions of the EU Institutions in the
area of economic and fiscal policies: becauseM$ had failed to exercise thaiationalcompe-

tence in line with the (formally non binding) guidance of the institutions, more effective measures
were needed. the context of the RODThe Commission argued,

[Alddressingeformschallengesof structural nature, whichwill help strengthenthe resilience
of the economicgoncernedofthe Unionandthe eurol NJB taXnbtbeachievedo asufficient
degreeby the Member Statesacting alone, while the Union'sinterventioncan bring an addi-
tional value by establishinga Programmethat canincentivisefinanciallyand supporttechni-
callythe designandimplementationof structuralreformsin the Union.(GOM(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 etehyphew meaning. While

there is a plausible case for the (small) technggport 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 structuraéforms. For the latter, the issue was clearly no more about the
YSI&adz2NBa Ay ljdzSadAz2y o6SAy3a adzOK GKFG GKS@& O2dz
achieved at the national level. There was no true European action involved at all;extoethot

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 MemBgate governments had been unwilling to im-
plement the desired reforms, presumably due to their unp@pity 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 cohediactives in passing, arguing
0 K I $houldibe avoided that economic shocks and significant economic downturns result into
RSSLISNJ YR ONRFRSNJ aAlGdzr GA2ya 2F adNBaa yS3al .
every other aspect, the justificatn relied on the need to correct the claimed deficiencies of EMU:
ECKSNBE A&  ySSR (G2 NBAYT2NDS GUKS | GFAfroAtAd
problems whenever large economic disruptions arise in indiviflgil ®¢ ¢ KSNBE F2 NB >

These obsevations point to the necessity to establish a common instrument at Union level to

absorb such shocks with a view to avoid widening differences in rraormmic performance

between euro aredSs and also nomuro areaMSs participating in theexchangdRate Mech-

anism ERM llimperilling economic and social cohesion.

The objective of this proposed Regulation cannot be sufficiently achievedNMigiedividually
and can therefore, by reason of the scale of the action, be better achieved at Uniom level
accordance with Article 5(3) TECOOM(2018) 387 final)

CAylffezr Fa NB3IFNRaAa GKS . L// LNRLRAIFIEfZ (GKS [/ 2
subsidiarity, as it only takes actions whose objectives cannot be sufficiently achieved Mgthe

aRyS O6Wyl A2yl f AyadzZFFAOASYyOe GSadQox IyR gKSN
objectives comparedto actionsbfSi | £ 2y S 6 WO2YLI N GA DS SFFTAOASYC

policy guidance, such as strategic orientations for the etga 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 leveldh 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 competencRROA RAY 3 G o KIF G F OQGA2Y
2L NI dzyS G2 0SS dzyRSNIF1Sy G ylFidAz2ylfTX NBIA2
more than a little misleading. Even though tMSwas indeed allowed to propose the reforms

and investments to be included its plan, the decision on which measures would be accepted

dzy RSNJ 4 KS . L// I'yR GKSNBEo& WAYOSYiA@AaSRQ gAlK
AONBY3IIKSYSR (KS /2YYAaaArzyQa 2¢y AyaldAiaddzirazyl
Subsidiarity principle bears@dose 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 sinlember Statealone. In line wth 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 Europearilitgcthat provides loans té1Ss in times when

their access to the financial markets is hampered indeed provides value added beyonil @hat
alone could achieve; though one might ask whether, by insulafifig from market signals, such
a facility might als 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 incentividBg Q LJ2f A O& OK:
on national matters, as the RDT and the BICC were to do, could beseserving 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 havesttyp 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 assumptiorMi&at due to their
incompetence, shorsightedness, or cynical brinkmanship, care less about their own resilience
and creditworthiness than the Union does. If this is so, then théx&dJa problem of democratic
decision making bigger than what EU budget can remedy.

1.4.4 TKS aySseé /2KSarz2y t2tA08Y bD9! Ay | OGAZY

The preceding sections attempted to lay down the key elemen@Rafs they were traditionally
understood to flow fromthe Treate I YR K2¢ (GKA& dzy RSNRUGI YRAY3I KI
YSSNAY3IQ GlF1Ay3 LXFOS Ay GKS 9! AyadAiddzixzyao
CPused to be understood as a policy with distinct features and clear limits, characteysésl b

focus onreducing disparities between the levels of development of the various regions and the
backwardness of the least favoured regions (article 174 THE{d)nples of policy aims that are
specifically named in the Treaties to be funded and intesgtahroughCPare environmental aims

and transEuropean networks. Finally, as regards financing and procedural aspétizs relied

on national cefunding and relied on procedures engaging local and regional actors.

After Covidl9 none of thisremaind KS al YS® ¢KS /2YYAadaArz2yCPsSoaaii
in the traditional terms as aimingo strengthen the cohesion among BASs. In this way, they

reduce disparities in EU regions, within and acMSs, and promote sustainable territorial devel-
2LIYSY(é O09dzNRLISIY [/ 2YYAAdaAzys y OoRORUMFF Gridinda A &
particular the NGEU, tooRPin a completely different direction. This section analyses the scope
andusesof RRFfuhd/ 33X AGa&a RSaA3ady & avYz2ySe F2NJ NBF2NXa
arity and finally questions whether any legal constraints remain or are relevant after the transfor-

mation of CPthrough the NGEU.

When the Covidl9 crisis hit the UnionCPinstruments were adapted to emergencies through
three legislative acts amending the rules of the 2@D20 programme period: In March 2020, the
Commission launched th€oronavirus Response Investment Initiat(@Rl), which introduced
simplifications, liquidityand flexibility measure®

68 Regulation (EU) 202860 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
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A month later theCoronavirus Response Investment Initiative PGRIIystrengthened the flexi-

bilities further and also provided for the possibility of 100 % Edlnamcing for one yeat® In

December 2020, th@EACGEU prolR SR € p n ® nViSsoak & tbpiup 16 thd 2012020 CP

funding/° It was specifically designed to serve as a short and medium term instrument for crisis
repair and recovery actions. As opposed to reg@&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 GPon regional disparities. The resources were distributed to

MSs based on a methodology that differs from that used for reg@iRfunds. While the latter

largely reflects regional disparities, REALLT captures only nationével data on the prean-

demic situation and on the economic impact of the crisisMf®s (European Court of Auditors,

2023). CPwas also used to setup tiFtoSy I 6t S ¢ NB3IA2ya |yR LIS2LX S
SYLX 28YSyidsx SO2y2YAO YR SYy@ANRYYSyY Gl 2030 YLI O :
targets for energy and climate and a climateutral economy of the Unionby n p’A € ©®

The BICC, as part of the meilRSPwas 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 tiNGEUpackage and itRRFTheBICC proposal

gl a gAUKRNI gy Ay alé& wnunx odzi AdGa €S3F0e tAQD
text discussed by the degislators on the proposal establishinfR&Ro Xaéd makes appropriate

changes to it to reflect the revised objectives, and the atfjd delivery mode of the newstru-

ment (COM(2020) 408 final)f the substantive content remained largely the same. What changed

was the scale and, crucially, the way the facility was finantedil 2020, there was universal
agreement in the institutioa that any deeper fiscal integration, particularly if it involved issuance

of EU debt, would require Treaty amendment (LeBendberg, 2021; Leifdandberg & Ruffert,

2022). This understanding was to change nearly overnight. NGEU is financed by Uniannigorro

NIF §KSNJ 6Ky (GKNRdAK 28y NBa2dNOSasx gKAOK YIRS
LI NBR (G2 lye LINB@A2dza aCC® bD9! KI& 0SSy ONEBI

of Member States and in other sectors of their economies in response to the €O\ditbreak
(RI);

89 Regulation (EU) 2020/559 of amending Regulation (EU) No 223/2014 as regards the introduction
of specific measures for addressing the outbreak of CQ9ID

0 Regulation (EU) 2020/2221 amending Regulation (EU) No 1303/2013 as regards adeitional r
sources and implementing arrangements to provide assistance for fostering crisis repair in the
context of the COVHR9 pandemic and its social consequences and for preparing a green, digital
and resilient recovery of the economy (REAZLI).

I Regulation EU) 2021/1229 of 14 July 2021 on the public sector loan facility unde&iTiteOJ L

274, 30.7.2021, p.cl9, Regulation (EU) 2021/1057 establishing the European Social Fund Plus
(ESF+) and repealing Regulation (EU) No 1296/2013, OJ L 231, 30.6.2aZB;ir@dulation (EU)
2021/1056 establishing th&TFOJ L 231, 30.6.2021, g20, 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 1532083, p. 4870; Regulation (EU) 2021/523 of estab-
lishing the InvestEU Programme and amending Regulation (EU) 2015/1017, OJ L 107, 26.3.2021,
p. 3089.
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0dzZRISGIFNBE TFdzyRZ | yR (KS 71 pchanrelled to the2B budget abll A & S 3
external assigned revenues (LeiSandberg & Raunio, 2023).

1.4.4.1 Whatis funded under the RRF?

From the perspective of its legal structure, NGEU is established through a creatiienap-
proach. TheEU Recovery InstrumeEUR) is based on Article 122 TFEXhis 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 Ms. The distributive work isathe by theRRF Regula-
tion,”® which is based on Article 175 (3) TFEUhe suitability of which for the purpose was no
longer discussed. The Commission proposal argues,

In line with Article 175 (third paragraph) TFEUthe Recoverand Resiliencd-acilityunderthe
regulation is aimed to contribute to enhancingcohesion,through measuresthat allow the
MemberStatesconcernedo recoverfasterandin a more sustainablevay from the COVIBEL9
crisis,andbecome(more)resilient(COM(2020) 408 final)

These justifications are far from flff £t Ay3 |ye € S3arf o6laira (Sado 'y
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. Moreéwearder
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
0KS 202S0O0A@GS LZN&Idz8okld fiaee bein Kaidzlsbut Mlzbbjgcliviestof the
facility. Yet the opinion of the CLS does not engage with the issue of using Articlé#6a3

graph, TFEU as the legal basis of the proposal at all. Though substantively not addressing the pan-
demic crisis, the NGBV justified as a part of the EU emergency response to it, whil€ale-

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 (LKeamulberg & Ruffert, 2022). Whilket RRF
objectives certainly reach far beyond thoseGfPas defined in the Treaties, in legal terms it is a
CPinstrument, because it derives its competence from Article 175 TFEU in the absence of other
suitable legal bases. The flexibility clause (Ar8&82 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).

2 Council Regulation (EU) 2020/2094 establishigfyRecovery Instrument to support the recov-
ery in the aftermath of the COWI® crisis, O.2021, L4331/23.

3 Regulation (EU) 2021/241 establishing the Recovery and Resilience Facility, OJ L 57, 18.2.2021,
p. 17%75; Regulation (EU) 2021/240 establishingexhnical Support Instrument, OJ L 57,
18.2.2021, p. 416; 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) 20218b, and Directive 2003/87/EC, OJ L 63, 28.2.202327. 1

"4 Regulation (EU) 2021/241.

> Czech RepublicParliament and Council ;482/17, para32.
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TheNGEU, through its debt funding that multiplied the means of the normal EU budget, provided

the means to turnCPinto an instrument for various broad policy objectives, only some of which

fall inside established EU competence. Gone is the earlier focahesion policiesflowing from

Article 174 TFEWnreducing disparities between the levels of development of the various regions

and the backwardness of the least favoured regidiee RRF objectives have been defined at two

RAFFSNBYy(G tS@Stad ¢KS wwC KFa | Q3ISySNIft 202SC
the resilience, crisis preparedseadustment capacity and growth potential of the Member
States, by mitigating the social and economic ietpat that crisis, in particular on women, by
contributing to the implementation of the European Pillar of Social Rights, by supporting the
IANBSY (UNlyaArAGAzy> o6& O2yGNAROdziAy3d (2XdnKS | OK?3
by complying with thebjective 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 higityqual
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 turnCPinto an instrument for promoting a broad spectrum ather policy objectives that

have fairly little to do with Article 174 TFEU. Cohesion only serves as an accessory role in the logic
2T GKS CIFHOAfAGE O5SNNAYSIYT HAHOUD LY RRAGAZ2Y S
vide members states Wi financial support to achieve thd&Tsin their Recovery and Resilience
Plans(RRP)s(Article 4(2)).

Ly NBFftAGeS (GKS WLRtAOe INBFa 2F 9dzNRPLISFY NBf S
to encompass almost any public policy field, sorhelaich 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 foreachMSin their individualRRB that include theM&Ts of reforms and invest-

ments. The substantive content of the plans is proposed byMiSs&and refined in confidential
negotiations with the Commission, prior to the formal submission of the NRRPs. @nGom-

mission and theVi'Shave 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

6! NOHAOES omMdp ¢C9! 0 FyR I NI SKRWI ParE @Ko dza a N
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 (LeinSandberg & Rauo, 2023). The usu&Pmulti-layer governance

structure with local and regional actors is notably absent and replaced by executive dominance at

6 See (RRJRegulation (EU) 2021/241, AZ6. The dialogue is basically led by the competent
committeeof the European Parliament but leads to nothing more than an obligation of the Com-
YAdarzy G2 adGrF1S Ayidz2 002dzyd Fyeé StSYSyda I NR
and resilience dialogue, including the resolutions from the European Pagfidame A ¥ LINE A RS R
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EU and national level: the relevant decisions are taken in confidential negotiations between the
Commission agh national capitals, and blessed by the Economic and Financial Committee.

90SYy AF GUKS FdzyRAYy3 g2dzZ R 6S 2dzZAGAFTASR 6AGK 0
selecting them there is no process of directing funding to projects that woulddst useful from

0KS LISNBLSOGAGS 2F (GKS 9! Qa SySNHeé&>X SYyg@ANRYyYSy
termined share of funds to ead!S the Commission reports on the implementation of the facility
AffdzaGONIGS (GKS NI RREYIAYIAALI YOBRP2BEROENBS & & IS .
0KS NBadzZ Ga | OKAS@OSRE 0O/ A LMdchted koStates ormlye asislsb Mp H O
criteria that, for the most part, have little relevance for fighting COYA0’ 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 (Articl& ié)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 appiépkbnt

constitute a poliical deal where eacMSis promised a certain share of the funds that kS

itself can allocate to its own political pet projects under a certain degree of Commission supervi-
AaA2y® 2KAETS wCC TFdzy RAy 3 Olsybsfiditd rEcutig natipaSoudg-- A y NI
Sl NB SELISYRAI(idddd e spert dhlioked inGasupes thad Wokld normally be

funded from national budgets. Examples mentioned by the Commission include increasing
healthcare capacity in hospitals, clinics, outpatient capties and specialised health centres,

and the support given to 41300 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 tadéional
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, sbgalicies 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 gafieProjects are planned and approved for each State indi-
vidually.

The RRF entails no obligation to pursue cfoseler projects, but under Article 15(3)(cc) of the
wwC NB3IdzZA [ GA2y GKS yIFdA2ylFf LIXIY Ydzald AyOf dzRS
the plan comprise crossorder, or multiO 2 dzy’ G NB  L#ePCerSnis8ién guidarice/

Member States can decide for example to include investments ontmyodsr projects in the
digital, transport, energy or waste sectors (i.e. infrastructure projects implementing the Trans
European Transport and Energy Netwof&st-tracking long distance recharging/refueling in-
frastructure for zereand lowemissions propulsion, Single European Sky and European Rail

"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 Annexl., A16 July, Annex | COM (2020) 408 final.

8 The national plans can be foundwivw.ec.europa.eu/info/busineseconomyeuro/recovery
coronavirus/recoverandresiliencefacility _en#nationarecoveryandresilienceplans
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Traffic Management System, energy interconnections in the context of the Energy Union (in-
cluding cros$order renavable projects), 5G corridors on roads and railways in the context of

9! Qa S5AIAGEE {NXrGS320d LT a2> RERBYandcNdrd-Gl GSa
nate the preparation of their plans with the Member States that would be affected loydke

border or multicountry project’®

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 minimumhare 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 foemefit

I ONRBIR YR SELXAOAG tS3It O02YLISGSYyOS 620K dzyl
tives and under theCE The environmental effects of measures can be more local, national or
transnational, but the EU does have competence to regulate sr@hé¢e them. Many measures

could also be framed as environmental or climate. For example, the closing down of a coal plant
ormineinaMSO2 dzt R @SNE ¢Sff 0S 2daAaGATASR gA0GK NBFSH
the effects of such closure couldrh the area into one affected by industrial transition and thus

subject toCPR 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 crostsing phenomenon wich affects
MSadministration and practicestraditionally 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, reforafi€ivil 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 0Mnew 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
FAYFEO0O® LY GKS bSUOKSNIIFYyRas (wesSmesdtmeasuse, whithe A y 3 7
NEFSNAR (2 Iy Q2@SNXKIdzZ 2F GKS aAi¥yThéGeMBnpad 5STS
includes¥arious measures to modernise the public administration and to support disadvantaged
groups, to cap social securitpntributions, and to strengthen education and skills, in particular

08 AadzZLlR NIAY3I G§KS RBArBEeielate holdaubtilisefdl yublg gxpehdizObuti A 2 v O

® Commission staff working document. Guidance to Member States recovery and resilience
plands. Brussels, 22.1.2021 SWD(2021) 12 final PART Y.

80 Council implementingetision 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/SI22752022INIT/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, availditkpsif/data.consilium.eu-
ropa.eu/doc/document/ST101582021-INIT/en/pdf.
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they are normal costs deriving from the operation of public sector MiSx; it is not dear what

GKS 9! Qa AyuSNBald Aa Ay lye 2F (GKSasS IMGR o6Ke o
There is no evidence that, under this priority area, the EU is even attempting to provide any useful
contribution beyond money, such as technicdlige toMSs on matters related to digitalisation

of public administration.

Since its initial adoption in the aftermath of Coxlifl, the scope of RFF has been widened further.

Ly G4KS IINBF 2F SySNHeés> (KS /2YYAaaA3r®ma)wSt 2 6 S
proposed to rechannel unspent COMIBfunds tofreeing Europe from its dependence on Russian

oil and gas. In 2023 the RRF Regulation was amended to allow for the inclusion of REPowerEU
chapters inRRRB contributing to various RePower the obfes 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® In June 2023 thettle that remained of the RRF funds was again proposed to be recycled

Ay GKS {GNIXGS3IAO0 ¢SOKy2f23ASa FT2NJ 9dzNR LIS t €0
edge on critical and emerging technologies relevant to the green and digital transitions
(G0OM(2023) 335 final). In this search for flexibill@fbecomes once again an instrument for
ELINPOARAY I FESEAOAfAGE Ay SEA&AGAY3I AyadNuzySyis
335 final, pp. 4). Unlike the original RRF Regulation, the Sirgposal relies on a broad and
exceptional combination of eight legal bases, which the Commission justifies briefly with them
beingdNE S B Acyoiidingtto the established jurisprudence of the ECJ, the EU legislature should
primarily base its actions ansingle 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®

1.4.4.2 From reimbursing costs to rewarding performance

Apart from its largesize, nearly unlimited scope, and deep tailoring for dd& the main innova-

tions of the RRF are the absence offcd y I Y OAY 3 NBIljdZANBYSyYy il FEYyRZ VY7
0FraSRé¢ RAAOAINBESYSyld LRfAOEI $KAOK YIIR&ala-dzasS 27
tion in 2018 described above. While in the preparation phase there needs to be a reasonable link
between the financial envelope available td/ksand the total cost of its National Resilience and
Recovery Plan, once the plan has been approved|ittkislisappears 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 acally been incurred. In the words of the Commission,

82 Regulation (EU) 2023/435 amending Regulation gBR)/241 as regards REPowerEU chapters
in recovery and resilience plans and amending Regulations (EWU30862013, (EU2021/1060

and (EUR021/1755, and Directive003/87/EC, Articl@1c.

83 (Article 164 Article 173, Article 175, 3rd paragraph, TFEU, Article 176, Article 177, Article 178,
Article 182(1) and Article 192(1) TEEU

84 See for example the Whistleblower directive for which it was long thought that there was no
legal basis: and also the HEWSAhas an imporessive list of legal bases.
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The Facility is an innovative, performandmsed instrument, where payments are made to

Member States, as beneficiaries, upon delivering reforms and investmentsagreed in na-

tional recovery and resiince plansThe funds are therefore disbursed solely on the basis of

the progress in the achievement of the reforms and investments that Member States committed
G2® C20dz2aSR 2y (UKS GAYSfté& FyYyR STFFAOASY O AYLX
mance logic of tt RRF makes payments conditional on concrete outcomes. Disbursements thus
depend on the delivery of the pagreed investments and reforms rather than the final costs
incurred.(COM(2023) 99 final, p. 1)

In other words, EU money is paid notftond measues taken by M, but rather toreward them

for taking those measures. tf 221 0 GKS [/ 2YYA&darAz2yQa AYLX SY
disbursement under the ItaliaRRHRIllustrates this well (European Commission, n.d.a). It au-
thorises the payment oEUR 1@n 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
¢ there is an administrative cost involvedut the preparation of these laws could not havest

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
MSis thenexpected to refrain from changing the legislatiamtil all RRF money has been paid out
(Article 24(3)). ManM&Tsinvolve 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 repofbf 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 maregrtain 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 Commisgmbe 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 thoMSs 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 natieinzdco-

ing, which also has disappeared in the RRF), that once ensured psmrding of EU money.

In addition to reaching deep into areas of national competence, the move frorrbesstd to
performancebased disbursement has created substantial complications for the audit and
control of Union funds. Neitheahe RRF Regulation nttre Commission Delegated Regulation on

GKS {O2NBo2FNR SELX I Ay ¢ K3Fllits frdtIBicNobfaneRAF i@ 8GA | O d
examined how the Commission had assessed the plans MS&xand identified a number of
gSFH1{ySaasSa IyR NARalad® LG LRAYGSR 2dzi ddKFG GKS
sive internal guidelines and checklists that were not systematically used and were often difficult

8 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 8ag out the common indicators and the detailed elements of the re-
covery and resilience scoreboard.
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to trace. While the Commission asse®ent had improved the quality MSa D& 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 th&1Ss have spent the fundsa matter raised repeatedly by the E®mmit-

tee on Budgetary Contr¢CONT, since the Committee cannot trace the expenditure invoices like

they can for traditional implementation under shared managementtdnmdcent Special Report

2y 0KS wwCQ&a LISNF2NXIFYyOS Y2yAl2NAYy3 FNIFYSH2N]

02NBEQ RSTAYSR Ay GKS /8YYAaarzy RSES3aIGSR NB3Ad
do not comprehensively cover all important investments and reforms included inRise R
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, natoonservation and protection,
and waste management and circular econoffayropean Court of Auditors, 2023b)

l'a | NBadzZ 6 9/! oO0HnHodoUL | NHdAS&a:Y WiKS 02YY2y A
2 0 2 S Orhid wnSldiddeed be difficult givethat 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 publjerception and trust. There is no sign that these complaints have
caused a rethink in the Commission: the Social Climate Fund follows a similafhaodethe
LINPLI2ZASR ! {N*AYS ClLOAtAGE gAff Ifaz2 | LILXE& |
(COM(2023) 338 final).

1.4.4.3 The RRF and subsidiarity

¢CKS adzmmaARAFINRGE aSOGA2Yy 2F (KS / 2de¥pecisdhe2 Yy Q& v
principlesof European addegalue and subsidiarity. Funding from the Union budget concentrates

on activities whose objectives cannot be sufficiently achieved bywvt&ealone ("necessity test"),

and where the Union intervention can bring additional value compareddtion ofMember

Statei | f Enifaicingohesionis achievedd (i K Nheaizsliféshat allowimprovingthe resili-

enceof the Member Statea étherefore, the RRFshouldprovide supportto reformsandinvest-

mentsthat addresschallengesof a structuralnature of the Member{ { | (TBeiCdnmmissionn-

derlinesthat the RRF

supportis providedin responseo a requestfrom the MemberStateconcernednadeon a vol-
untarybasis Asa result,eachMemberStatedecidesvhetheractionat Unionlevelisnecessary,
in light of the possibilitiesavailableat national, regionalor locallevel. Theimplementationof
measuredinkedto economicrecoveryand resilienceis a matter of commoninterestfor the
Union.

8 |bid.

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,accordingo the Commissionthe RRFs needed

to coordinatea powerfulresponseo the outbreakof the COVIBEL9 pandemicandfor the miti-
gationof the hugeeconomidallout. Actionat the Unionlevelisthusnecessaryo achievea fast
androbusteconomiaecoveryin the Union.Thisgoal cannotbe achievedto a sufficientdegree
bythe MemberStatesactingalone,whilethe Union'sinterventioncanbring an additionalvalue
by establishinga regulationthat setsout an instrumenttargetedat supportingMemberStates
financiallyasregardsthe designandimplementationof muchneededeformsandinvestments.
Suchsupport would contribute to also mitigate the societalimpact causedby the present
COVIEL9 crisis.

These claims are only partially convincing, at best. Of the various areas financed by ttieeRRF,
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 gubiestment spending than through a
UnionHinanced 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 tdé 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 nationdand seem to have little or nothing to do wiBAV 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 doubif thiettperly 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 shudd 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, gedrither 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 seemerrelbar, 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 thembes (Corti et al., 2022). The measures focus orMBe

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 policiestbé EU; regrets that the deployment of the

RRF has been highly centralised and has lacked consultation with regions and municipalities
YR aiNBaasSa GGKIG GKS F2NXYdAZ FGA2Y YR AYLI SY¢
take into account the objéiwes 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 Trand€European networks, which rely on specific EU competen¢eatmialso men-
tioned in theCPtitle. 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
TransEuropean networks in the RRPs. Phans, 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 todecarbonization. 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 eactMSand on the basis of the plan proposed by the natibgovernment, 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 dal design of the RRF Regulation, which derives from the
wishtoemphasisSi Q y I GA2Yy I f 26y SNEKALIZ ¢6KAOK Aad RSSYS
funds policy measures that fall substantively under national competence. However, the more fun-
damental qeestion is why the EU should fund them in the first place.

As discussed before, the main argument EgkVof the RRF eventually relies on the general and
rather trivial notion that what is good forStends also to be good for the EU. This is essentially
what the Commission argues in saying tbiie implementation of measures linked to economic
NEO2@OSNE yR NBaAftASYOS Aa | YFGGSNI 2F 0O2YY2Y
atic for various reasons, one of which is that as a criterionassentially 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 decien 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 cepedtific 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, paetity in view of the debt load flowing from
NGEU.

1.4.5 Legal constraintg are there any?

A key overriding objective of this analysis was searcleiggl limits for EU spending in general,
and EUCR in particular. Many questions involving spending are, however, not primarily legal in
YI GdzZNB o6dzi NI GKSNJ [jdzSadAz2ya (GKFG Ay@2t @S W@l d

Among legal constraints, the rules that derive from the EU Treaties hgvecabstatus. 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 thempractice unamendable. While key decisions on the
revenue side of the EU budget require unanimitiiss (MFF an@wn Resources Decisi(@RD),

the decisions on how money is spent are based on secondary legislation, which is usually approved
in the ordinay 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 ligitdld & O 2 ¢/fdr thelzNE £
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 legallyktS & KA LJ Kl & | f NSIOGRE TazaNMaS R> UIYN
EUacquis This evolution has implications beyoGe It reaches to the broader, and foundational,
discussion about the relevance of the Treaties in defining the EU constitutional arrange ieueht

even beyond that, to the proper functioning of democratic processes, scrutiny and accountability.

The legal framework fa€Pinvolves both Treaty provisions and established practice as laid down

in many generations of secondary legislation. Theetatategory includes for example the de-
mands to respect strategic evidenrbased 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). Theseeajuestions 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
introduUbG A2y 2F WY2ySeé T2NJ NBF2N¥aQ A& OSNIIFAyfe
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 Hidifug is spent to useful objectives

in a welljustified way. Nor does it resolve the fundamental tension of the unbounded reach of
such measures with the Treabased division of competences.

It is obvious thaCPhas in recent years moved far from itsdifonal purpose as defined in Article

174 TFEU. Still for five years ago it would have been difficult to envisaBehat can be used to
finance nearly anything and everywhere; a policy that, rather than targeting underdeveloped re-
gions, primarily operas at the state level. The new use@Pris justifed with language that con-
nectsCPwith the resilience of thdViSand places a special emphasis on realising structural reforms
¢ the most obvious overreach in terms of EU competence, and with significant effects on demo-
cratic decisiormaking procedures in thilSs.

When thesdundamental reinterpretations of the Treatgok place, there were very few to take

a stand in defence of the established reading of the EU Treaifede it seems apparent that

YIygd 2F GKS yS¢ FdzyRAy3d 202SO0AQGSa g2dA R y2a Y
the IFldiscussed abovehis 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 (LelBandberg & Ruffert, 2022).

TheO2y alAlddzi A2yl f OBdomhpetBnkdihas nét Beerliskbfect to \egakchalletige,

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 Germ@gc FEven there, the main

focus was on the ORD, and the RRF was only mentioned in p&s&mg.result, the FCC did not

pay much attentiontcCPF YR A& a02LJS> o0Seé2yR aGNBaaiay3da (KL

8 There are currently fiv 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 2022BvVR 547/21, 2 BvR 798/2dara 119 of the ruling.
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borrowing remained unclear and was alsosely tied to what the money is spent on, and whether
the purposes for spending fall under Union competence. For the FCC,

ldzi K2NAaAaAYy3 GKS 9dzNRLISIY !'yAz2zy (G2 02NNRg 2Y

amount to a manifest violation of Art. 31)(and (3) TFEWhen 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 purposé&be requirement that other revenue within

the meaning of Art. 311(2)FEU 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 conferrain 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 202@RD ultimately it can not be said

that Arts. 4 and 5 of the Decision manifestly exceed thepet@emce conferred in Art. 122(1)

and (2) TFEU. (para 171).
2 KAfS GKS Cc// asSSvya y2i0 G2 KIS 0SSy 20SNI e O2
CPcompetence, it did not task itself to try and pin down the vague corgai CR and howCP
objedives should be understood in light of théSa Q f SIA &t I GABS O02YLISGSYyOS
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 plaming 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 #giive and budgetary powers has also surfaced

in other contexts posNGEU, and in at least two different ways that are both relevant for the
FdzidzNBE 2F 9! aLSYyRAYyaId LYy GKSaS RAaOdaarzyaszr o
for a spearhead fonew 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 coWgii Q & 2 yxdsts sutlng direct income
support® 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 palis@m®ething that so far has

been considered falling ued 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 predecessorsundt

ing is formally directed based on national plans, it iskt&itself that ultimately decides whether

Al LINRPLI2&Sa adzOK YSIada2NBa G2 6S Fdzy RSR 2N y2i
Ay3 GSYLRZNINE RANBOO A yg@ringSntedesizhlthie BIinstiutonsttdk S NB
steer the allocation of funding in national budgets. Social security is a core element in the Com-

% Regulation (EU) 2023/955 establishing a Social Climate Fund aeddiag Regulation
(EU)2021/1060,Article 4(3)
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YAdaAirzyQa {SLIWGSYOSNI HnuH LINRBLRAFET F2NJ I/ 2dzy OA
dress high energy pes (COM(2022) 473 final), approved by the Council three weekS1drer.

feAy3da 2y GKS SYSNHSyOe tS3rf oFaAad ! NiAOES MHH
GNAOdzi A2y QY SKAOK f22148 OSNEB YdzOK fidrent]aSathx (l E 0
would require unanimous decision making in the Council. The regulation further instrud#&She

02 dzaS GKS LINRPOSSRa (2 QLINPOARS adzZJ2NIL G2 K2d
2F KAIK SYSNHE2 LINAOSaAaQ 6! NUAOES mTULOO®

Secomnl, outside the question of social security, the Commission nuetiated proposal on nature

restoration (COM(2022) 304 final) is also interesting from the perspective of parall€hgnhegal

basis of the proposal is Article 192(1) TFEU and its objettivé® Of 2a St & GASR (2
ronmental policy: they are cross2 NRSNJ Ay OKI N} OG0SNE Ay@2ft @S GKS
national climate obligations and existing EU legislation relating to for example habitat, birds and

water quality. While tle 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. Theeamble to the proposed Regulation indicates thisitember

States should integrate expenditure for biodiversity objectiv@sXirbtheir national budgetsand

reflect how Union funding is uséd®o the extent EU legislation is approved and justified with
reference to EU policy aims, should its costs not bearily 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 woulttotbetter the actual competence

that is being exercised, instead of agricultureGffunctioning as universal classes of expenditure

that cover a very broad range of policy measures which, particularly in the latter case, often fall
altogether outside B 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 @ler whether

it relies on a specific legal hassuch 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 substantiveig@idlisydh

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 caréfélBA\Vin

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 builiidigs (

(2021) 802 finalyoes still one step further, as the European Parliament now wishes to place the
aSYoSNI {(F GSa dzy Rdpprt toghplighde twkhInlinimhng gherdy perfébmance
standards by all the following measures: gajviding appropriate financial measuresycluding

grants, in particular those targeting vulnerable households, middileome households and peo-

ple livinginsocialhousing Ay fAyS 6A0GK ! NI HRQBESIag 2958BANBON
In addition to financing national socialaeity 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. WhiAVis, or has been tumd 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, particigtion, evidentiary basis and reasgiving. 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 Treatieslamad 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 lette 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 andyjustiw and in

GKAOK gl& (KS w202S00GA©BSa 2F (GKS LINPMBanS8R | O A
can therefore, by reason of the scale or effects of the proposed action, be better achieved by the
ER® ¢ KS Fdzy RA Yy 3 ONXRiabeNdort towha sizecREU Iévébenefis@GuiR (2 LI
0S I OKASOSR |G ¢KI (HorQBEF 2 NYRADS Nldfy R yEK F2REZ y $& d
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-
LSy GFE LI &@SNBRQ Y2zySe A& | Oldadtte ¢Sttt aLSyid

1.4.6 Future of EU spending

In institutional argumentationCPA & 2 FGSy RSAONAOGSR | & I|oleralzy RSTAY
O2yOSLIi S6AGK AYLINBOAAS O2y(i2dz2NE¢I Ay GKS @g2NR
Hand: GKS 9/ W G221  RAFFSNBYG @GASg>x GKS ! DQA
hesion policies have been profoundly transformed and evolnéal a generapurpose tool, es-

sentially an informal pillar of the EMU. However, the traditional objectivé3Rwere not unclear.

They had a strong political dimension and focused on countering, through EU funding, fears by
successive generations of nemembers 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-
duralrequirements 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 considerationn light of possible EU enlargement. This Report has instead focused on the
transformation ofCPin recent years through a fundamental reinterpretation taken in the EU in-
stitutions. As a resulCPhas lost its connection to Article 174 TFEU objectivesbaedme a gen-

eral legal basis for financing. Instead of serving as a general objective of all EU policies, as the
Treaty stipulatesCPhas become the servant of the topical institutional agenda in the field of
economic and fiscal policy, reaching deep iateas of national competence. The mostfaach-

Ay3a SEIFYLE S 2 FforilNBH2 NY& Qi FEREYZY NP Y2 MBsany 2 F &
exchange of monetary rewards. While the reinterpration reached its culmination in RRF, it is rele-
vant beyond tle specific context of the facility. The broad new readingcBand its objectives

that the RRF relies on changes the character of the policy in a fundamental manner, and has now
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becomeacquis Therefore, the question of the legal scopeGffand 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
MSEQ yIFEdA2y Lt L2t AOASA&X A dhe tse @ doinkhch Furchéan fndss (1 2

in genuine European interest. While this question seemed, in thesadiistant past, to involve a

legal aspect, that bridge has by now been properly crossed. The legal boundaries for the use of
European funds have largatyssolved, 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 iasnemental,

climate, transport, energy or transnational network objectives, if the EU indeed is seriously pro-
Y2UAy3 GKSY® CKA& ¢2dAd R KIS O2yaSldsSypeSa F2N
NEF2NNV¥EAQ 202S0O0AQBSa ¢ th@Ed ¢dmpeténce/iiRespacyive 6 tvitat legal G Sy & |
basis in the Treaties is used.

In the ongoing miderm 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 sam&tBne,9 ! Q&
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 theRRigElation, 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 projets with limited transnational value and, particularly when it comes to the
WY2BREF2NXYAQ Y2RSEZ Ay + YFYYSN GKFd YI1Sa GK
ure.

When considering the future of EU spending, subsidiarityEefydshould be gign 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 thermary 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
transEuropen 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 measuaitsenerely a
domestic public good whose primary benefit accrues nationally, subnationally, or even locally,
with crossborder externalities that only accrue (at best) indirectly, greater caution is warranted.
There is a need, therefore, to develop an atiahl 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 thespending at EU level and steer it to clearly defined and T#ea$gd EU policy ob-
jectives.
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2 The Impact

2.1 Maximilian von Ehrlich: The Importance of EU Cohesion Policy for Economic
Growth and Convergence

Maximilian von EhrlicUniversity of Bern)
Abstract

This chapter discusses factors that contributed to different economic dynamics across European
regions and the prevailing disparities. The impact of P reducing disparities is studied based

on the empirical evidence on the effects of EU regionalcgoWith more than thirty years of
experience, several important conclusions can be drawn about the effectiveness and efficiency of
placebased transfers in Europe. While EU regional policy has not completely countered market
driven processes that lead tegional disparities, it appears to have modestly alleviated them. To
enhance the effectiveness of ELR this chapter advocates for an improved policy design and a
shift in emphasis towards local institutions and governments in recipient regions, emplgasiz
that merely increasing the volume of transfers cannot compensate for these improvements.

2.1.1 Introduction

Reducing regional disparities in economic development is adtargling djective of the Euro-

pean Union one that the EU is willing to support withsabstantial part of its budget. Regional

policy aimed at reducing disparities, or-salledCR amounts to around a third of the total EU

budget or the equivalent of 112 Euro per person and year in the period-201ahd up to 400

Euro in some of the colséon countries (EU Commission, 2022 Cohesion Refdyerall, 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 indivi&al Since 1988, the EU Stiural

Funds have been integrated into an overarch@®ji K| & T2 O0dzaSa 2y & dzLILR NIAY
Wil 33Ay3Q NBIAZ2yad ¢KS fFNHSad akKFNB 2F (GKS od
CR regional disparities in the EU are still sizalléd 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
evaluatestb NBf S 2F G(GKS 9! Qa NBIA2ylf LRfAOe Ay &dz.
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 fist 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 highkkilled labor force towards productivegglomerations, the employ-

ment shift to knowledgentensive services and highch manufacturing, adverse economic
shocks that have affected some regions more than others, or labor market characteristics and
rigidities that prevent spatial equilibrium adjmsent. The second part of the paper provides a

By 2KSaA2y O2dzy i NA Saé¢ | NB EUtihstgaaliffRiG Bbding ftad® e O 2 dzy
Cohesion Fund. The composition changed acrodgéting 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 expeence 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 ictieéieess 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 regiaesvgout 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.galthe It
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 effectiveCP The fourth part of the paper discusseg theneral 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 assessitige 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 naaiséers

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 reasonablevay to measure them. The EU usually measures disparities on the NUTS?2 level
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 sommedviaiks at
populationweighted 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 largelshamged. This is also illustrated in Fig2ukel.

At the same time, the variation in the employment rate went up somewhat.

94NUTS?2 level is defined as swtgional entities in comparison to NUTS1 which is defined accord-
ing to state borders.

% 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 persisteigly disparities (Map 5.5
p.140.)
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Figure2.1.1: Evolution ofdisparities
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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 rmgdhadi 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 perspectivef @conomic 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 sutctinéya

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 asltural regions which follow very different
economic dynamics. With regard to the evaluation of policies, this would in principle suggest also
discussig the CARf the EU that may have some effect on local growth and convergence.

Ehrlich and Overman (2@2propose 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 Europeanegéins

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 thetrjgdinel of Figur.1.1. Interestingly, when

we keep the definition of the EU fixed at the EU15 and analyze a longer time horizon, we observe
guite a pronounced decrease in disparities until early 2000 while this trend seems to have stopped
or even reverse 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 evahuof disparities is

the socalled 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 documentedhrlich 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 catchingp process slowed down from 2000 onwards.
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From these observations, we cannot draanclusions 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 disparitie3he 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 pecapita 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 Hasldo increasing disparities. The
study shows that agglomeration elasticitiesvhich measure the percentage increase in produc-
tivity or wages that result from a one percent increase in populatidmve increased over the

last decades. Compared to 198Be per capita income gain that is caused by higher population
density either due to agglomeration economies or due to sorting of-kigled labor has almost
doubled. The agglomeration elasticity, as estimated in Ehrlich and Overman (2022), went up from
4.31in 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 antity 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 gyatacin-

come growth? The economic literature highlights two main effects: First, both static and dynamic
agglomeration economiesay have increased over the last decades. This seems to be driven by
two main factors: structural changes and a general emplaynshift towards knowledgenten-

sive services and higlech manufacturing. Services and higlth manufacturing tend to be both
highly clustered in space. Second, the sorting of fighe individuals to productive metro areas
may have contributed to thiprocess.

Bigger cities experienced an inflow of a hililed labor force. Data from the Elfatistics on
Income and Living Conditioshows that higkskilled workers are 9.5 percent more likely to live in

a city than lowskilled workers, and the effeatcreased 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 rehted to skiltbiased agglomeration economies (Moretti, 2013), or that Fpgbductiv-

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 premiumgstskilled 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 highskilled labor. This could Her 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 ndwomothetic preferences, highly pdoctive metro areas become
less affordable for lowvage 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 thedegree 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 lseuddmpensated
much faster in regions that had a higher share of college graduates in the labor force in the year
2F GKSANI O2dzy UNEQ& YI ydzFl OGdzNAy 3 LISF{® | AIKSNI
human capitaintensive services which clilicompensate 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
comparethe 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 produgtand local nominal wages

is broken, and the Italian South has higher fgnployment 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 GermaNgpte 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 dimensiohat 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., 202B)te that these factors

may interact with the sorting dynamics as well as with the effectiveness of the-pkeszal policy.

The link between the incentive effects of local taxes and plased policies wilhe 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 miig the economic trends towards disparities. According to the spatial
equilibrium model, the effects of cohesion transfers to specific regica@mpared to direct trans-

fers to individualg may be complicated by the mobility of individuals and firmstl@none hand,
cohesion transfers may reduce mobility and thereby slow down the adjustment process (Egger et
al., 2014; Jofrévionseny, 2014), and on the other hand, mobility may imply that transfers capital-
ize in land prices such that regional policy is metessarily benefiting the groups it intended to
target.

2.1.3 The theoretical rationale for placéased transfers
¢KS ¢C9! adlFrdisSa GKS AYLRNIFYyOS 2F aNBRddzOAYy 3 RA
G NA2dza NB3IA2ya FyR (GKS o0FO1s6lNRySaa 2F GKS f
shall be paid, among others, to regions affected by industraigition 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 nbthere is an equityefficiency tradeoff for regional transfers, and
whether the balance betweeequityandefficiency effectss different for different types of trans-

fer interventions.

The equity considerations mean that the EU cohesion policies vikekal 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 tmore productive places. These costs of deviations from location
preferences include nemonetary aspects that are not part of a criterion that aims at maximizing
output or productivity.

Due to geographic equity considerations, transfers may shift, totaineextent, 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 wellsathe analysis of the overall effect and whether the gains in targeted
areas outweigh potential losses in ntargeted areas. Efficiency arguments for pldeesed trans-

fers relate to noHdinearities in economic development which could lead to employmeiriayme

gains in the target regions that compensate for the displacement. Blased transfers could kick

off endogenous agglomeration processes which offset the initial costs (Kline, 2010). Similarly, it is
often referred to poverty or development tragsee 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 exertregiesal
externalities such tat 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 equisfficiency tradeoff. To evaluate the aggetg effects of
EUCR a general equilibrium analysis taking into account effects in recipient regions as well as
displacement and spillover effects is required.

214 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 $action2.15 is stil 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 outcomessuch 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 plabased 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 a@tipient regiors 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 endogerus 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 caffeals. 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 regibke?

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 resitte during economic crises?

6. What are the longun 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 raeeking for the effctiveness 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 #t 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 dapers
different outcomes as well. The results for the period 12886 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 1e8%ear 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 0.81.2, dependingn the econometric specification. This means that one Euro adds
on average around 0.80.20 Euros to GDP (at purchasing power parity) in the recipient regions.
Pellegrini et al. (2013) confirmed this result using data on certified expenditures. A merd rec
paper by Lang et al. (2023) uses transfer data from the EU regional developmeiPando 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 identfier 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 nrmtipient regions because of transfers. The estimated
multipliersareclo§ (2 2y S &dzOK (GKIFG 2yS YlIeé 02y Of dzRS
GKFIYy 6KIFG @2dz Lidzi Ayé o

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 dfansfers. 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 de mmare
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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 hamcapital and higlguality 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 transfetrsgea
ASNI Iy SO2y2YAO dzllJagAy3da Ay GKS 9! Qa LI22NBN NB
effective where per capita income is already relatively high, i.e., somewhat less developed regions
within a highly developed country benefit most from regabtransfers. In contrast, losmcome
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
catchrup effect ofpoorer 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 u@igective 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 analysiRoflriguez?oseand Garcilazqd2015)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 expeneli 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 &edBlasio, 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 infamabout
funded projects and beneficiaries, Bachtrégler et al. (2019) conclude that the effectiveness of EU
cohesion policies varies significantly across and within countries for similar interventions. Focusing
on ltaly, a recent paper by Albanese et(@021) 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
heterogeneiy 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 thenémme 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@rtbdocal govern-

ment expenditure.

Given the results on lotguality 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 huragital.

The latter is crucially affected by the sorting mechanisms described above which indicates poten-
tially reinforcing effects. We observe a sorting of haliilled labor force to productive centers,

and at the same time transfers in lagging regitwse 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 highskilled labor and slow down the sorting dynamics.

Figure2.12 illustrates the correlation betweeregional 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 wouldcounteract the aim of supporting the regions with the lowest levels ofqagita 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 @ asg 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.

Figure2.1.2: EUtransfers and quality of regional government 2042020
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Data EU data on transfers to NUTS2 regions availabltps://cohesiondata.ec.europa.eu/EU
Level/HistorieEUpaymentsby-MSNUT&2-regionilter-by/2qa4zm5t, 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 ofioeg 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
hypothesisof development traps (European Commission, 2021) which may require a sufficient
transfer intensity, i.e. a bigush investment, for regions to grow out of such development traps.
This idea is closely related to ntinearities in economic development asethcould occur if the
transfers are capable of setting off agglomeration economies that becomsis&Hining. In con-

trast, diminishing returns to transfers, for instance, due to a more or less fixed set of potential
high-return investment opportunitieswould 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. Fijli@illustrates the central results

of the study where the lethand side corresponds to the dosesponse function which depicts

the predicted outcome in terms of paapita GDP growth as a function of local transfers as a share

of local GDP. The rightand side depicts the estimated treaémt effect function which is esti-
mated separately and corresponds to the first derivative of the desponse function, i.e. the
marginal effect of an additional unit of transfers for income growth. The dlesponse shows

that, on average, higher transteper local GDP led to higher growth. Yet, the confidence bounds
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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 mardeetisef

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. Beckemr&t(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 doseresponse 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 thstribution 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 gmth 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 desesponse 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 nesserily yield more

local growth and convergence.

Figure2.1.3: Doseresponsefunction of EUtransfers
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Data Becker, Egger & von Ehrlich (2012)e dashed lines represent the point estimates, the solid
blue lines the confidence bounds of the estimated functions.

2.1.4.4 Longrun effects of transfers

While a significant effect of EU regional transfers may arise due to direct consumptive effects, an
important question relates to the longun equilibrium. Are transfers capable of shifting regions

to a different longrun trajectory or are effects rather shelived and vanish once transfers are
discontinued?nteresting case studies by Barone et al. (201®) Ithlian regions andi Cataldo
(2017) for British regions have analyzed economic development once cohesion transfers are
phased out. The two studies base their econometric analysisgions that lost cohesion support

due to changes in the EU average-papita 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 Iesn 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 betweénat2B

2013. Consistent with the Italian and UK evidence the analysis finds positheaypeEincome

growth effects that develop relatively quickly but are not very kingd: Taking the funding away
leads to a reversion to parapitaincome levels (coacted 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 placebased policies alike. Studies on US plaased policies by Kline and Moretti
(2013) and on Geman placebased policies by Ehrlich and Seidel (2018) document persistent
effects on the spatial equilibrium decades after the end of the plaased transfers. Canova and
Pappa (2022) study a shorter time window &8 Years after transfer recipience aedtimate 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 medmmeffects after 23

years. This could be related to the different typeb investments supported by the two
instruments. A conclusion from this mixed evidence is that the-toimgeffects depend largely on

the context, the type of policy and investment, and the level of spatial aggregation analyzed. First,
different policies mg have led to different expectations about the duration of the plaesed
transfers. When transfers are expected to be paid for a {mg horizon ¢ such as the
G%2ySYNF YRISOASGE & dzLILI2 MJIithe Nofation kKhBicesi af dizR$ andf 2 NJ D
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 affectedgafirsular 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.

2.1.45 Distributional effects of transfers

Inequalty 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 importanteast 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 uncle@f. 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 abowepatsd
transfers that redistribute towards lowskilled within recipient regions may have contributed to

the sorting equilibrium. Most evidence on the withiegion incidence of plaecbased transfers
looked only at broad groups and, in particular, at tHéeets on wages versus land or property

% 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 plaased transfers in Ehrlich and Seidel
(2018) (not for EU cohesion transfers) ahitbanese et al. (2023uggests that property owners

could reap many of the mefits 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 micrdevel income datal he authors find that income groups at the top tkats 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 theeceived 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 CO®Handemic, the EU
cohesion funds have been mobilized to address regiaifferdnces 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 200®udeting period, by adjusting the
cofinancing regirements or by redirectingnallocated funding between funds and different pri-
orities of regions”’

The effects of cohesion transfers during the financial and economic crisis has been studied by
Becker et al. (2019) using changegawernment bond yieldmeads 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 funel® less effective in the sense

that effects on pefcapta 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 bra larg
government bond yield spreads of the country were not shielded successfully by the funds
received. One explanation could be the lack of the capacity {iinemce the received funds. The

EU Commission recognized this issue and adjusted #fim&oacingrates 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 effectivenessGR Ebky find

a positive shosterm impact of CPon 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 foMSs that joined the EU later.

2.1.4.7 Role of local political incentives

Finally, azery 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 ceidtalbudget, they may use
them to raise attractiveness for the incumbent majority and thereby perpetuate a local economic
a0NHzZOGdzNBE GKFG A& y2G ReylFYAO 05Q! YAO2Z HAHHD

9 EU Couail Regulation 18512/11 reduced @A Y I YOAYy 3 NBIldANBYSyiaod ¢
packages on the CRIl and the CRII+ allowed for more flexibility in the use of cohesion transfers.
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declining incumbent industries or make regs with a high share of logkilled labor force even
more attractive to lowskilled workers. This would perpetuate the sorting dynamics that lead to
disparities in the absence of transfers. Moreover, the political equilibrium may be biased towards
usingEU 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 furthetionale 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 willintp 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 ah)Ya02lments

that residents of areas that benefited several decades from piesed transfers developed pref-
erences towards more state intervention and distrust of the market economy. Thus, implementing
reforms may become more and more difficult, and status quo of inefficient structures may
become more persistent.

A potential further issue of centrally administered plduased policy is reateeking. The compe-

tition of potential beneficiaries for discretionary funds for local investments may genernateta
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 sigcgmtly reduced by the transaction costs
AYy@SaidSR (2 0 g A yseekirfg SonteINIhiS SeOmsioybe parkicBlariNdlgvant in an
environment with a low quality of local government and the degree of inefficiency caused by rent
seeking may gne 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 aggretmefficiency gains in terms of productivity would require the central transfers to
exploit nonlinearities such as agglomeration economies as discussgtiion2.13. A criticism
applicable to centrally administered plabased is that the central gouaments 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 placesdhdisplay the highest returns may not be in line with the aim of
reducing regional disparities.

Accetturo et al. (20143tudy the effects of central government transfers in a model where they
can be used cooperatively for the provision of a public goodieerted 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 dament a negative effect of pladssed policies on social
capital -- measured by local trust and cooperatianin settings with local quality of local
governments.

Stipulating certain preconditions for the recipience of cohesion transfers could be oneveal-
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 thedomgdevelopment of
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local economic activity are rewarded. Fiscal deceidadibn in the form of revenues from taxes
on local economic activities could provide a basis for such incentives assedltransfers would
benefit the future tax base.

2.1.5 General equilibrium effects of placbased policies

The papers discussed so facused 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 efféétsirst, potentid 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 trafi&fers.
Second, regional trade in goods and servicdsemices 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 region¥? Third, direct spillovers could impact productivity or transport access of
neighboring regns which results for instance in changes in the local price indices akagnent
regions. The latter matters particularly for investments in production amenities or transport infra-
structure which have immediate consequences for the entire transpiamatetwork. 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 iratrsport 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 difectigg

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 indiatuwhich means that the spatial distribution of
economic activity that maximizes output and productivity is not equal to the welf@agimizing
distribution. Accordingly, supporting employment in the poorer regions increases welfare accord-
ingtothe modeDa ¢St FI NB Fdzy OliAz2y S@Sy AF AG YIFIé& RSO
shows that depending on the type of instrument (transport infrastructure vs. production ameni-
ties vs. wage subsidies) the regional distribution of transfers that maximizearevétir 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, effitienvestments in transportation infrastructure are

98 A further aspect concerns the efficiency costs of raising the budget foe-plsed 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)r=ader spatial distortion of labor supply but disregard any effects

of taxes and transfers on the extensive margin of labor supply.

9 Eini6 and Overman (2020) document displacement caused by-phsmd policies on the re-
gional level. Such shifts may alse observedvhen comparing beneficiary and ndreneficiary
firms as in Bronzini and Guido de Blasio (2006).

100 Sijegloch et al. (2023) provide evidence for significant spillovers of Germanbplsee 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 subsi@esrall, 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 efadence
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 shorflived effects if they are not complemented byconductive 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 tarns 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 stienigoly rel-

evant given the significant expansion of EU fiscal policy via the NGEU funds.

A pivotal factor exacerbating growing disparities is the concentration of¢kdled individuals in

a limited number of highly productive places. For EU cohdsamsfers to be effective it is imper-
ative to increase the attractiveness of lagging regions to a-skgled labor force and to invest
strategically in the longerm development of human capital in these regions. The nature of in-
vestments supported byransfers 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 reinfalisparities
arising from the concentration of higékilled individuals. Conversely, directing transfers towards
sectors with heightened skill requirements, such as education and healthcare, holds the potential
to mitigate these disparities by fosteringcieased 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 solatidhis
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 challengelves 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 equibrium 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 shoterm gains, making it an appealing strategy $twort-sighted admin-
istrations. Decentralization of tax revenues to the municipal level could be a potential strategy to
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realign incentives toward longeéerm investments. Providing local governments with revenues
generated from taxes on local economic isittes 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 @ manner tlat 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 greons iigherlevel gov-
ernments, there is less incentive to channel BS iGto 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 businessditions primarily benefit the central government, and
the resulting revenues are distributed irrespective of the contributions to the taxike.

There are substantial differences across EU countries in the share of tax revenues on local eco-
nomic activiies 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 particulavlyitosome 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 rédally high shares of decentralized tax revenues (like Irland,
Poland, and the Baltic Countrie’§§.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 EUCPa general equilibrium perspective is required. The degree of displacement effects or pos-
itive spillovers varies demding 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 equitivesponses.

In doing so, a more nuanced and effective approach taCPdan be realized, ensuring a more
efficient allocation of resources.
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2.2 Valentin Lang: The iBtributional Bfects of Place-basedPolicies in the EU

Valentin LangUniversity of Mannheim

Abstract

This chapter examines the distributional effects of ptaesed 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 ressltthat 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 {blased pol-

icies ingeneral and EU regional policy in particular. The evidence from this literature suggests that
while placebased policies can reduce inequalities between regions, they tend to increase inequal-
ities within regions. The chapter concludes with a discussigrolify 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 effactgjole 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 placebased policiesThe ELCPis 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.

2 KAES SO2y2YAO RA & LJ idhk arehcShaidemBetide Gr¢f alsh Kr§e iredm@ a NB
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 EWLPis allocated on the basis of place, the seegcmnomic 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 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 particul
often emphasize the socieconomic 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 E@Pand since 2021, "a more social and ustve Europe" has been one of

five "policy objectives” of the current funding period. Such objectives imply thaCEthould

reach people at risk of poverty, particularly the vulnerable and the unemployed. From this per-
spective, theESIhould succeed rianly 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 plbesed policies in general and EPin
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 iategional and intraregional dimen-
siors 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 stateeeéarch 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 structuralsubsidies boost economic development in the subsidized regions2vAadn

these regions benefits from the subsidies? In addition to studying the effectiveness obplsee
policies for interregional redistribution and the promotion of regional econoteelopment 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 EB however, findings based on the analysis of other place
based policies will atsbe included in the review, if these are comparable tadUn 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 aaasalytical conclu-
sions to be drawn. This evidence base will then be used to draw conclusions on l@Re&ibe
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 Earéppm 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 broke 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 thaaumber 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 & Grdschl,
2013; Lang & Mendes Tavares, 2028)the same time, the associated import competition poses
major challenges for other regiof8utor et al., 2013; Pierce & Schott, 201Byprmerly successful
industries in advanced economies that are exposed to such import competition are often unable
to keep up with competitors from emerging economies that proelat 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, 202B8he simultaneity of globalizatiesriven 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 betterpaid 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 knowlaugesive sectors sucés high

tech and modern serviceAcemoglu & Restrepo, 2018; Ehrlich & Overman, 2020; Moll et al.,
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2021) At the same time, wekducated workers are now much more likelynmve 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 urbamiral divide in the proportion of those with tertiary education

has increased further over the last clde (Moretti, 2012, 2022; OECD, 2023; Sidekum, 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 regiorfPauth et al., 2022)

In view of these developments, it is not surprising that a trend towards greater regional inequality
can be observed in mamgountries. 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 ohedyeed

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, GermanyNiherlands, 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 increaseregional 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 #28 Bbd a slight incres for the

EU15 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.). Ain 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 combahequality 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 inequalitpetweenregions? How unequal are income#hin regiors? 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 householar individuallevel data which provide a sufficient number of data
points for each region to calculate intraregional inegyaineasures. 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 ltaly,
Briskar et & (2022) state that inequality between Italian provinces accounts for less than four
percent of total Italian inequality. For France, Combes eR@D§) 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 sourcesnd territorial units.
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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 alhproportion 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.
Konigs et al. (2023) come to a similar conclusion for Austria, Belgiungary, 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) axine intra and interregional 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 aisopaver 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 Figu2e21).

Hgure2.2.1: Inequality within and between EU regions
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To visualize this inequality within the regions, Fig2u22 shows the annual equivalized disposa-

ble household income for different percentiles of timéraregional 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 sameme, 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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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 overalinequality, then the redistributive effects of such policy measures are
limited. Whether placebased policies reduce not only interregional but also interpersonal ine-
quality ¢ thereby contributing to poverty reductioq is thus not guaranteed. This crally 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, plad¢msed policies are designed to correettain 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 arendaftearacterized 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 mhog 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 iegs (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 whiclmeither 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 saally 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, d@maative 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 anddasing 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 publidsfitincreate 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 effectimess of such policy measures. The focus is on literature with an
empirical focus and concentrates particularly on contributions to EU regional policy.

224 Evidence on the effectiveness of structural policy

Most studies initially look at the direct effect ofg®nal 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 & Simpsor2014; 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 thRegional Selective Assistaf&SAprogram in the United
Kingdom. Von Ehrlich and Seidel (2018) document positive income effects of thépkemksup-

L2 NI F2NJ I ALISOAFE NBIA2Y AY DSNXIyed {AS3Tf 20K
YSyiGd 2F wS3Aazyl t 9 0 mGentantand alsdNdisDrattpdsdive bdalwelo £
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,
Bachtrogle-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 gainbgud 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®&RJBecker, Egger, Ehrlich (2010),
Giwa (2014; 2018) and Lang et al. (2023) provide empirical evidence of job creation in the sup-
ported regions. At firdevel, BachtrégletJnger et al. (2020) and Cerqua and Pellgrini (2022) also
find such effects of EGR
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Conversely, the evidence on whethergional policy not only creates jobs but also increases
productivity is less clear. Criscuolo et al. (2019), for example, find no effdwt &fritish RSA on
Total Factor ProductivityTFB. Brachert et al. (2019) also see no productivity gains from @re G
man GRW. Both Albanese et al. (2020) and Bachtrogler et al. (2020) anal@BnEkls 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 &ffen productivity.

The two latter studies also confirm loitgrm 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, @re 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 structurad$uand 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 effeciare 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 legerimpact on local
productiity. For many other regional policy measures, however, suchtlEnmgand productivity
enhancing effects have hardly been identified to date.

2.25 Heterogeneous effects of structural policy

While such average effects indicate that regional support programsezhrce 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 regionalwsttural 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 educationséiiedings 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 regionalolicy 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 E®J) an efficient and weflrained 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 rentseeking andherefore 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 ahrpiic

sult of Crescenzi and Giua (2020) also supports this finding, as the authors find that the positive
economic effects of EQPare largely driven by German and British regions. From the perspective
of development economics, such results are not sunpgisin 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 eflectf 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 greatemstitutional 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 posisybilf reaching structurally weaker
regions. Di Cataldo and Monastiriotis (2020) and Bachtrégler et al. (2020) even find stronger ef-
fects of EUCPIin low-income regions in some cases. Austin et al. (2018) and Bartik (2020) also
argue that structural supporshould 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 productiorrfatnder these
conditions, as the argument goes, public fundgfgr example as part of a pladg®sed policy is

more likely to provide an incentive to use this locally underutilized factor of production, thereby
reducing local unemploymerf€ChodorowReich, 2019)

Overall, research on the heterogeneous effects of regional structural support does not allow us to
draw a clear conclusion as to what interpersonal distributiontédaté 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 expesd to undermine the effectiveness of structural policy.

2.2.6 Intraregional effects

Up to this point, regions supported by plabased policies have been considered as aggregates.
This allows statements to be made about the regions in which structural potiwysislikely 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 peSadepend 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 owndrave, 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 lpayé 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)
LINE JARSE SOARSYOS 27F (KAa S HrifTexasiSinilafly, itikuicledr2 y i S E
how financialsubsidies 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 poesicah

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 capéakive

sectors benefit more from special economic zones tleoor-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-ragital

sive at the srt of funding.

Secondly, the question arises as to which sectors ghased policy is most likely to have a posi-
tive impact on. There are good reasons to focus regional structural policy on exparted in-
dustries and highiech sectors. In thesgectors, 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 suchrspillove
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. $kvould only be the case if spillover effects
also have an impact on other sectors. Siegloch et al. (2023) document such spillover effects, at
least for the case of the German GRW. Here, one job in the manufacturing sector leads to around
0.5 jobs in the etail and construction sector$? 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 &&etors per job). From

this perspective, placbased 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 bepected 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 frem non
subsidized regions or commute from these regions to the subsidized region for the newbtcreat
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. Bblic donors often aim to support small and medisimed enterprises. The

EU also emphasizes this goal. However, empirical analyses@P&idw that larger companies
receive more EU structural aid on average than smaller ones (Bachttdigder et al., Q20; Ben-
kovskis et al., 2019). As larger companies are often more productive, more @xorted, 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 anddiumsized companies. Evidence for

this is provided by Criscuolo et al. (2019). The authors find, for example, that the RSA regional

103However, 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 chang@gtheir 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 wiagesix t
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 reasonsl @mpirical evidence that regional structural
promotion does not necessarily have the strongest effects on the Ioimesime segments of the
promoted regions. The discussed distributional effects between production factors (labor vs. cap-
ital), between sedars (exportoriented industry vs. local economic sectors) and between compa-
nies (large vs. small) may well imply that plkesed policies bring greater income gains for the
wealthier groups of the supported regions.

To date, little research has explicithyestigated 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
houssholds. Instead, highencome 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 sésdon 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 fnded regions of the EU and find that income increases for richer house-
holds are significantly larger than income increases for poorer households. As a resultg-intra
gional inequality increases in these regions. Figu&3 illustrates the estimated eftds of the

study and shows that the incomes of the richer deciles of the intraregional income distribution
benefit significantly more from the pladeased policy than lower income classes. The analysis of
channels in Lang et al. (2023) suggests that bettkrcated people in particular benefit more from

the EU structural funds. As far as leiegm effects are concerned, there is no empirical evidence

in these studies to suggest that any secendnd 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 strongéthe 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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Figure2.2.3: Effects of EWCohesion Policyor different income groups

Fuzzy RD Estimate
N

D1 D2 D3 D4 D5 Dé D7 D8 D9 D10

Income Deciles

Notes:The figure shows the estimated effects of EEfor different income groups of
the intraregional income distribution in assisted regions.
Data Lang et al. (2023: 23).

2.2.7 Conclusions and paly recommendations

The current state of research on the distributional effects of plaased policies suggests a num-

ber of conclusions. Under certain conditions, pkeesed policies succeed in stimulating economic
growth in the regions receiving suppoAmong 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-@mm 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 funtismg 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 poyt 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 househols, 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 mdkadbenore
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 numberavidincome 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 ikelgttb succeed if the policy
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supports industries from which large job multipliers can be expected, for example in export
ented sectors. At the same time, smaller companies should be given preference over larger com-
panies. The evidence suggests thatja companies tend to use the subsidies for purposes other
than creating local jobs.

Thirdly, the potential of placbased policies to reduce interpersonal inequality is limited. This is
partly because inequality within regions contributes more to ovenalbme inequality and partly
because it is difficult to provide targeted support to kimcome groups within the funded regions

as long as eligibility is defined exclusively on a regional basis-lilaed policies alone will there-
fore hardly achieve thgoal 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, Europgaonal policy
would have to be combined with géoplebased policy'that defines eligibility on the basis of
individual characteristics.
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Cohesion Policy on Investments by the Member States
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Abstract

This paper studies the crowdimg and crowdingout effects of ELCR one d the largest public
investment programs in the world, on investments in 8s. Leveraging a threshold that makes
the poorer regions eligible for EU funding, we show that cohesion funds eooivdublic invest-
ments. The retrieved fiscal resources are telifprimarily towards current expenditures, rather
than to other regions or periods. However, we show that this effect is more than outweighed by
substantial crowdingn of investments by the private sector, most notably in #icadable indus-
tries. Our corplementaryDifferencein-Difference(DiD) exercise utilizing a smaller sample of re-
gions that have graduated from EU funding eligibility in the-Bi0s suggests that, unlike the
effects on public investments, the effects on private investment are persisiver a longer hori-

zon. Although our results on public investment creaut present clear evidence for the violation
2F 9! Qa4 FRRAGAZ2YIfAGE LINAYOALX Sz GKS LRaAdGAgsS
EUCPshould rather focus on furtr facilitating its complementarities with the private sector.

2.3.1 Introduction

CPis an important source of public investments in Europe. In an avera@S=tde ERDF and the
ESHnake up about 8% of all public investments. This strong EU involvement sefiectact that
reaching economic, social and territorial cohesion through investments is one of the key objectives
of the EU. With this aim to reduce regional disparitiéBjs also quite unevenly distributed, with
ERDF and ESF financing on average IgMblic investments in Southern European and 26% in
Eastern EuropeaNMSs. Figure2.3.1 of below shows the average yearly per capita public invest-
ments financed from cohesion and from national sourddSs 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 investrme transfers raise an incentive challengeNtsi Q 06 dzR3ISG I NB RS
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 \iasnal

rule called the additionality principle. The rule, described in more detail in2B2X of below,

aimed to prevent the crowdingut effect of EU funds on national funds by obligatih®s to prove

that the EU funds do not simply replace nationaldanHowever, scholars and policy makers are
generally sceptical about the plausibility of reliably assessing the degree of this phenomenon,
which leads to doubts on whethéiSs comply to the principle and how to effectively enforce it
69RSNIBSSY S Ffd®X HnnoT 9dz2NB LIS Y .ARaYeduitdaddh 2 Yy I+
also with the aim to simplify the already high bureaucratic burdei@€Bfthe current MFF had
discontinued this formal rul@Bachtler & McMaster, 2008; European Court of Auditors, 2022)

Fundamentallyyve think about the question of whether EU funds creaut national funds as an
economic rather than as a purely legal question. The interplay between EU fundi4Sindest-
ment spending can have either crowdimgor crowdingout effects whereby the EU fais, re-
spectively, complement or substitutélS 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 iMSspending. This means that governmentgght 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 studieshese 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 @P

Figure2.3.1: Share of funding from ERDF and ESF in gross fixed capital formation by
Member State

T T T
0 1,000 2,000 3,000

I Average yearly investments of the public sector per capita
I Average yearly expenditures from ERDF & ESF per capita

Notes:The figure plots the per capita average yearly investments in the public sector captured by
Gross Fixed Capital Formatig@FC)-of the public sector and the per capita average yearly
evxpenditu,res invthe ERDF anq ESF b[olfep dowm 8y(for gle,tails on data sources angl ]
O2yauNHzOuUuA2Yy aSS asSOuAz2y WaSuKzR2f23eé |yR 5F0l
An additional and related question we study is whether ElWl$ucrowdout or crowdin private
investments, which can happen directly as well through the almsrribed possible effects of

EU funds on national public investments. Public investments may build into productive capital
stock, thus increasing the marginaroductivity of private capital and crowdiAg 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 clmweffects. This question ka

been studied in the literature on the output impacts of public investments extensively (for early
contributions seeAschauef1989a, 1989bandGramlich(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 taesen public and private investments will tend to lead to large
economic implications.

Understanding these dynamics does not only allow us to speli&0Q | RKSNByYy 0SS (2 (K
ality principle, but also serves as an important prerequisite in corresthgssing 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 (&@m and Ligtharf2014)for a meta-analysis anéRamey
(2020)for a recent review) such as of infrastructure investme(fitsrnald, 1999and that of Co-
hesion PoliciegBecker et al., 2010, 2012, 2013, 2018; Canova & Pappa,. 20@4ver, if EU
funds interact substantially with investment spending by national governments or by private
agents, then ignoring the role of such interactions will result misinterpretation of the effects

of CPon local economies and, consequently, to potentially wrong policy conclusions. Relatedly,
possible heterogeneities in the crowd or crowdout parameters may overlap with certain char-
acteristics which the past litature has frequently used to explain the heterogeneity in the impact
of CR 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 effectefwm.

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 sfiggant 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 6GPwhich provide quasiandom variation in the allocation

of coheson funds(Becker efal., 2010, 2012, 2018; Lang et al., 2028 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 befara(n-

ple, byCanova & Pappa, 20239nd we make progress by separatimagional public angrivate
investments as well as their more disaggregated sectors.

Ouir first headline finding is that cohesion funds cresud public investments bilSs. This effect

is substantial and, depending on the specification, implies a ciamwaf up to 45 cents inational

public investments for every euro of cohesion investments. We study the mechanisms that drive
this effect, such as whethévlSs substitute investments spatially or across types of government
spending items. We document a large increase in curgenernment spending, which suggests
that fiscal resources get reallocated from investment to current spending. Our second main finding
is that cohesiorfunds have positive effects on private sector investments especially in the non
tradable sectors. Thisaa 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 crowdin effect on private investments is large, and, on average dominatesritesffect 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 frameworlk thynamics of public and private invest-
ments in regions that graduate from cohesiomgddility in a period of up to years after losing
access to cohesion funds. We show that public investments increase in response to the loss of
cohesion funds, thus cdinming the crowdingout 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 fiendatahovever

they remain so even afteryears implying a permanent drop in investments. Given its magnitude
and persistence, this result suggests that part of the large contemporaneous croeindafigct
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may be driven by intertemporal shifts of investms within the private sector, and, more gener-
ally, it sheds some doubt on the conjecture that these investments lead to largeuaongoduc-
tivity increases as long as such a boost in productivity should continue attracting investments.

Our analysis cdributes to two main strands of literature. First, it relates to the literature on fiscal
federalism where it has been losigcognized that, as long as lowewvel governments maintain
autonomy over their fiscal policies, vertical transfers can be redicktd be used in ways other
than what they are designated for. Consequently, one strand of literature, going back to at least
Bradford and Oate§l971) studies the conditions and institution under which vertical transfers
are effective in increasing the level and quality of local public spendingeRetathe case of the

EU, several empirical papers study vertical fiscal relations in the context of interactions between
CPand national government spending, and do so either with country leveltfatawith regional

data but from individuaMSs 1% 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 smlled flypaper effec(Courant et al., 1978; Hines & Thaler, 1995)
Given that it is theMSs that are responsible for allocating cohesion funds across regions within
their countries, a further relevant sind of the fiscal federalism literature is the one that studies
the political economy forces leading to the allocation of government resou@zagot et al(1999)
andKnight(2002)show in theoretical models and empirical applications that political motives and
bargaining power greatly determine the joint allocationre$ources from different levels of gov-
ernment, which suggests that crowd or crowdout estimates can be correctly ascertained only
once this endogenous allocation process has been taken into accGhatmerg2013)andBacht-

ler and McMaste(2008) highlight that such political processes of regional lobbying are likewise
present in the allocation o€Pfunds. The implication of this strand of research for our paper is
that a naive regression analysis will generally lead to biased estinaatdsthus 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 investnients.
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 promotirmpreomic growth. The question of
whether government investments crowid or crowdout private investment is always a central
parameter of interest in this literature. In the EU context, several papers have studied the general

104Hagen and Moh(2009)and~ f | Y RS NJ | (ZOR8)investgate/ti8shjliestion with national
level data. The former paper finds evidence for crowebngy while the latter one present evi-
dence of a nodinear relationship of crowdingn effects vhen cohesion funds are small but
crowd-out effects once funds increase and pass beyond a certain level.

105 Jansky et ak2016)study Czech municipalities where they do not find systematic evidence of
crowdingout, however note large heterogeneities in their estimates. The papédadfBo and
Sirtori (2016)on Italian regions also finds heterogeneous effects, but with crowdirtgeffects
dominating on the aggregate driven by crasstoral and interregional subgition. In a compan-

ion paper,Del Bo(2018)shows that tax rates set by regions in Italy decksea response to the
inflow of EU funds.
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economic effect using both migeconomic and macroeconomic approacltiBecker et al., 2010,
2012, 2013, 2018; Coelho, 2019; Canovaafpa, 2021)Overall, this literature generally agrees

on the aggregate positive effects GF but a suHfield 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 metaanalysis ofBom and Ligthar(2014) Some studies find large positive effects
(Aschauer, 1989a, 1989H)ut others disagre€GarciaMila et al., 1996; Evans & Karras, 1994b)
and a third group of papers studies further nuances such asrelift types of investmentéEvans

& Karras, 1994axhe channels of their impadDelorme et al., 1999nd the role of spHbvers
(HoltzEakin, 1994; Owyong Thangavelu, 2001A more recent review, in particular focusing on
the role of public infrastructure, is provided BRamey(2020) Most generally, this analysis is re-
lated to the literature on fiscal multipliers. The macroeconomic literature is reviewgamey,
2011, 2019; Blanchard & Perotti, 2002hd the microeconomic literature on open economy cross
sectional multipliers is reviewed l§hodorowReich(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 outomes(ChodorowReich et al., 2012; Nakamura & Steinsson, 2014; Corbi et al.,
2019; SuareBerrato & Wingender, 2016)

2.3.2 Institutional background

This section provides additional details arouhé key concept of additionality, and the related
economic ideas of crowdiAg and crowdingput.

The design of the EU structural funds has changed over the funding periods, also in regard to the
implementation and evaluation of the additionality prin@plThe 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 comparisorescrossMSs difficult. This was exacerbated by differences in the in-
formation provided acrosMSs, a lack of monitoring that ensures high quality data, as well as the
challenging nature of capturing precisely the relevant and eligible expenditure. Theehmx b
details the historic and current developments of the principle:

Box2.3.1: Additionality principle in EUCohesion Policy

Theadditionality principlestates that any Edkvel 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 wouldwitbemot have
been realised at all, or not to the extent without EU fundfggiropean Parliament, 2023)dher-
ence to the additionality principle counteracts crowdiogt of existing financial resources and
ensures resource allocation towar@¥goals.

Inthe 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 increhatleast 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. T@euncil Regulations for the three budgetary
periods between 2000 and 2020 explicitly required an agreement between the Commission and
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the MSabout the amount of public structural expenditures, which M&was obliged to upholg
during the programming period. The level of expenditure provided byMBevas supposed to be

at least as high as in the previous programming period (Council Regulation (EC) No 1260/1999,

Article 11, 82). Considerations about the #gtohality principle were also included in the plans,
whichMSs had to submit prior to the financing period. In these documeMSs had to inform
about the planned expenditure profile and indicate how the additionality principle was uphe

d for

the expectel 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 20142020 period, the benchmark of structural expenditure couldtmeregional, instead

of at the national level foMSs 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
cation, to ersure adherence to the additionality principle: First, the amount of annual struc
expenditure of aMSeligible for EU cohesion funding had to be examineéuae, which then
provided the reference for required national spending in the upcoming fungimgpd. MSs were

verifi-
tural

asked to provide a description of the regional problems towards which the funds would prgspec-
tively be allocated to alleviate, and would have to lay out the main national or regional financial
resources that would be employed to deal witiese issues prior to the upcoming programming

period.

Second, adherence to the agreed spending had to be verified within the first three years
ongoing funding period. In case of developments unanticipated in th@néx examination, the
Commission antMScould decide to revise the previous agreementsructural expenditure.

Lastly, an eypost verification was required. In the 20@006 period, this had to be provided b

of the

e_

fore the last year of the programming period (Regulation (EC) No 1260/1999, Article 11, 83c). For

the subsequent period from 2002013 this evaluation had to be three (for the 20Q013 period

(Regulation (EC) No 1083/2006, Article 15, 84)) or two (for the-2020 period (Regulation (EU)

No 1303/2013, Article 95, 85)) years after the end of the programming period.

In addition to thesdhree points,MSs were required to notify the Commission if circumstan
arose which might render them unable to adhere to the agreed level of expenditure.

In contrast to the preceding MFF periods, in the current 20027 period, the additionality prin

CeS

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 governin
CPfunding.

g the

The more general economic concept related to additility is the seOl f f SR 4 GBR SRX S D .

which refers to the process wherein EU funds supplement and catalyse national gover

nment

spending, effectively enhancing the overall financial resources available for development in a
given region. In such ocas, EU funds incentivize national governments to increase their invest-
ments in regions and areas aligned with the ELPsbjectives. Consequently, part of the positive

growth effects can be attributed to the additional spending the EU funds attracted.

Corversely, the phenomenon of "crowdirgut" occurs when the inflow of EU funds leads to a
reduction in national government spending in the same regiMf&s might assess that EU funds

can adequately address regional development needs without domestic fadacmmmitments,

which in turn are freed up for alternative projects which might not serve the declared g@dt of
Thus, understanding the potential crowdhogt effects is crucial for assessing the true extent of

EUCPs impact on regional development.
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While crowdingin and crowdingput refer to the total level effects CPonMSA Q 26y & LISY RA
intertemporal, intersectoral and interregional effects describe potential mechanisms that drive

LR GSYGAlLf &adzoadAddziazy ST7TS didginlcesthirtperibddréasR2 Y S a
and regions. In essence, if crowdiogt 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 altogther. Likewise, should there be crowdimg 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 anddata

The empirical analysis in this chapter is based on aeagédblished regression discontinuity de-
sign. It leverages the rule according to which funds inBER®FRnd theESFare allocated: Regions

with GDP per capita below the threshold of 75% of the Eeaopaverage 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 invesémt spending from thé1Ss 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 dereloped 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 assumptiansiady 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 traifién this choice is the following: By choos-

ing smaller bandwidths, the plaibility 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 follhaimg et al(2022)
meaning our baselmestimation includes regions between 35% and 115% of EU average regional
GDP per capita shat€®

The second assumption pertains to regions ability to manipulate their eligibility status, which, if
possible, would threaten the quasaindom nature of the &bcation 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 precisetiiey would also have to accurately predict average GDP per capita
across theviSs.

We utilize three main data typesall at the level of the NUT& regions acrosblSs - to employ

this RegressiorDiscontinuityDesign(RDD. First, we obtained the origihaegional GDP per capita

data fromLang et al(2022)6 KA OK AYF2NX¥SR (KS RSOAAA2Y 2y | NZX
of the decisions. Second, we collected data published bY@ the disbursement of EU money

in the ERDF and ESF funds. Third, weakebrokendown by sector according to tHatatistical

1061n the Annexwe provide robustness checks for all specifications with more narrow bandwidths
as well as for the global sample.

145



Z EW The Impact

Classification of Economic Activities in the European CommuAZEto measure investment
spending. Below we describe each data type and its application in more detail:

2.3.3.1 Historic regional GDP andohesionPolicyobjective 1 eligibility

The empirical design, as described above, relies on comparing eligible amdigible 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 eligiity 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 Figure2.32 below we map eligible and nealigible regions over the 5ftierent 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 gradualdstern 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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Figure2.3.2: Eligibility status by funding period

Funding Period 1989-1993 Funding Period 1994-1999

W cligible region B Eligible region
Hom-eligibie region Honreligible region

Funding Period 2000-2006 Funding Period 2007-2013

W Eiigible region B Eligible region
Mon-eligibie region Hon-eligible region

—-—

Funding Period 2014-2020
. Eligibie region
Mon-eligible region

-
—-t_
A~

P

Notes:The maps show the eligible (blue) and religible (yellow) regions over the five funding
periods from 1989 to 2020. Grey regions belong to countries that are ndi&dbers at the time.

—

Next up, in Figur@.33 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 averdgeabsdation 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 dfang et al(2022) commonly the reaso is either remoteness of the
region or high unemployment levels while being close to the 75% threshold.
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Figure2.3.3: Compliance with the 75% threshold

é

Formal Eligibility

T T T T T T T
25 50 75 100 125 150 175 200 225 250
Regional GDP per capita as share of EU average

Regions not complying to 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 outliersngemarked in red.

2.3.3.2 Cohesion Policy fund disbursement

The second set of data we employ is published byE@and details the yearly funding disburse-
ments in the ERDF, CF, EAFRD/EAGGF and ESF broken down2dyegldmS up until the year
2018. The datasatontains 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 annuabsktd
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. FyBfBbelow maps

the resulting yearly per capita spending over the period fd889 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
NBOSAGSa 71 ne ondSedgelamadntsitd rougtily 6% 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 FRj8re disbursements vary everr@ss
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 siveent per capita change with every per capita
euro inflow of EU money.
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Figure2.3.4: Per capita regional dispersion of EU cohesion funds

Per capita disbursements in ERDF and ESF 1989-2018

0 Il 1603

289 Il 2245
431 Il 5795
e 711 Il 14148
Bl 1070 Missing

250

500 km

|

Notes: The map plots the per capita amount of funds dispersed ftboenERDF and ESF fund re-
ceived by NUT3 regions between 1989 and 2018, expressed in yearly current EUR prices. Darker
colours indicate larger funding amounts received.

Figure2.34 above also reveals that not only eligible regions, but alseatigible egions 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 strategglies 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 Figu&35 we therefore plot the yearly per capita real expenditureEBDF

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 expemdis at the threshold.
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Figure2.3.5: EU per capita real expenditures in relation to the allocation threshold

1000

500
1

EU modelled real expenditures per capita

T T T
0 100 200 300
Regional GDP per capita as share of EU average

Notes:The figure plots the modelled yearly EU per capita real expenditures in the ERDF and ESF
for all NUTS 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%mtidence 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 abws 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
WF¥dzZ T 8Q w552 6KSNB 6S dzaS (KS apisakebrsas$hetreat! SE LIS
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 treatM&dfurthermore, we

estimate a sharp RDD where weckide the norcomplying regions above the 75% threshold and

estimate the local average treatment effect of crossing that threshold directly.

8¢ K S WT dz thissRDB #eterQ to #h& 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 FRQJ8£8), sut that there is no
sharp cut in the treatment across the allocation threshold. The design accounts for this by running
a firststage where the treatment is instrumented by a dummy variable that identifies observa-
tions above the eligibility threshold. Figure2.3.10 ofthe Annexwe show for bandwidths larger

than 20 that this firsistage regression yields large, precise estimates, speaking for the validity of
the instrument.
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Finally, we use data on yearly public investment spendirthelevel of NUT regions. To this

end, we make use of thennual Regional Database of the European Commi$&8RBECDwhich

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 capitaihation. We extracGFCRvhich 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 -&)déhB con-

struction sector (NACE codg the service sector (NACE codd)he financial sector (NACE code

K-N), and most importantly the public sector (NACE codé)£° GFCHks defined by the OECD as

GUKS FOljdzAaAlA2yY 27F LINE RdzOS Rhahdiassés), ancludlifgye Ot dzR A y
LINE RAzZOUA2Y 2F adzOK | aasSda o0& LINPREED SaddEinottz2 NJ (0 K ¢
clude purchases of land or natural resources, as these do not qualify as produced assets under this
definition. Additionally, we obtain population numbers dretlevel 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 investmiengsregion. Figur@.36 below maps

public and private sector per capita investments as captured by GFCF averaged over the years
2010 to 2015.

Figure2.3.6: Average regional per capita investments in prieaand public sector 2010
2015
Average public investment (GFCF) per capita 2010-2015 Average private investment (GFCF) per capita 2010-2015
= . wome
e o
O ey s
: el -
q“:-k“-, 7_1_
#"‘é‘i P
wE

Notes:The figure plots the average values of regidBBICBver the years 2010 to 2015, in the left
panel for the public sector (NACE codebd)0and in the right panel for the private sector (NACE
codes AN). Darker values represent larger amounts, grey coloration indicates missing values.

109When we use the private sector as an aggregate we group together NACE eNdes A
110 Fromhttps://data.oecd.org/gdp/investmengfcf.htm, accessed: 20.11.2023.
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The maps reveal starkfterences in average per capita investment levels across and vint&sn

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 tidiyear
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 theNUTS
region lesel followingGabriel et al(2022) The measurés comprised bthe sum ofGross 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 stor'!l, Gabriel et al(2022)argue that the meaure 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 correlateallBwing 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. Ri@ifebelow visualizes the average
regional per capita currég spending by EMSgovernments from 201:2015.

Figure2.3.7: Average regional per capita current government spending 22015
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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.

2.34 Results

2.3.4.1 Baseline Results

We start by presenting our baseé findings. Columns 2 and 3 of TaBI81 collect the results
from the seconestage of the fuzzy RDD, where the dependent variable is thegregear change
in per capita public investments.

We find a negative and statistically precisely estimatedaféé EU cohesion funds on public in-
vestments by theMSs. 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 investmextfinanced 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 crowdt parameter of 45 cents per euro @Pfunding.

The upper bound estimate, which assumes that the ghssugh is null, is shown in column (2)

and it suggests an estimated crovedt of 17 cents per euro of cohesioarnfds. We find the full
passthrough assumption to be more realistic, and study the mechanisms behind this effect in
more detail the next suisections. However, it is useful to show that, even under the very con-
servative assumption that cohesion funds sormetdo not translate to public investments at all,

our estimate is still significantly smaller than zero and is suggestive of a-onavalffect.

Table2.3.1: Per capita EU funds and yean-year changes imvestments

(1) (2) (3) (4) (5)
. . . Public sector Current government .
VARIABLES All sectors Public sector . . Private sector
with pass-through spending

Cohesion funds - . .

. 1.5848%%* -0.1656%#* -0.4482%%* 1.5636%#* 1.7503%#*
per capita

(0.0607) (0.0146) (0.0178) (0.1207) (0.0688)

Robust 95% CI [1.466 ; 1.704]  [-0.194 ; -0.137] [-0.483 ; -0.413] [1.327 ; 1.§] [1.616 ; 1.885]
Kernel Type Triangular Triangular Triangular Triangular Triangular
BW above/below 40/40 40/40 40/40 40/40 40/40
N above/below 2667/1363 2667/1363 2667/1363 2641/1234 2667/1363

Notes: The table presents the secomstiage results from the baseline fuzzy RDD specification,
where the outcomes are yeam-year changes in per capita investments in (1) all sectors, (2) the
public sector, (3) the public sector subtracting®F and ESF funding, and (5) the private sectors.
The outcome in (4) are yean-year changes in per capita current government spending. Obser-
vations are at the level of NU-RSegions and years, and treatment is given by yearly regional per
capita expendures from the ERDF and ESF. Estimations include country and year fixed effects.
The presented estimates are linear basrected with robust nonparametric standard errors clus-
tered at NUT& level. * (**) (***) indicates significance at the 10 (5) (1rpent level.
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2.3.4.2 Substitution andrelocation effects

We discuss two potential mechanisms behind the large crowdingeffect that we have meas-
ured for public sector investments: Substitution across types of government spending and spatial
relocation of govenment 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 Tab®3.1. The colmn displays the secorstage results from the baseline
regression utilizing the yeam-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 crowdurgeffect in public sector investments
discussed above. It is plausible that this very large increase in cgogetnment expenses is at
least partially financed by freeap 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
crowdingout effect gets exaggerated, because mechanically the controbmegncrease 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 absenaf 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 crowdeebut 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 controugf!? Thus, even the most
conservative crowsbut effect of 17 cents per additional euro of cohesion would become 12 cents
per euro, and so well different from a no crovedit scenario of null effects.

2.3.4.3 Effects on theprivate sector

Next, we study the effects on private sector investments. As before, we use the fuzzy RDD ap-
proach and study yeasn-year change in per capita investments. Column (5) of TaBl& sug-

gests that EU funds substantially crowdprivate investments. Everyueo spent byCPleads to
additional 1.75 euros of investments by private sector agents. TaBI& below breaks down this
effect into more granular sectors. Overall, we see positive effects across all sectors, other than the
industrial sector where therés a crowdingput effect. The aggregate effect is driven by modest

1120ne caveat is, that the relative distance of the regions loosing and receiving thairspémom
crowdin 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 sysiatically 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 crowdimgn services and the financial sector. We

do not exactly know the reasons behind these differential effects but, in the $&ort, they are

a combination of direct demand effects for both inputs and outputs of these industries as well as
potential crowdout effects due to the reallocation of labour and capital from certain sectors to
catering the investments funded by cohesion.

Overdl, however, given the much larger underlying size of private than public investments, these
positive private sector effects dominate the crowdt effect on public investments. As shown in
column (1) of Tabl2.3.1, every euro ofCPspending raises totglublic and private investments

by about one and half euros.

Table2.3.2: Per capita EU funds and yean-year changes in private investments by sector

(1) (2) (3) (4) (5)

VARIABLES Construction sector Industrial sector  Service sector  Financial sector  Agricultural sector

Cohesion funds

. 0.1914%#+* -0.5412%** 1.0000%*%* 1.0125%%%* 0.087T7***

per capita
(0.0103) (0.0222) (0.0309) (0.0385) (0.0097)

Share in private - -
. 1.75 19.90 15.74 55.45 7.16
investments
Robust 95% CI [0.171 ; 0.212) [-0.585 ; -0.498]  [0.939 ; 1.061] [0.937 ; 1.088] [0.069 ; 0.107)
Kernel Type Triangular Triangular Triangular Triangular Triangular
BW above/below 40/40 40/40 40/40 40/40 40/40
N above/below 2667/1363 2667,/1363 2667/1363 2667/1363 2667/1363

Notes: The table presents the secosstiage results fronthe baseline fuzzy RDD specification,
where the outcomes are yeam-year changes in per capita investments in (1) the construction
sector (NACE F), (2) the industrial sector (NAEE, BB) the services sector (NACGH)J4) the
financial sector (NACENY, and (5) the agricultural sector (NACE A). Observations are at the level
of NUTS 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. Theegress-
mates are linear biasorrected with robust nonparametric standard errors clustered at NDITS
level. * (**) (***) indicates significance at the 10 (5) (1) percent level.

2.3.4.4 Robustness Tests

Our main findings of crowdingut in the public sector androwding-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 fsa@ex,Table2.3.4), ii) the alternative
treatment of formal eligibility for funding (se®nnex,Table2.3.5), iii) the sharp RDD specification
(seeAnnex,Table2.3.6), iv) other choices of the bandwidth (séenex,Figure2.3.10, and v)
employing region instead of countfixed effects (seAnnex,Table2.3.7).

2.3.4.5 LongerRun Effects

An important question regarding the crowdiogit and crowdingn 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 deaggd 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 BWas 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 ghasengout
regions received some transitory support, they missed out on receiving the majority of funding
losing their eligibility for objective 1 funding starting in the programming period of -2008.

We fird run DiDregressions and then show the dynamics of the effects in an event study frame-
work. The control group comprises of regions, which remaiekgible for cohesion funds be-
tween the 20062006 and the 2002013 programming periods, and the treatment group com-
prises either of all regions losing eligibility during the 2Q@073 period or only the subample of

the phasingout regions. The upside aiing 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.

Table2.33 below collects the results. In column (1) we study public investments assuming full
passthrough, & discussed ifection2.34.1 above. In both treatment groups, shown in the upper
and lower panels of Tab23.3, we find a positive effect implying that regions respond to losing
their eligibility status by increase their public investments. This résuttline 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 spendinghere 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. Assuch, 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 (3westigate 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
crowdingin effect we documented for thenflow of EU funds. The reduction is suggestive of an
intertemporal substitution, meaning that the private sector invests when complementarities from
CPinvestments can be utilized, but thereby foregoing investments they would have made at later
points.
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Talle 2.3.3: Effectsfrom funding loss after the EUdSt expansion

Panel A: All dropout regions

(1) (2) (3)
VARIABLES . Public sector Current :.','(J\:l‘l'lllll(‘l]l. Private soctor
with pass-through spending
Dropout region # post 125.7989%* -97.9113 -HTR.6429%%*
(H8.6527) {119.3703) (218.1364)
Observations 1,024 1,024 1,024
R-squared 0.7417 0.0847 (.8140
Panel B: Only phasing-out
Phase-out region # post 183.1661%* -132.9691 -120.4366
(79.1677) (175.2649) (178.9983)
Observations 902 902 902
R-squared 0.7478 0.9854 0.8229

Notes:The table presents estimates fromDaD 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 theifunding status due to the ELA& expansion, to the control group con-
sisting ofall those regions remaining eligible between the 2@@06 and 2002013 MFF. The
sample is restricted to only include regions eligible in the 2B006 period and to the years 2000

to 2013. The regression includes NkZTfRgion and year fixed effects. Stard errors are clus-
tered at the NUTR 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 fggieligibility. In Figure2.38 and2.39 we calculate

the yearly changes for the treatment group of all drogt 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 increasesublic investments in the left panel of
Figure2.38, and decreases in private investments in the right panel of FR3@ reverting the

trend of increasing investments. These effects are consistent with the respective -otgveshd
crowd-in effectson 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 sestestments, 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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Figure2.3.8: Public(left) and private (right) investments around the time regions lose
eligibility
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Notes:The figure presents Event Studies on the annual change of per capita investments in the
public (left subfigure) and private (right subigure) sectors. The treatnmé group consists of all
regions dropping their eligibility status going from the 2@M6 MFF to the 2002013 MFF. The
control group consists of regions that remain eligible during both budgeting periods. The regres-
sion includes NUT& region and yeariXed effects. 90% and 95% confidence intervals are dis-
played and standard errors are clustered at the N@T&vel.

This last piece of evidence is also inconsistent with the hypothesis that the creimdigrivate
investments is largely driven by intemporal substitution effects. That is because this hypothesis
would imply the existence of shertun effects rather than effects that are persistent over time. A
similar hypothesis but related to cressgional substitution effects is discussed in the trexo
section.

2.3.4.6 Regionalspill-overs

An important remaining question is whether the large private sector crowesult is driven by
crossregional substitutioreffects thatis cohesiorstimulated investments coming at the expense
of fewer investments inther regions rather than being genuinely new investments.

To test this hypothesis, we use tBéDmethodology ofSection2.34.5 and study the dynamics of
investments in noreligible regions in places where some regions lose their eligibility status going
from one MFF to the next. If the hypothesis of crosgional substitution effects was true, we
would expect that the noteligible regions see a recovery in the level of their private investments
after the cohesion regions lose their funding.

We implementthis test by looking at nowligible NUTS2 regions in countries where at least one
NUTS2 region graduates from cohesion, and, more granularlyelgible NUTS2 regions in
NUTSL1 regions where another NUTS2 graduates from cohesion. Left and rifgtsesof Figure

2.39 shows the results for these two tests. They suggest that, if anything, there is a negative not
a positive effect in notligible regions suggesting that the spilers might even be positive.
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Figure2.3.9: Private investments in noreligible regions around the time regions lose

eligibility
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Notes:The figure presents Event Studies on the annual change of per capita investments in the

private sectors. In the left subfigure, the treatmtegroup consists of all nealigible 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 natigible regions that are within the same Nuts

region ofat least one Nut£ region dropping its eligibility status going from one MFF to the next.

The control group consists of natigible regions in countries and Ntlsregions respectively
where no region drops its eligibility status. The estimation accotmt staggered treatment tim-
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and standard errors are clustered at the NtITlBvel.

2.35 Conclusions

Our analysis provides strong evidence for the view that, in the conteFothe additionality
principle has been being violated systematically. That is, we provide-egx@siimental evidence
from across the EU regions and covering several programnangds showing that cohesion

3
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funds partly replace public investments by thkSs. 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 evidemdérom individualMSs. Our analysis of the mechanisms behind this
result suggests tha¥lSs likely use the freedp money from decreased investment spending to-

wards current government spending.

Although this large crowdut effect that we document speaksifthe potential existence of a
policy space wher€Pcan be improved so as to avoid crowdioigt national investments, it is not

sufficient to suggest that the additionality principle should be restored. First, as reflected in the
decision to drop the adtonality principle, such a rule is likely not plausible to implement so as
to enforce the case of no crowalt; a phenomenon which we claim to be a general economic one

rather than a narrower legal one. Second, the relation between national public meess 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 couptteductive, such

that additionality cannot be a goal in itself.

Furthermore, and more importantly, our analysis suggests that the crowalihgf national public
investments is not the elephant in the room. We show tldcrowdsin investments from the
private sector and that this is the more important margin to cdesi 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 creiwdihg
total investments. Thisasult is not surprising in the sense that tB€often incentivizes coopera-
tive projects with the private sector, such as with cohesion instruments thdinemce publie
private partnerships. Such participation of the private sector is further expliatiiitated 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 thessyions decline and do so in a sizeable and per-
manent fashion. This permanent decrease is inconsistent with the hypothesis that the contempo-
raneous crowen effect is driven by intertemporal shifts of investments, since that hypothesis
implies that investrants would restore to their original level after some time. Our evidence is also
inconsistent with the hypothesis that private investments relocate from-aohesion to cohesion
regions in response tGR if anything the evidence speaks in favour of puesitiegional spHovers.

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 CP

Overall, our results suggest that the debate over designing a groviginted CPshould go beyond

the question of additionality and take into account the private sector. In particular, such policy
should make sure that investments under cohesiontowe to create public capital that is com-
plementary to private capital, and do so in a lelegm vision. This may depend on the area of
investments and their timing, among other factors. On the area, evidence suggests that current
CPmay be crowdingput tradable sectors like manufacturing, but crowdimginvestments 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|daat to
productivity-enhancing effects in the longer term. On timing, these crowdlingarameters may
strongly depend on the business cycle given financial frictions in the private sector, however co-
hesion is not particularly designed to follow businegsles. Such a rdesign 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 sGRs not unsynchronized from the cycle.
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2.3.7 Annex

Figure2.3.10: Firststage estimates of the instrument on two outcomes over varying

bandwidths
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Notes:The figure displays the firstage 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 offliiids, and in the right panel the

sum of per capita disbursements from the EU funds.
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Table2.3.4:Baseline with alternative outcome EU disbursements per capita

) 2) (3) (4) (5)
R . Public sector Current government .
VARIABLES All sectors Public sector . . Private sector
with pass-through spending
Cohesm_n funds disbursement LE107#%% _0.1680%%* _0.ABEERR* 1 50GTH 1 TTOGH
per caplta
(0.0630) (0.0150) (0.0181) (0.1269) (0.0710)
Robust 95% CI [1.487 ; 1.734]  [-0.198 ; -0.139] [-0.491 ; -0.42] [1.348 ; 1.845] [1.64 ; 1.919]
Kernel Type Triangular Triangular Triangular Triangular Triangular
BW above /below 40/40 40/40 40/40 40/40 40/40
N above/below 2667/1363 2667/1363 2667/1363 2641,/1234 2667/1363

Notes: The table presents the secosstiage reslts from the baseline fuzzy RDD specification,
where the outcomes are yeam-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 outcone in (4) are yeaon-year changes in per capita current government spending. Obser-
vations are at the level of NURSegions and years, and treatment is given by yearly regional per
capita disbursements from the ERDF and ESF. Estimations include counysaarixed effects.

The presented estimates are linear biasrected with robust nonparametric standard errors clus-
tered at NUTL level. * (**) (***) indicates significance at the 10 (5) (1) percent level.

Table2.3.5:Baseline with alternative treatment formal eligibility status

M ) B @ ®)
VARTABLES All sectors Public sector APuth sector Current gmﬁernment Private sector
with pass-through spending

Formal eligibility 63.7193%** -T7.0820%** -17.9719%** 60.5213%+* 70.8022%**
(2.8767) (0.6879) (0.6566) (7.3837) (3.0440)

Robust 95% CI [58.081 ; 69.358] [-8.431;-5.735] [-19.259 ; -16.685] [46.05 ; 74.993] [64.836 ; 76.768]

Kernel Type Triangular Triangular Triangular Triangular Triangular

BW above/below 40/40 40/40 40/40 40/40 40/40

N above/below 2667/1363 2667/1363 2667/1363 2641/1234 2667/1363

Notes:The table presents the secomstiage results from the fuzzy RDD specification with the al-
ternative treatment being the formal eligibility status. Outconae yearon-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) arerygaar changes in per
capita current governmergpending. Observations are at the level of Ni2T8gions and years.
Estimations include country and year fixed effects. The presented estimates are lineaobias
rected with robust nonparametric standard errors clustered at NRT&vel. * (**) (***) indicates
significance at the 10 (5) (1) percent level.
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Table2.3.6:Baseline with sharp RDD

VARIABLES

Above cutoff

Robust 95% CI
Kernel Type

BW above/below

N above/below

(1) (2) (3) (4) (5)
All sectors Public sector .Puhhc sector Current government Private sector
with pass-through spending
-62.759T7*** 1.8706%+* 15.1767%%* -T6.5124%%* -64.6303%%*
(2.7468) (0.5511) (0.6708) (3.1878) (2.3334)
[-68.143 ; -57.376]  [0.79 ; 2.951] [13.862 ; 16.491] [-82.76 ; -70.264] [-69.204 ; -60.057]
Triangular Triangular Triangular Triangular Triangular
40/40 40/40 40/40 40/40 40/40
2597/1363 2597/1363 2597/1363 2577/1234 2597/1363

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 variableggonal GDP per capita as a share of

the EU average and outcomes are yearyear 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 outcomim (4) are yeabn-year changes in per capita current government spending.
Observations are at the level of NUZ $egions and years. Estimations include country and year
fixed effects. The presented estimates are linear {oi@sected with robust nonparastric stand-

ard errors clustered at NUTSlevel. * (**) (***) indicates significance at the 10 (5) (1) percent

level.
Table2.3.7:Baseline with region fixed effect
(1) (2) (3) (4) (5)
VARIABLES All sectors Public sector APuth sector Current gox‘ren.uneut Private sector
with pass-through spending
Cobesion funds 2.2339%** -0.0651%** -0.4583% %+ 1.8926* % 2.2090%%*
per capita
(0.0504) (0.0100) (0.0128) (0.0909) (0.0540)
Robust 95% CI [2.135 ; 2.333]  [-0.085 ; -0.045] [-0.483 ; -0.433] [1.715 ; 2.071] [2.193 ; 2.405]
Kernel Type Triangular Triangular Triangular Triangular Triangular
BW above/below 40/40 40/40 40/40 40/40 40/40
N above/below 2667,/1363 2667,/1363 2667/1363 2641/1234 2667/1363

Notes: The table presents the secomstiage results from the baseline fuzzy RDD specification,
where the outcomes are yeam-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 autcome in (4) are yeaon-year changes in per capita current government spending. Obser-
vations are at the level of NU-RSegions and years, and treatment is given by yearly regional per
capita expenditures from the ERDF and ESF. Estimations includeardigear fixed effects. The
presented estimates are linear biasrrected with robust nonparametric standard errors clus-
tered at NUT& level. * (**) (***) indicates significance at the 10 (5) (1) percent level.
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Figure2.3.11: Baseline over different bandwidths
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Notes:The figure presents for bandwidth increments of 5 from 20 to 80 and for the global sample
the secondstage coefficient and confidence interval from the baseline fuzzy RDD specification.
Outcomes are yeaon-year changes in per capita investments in () pblic sector, (2) the pub-

lic sector subtracting ERDF and ESF funding, and (4) the private sectors. The outcome in (3) are
yearon-year changes in per capita current government spending. Observations are at the level of
NUTS regions and years, and tigaent 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 biascorrected with robust nonparametric standard errors clustered at NPITevel. * (*)
(***) 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 Frates{Politecnico di Milano)

Abstract

Recent papers show that the impact ©Pis 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 inges¢s, 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 factasatso 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 consequenc€Pshould remain plac®éased and fully consider the regional
specificitiesas 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 gqadicy 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

EuopeanCP as we know goes back to the reform prior to 1988 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 inten®tre fi-
nanced by the ESIEsd most funds are allocated to Regiofiperational ProgrammegOps)

within National Frameworks agreed with the EU Commission, while significant funds are also allo-
cated to theCHfor countries <90% GDP pp PPS) and alsudaegional cooperation or Commu-

nity Initiatives.

In the more than three decades in whi€lPexisted, 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 andhie modalities in whiclCPis expected to act on regional development and territo-

rial cohesion. The main change has taken place with the-2020 programming period, in which

the placebased theories have been strongly implemented with the introductioBrogairt Special-
ization StrategiesS3 as an exante condition for the thematic objective one.

In 20222027, further evolutions took place, mostly outside CP itself but heavily affecting it. In
particular, following the Covid9 crisis, the EU establishe®Rasilience and Recovery Facility (RRF)
which aims at supporting reforms and investments in theMEs. 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 impactjrowth 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 thehas been an evolution from the first analyses, which looked at
the aggregate impact d€Pon regional growth and convergence. The results of these analyses
were not homogenous and the debate between those supporting a large infpachardi, 2006)

and those supporting no impa¢Boldrin & Canova, 2004)d not lead to a clear consensuhe
reason is thatCPis multifaceted 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 indicéfoatesi, 2016)

In the last years, the literature on the assessment of@ireffects has radically changed frame

which tries to get aggregate results to one which investigates theatledconditioning factors
which are those local or policy characteristics which can make impact larger or s{Gadlscenzi

et al., 2017) The study of those aspects is very helpful for the policymaker because in this way
guantitative assessment can be used to understand which policy interventiork better in
which context, and so they can help designing better policy initia(ivestesi, 2020, 2024)

Several papers have been published in the last few years investigating the role of many possible
context variables on the impact @R A brief summaryfdhem 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 understad 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
CPR

The rest of the paper is organized as follows: Se@idr2 reviews the existing evidence on the
different impacts of EU regional policy in different regions. Se@&i3 provides a review of the
conditioning factors which have been identified in therature as determining the differentiated
impacts ofCP. Section3.14 presents the conceptual framework of the empirical analysis, which
is presented irSection 3.15 and which, through descriptive statistical techniques, assesses the
presence of condibning factors in European regions, in terms of average endowments and also
in terms of characteristics of the individual regions. Sec8dr6 concludes with ideas to be con-
sidered for the next programming period ped27.

3.1.2 Some recent evidence on diffential impacts ofCohesion Policy

For many years, the literature on the impact@®Ptried 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, thedea of providing a single value for the impact<éiwvas shown incorrect

by several papers which, with different techniques, have analysed the differential impaC& of

on regions, leading to a consensus on the existence of this heterogeneity.

For examp, Bourdin (2019analysed the impact d€Pon the regions of Eastern Europe to see if
there are geographical effects using gemgjnically weighted regressioas 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 abhed in a radically different context [®achtrogler et al.
(2020) They analysed a subset©R the part based on the interventions afigoort 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 impa€Pstipport to firms is not ho-
mogeneous and regions exist in which itighhand significant while in other regions the impact

is lower and even insignificant.

This idea has been further exploited By Caro & Fratesi (2022n this paper, the data and the
methodology are again different because exploited are the new andendime series ofCP
expenditure provided by th&C and the Dynamic Mean Group modelling framewtarkcalculate

0KS NBIA2ymalISOATAO STFSOGa 2F GKS LRtAOe Ay
ble to identify four categories of regions based on impact and level of expenditure, because not
all regions which received high levels ofdurg significantly benefited fror@R 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 dfective, 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 coraésng little policy support, so that

the policy can be considered as marginal (Figutel).

Figure3.1.1: Mapping the policy impact and the level of assistance in the EU regions

Regional typology
- 1 Effective policy

2 Trigger policy

- 3 Ineffective policy

4 Marginal policy

Data:Di Caro & Frateg2022).
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3.1.3 Conditioning factors in the literature

The literature on the conditioning factors 6Pimpact 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 performaricegions!*?

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 diffetelevelopment mechanisms or can use some

of the urban assets present in other regions through a process of borrowinCaingagni, 2016;
Meijers et al., 2016)Within such a contextagliardi & Percoco (201fgund that in rural regions

CPin Italy had different impacts depending on the location of these regions closefooriaurban

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 complementaryentrepreneurial initiatives and innovation activ-
ities. Within the context ofCR this was first demonstrated becker et al. (2013)ho 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 transfor@Pinvestmens 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 byRodriguez”ose & Garcilazo (201who showed that the impact

of CPon regional growth is largen those regions whose levels of quality of institutions measured
through the EQI Gothenburg survégharron et al., 2014% larger. More recentldachtrogler et

al. (2024showed that the quality of local institutions is agairfiactor which can also impact the
effectiveness o€Psupport 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)Therelevant institutional characteristics go beyond pure administrative ca-
pacity but also involve other regional and national characteristics, as evidenEeldiveen 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 aragt some of the aspects which collectively make those capitals
representing the territorial development of places. These are now commonly identified as territo-
rial capital whichCamagni (20093ystematised and classified along the two dimensions of ri-
valryt'4 and materiality'®. For example, infrastructure is material and mostly public/unrival, hu-
man capital is immaterial and private/rival, but 9 situations are possible sissets 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, ats@d 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 lookingeatbmplementarity
between policy interventions and the territorial capital of regions, showing that those disburse-
ments byCPwhich are complementary to the existing territorial capital assets are more effective
than those investing in aspect which areealdy strong, most likely due to the existence of de-
creasing returngFratesi & Perucca, 2014, 2018hese results provide an extended understanding
of those bySotiriou & Tsiapa (201%yho showed thalCPin Greece was more effective in places
which had endowments related to the implemented expenditure, and so more advancexhseg
had a larger impact.

The level of impact may also depend on the intensity of policy support.Berdter et al. (2013)
showed that in some regions the left l[dgef expenditure might be larger than those required to
be effective. ThenCequa & Pellegrini (201&howed that regional economic growth depends on
the intensity ofCPsupport but this effect is concave and presents a maximum value, so that again
decreasing returns exist and by-aocating some funding from the highest fundedother 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. F&€sgscenzi (2008howed that there was a low
alignment of structural fund expenditure with socioeconomic structure thiadithe concentration

of disadvantage was larger than that of funding. More recelyCataldo & Monastiriotis (2019)
analysed tle impact ofCPexpenditure 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. Alrea@gppelen et al. (2003howed that, althougtCPin
generl 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 recentlfpercoco (207) 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 pesent better growth opportunities and targets for CP investments.

3.1.4 Conceptual scheme

This paper wants to reflect on the relationship between the needJBassistance and the capa-

bility of regions to take advantage of its investments. The first step isehemmeasure 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 Ei¢used to classify regions
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within the various objectives in all pgramming periods although with thresholds which have re-
cently evolved1®

The second indicator of need is one which has recently come tempieence also thanks to the
recent focus on regions which cannot grow and are hence stuck in a middle incomeitag(D

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 unemploymeht’

Four situations are ggossible as depicted in TalBell. 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 GDBpitar 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? tihis 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.

Table3.1.1: Classification of regins in terms of need

High growth Low growth
High GDP per capita 1. Regions not in need 3. Regions in decline
: . . 4. Regions in the highest
Low GDP per capita 2. Regions catching up 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 charactecsidentified in the previous sections. Re-
gions with higher endowments of human capital and administrative capability will be able to bet-
ter take advantage dEPsupport as well as those whose settlement structure is more favourable.
For this reason, theegions 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 performerwith potentially low policy impact, catching up with potentially high

116 The cutting thresholds has always remained 75% for lagging regions, whiheeionediate
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 leved. dctual 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 poténtiadh policy
impact, regions in hard need with potentially low policy impact.

Table3.1.2: Classification of regions in terms of needs and endowment of conditioning factors

ENDOWMENT OF CONDITIONMGTORS

High endowment of con- Low endowment of con-
ditioning factors ditioning factors

High performers with po- High performers with po
tentially high policy im- . tentially low policy im-
pact pact

1 High GDP /
High growth

2Low GDP /| Catching up with poten- Catching up with poten-
High growth | tially high policy impact tially low policy impact

LEVEL OF REGION|
PERFORMANCE

3 High GDP /] Declining with potentially Declining with potentially
Low growth high policy impact low policy impact

Regions in hard need Regions in hard need
with potentially high pol- with potentially low pol-
icy impact icy impact

4 Low GDP /
Low growth

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 typmitiatives, which would be opti-

mal because, in this way;Pefforts 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 hee potentially impactful regional policies and, as such, the most responsive
to CPinvestments. If this is the case, therefore, the effectivenes€m®ivill be lowest where it

would be most needed and, consequently, this will present a t@ffidbetween eficiency 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 (Babl&). Allindicators are used at the NUTS2 level,
although in some cases this required the aggregation of indicators available at a lower spatial
scale.

Table3.1.3:Indicators and Sources

Aspect Indicator Year Source

Performance GDP per capita in PPS 2019 Ardeco

Performance GDP growth 2010 Ardeco
2019

Conditioning factors:

Human capital ISCED 2019 Eurostat
Innovativeness High tech employment 2019 Eurostat
Innovativeness Share of researchers 2018 Eurostat
Institutions European Quality of Government 2021 Gothenburg
Index Univ.
Settlement structure Type of regions 2017 Espon
Settlement structure/ Ag- Population density 2019 Ardeco/Euro-
glomeration economies stat
Accessibility/infrastructure = Infrastructureendowment of rail- 2019 Eurostat
ways and of motorways
Innovation infrastructure Share of families with broadband 2019 Eurostat
connection
Social capital Crime rates 2019 Eurostat

For what concerns GDP per capita, used is the value of 2019, whichastlyear 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 cisis at the beginning antie Gvid crisis at the end. The other indicators are those most
closely related to the aspects which were identified in the literature review.

Figure3.1.2 represents with a point each NUTS2 region of the EU based on the classification of
Table3.1.1. Ths 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 interesiingserve the presence
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where the growth of GDP per capita is very hihA hand check, however, seems to confirm that
these are real cases and not statisticabes.

Figure3.1.2: 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
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The nextstep 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 indick®omean of the value in the four
categories of need is presented in TaBl&.4 and then an AnovatEst is presented to show
whether these differences are statistically significant or not. The Anova analysis proposes a simple
Ftest to check whether theneans 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 absatiensu

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 T&ble4 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

118This 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 igrbigth
regions with respect to lowgrowth 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 akage. 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 igeoxy 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 regiooglgxaiéept

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) highe3,tti@ndifferences 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 man need become significantly larger, so this complemen-
tary aspect to regional policy is really deficient, on averaga lagging regions.

Looking at innovativeness, two indicators are presented. The first is the share of employees in high
tech sectos, 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 Mariaith 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 ICTconnections 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 endown&sgions 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
G2 GKA& GSNNR dadthPpiovide doddanBastilictureltdltivse keYidg. 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 aregenmeeded. However, the highest
levels are in high GDP low growth regions and not in the regions of less need.
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1 High GDP, 2 Low GDP| 3 High GDP, 4 Low GDP
_ / High / High / Low / Low Sig (of F .
Indicator growth growth growth growth Mean F test) Sig (stars)
regions regions regions regions

Share of urban populatiof 118 94 106 93 100 7.88 0 Fork

Share of rural population 67 110 88 113 100 7.88 0 Fhx

Population density 207 53 123 87 100 2.36 0.0719 *

Intentional homicide per| oo 121 84 100 100 2.15 0.0955 .

thousand inhab.

Assault pﬁ;éhousa“d ™M 121 51 126 122 100 12.96 0 ok

Robbery 'iggho”sa”d M 139 49 114 131 100 4.5 0.0044 wex

Burglary phe;tfhousand N 163 63 127 75 100 16.97 0 ik
Burglary of private resi-

dential premises per 162 54 116 93 100 8.29 0 Fhx

thousand inhab.

Theft per thousand inhab 171 48 148 65 100 37.18 0 ok
Theft of a motorized land

vehicle per thousanah- 147 39 103 146 100 9.84 0 rxk

hab.
Share of employeesin |, 92 110 67 100 24.37 0 wex
high tech
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Share of employees in re

279 86 156 71 100 11.95 i
search
Share of population with -
ISCED >3 108 107 103 87 100 311
Share of population with -
ISCED >5 138 88 109 90 100 23.46
Percentage of household
with broadband internet 107 96 105 96 100 28.81 Fork
access
Railways per square km| 258 108 114 52 100 11.28 rxk
Motorways per square kn| 211 56 141 72 100 18.33 i
Quality ofgovernmentin-|  5q 0.71 0.74 0.38 0.01 54.11 ik

dex
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To what extent are these effects due to a divide between Eastern and Western Europe? Itis 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 ifedmt) growing more than Old members
(Monfort, 2020). This means that, referring to the level of performance of Tabi2, many East-

ern regions are expected to be in quadranfLow GDP / High growth). However, also within the
East several differencesxist 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 Eastegions 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 overrepsentation of Eastern Europe in a quadrant, a robustness test is needed
to check whether the Anova results of TalBld 4 are driven by the EaSVest divide. For this
reason, the analysis is performed again separately for Old andMNiswand is presenteith Tables
3.15and3.16.

Being the averages of the whole EU quite similar to those of the Western countries, results in Table
3.15 are very similar to those of Talel 4. Only a few differences of significance can be detected
for what concerns poputén 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 relgiess

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 significantlyfdiient, and for population density which is signifi-
cantly different but higher in quadraf® 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 jus significant but with values which are more different.
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Table3.1.5: Anova analysis on conditioning factors by typology of regions in Old mendmemtries(all calculations with respect to the mean ofld
member countries)

1 High GDP 2 Low GDP| 3 High GDP 4 Low GDP
_ / High / High / Low / Low Sig (of F )
Indicator growth growth growth growth Mean F test) Sig (stars)
regions regions regions regions
Share of urban populatiof 110 98 105 94 100 2.95 0.0342 *x
Share of rural population 82 104 91 112 100 2.95 0.0342 *x
Population density 92 106 100 99 100 0.2 0.8983
Intentional homicid
rrentional NOMICITE PEM 1 0g 82 126 83 100 3.56 0.0161 =
thousand inhab.
A It peth din-
Ssalllt pethotsandin 96 129 97 80 100 1.08 0.3583
hab.
R h in|
obbery per thousand in 89 115 73 100 3.93 0.0101 =
hab.
Burglary pheart:housand M 135 80 90 102 100 3.07 0.0297 =
Burglary of private resi-
dential premises per 135 56 138 82 100 15.37 0 rxk
thousand inhab.
Theft per thousand inhab, 91 64 88 147 100 5.47 0.0014 ok
Theft of a motorized land
vehicle per thousand in- 123 98 169 47 100 2.13 0.0981 *
hab.

180




The Conditions foSuccess Z EW

Share of employeesin| 92 109 95 100 16 0 ik
high tech
Share of employees in re
122 97 106 87 100 14.54 0 Fhx
search
Share of population with
106 97 105 96 100 17.95 0 ok
ISCED >3
Share of population with -
ISCED >5 141 79 115 79 100 18.69 0
Percentage of household
with broadband internet 116 88 138 94 100 2.02 0.1234
access
Railwayger square km 217 64 157 74 100 6.43 0.0005 ok
Motorways per square kn| 158 65 117 85 100 6.8 0.0003 ok
Quality of gzzemmem ™ o086 0.25 0.84 0.20 0.86 20.19 0 e
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Table3.1.6: Anova analysis on conditioning factors by typology of regiondNew member stateqall calculations with respect to the mean of New
member countries).

1 High GDP 2 Low GDP| 3 High GDP 4 Low GDP
_ / High / High / Low / Low Sig (of F )
Indicator growth growth growth growth Mean F test) Sig (stars)
regions regions regions regions
Share of urban populatiof 130 97 101 91 100 9.41 0 Fork
Share of rural population 54 104 99 114 100 9.41 0 rxk
Population density 176 104 87 83 100 3.38 0.028 *x
Intentionalhomicide per |, ., 148 42 08 100 151 0.2227
thousand inhab.
Assault per thousand iny 88 83 92 100 3.87 0.0139 =
hab.
R h in|
obbery per thousand i), 9 04 113 82 100 2.3 0.0895 .
hab.
Burgl th din
Hrglary phearb ousandi 4147 106 83 107 100 0.81 0.4993
Burglary ofprivate resi-
dential premises per 158 79 110 82 100 3.38 0.0246 *x
thousand inhab.
Theft per thousand inhab 190 90 134 53 100 7.44 0.0004 ok
Theft of a motorized land
vehicle per thousand in- 376 45 60 37 100 6.7 0.0006 rxk
hab.

182




The Conditions for Success Z EW

Share of employees in

. 106 100 105 96 100 10.67 0 ok
high tech
Share of employees in re
150 96 105 83 100 13.21 0 Fhx
search
Share of population with
107 101 103 95 100 10.36 0 ok
ISCED >3
Share of population with -
ISCED >5 165 92 132 66 100 10.11 0
Percentage ohouseholds
with broadband internet 196 93 129 52 100 6.72 0.0007 Frx
access
Railways per square km 207 80 120 68 100 6.61 0.0007 ok
Motorways per square kn| 223 57 151 57 100 5.69 0.0018 ok
Quality of governmentiny ——_, 7 -1.00 0.46 1.22 0.96 8.18 0.0001 e

dex
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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 conceptal point comes from the evidence, which spread in the regional economics
and economic geography literatures in the last ten years that the impacPoh regional growth

is heterogeneous. In particular, these literatures concentrate on a series of ceastics 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 putdbe 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 nedffoetween grovih

and cohesion. If, on the contrary, the impact@®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.

Theresults 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 meansttieae will be several cas@swhich

CPwill be more effective where it is less needed.

LGQa AYLRNIFIYyG G2 20aSNBS GKFG GKAAa FylFfeara
ship is identified. The expectation is that, since conditiof@egors 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, furthermoe, 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 post2027.

The first aspect is that policy interventionsed to continue to be placbased, 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 findly 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 (FraeBierucca, 209).

The second aspect is that, most likely, policymaking needs to faceaféslm the implementation

of CR 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 theaee 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
relinquishingsome 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 assetsiegpsée to efec-
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 lopabductive fabric and innovation system.
This might also be implemented in new ways, such as with additional funding and/or initiatives
which are more topdown than in the recent past, especially for those places where administrative
capacity is consider&placking.

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 egnoanng regions
remains an important part of it, in many essthere will be the need of complementing new and
advanced regional policy initiatives (e with other interventions apt to ameliorate the pre
requisites for development, including administrative capacity, basic and advanced infrastructure,
etc. Thigneans that lagging regions will also require interventions creating framework conditions,
and in particular investing first in territorial assets where they are missing. Furthermore, acknow!-
edging the differential impacts of the global challenges andhefttansition objectives will be
necessary to avoid unrest and, in the worst cases, turmoil.
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3.2 Julia BachtrogletUnger: The Role of Administrative Capacity for an Effective
Implementation of EU Cohesion Polidy

Julia Bachtrogletnger(Austrian Institute of Economic Research, WIFO)

Abstract

This reflection paper examines the influence of administrative capacity on the absorption and ef-
fective use ofCPfunds. First, it examines the current level of absorptiolc&funds in the 2014

2020 programming period. Second, a literature review orrétationship between administrative
capacity and the absorption @Pfunds 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 digssed. The literature concludes that the effect€&are heterogeneous across
NEIA2Yyad ! RYAYAAUNr A@GS OF LI OAGE Aa +y AYLRNI
due to the project selection process through managing authorities. Therefozasuanes should

be taken to attract motivated and wetjualified 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 technologisspresented, pointing to the knowledge of
administrative staff about regional characteristics and capabilities as essential contribution to
GA22Re LRTAOE AYLIE SYSyGlLaAazyo

3.21 Introduction

CPAAd YR aAyO0S (KS 9! Qi 7¥2dzyRI tpaligyyin the2G @G Sy (0 K ¢
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 Europearritorial cooperation. For the 2022027 programming

period, the CPbudget amounts to around 367 billideuro. In line with the key goal of reducing

economic and social disparities across regions, the largest part is allocated to less developed re-
gions

¢CKS 9dzNRLISIY AyalAddziaAzyaQ /tw FyR FdzNIKSNI NB:
the European Regional Development Fund (ERDFE $ke(&F, or ESF+ in the 262027 period)

and the CFare to be used quite comprehensively. This incluthes determination of thematic

objectives and, more specifically, intervention fields according to which the grantégshdong

amounts must be classified. The funds are distributed in the framework of OPs that are set up by
respective managing authoritigsior to or at the beginning of each programming period and need

to be confirmed by thé&C

The implementation o€Pfollows a shared management approach. Therefore, an important part
of responsibility for the implementation of the OPs remains with thepeetive managing author-
ities in EU regions andSs, respectively?° This includes many activities acrdbg investment

119 Acknowledgementvaluable research assistance by Benedikt Sandrock (ZEW) and Elisabeth Ar-
nold (WIFO) is acknowledged.

120|n most Member States, those OPs are desigioe the regional level; mostly, NUPSegions,
NUTSEL regions in Germany (following tidomenclature of territorial units for statistics, NUTS)
In others such as Bulgaria, Croatia, Denmark, Hungary, Lithuania, Romania, Slovakia,Gevenia
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cycle (Mizell & Allaubupré,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 Fig@r2.1).

Next to shared management, the plabased implementation approach is a key principleCéf
implementation. Project selection should be in line with local needs and strategies. To ensure that,
managing authorities are required to run a comprehensive stakigr 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 thenal instalment at project finalization, as well as monitoring
and reporting to theECs under the responsibility of the managing authority.

Figure3.2.1: The investment cycle (OECD 2020)

Need assessment
Priority setting
Cross-sector & jurisdiction coordination
Stakeholder engagement

STRATEGIC
PLANNING

INVESTMENT

CYCLE

Performance measurement
Ex-post evaluation
Strategy/Programme adjustment

INVESTMENT
IMPLEMENTATON

siabpng o} siuawisaaul pauupn|d Bupul
BujoupUll 2AIIDACUUL PUD [DUCHIRD.]
|psipIddD ajup X8 pup uoloalas joalold

Procurement
Private sector involvement
Control and verification processes

Source: Adapted from (Mizell and Allain-Dupré, 2013[40]).

SourceOECD 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 maages, promoting calls for projects or addressing the
GNRIKGE O0SPADE AYyy20FGAGS0 LRGSY(GALt o0SYSTFAOAN

well asEstonia, Latvia, or Malta, that consist of only one N@T&gion- 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 programme®8&sdspecifically 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
spendng the EU funds available to them, thbsorption of fundsavailable to the region is one
important indicator reflecting the administrative capacity of a managing authority.

Section3.22 of this reflection paper shows that the absorption rateGéffundsin the 20142020
programming period, in terms of the share of the budgeted amounts already spent, is still far from
being 100% in all EU regions.

Section3.2.3 reviews the academic and policy evaluation literature on the absorpti@Pafnds
and discuses potential factors for delayed absorption, including changes in the EU policy frame-
work since the COWAIDO crisis.

However, the ability to access available funds reflects only one dimension of the role of adminis-
trative capacity for the effective impteentation of CR 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 ole 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 additidghégabsorption rate (e.g.
Mendez & Bachtler, 2022).

Indeed, even more so in the context of plaeased policies, the adequate selection of investment
projectstobeceF Ay YOSR Ay (KS &aLISOATAO NBIA2Y A& OSyl
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
aStiAY3a (GKS aNmEXEESOQNAPEA &K SHE B O, tndilewiR 0SSy ST
national or suknational 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.

Section3.24 reviews the literature on factors datmining CPeffects, with a focus on the role of
administrative capacity. In order to access the ERDF budget under the Research, Innovation and

¢ SOKy2t23A0Ff RS@OSt2LIYSYyld GKSYFGAO 202S8S00A0S>
A LISOAL f A agy sinke2the 2014 A MNAh G BINE ANF YYAY 3T LISNA2R® ¢KS C
AaldA2yé o0C2Nre& Si f®dX wnmmO NBljdZANBa NBIA2Yy2
and industries, based on regional needs, characteristics and capabilitiesjdb wsearch and

innovation (R&l) 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 acpetc. 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 oCPin fostering R&l and economic development. Thestion 3.25 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 highliglig it could be

interesting for managing authorities to provide information on potential partner regions in order
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to enhance technological development a@&outcomes through the design and selection of via-
ble projects.

Section3.2.6 summarises the findgs, 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 ofCohesion Policjunding in the 20142020 programming period

Theprogress 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 DALREQ& ¢S0aA S 2y
sis!?1 Although the absorption rate (i.e., the share of planned funding already spent) mirrors only
one dimension of the ability of regions to uS&funds effectively, exploring the absorption pro-
gress in the most recent prograning period over time and across groups of regions, countries or
thematic objectives reveals interesting patterns.-&lde evaluation results for the 2012020
programming period are not yet available and policy implementation is still ongoing, so it is no
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 statepastedures, hampering the success

of CP(Darvas et al., 2019).

3.2.2.1 Absorption ofCohesion Policjunds 20142020 not yet complete

Figure3.22 shows that the total budget (total cost) for the ERDF, the ESF, the CF arouthe
Employment Initiativ§YE) in the 20142020 programming period has not been fully spent until
the end of June 20252 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 COV8xrisi$?d), only 84% of the budget has
already been spent. According to tB&2?4 the implementation of the OPs will continue until the

121Seenttps://cohesiondata.ec.europa.eu/cohesion_overview/28for the programming period
20142020, as well ashttps://ec.europa.eu/regional_policy/policy/evaluations/dafar-re-
search_erfor previous periods [accessed 17 October 2023].

122The allocations to the United Kidgm 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 efinancing rate to 100% in the year 2020/2021 as a response to the €EOVID
19 crisis as well as the addition of REALUTresources. The latter also contributes to differences
between decided and spent amounts: only 42% of REACHas been absorbed by mid of 302
(see https://cohesiondata.ec.europa.eu/stories/s/Cohesipolicy-2014-2020-investmentpro-
gress/4e3bddcrfor more details).

124 See https://commission.europa.eu/strategand-policy/ew-budget/performanceandreport-
ing/programmeperformancestatements/regionapolicy-performance_eraccessed 20 October
2023].
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end of 2023, following the n+3 rule which should dampen the time pirest invest. This does
not leave much time to fully absorb the budgeted costs@&projects.

The cumulative progress of financial implementation in Fi@2& shows that programming and

the selection process of specific projects take time. It wdg mn2020 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 COVY#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 frOdiv2o 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 20312020 will be sed.

Figure3.2.2: Cohesion Policy financial implementation tingeries (total cost, cumulative)
Programming period 2012020

140 % — Decided H Spent 0

05 | o o 118 % 122 %

100 % - 91 %

80 %
60 % -

40 % 27 %
20% 4 8%
0%
2015 2016 2017 2018 2019 2020 2021 2022 2023

Notesit SNA2R O2@SNBRY dzLJ 42 on WdzyS HnHod® ¢KS o0F N a5S5S0A
beginning of the programming period that is already decided to be allocated to specific projects (project pipe-
ftAYSO® ¢KS o0F N &{ LISg,i.¢., the sharedl totdl 808t plandedl thalhdd dir@agy békh 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 crisis, the flexibility of the use @Pfunds was increased to meet

new challenges, including the possibility to shift resources between OPs. Moreover,-REBACT
i.e., a boost of the ERDF and ESF budget for-2028, was parof the NGEU package, which was
introduced as a substantial complement to the EU mautnual financial framework 2022027.

One reason for the possible underutilisation@Pfunds in the 20142020 programming period

may therefore be the availability afew funding from NGEU, but also the administrative effort
necessary to access the new instruments, which may have withdrawn administrative resources
from implementingCP

Most of NGEU, in total a maximum of 723 billion Euro, is allocated to the RRF. HeoRR
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 cowspgcific recom-
mendations made in the course of the European Semester.nTdia objective of fostering the
digital and green transition is also a key target of 2@R27 CR however, the design of the RRF
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does neither foresee a sufational nor placebased perspectivé?® Given the need to call upo
funding from theRRF until thered of 2026, this could be another reason for an urdbsorption

of CPbudgets in the 2012020 programming period. Furthermore, the expected delays in the
implementation of CPin 20222027 will need to be closely monitored by tB€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 implementatioRinfthe 20142020 program-
ming period allow a differentiated analysis of absorption rates by type of fund, country, angl grou
of regions, as well as by thematic objective.

Figure3.2.3: Financial implementation by type of fund: share of total cost (planned)

Programming period 2012020

160 % - Decided H Spent

0 136 %
140 % ~ 122 % 123 %
120 % - 113 %

100 % +
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20 % ~
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ERDF ESF YEI CF

Source:Cohesion open data platform (ségtps://cohesiondata.ec.europa.eu/2012020-Finances/ESIE014
2020FinancelmplementationDetails/99jsgm52), own elaborationPeriod covered: up to 30 June 2023.

The share of the planned total cost already spent is highest foCH@9%), a bit lower for the
ERDF (85%) and lowest for the ESF (80%) and the YEI (83%B(ERjure

However, absorption rates, in terms of the share of planned total cost already spent, vary consid-
erably between the thematic objectives addressed (Figugt). On the one hand, by mi2D23

(slightly more than) 100% of the total cost allocated to projects aimed to foster the competitive-

ness of small and mediwgized enterprises (SMESs) has already been spent until the mid of 2023.

Also, absorption rates arrelatively high for the more tradition@PLINA 2 NA G A S& Wb S 6 2 NJ
Gdz2NB&a Ay GNIYyEALERNI yR SySNHeéQ odwm: aLISydao I yR
F2N) WwSaSIENDK YR Ayy2@0FGA2yQ o6y gz @I/ WIHWT D NI
W{20ALf AyOfdzAA2YyQ oOym:0 YR W{daAadlrAylofS |IyR
On the other hand, only 82% of the total costs planned for thedavbbon economy, and less than

yr: 2F GKS G2Grt O2aida LXIFIYYSRNBEISY WA 2T 66O
4 WOYGBANRBYYSYy(l LINRPGSOUAZ2Y YR NB&a2dz2NOS STFAOA
Interestingly, in the latter two thematic objectives, the highest project amount was seledeed (

125See, e.g., Bachtler and Dozhdeva (2021) as one of the first studies exploring possible contradic-
tions between the RRF and cohesion policy, or Nufiez Ferrer et al. (2022).
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cided as part of the project pip#le 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 cefunded byCPthan plannedt?®

Furthermore, the share of planned total cost spent is rgklti low for the thematic objective
FRYAYAAUNXrGA2YQ YR 2685
NB LIEW).Nheseyr thdidatic arf A

WOFTFAOASY (G Llzot AO
0KS ¢h WC2aGSNAy3I ONARAAAZ
eas directly addresshe 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 mimited re-

sources to absorb the fundgjiven that projects corresponding to 100% and more of planned total

ad
Sy o

cost were decided. This could be due to insufficient staff and/or working hours, leaving no time to

improve on internal procedures, inefficiencigsthe administration ofOPs or substantial addi-
tional effort to administer the response to the COMI® crisis and the absorption of the RRF, in

case the same authority is in charge or at least involved in the degiséting process.

Figure3.2.4: Financial implementation by thematic objective or area: share of total cost
(planned)

Programming period 2012020

Competitiveness of SMEs
Multiple Thematic Objectives (ERDF/CF/ESF)
Network Infrastructures in Transport and Energy
Educational & Vocational Training
Research & Innovation
Information & Communication Technologies
Social Inclusion
Sustainable & Quality Employment
Low-Carbon Economy
Climate Change Adaptation & Risk Prevention
Efficient Public Administration
Environment Protection & Resource Efficiency
Technical Assistance

Fostering crisis repair and resilience

Source:Cohesion open data platform (séwtps://cohesiondata.ec.europa.eu/2012020-Finances/ESIE014
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126 |n the 20072013 programming period, the absorption of funding allocated to the thematic
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from NGEU and in particuléhe 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 COWI® crisis.

3.2.2.3 Strong differences in absorption rates across coueg

Investigating the absorption @@ Pfunding in different ElIMSs as well as groups of regions based

on their level of economic development, further substantial heterogeneities emerge. RAdife

shows that in the Netherlands, in Slovenia and Lithuaaliathe 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 o€Pfunding until mid20231?” Spain has spent only 57% and Italy
67% of the planned total cost. Whether this is due totimiadministrative 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 spen) in Figure 3.2.5 with the absorption
of CPfunds in the 20072013 programming period, measured by the amount of actual expenditure
(spent) as a share of allocations of the ERDF an€E{European Commission, 20%% see An-
nex), Italy was also amanthe countries with the lowest absorption rate in the previous program-
ming period (Figure 3.2.1%¥° Spain, however, ranked f'®ut of 28 EWIMSs (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 financedidayal resources),

while the Cohesion dticy budget of Spain for the 2022020 programming period amounts to

around 57.3 billion Euro including nationatemding. Italy ishe second largest recipient of Co-

hesion Blicy in the 20142020 period (64.7 billion Euro including national resources). The value

of its recovery and resili@@ plan consists of 68.9 billion Euro RRF grants and 122.6 billion Euro

RRF loans (including national resources). l8g&s://commission.europa.eu/businessconomy
euro/economierecovery/recoveryand-resiliencefacility/country-pages_en I y R 5D w9 DLhGC
Open Data Platform [accessed 3 November 2023].

128 Data available at https://ec.europa.eu/regional_policy/policy/evaluations/dafar-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 pramming periods, absorption rates (in

%) should not be directly compared, which is why only, e.g., the ranking of countries in relative
terms is consideredSeeAnnexfor more information on the measurement of absorption in the
2007-2013 programming period.
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Figure3.2.5:

Programming period 2012020
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tional and interregional programmesShares 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 C&Irisis (seenttps://cohe-
siondata.ec.etppa.eu/stories/s/Cohesiopolicy-20142020investmentprogress/4e3kddcr).
Source: Cohesion open data platform (seettps://cohesiondata.ec.europa.eu/2012020Fi-
nances/ESHE0142020FinancelmplementationDetails/99jsgm52 own elaboration). Period
covered: up to 30 June 2023.

Looking at different groups of regions in terms of their GDP per capita levels relative EJ

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 obthleplanned costs up to Jurid23

(90% and 89%, respectively). The group of transition (michdieme) regions records a lower ab-
sorption rate of only 83%.
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Figure3.2.6: Financial implementation by cagory of region: share of total cost (planned)

Programming period 2012020
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Source:Cohesion open data platform (ségtps://cohesiondata.ec.europa.eu/2012020-Finances/ESIE014
2020FinancelmplementationDetails/99jsgm52), own elaboration. Period covered: up to 30 June 2023.

3.2.3 Administrative capacity and the absorption of EU Cohesion Policy funds
A literature review

There is a growing body of literature on the relationship between administrative capacity and the
absorption ofCPfunds, i.e., the ability of regions to access (or use) the funds available to them for
implementing projects in the thematic areas priséd by theEC Many studies find a positive
correlation between administrative capacity and the absorptiolfC&funds (e.g., Terracciano &
Graziano, 2016; Mendez & Bachtler, 2022). Nevertheless, administrative capacity, which is often
proxied by indicatas on government effectiveness (Vyrostova & Nyikos, 2023), regulatory quality
(Incaltarau et al, 2020) or political management performance (Tiganaak, €018), is only one
element of the absorptive capacity of regions.

Cohen and Levinthal (1989, 199%Myroduced the concept of absorptive capacity in the context of
research, development and innovation, and learning. InGfevaluation literature (e.g., Tosun,

2014, Fattorini et al., 2020), absorptive capacity often denotes the ability of regions twniot

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. (2@IBisider regional institutional quality (of-

Sy dzaSR & F LINRPE@& F2NJ I RYAYAAGNI GABS OF LI OA
tertiary education as two elements of the absorptive capacity of (less developed) regions.

The literature studiesdministrative 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 o8Peffects, and in particular, as a prerequesithe 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 cap@dendez & Bachtle2022;

197


https://cohesiondata.ec.europa.eu/2014-2020-Finances/ESIF-2014-2020-Finance-Implementation-Details/99js-gm52
https://cohesiondata.ec.europa.eu/2014-2020-Finances/ESIF-2014-2020-Finance-Implementation-Details/99js-gm52

Z EW The Conditions for Success

Cunico et al., 2022), as, on the one hand, it could be superficially increased by financing previously
designed projects or reducing national-imancing (Aivazidou et al., 2020). On the other hand,

the absorption of funds alte 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-fowance the projects envisaged (Zaman & Georgescu,
2009), which has been widely discussed as an issue in thextaftthe Great Financi&ecession
(see, e.g., Camagni@apello, 2015; Bachtrogler, 2016). In order to support the timely absorption
of the funds, theECintroduced the rule that the amount of EU fimancing in the availabl€P
budget is reduced througlecommitments if the absorption of funds is delayed according to the
EU expenditure schedule (Cunebal., 2022; Bachtler & Ferry, 2015). More prominently dis-
cussed in the literature, a low absorption rate is attributed to a lack of administrative itppad

(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 chargwohplementaion

in 173 European regions in the 20Q@13 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 targstdimensions 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) gy 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 tiesthe 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 traffdoetween a focus on ab-
sorption and outcomeorientation in regions with relatively low administrative capacity. Confirm-
ing a positive relationship between administrative capacity and absorpincaltarau et al. (2020)

find from an analysis of the ER¥ regions (2002015) that administrative capacity (modeled by
government effectiveness) and the public diversion of funds as a proxy for corruption and (poor)
political governance have a sifjoant positive and, respectively, negative impact on the absorp-
tion rate ofMSs. This impact is found to be more important for the newNES® than for the old

ones. For the Central and Eastern Europ®kss in the period 2002015, 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 cdinancing. Analysing Hungary and Skigan the programming periods
20002006 and 2002013, 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 castedy 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 deteate administrative capacity and the absorption of
CPfunds.

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 implementabn of CPare 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, ies
insufficient implementation of performance management and aatiruption measures. Further-
Y2NBZI GLRfAASONAY IR 2904 JIBYSt AaYZ O2NNHzZLIG A2 Y
(Mendez & Bachtler, 2022, p. 3) play a role for a lim{gatd misdirected) absorption (Vyrostova

& Nyikos, 2023).

Surubaru et al. (2017) study the role of administrative capacitg ®mplementation 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 @Pimplementation is more successful than a
semicentralised approach, and that standardised procedures andmeats 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 cruces 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 IBP(a separate thematic objective) in developing expertise.

Bachtler ¢ al. (2013) analyse the development of administrative capacity for programming and
implementingCPin the Central and Eastern Europelsliiss in the years 2004 to 2008 after their

EU accession. Most of them adopted a centralised approach,@®$and managig authorities

at the national level. A common challenge was to find sufficient and-quellified human re-
sources and to reduce the fluctuation of staff, which hampered the implementation of projects.
Higher salaries, better career options, training ameinational 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 prioritzed 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 irCPimplementation. Better coordination was achieveddlgning 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 manageugthorities, and fewer administrative require-
ments led to improvements in the absorption GPfunds.

Smeriglio et al. (2016) perform a case study analysis of two Polish and two Italian regions each in
the 20072013 programming period. They compare $jailith 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 ad not integrated. Stakeholders were not considered in the decisaking
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 todng 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 idesdito increase administrative capacity: i) quality

of administrative management (expertise and experienc€Rprogramming and implementa-

tion, transformational leadership), ii) qualified, experienced and motivated staff (low turnover al-
lows for gaining kowledge 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 intraorganisational communication within the managiauthority (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 Sltivakia in
programming periods 2002006 and 2002013 and conclude on similar supportive and hamper-
ing factors forCPfunds absorption: i) complex, decentralised systems with overlapping compe-
tencies make a consistent implementation approach difficult, ii) tdajualified 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 o€Pfunds.

The improvement of administrative capacity should be seen as a continuous process where the
existing system, e.g., staff skills, inteiganisational communication, monitoring systems, should

be monitored and upgraded step by step-{Bliawi &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 he actors involved. By contrast, less complex and bureaucratic processes and more
flexibility in policy implementation could increase the administrative capacity to aliSBfnds
(Aivazidou et al., 2020). Greater flexibility for (regional) managing aititre could thereby
strengthen the accountability and thus staff motivation and commitment (Aiello et al., 2019).

Cunico et al. (2022) use Calabria and EfRibanagna until 2019 as cases to analyse why some
regions improve in terms of administrative cajitgt and the absorption o€Pfunds while others

do not. They state that shoterm solutions, such as increasing the absorption rate by reducing
national cefinancing or financing already decided projects, seem to be preferred as compared to
longerterm slutions. 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 absorptiors tat¢he detriment of pol-

icy outcomes.

Pointing in the same direction, Figuse2 4 above showed that progress in the use of the budget
available for technical assistance as well as under the thematic objectiv& W9 Yy Kl yOAy 3
oAfAGE 2F LWzt AO IdziK2NAGASE YR STFFAOASY G Lz
into the administrative capacity of public authorities, is delayed. This seems unfortunate according

to a synthesis report of thEC which summarises the annual implementation reports of the 2014
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20200Psand draws a positive conclusion on the impact oestments in thematic objective 11

and technical assistance on administrative capacity (European Commission':*202@grall, it

was found that investments under thematic objective 11 led to better governance, which was
reflected in an improvement of skiltsf 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 decisiaking 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 irCPimplementation. In Poland, for examplewas found that a better under-
a0FyRAY3 2F U322R 3I2@0SNYyIyOoS LINIOGAOSaqQ f SR
urban planning processes. Moreover, the transparency of decision procedures of the local admin-
istration was improved in many casésowever, a lack of resources in public administrations cre-
ated bottlenecks for conducting evaluations or recommended communication strategies.

Further important general lessons for the implementationGfacross all thematic objectives
were, first, thatit 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 scherSesond,
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 Commis&023).

Finally, there is no consensus in the literature on whether regional (subnational) programmes en-
hance the absorption o€Pfunds. While Aiello et al. (2019) report supportive evidence in their
case study on two Italian regions, Surubaru et al. 2&bnclude from their analysis of Bulgaria
and Romania that a centralised institutional $gt of policy implementation is favourable. Men-

dez and Bachtler (2022), who perform an-&ide analysis, do not find any impact of regional
autonomy on the absorptin of CPfunds, compliance, and outcor@ientation 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
''YRSNJ OdzZNNByYy i OANDdzya il y OS aannudl Kndncidl Raendwiork VS y G &
response to the COVAI® crisis as well as the strengthened focus on the green and digital transi-
tion codd potentially hamper the absorption @Pfunding in the 20142020 and 2022027 pro-
gramming periods. With the RRF, but also with other new instruments such d3 Bwhich was
implemented to address the asymmetric consequences of bringing forward dgendransition
(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 effecéiss 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 ofCPobjectives have increased, withe digital and green transitions, as well as the need

G2 YSSi (KS 202S8S00A9Sa 2F (KS 9! DNBSy 58It Iy
targets, alongside the objective of balanced economic growth across EU regions. In a recent re-

port, Bachtler and Mendez (2023) reflect in detail the progress of implementingP2021-2027

before this background.

While there are more and more studies on the interplay between RRECBro the best of the

I dzi K2NRa (y2¢6fSR3IS K B)Nisratireion gxpeiienceSdi adaptia@ ke oI Ol
implementation ofCPto the new objectives, or on measures to enhance administrative capacity

to face the new challenges. RodrigtRase and Bartalucci (2023) analyse the heterogeneous im-

pacts of climate changend the green transition on EU regions with different levels of economic
development. Barbero et al. (2022) explore ERDF activities in theZIP2programming period

dedicated to supporting the twin transition, which could reflect the capacity of regton(re

)direct funding towards new priorities in the following period(s). Bachtrégleger et al. (2023)

YL GKS 9! NB3IA2yaQ OFrLIoAftAlGASa (2 RS@St2LI 3
interregional linkages to be exploited to enhanbe 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 deail below.

3.24 The influence of administrative capacity on Cohesion Policy effects

The previous sections have highlighted that the ability to absorb the full amou@Painding
available to a region (dv1S) is only one dimension of the influence of admirasive capacity on

the success oaCPimplementation. Becker et al. (2012) analyse European NU€§ions in 2000

2006 and 2002013 and find that there is an efficienrayaximising amount of funding for a region
above which no further growth is generateg 8Pfunding. 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 irCPfunding would not have reduced their economic growth. Using a regression
discontinuity deign considering funding intensity, the-past evaluation of thé=Calso finds that

CRa LRairAldAgdS AYLI OO 2y NBIA2YyLf D5t @FyArAakKSa
Commission, 2016). Recently, Di Caro and Fratesi (2022) conclude that particularly high funding
amounts allocated to a region are not necessarily associated walhiye 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 motivata discussion on the design©Por the EU budget. On the other hand,

this meansthat 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 capabilitiesirttiustrial structure and

local business environment. In this context, administrative capaeity institutional quality in a
broadersenseA & 'y AYLRNIIFydG StSYSyid 2F F NBIA2YyQa |
by the share of inhabitanta/ith 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 successf@Pimplementation (e.g., Becker at., 2013).

The administrative capacity of managing authorities and other bodies involv@ginmplementa-

GA2y Aad ONHZOALFE F2NJ 0KS STFSOUADS dzaS 2F TFdzy R

aging authorities are responsible for involvstgkeholders, 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
promotingfunding 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,

FYR Y20A Q@ GA2y 2F GKS YI yasToSie fadiorsidisaissed Wk (G A Sa Q

tion 3.2.3.

Indeed, the literature finds a positive correlation between administrative capacityGi(firm-
level) effects (Bachtrogldgnger et al., 2022) as well as the achievement of programme outcome
targets (Mende & Bachtler, 2022). Moreover, there are various papers that report a positive re-
lationship between institutional quality (broadly defined) a@Poutcomes (see, for example,
Rodriguez?ose & Garcilazo, 2015).

Different ways of usin@€Pmoney have differat effects. A large body of literature explores this
heterogeneity ofCPoutcomes. A general findingand governance principleis that the same
policy does not work everywher€PA & y 234 | a2yS aAil S FAda I|f¢fé
acterigics 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., 2@9they have been shown to shape
policy outcomes. Bachtrégler et al. (2020) analyse a specific p@R ohmely grants to manufac-
turing firms, in different regions and find that its effects on employment in subsidised firms signif-
icantly differs acrosterritorial contexts. According to their results, the fidevel 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).

Irrespectie of the regional dimensiorGPfunding in different thematic areas also has different
effects on economic development (Di Cataldo & Monastiriotis, 2020; RodrRpmz & Fratesi,
2014). In a general equilibrium analysis, Blouri and Von Ehrlich (2020)dwerdly shown that

the welfare effects in EU regions overall could be increased by reallo&®ingds between the-

matic categories and types of regions. More specifically, e.g., investments in transportation infra-
structure are found to be most efficiem central and/or highly productive regions. Finally, re-
gional CPeffects are found to vary across programming periods (Becker et al., 2018; Crescenzi &
Giua, 2020; Bachtrogler, 2016).

Given the different circumstances that need to be taken into account when implemedRribe
importance of the stakeholder process becomes very clear. Also, the staff of the managing author-
ities should be aware of regional comparative advantages andodéfes 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-202@ pro-
grammingLISNA 2 R0 GKS WaYFNI &aLISOALFTtAAALFIGAZ2YQ 02 NJ
al., 2011) puts into practice the principle of taking into account local capabilities and needs in
order to increase the impact @R Balland et al. (2018) providemethodological framework to
2LISNI GA2Y I EAAS GKS WAYFINI ALISOAIFfAAFGAZ2YQ LINR;
cepts of relatedness and complexity to examine which technologies (activities or industries) a re-
gion is already specialised amd 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©Pfunds available to a region to its actuagional

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 innovationBBencourages synergies betee

R&l funding unde€R in particular the ERDF, and the Horizon programme to create a critical mass
of funding allocated to priority areas (Official Journal of Bi¢ 2022). To achieve this, it is essen-
tial that the managing authorities @Pscommunicaé 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 creaton of synergies.

3.25 Enhancing administrative capacity and succes€ohesion Policymplementation
GKNRAZAK AYTF2NXIFGA2Y | 62dzi NBEIA2yaQ (SOKyY

In order to obtain information on regional capabilities in terms of scientifitechnological
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 relevantaemple concerning the major horizontal objective of EU
policies to contribute to the green and digital transition, findings from a recent study by
BachtrdglerUnger et al. (2023) could help managing authorities to learn about previous patenting
activity andopportunities for (new) technological development in the future. It is these opportu-
nities whereg following the smart specialisation concepERDF investment grants in the devel-
opment of green and digital technologies should be directed to. Based sinflormation, 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 Bachitduger

et al. (2023) are summariséét

131 An interactie version (scrollary) of the study is available hétéps:/globaleurope.eu/tech-
nologicalcapabilitiesandthe-twin-transition-in-europe
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Figure3.2.7: Patenting activity and specialization of European regions in digital
technologies

Patent count Relative comparative advantage
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Source BachtrégletUnger et al(2023), pp. 7.

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 N2T&gions. The right map depicts the RGhare 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 SourceOECD REGPAT.

First patents n 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

205



Z EW The Conditions for Success

in terms of absolute numbers of patents (left map each) and the revealegammtive 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 highcome (or moe developed) regions of Europe.

Less developed regions exhibit only limited past patenting activity in green and digital technolo-
IASaAD | 26SOSNE GKSNBE | NB -@ransitomn Sny lokinkom redfioBsy” & £
with considerable capabilitiei® 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.

Secondcurrentcapabilities, based on past patenting activity, determine opportunities for further
development in digital and green technologies. To assess opportunities, patent applications in all
G§SOKy2ft238 FAStRA | NBE 0O2yaAiRSNE&Re digital antl $leen dzNB
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 &G, artificial intelligence, the Internet of Things and big
data (Figure8.2.9), which are expected to generate substantial additional economic returns.

Figure3.2.9: Potential of more developed Eltkgions to develop digital and green
technologies
low relatedness - high complexity high relatedness - high complexity
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Source BachtrdgletUnger 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 pih@selatedness density score. The
vertical axis plots the complexity scores of each technology. All values are averaged across the
group of more developed regionBata source OECD REGPAT. Refer to Bachtréghger 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 areenegral 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.

Figure3.2.10: Potential of less developed EU regions to develop twin transition technologies
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Source BachtrogleitUnger et al(2023), p. 25.

Notes This figure shows the potential to develop twin transition technologies for tbepgof 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 region®ata sourceOECD REGPARefer to Bachtrogldgnger et al(2023) for

more information.

Similarly, middlencome (transition) regions have opportunities to develop further on green tech-
nologies, while the relatedness of their past technological developments to complex tighal
nologies, and therefore their opportunities to develop these, are lower than those eiloame
regions.

In the 2024H N HT LINPANI YYAY I LISNA2RI Wt NIYySNBKAL
sion,2022) are introduced as a new feature@Psupport for esearch and innovation. Based on

GKS WaYIFNI &aLISOALFfA&FGAZ2YQ LINR y-ibidédtoBaboratioh | A Y a
in research, innovation, and technological development across EU regions. It should encourage
the identification of partnes 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, Bacldrdgihger et al. (2023) show that com-

plementary capabilities that could be combined are widely spread across European regions. Figure

3.2.11shows the example of Arnsberg, Germany, and hydrogen technology. In order to develop

hydrogen patents, it could parer up with several German regions, but also with regions in France,
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t2f YR 2NJ 6KS bSOGKSNIIFIYRa® /2YLI NAYy3I GKAE WO2Y
ages, i.e., realised collaborations on hydrogen patents, there remains significant untagpee p

tial for collaboration with, for exampl&hbneAlpes in France, Polish regions, but also the German

region ofSachserAnhalt.

Figure3.2.11: Regions with complementary capabilities for Arnsberg (Germpagd the
developed of patents in the field of hydrogen

Complementarity

low

Source BachtrégleitUnger et al(2023), p. 32.

Notes This map shows European NPT &gions with complimentary technological capabilities

to Arnsberg (DEAS, in red) to develop hydrogen technology. High values denote a high comple-
YSyGFrNRGE O0YSFadzZNBR Ay al RRSR¢E NXforAinShRrgtea da RS
develop the technology when collaborating with the respective regibata source OECD

REGPAT.

A general finding of this study is that most interregional collaborations take place within countries,
most likely due to institutional factst 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 (Bachtrogkeinger et al., 2023).
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What managing authorities, thECor other bodies involved i€Pimplementation could do is to

provide informaton 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, fimhgersities or
NEASEHNOK AyadAddziSasd Ly LI NIAOdzZ I NE AlG g2dzZ R 3
be a tool for theEQto encourage and incentivise, for example, higbome regions to collaborate

with less developed regions in orderénhance 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 capacifgr the implementation ofCPis confirmed. The ad-
ministrative capacity (of managing authorities) determines not only the absorpti@Péinds,

i.e., the ability to call upon the funds available, but also the success of the policy in terms of in-
creasingeconomic growth and employment.

The analysis of the current state 6Pfunds absorption in the 2022020 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 dka commitments as a response to the CO¥fxrisis 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-inancing. It may furthermore ind

cate a lack of absorptive capacity in the region in general, which is not only shaped by administra-
tive capacity, but alseamong others such as the business cycle developmdmngsthe capacity

of potential beneficiary firms or institutions and/or thegional 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 gexts that would otherwise have been-imanced byCP

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 RiRffrientation

should be considered when designing future Cohesion Policy. Furthermore, the consequences
of RRF implementation in terms of delays in the implementation of the-2024 Cohesion

Policy need to be taken into account for monitoring and evalnaind 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 @Bfund-

ing. Given the apparent challenge for many regions to absorb all money available in th2QZWL4
programming period, this might motivate a discussion about the desigbPaind whether full
absorption (in a programming period) is a goal in itself éxample, there is evidence that budgets

132 See Bachtieand Mendez (2023) for a recent analysistioa state of play of 2022027 Cohe-
sion Rlicy 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 programpengd could be

one option.

Concerning administrative capacity, an issue often mentioned in the literature and evaluation re-
ports is the lack of (weljualified) staff in managing authorities. The motivation, qualification and
experience of employees asxpected 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. regio
Furthermore, weHqualified and motivated personnel is a prerequisite for establishing regular
communication and coordination processes with EU and national bodies involved in the imple-
mentation of CPor other funding instruments with similar objectivésuch as Horizon Europe).

Recommendation #2: Given the importance of \gahlified and motivated staff in manag-

ing authorities for the absorption and effective implementation of Cohesion Policy, it should
be ensured that sufficient financial resources 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) aressential.

Other factors appear to be particularly important for fostering administrative capacity and hence
the absorption ofCPfunds. They include the standardisation of administrative procedures and
good IT systems that enhance, for example, the mmmication with beneficiaries, monitoring and
auditing. For the Central and Eastern Europ®&&®s, the literature further emphasises that the
centralisation of institutional coordination has increased administrative capacity and improved
the implementationof CP While the advantages of regional managing authorities for regioRal
seem intuitive for a placbased policy, in a recent study, Mendez and Bachtler (2022) find that it
does not play a (statistically significant) role for absorption and outconmesher the authorities
manage national or region&@Ps Most likely, the optimal level of centralisation @Pimplemen-
tation depends on the respective context and regional as well as national specificities. The availa-
bility of administrative resources, 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 pocestd possibly be
identified and exploited without losing the plabased focus of the policy.

l RYAYAAGNT GADPS OFLIOAlGE Aa Iy AYLRNIIYG St SYSy
to use the funds available to the region in a way timareéases 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, knowlede 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-
LINRFGS OFffta F2NJ LINR2SO0Ga |y Rf tiehiolénem ¢f Becala 32 2 RE
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 administratio should be prioritised in order to generate positive impacts on the

L2t AOEQa AYLX SYSyYyGlrdAz2zy 20SNItftod 9! YR Yyl GA
relatively slow progress in the absorption of cohesion policy funding allocated to technical
assstance 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 techrgikes 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 heterogneous, but widely spread across European regions. The fact that there are less
developed and transition (middimcome) regions with considerable capabilities in green technol-
ogies and also specific digital technologies that are expected to generatedogiomic 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 thuseses important for managing authorities in order to
adapt programming and policy implementation to improve the effectivene€Roi terms of R&l

and economic outcomes.

wSO2YYSYRFEGA2Y | pY GD22Ré LINRPINI YYAYy3T tayR LINE:
pacity. In addition to the four previous recommendations, information systems on regional capa-
bilities, sectoral strengths, regional needs, and opportunities for-netgional cooperation should

therefore be improved and made accessible to adminisgatiaff as well as potential beneficiar-

ies.
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3.2.8 Annex Absorption rates in the 200-2013 programming period
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database of allocations and expenditure forOBR006/2006H n M0 Q 2y 5D w9DLAh
(https://ec.europa.eu/regional_policy/policy/evaluations/dafar-research_eh As the report

was part of the eypost evaluation and had to be published in 2015, it is likely that not all expendi-

ture recorded in the 2002013 programming period has been integrated into the database. As a

result, absorption rates may be underestiredt

Figure3.2.12: Absorption rate per type of fund
Programming period 20602013
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Data European Commission (2015), own elaboration.
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Figure3.2.13: Absorption rate per broad thematic category
Programming period 20602013

B Expenditures as a share of allocations
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Source European Commission (2015), own elaboration.

Figure3.2.14: Absorption rate per objective
Programming period 2002013
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Source European Commission (2015), own elaboration.
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Figure3.2.15.  Absorption rate per Member State

Programming period 20602013
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3.3 Zareh Asatryan, Carlo Birkholz and Friedrich Heinemann: The Heterogenous
Output-Impacts of EU Cohesion PolieA Review of Recerltiterature'3?
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Friedrich HeinemanifZEW Mannheim and University of Heidelberg)

Abstract

This chapter reviews the recent literature that assesses the output effe@® &f 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 rexbgeneous outpuimpacts 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 pag@&s to
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 theiindefSRAy 3 2F (G KS |
impact are formulated.

3.3.1 Introduction

CPhas been and continues to be a major part of the EU budget constituting about a third of it
(European Commission, 2023Yhile recent budgetary periods have tended to enlarge the set of
objectives ofCR see, for exampld,einaSandberg2024)on the proliferation of policygoals or

Feld (2024) on the role of ECPfor 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
I dzi K2NER aSS1a (2 FraasSaa GKS L2t A Oe terdtoriéd 8oy (i NA 6 dzi
hesion.

In this chapter we provide a partial review of the recent literature on the heterogeneous impacts
of CPon output. We aim to understand whether there is consensus in the literature around the
question of the output impacts &R 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 efrttain methodological approaches.
We then discuss the recent literature in terms of the aggregate effec®Rads well as its heter-
ogeneous effects where we try to identify the critical dimensions. When applicable, we contrast
the findings of the academiliterature to the substantial amount of research done at E@ 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 importaritarata-
demic literature and that of the Commission.

133 AcknowledgementThe authors are grateful to the German Federal Ministry of Finance for
sponsoring this project, and to Karina Kindler for excgltesearch assistance.

218



The Conditions for Success Z EW

Several chapters of this report study important aspects related to the heterogeneous growth ef-
fects of CR Most closely related iBratesi(2024a)on constraining and enablg 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 gtoand quality of governance correlate negatively with
policy potential. Regions in higher need of receiving the policy are on average less endowed with
these factorsEhrlich(2024)on the importance of EQPfor economic growth and convergence is
also related. It highlights thaCPhas 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 fortecpkar aspect

of local institutions, namely administrative resourcesBarchtdgler-Unger(2024) The ability of

local institutions to absorb funds efficienttytheir absorptive capacity is dependenon 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 ihang(2024)on interregional and interpersonal redistributive effeaif placebased
policies. The chapter focuses on the heterogeneous impadBPafong the income distribution,

and discusses how the policy might increase interpersonal inequality within the recipient regions.

Our review builds on the literature sectionsthese 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 onCPeffects in its entirety, but rather complement the two previous meataalytical
papers,Fang and Dall'Erq2017)and Marzinotto (2012) which present a systematic overview of
the past literature. We build upon and extend their workdmvering 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 suchkamut 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 economicharacteristics in determining the effectiveness of the policy. Such local
conditioning factors give rise to heterogeneous outpupacts, and are critical to consider to im-
prove the efficiency of the policy going forward. In particular we discuss séwemsions 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 bétliterature, we perform a simple empirical analysis to
back out the positive and negative correlates @P output-impacts as predicted by thé / a Q
RHOMOLO model (for details on the model Seetion 3.32), which is the workhorse model of
the EC to simulate the impact 6P To this end, we handollect the estimated magnitudes from
Crucitti et al.(2022)by NUTL region (the technical details of this approach are described in Box
3.31 in Section 3.35 below). We regresshese estimates at the NUTSIevel 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 o smaller outputimpact 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 inconess 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 commomdlings 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 leadso 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 questiorswdithink

are underresearched.

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 gdd 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 conteRisofliscussed in
Heinemann et al(2024) Generdly 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 firsbest option, the struggle in estimating the impact of a policy isnd ¢red-

ible counterfactuals. In the case ©GPthese 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 qualitjcro 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 sdmsicempirical
methods that have become frequently appliedive last deade: theRDD 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 groupsfor those just below the threshold, if members of each group cannot manipulate
their position relative to the threshold. In the context GPan often exploited threshold is given

by the allocation rule of the ERDF and ESF, which sees regions belowWwtla/&®ge of the EU
GDRP 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,
compaing 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 sésatryanand Birkhol22024)on the impact of EWCPon
investments by théVSs.
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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 characteristiescharacteristics 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) malels 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 exante effects, where the necessary data to conduct anslg$ithe 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 epost perspective, ra#is crucially on an assessment of the validity of their
assumption in the reality that played out. However as plrates{2024by & wX 8 Y2 RSt & | N
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 whethegetlielations worked as as-
ddzYSRé® ¢KSNB IINB (62 YIAYy Y2RSfa dzaaASRITPSALISOX
impact: the RHOMOLO and the Quest Il model.

The RHOMOLO model is a spatial computable general equilibrium model and was developed for

EU policy makers. The model is based on N2JEgions, 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 reg®rssibject 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&(Lecca et al., 2018)

The Quest model isaNewS &y SaAly YIONR Y2RStX RSaiA3aySR (2
interactions. It is primarily focused on studying policy effects through simulations, more so than
being a forecasting toqRoeger & 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 port 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 Aggregateeffects

Magntudes ofaggregate effects

Studies looking at the effectiveness of EBgenerally 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 effts vary substantiallBecker et al(2010)were the first
to design a causal methodology for studying the impact€Bfa methodology that has been
adopted by many others since then. Their RDD analysis suggests that the main benefigi&yfeg Q
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, iows RDD study, finds that the annual
rate of growth of regional GDP per capita increases by 0.5 to 0.7 percentage points Gie to
(Applica and ISMERI Europa 20®scriptive and modddased findings of the EC further support
these findinggApplica et al., 2010; DG REGIO and Joint Research Centre SevilleC2@lif)et

al. (2022)estimates Elvide GDP to be 0.4% higher in 2021 compared to 2013 under the coun-
terfactual scenario of not havingR Coelho(2019)estimates an average output multiplier of 4.1
after three years.

Diminishing returns

One prevalent hypothesis for the impact GF 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 stud@eiqua and Pellegri(2018)estimates that funds going
6208 GKS U(KHNBAK2ARK R2IBNObOpeIAGE GNIFyaFSNBR GSYR
finding is supported byriaschi et al(2018) whose spatial Solovian growth model also finds an
upper threshold in the magnitude of around 4% of regional GDP, after which tracstse hav-

ing additional significant effect®ecker 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 sitgmf funds yields increasingly
smaller marginal regional growth effedtdniversita del Piemonte Orientale and Bondonio, 2016)

In line with these findings]estl and Rémiscf2020)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 thgitowth in 18% of recipient regions would not have been di-
minished by a cut in funding.

Short vdong run effects

There is a disagreement in the literature on the question of whether the positive impa@Pp of
persist in the longun. Becker et al(2018) in a fuzzy RDD analysis, find effects on regional GDP
growth duringthe respective funding period, but little persistence beyond that perdddhl and
Hagen(2008)find the growth effects to appear about two to three years after their disbursement.
On the other handCrucitti et al.(2023) using a General Equilibrium approach, find a stronger
positive effet on transfer recipients in the short run, but also an additional positive effect on the
main contributors in the long run. The HG REGIO and Joint Research Centre Seville,f2@il6)
GDP growth in the netomtributors in the longrun. Using the RHOMOLO Model, the EC estimates
that output multipliers are even larger in the lomgn, going from less than 1 to 2.7 after 8 years
of the end of a funding perioEuropean Commission, 2018cording to these estimates, fifteen
8SEFNAR FFASNIF LINPINIYYSQa SyR GKS D5t Ay O2KSa
in transition and developed regions there anereases of 0.6% and 0.4%i Comite et al., 2018)

In the QUEST Model, the EC finds different maidmas at play. The sherun effects are reported

to come from increased demand, though partly crowerd through increased wages and prices,
while effects in the long run are suggested to appear due to enhanced produgiitppean
Commission, 2016)
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Businesgycles

Generally, there is a consensus that fiscal interventions are more effective in stimulating the econ-
omy in recessionfAuerbach & Gorodnichenko, 201However CPis 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-fmancing requirements.
Consistent with this viewsidrmuc ¢ al. (2019)finds smaller multipers in regions hit hard by the
global financial crisi®arvas et al2019)attribute these adverse growth effects to increased fiscal
constrains due to the crisis, which decrease nationaficancing abilies. This finding is sup-
ported byVivo and Rinald2022) who reportCPfunds to lose their additionality, as they tend to
crowd-out national invesinents in disadvantageous economic situations. Although, there has
been some effort in temporarily reducing -f@ancing 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 vsvage 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, ad ESF which focusses on employment subsi@iasowa and Papp&021)find ERDF

to produce better outcomes in the short run, while the E8€nss to be more effective in the
mediumterm. RelatedlyBlouri and Ehrlich (202@)nd 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 I&a@ttarollo(2017)finds investments in
human capital to yield positive effects on GDP growth, with especially high returns in less devel-

oped regionsFattorini et al(2018)find investntEy 14 Ay w35 (2 AYLINREGS FANJ

ory-based evaluation similarly assesses that the {wmrg effects for the growth of large enter-
prises come from investments in human capital or R&RPMG and Prognos, 20168} to invest-
ments in infrastructure, which is the bulk of cohesion furféisntarollo(2017)finds negligible or
even negative effects, while the EEuropean Commission, 201f6)ds strong shorrun benefits.
This view is supported by the empirical analysikarig et al(2022)who find the largest effects
of cohesion to be concentrated in the construction sector.

3.34 Heterogeneity ofeffects dependingn local characteristics

Level ofincome

Most of the empirical literature finds that economically developed reggerserally have a higher
multiplying factor of the funds than less developed regi(RedrguezPose & Novak, 2013 ow-
ever other studiegCalegari, 20213nd especially findings from the EC oppose this vieanova
and Pappd2021)find multipliers to be consistently higher Bouthern regions than indythern
regions. With some nuances but generally consistent with the consensus above, the SSadhow
growth model ofFidrmuc et al(2019)suggests GDP multipliers to be positive and greater than

223



Z EW The Conditions for Success

one in Austria, Luxendurg, 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 fullyitexplo
additional fundqCappelen et al., 2002fror example, regions with a high territorépital stock

reap greater benefits from the polici€Bratesi & Perucca, 2014h a more nuanced analysis, the
dynamic regression model @anova and Papp@021)suggests that the longevity of benefits
FTNBY 9w5C IINB O2yRAGAZ2YLFE 2y | NBIA2YQa LI2aAGA
quartile benefit in the short term, central regions in the medium termd aagions 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 EDi Comite et al., 2018Yet another EC report, using the QUEST model
contrasts this, finds multipliers to be highest irgiens 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 lateEuropean Commission, 201@he 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&O#Applica and ISMERI Europa, 2016)

Institutional quality

There seems to be a strong consensus in the literature that the effectiveness of structural funds is
fAY1SR G2 NBIA2yBUWkuskyal, 2021; Edenvery dt, ©003; Backerietiad,
2013) Institutional quality has many dimensions, and studies try to unpack them. For example,
Fazekas and T6(R017)finds that institutions associated with lower corruption anere capable

of dealing with the additional corruption risks attached to EU funds, thereby increasing effective-
ness. The E®amboll and IEEP, 2018pmbining case studies and detailed examinations by coun-
try experts, finds well developed communication between involved public goveebavels, as

well as highly trained employees of managing institutions, to lead to positive results. The case
studies of EGQCSIL et al., 2018¢port that current governance arrangements, institutions and
stakeholders involved in a project are crucial fastinfluencing 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 effectivenessGR and to an extend this is already happening
because of the higher absorption capacities of regions with better institu{iGharron, 2016)

Publicabsorptive capacity

Butkus et al(2021)find that institutions have to be equipped with sufficientrashistrative ca-

pacity, to make Cohesion Policies effective. Additionally, positive results on growth are found in
regions with decentralized structurdBaehr, 2008p ¢ 2 Fdzf £ & SELJX 2eketal G KS ¥
empirical studies suggest that improvibta Q I RYAYAa G NI G§A GBS OF LI OAGe &
(Butkus et al., 2021; Arbolino & Boffardi, 2023kewise, survey and case study based EC reports
describe that administrative and managerial capacity issues are related to implementation prob-

lems (KPMG and Prognos, 2016ay R NB & G N&A Ol { K SFinregay & &IQ20BF F SOl A
Moreover, an analysithrough HERMIN and QUEST Models by the EC suggest that regions with a
greater preparedness and capacity to absorb funds display highest befgdjiica et al., 2010)
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Privateabsorptive capacity

The importance o&bsorptive capacity is not limited to the administrative capacities of the public
aSOG2NY ¢KS fAGSNYGdZNE FAYRa GGKIG STFSOUAOSySa
to exploit the funds and turn the transfers into economic gro@Blecker et al., 2013¥potiriou and
Tsiapa(2015)use a growth model and find positive impacts of funds in regions where relevant

input factors are available in abunagee. For example, subsidies appear to have a greater effect in

regions with low unemployment in the subsidised fié@Neumark and Simpsonl)ikewise, the EC

(Finnegan et al., 201@nds a lack of absorption capacity in the subsidised sector to diminish the
oAt AGe (2 FdAteée SELI2A0 (KS ¥dz(HPM@andRragloy,ii A | f &
2016a) finds that CP is less effective for small firms, which are more often limited in their man-
agement capacities and their technical knowledge.

Humancapital

The ability to effectively absorb thed @A RS R FdzyRa A& RSUSNXAYSR o8
the additional demand. This, in turn, depends on the availability of both human and physical cap-
ital. Becker et al(2013)employing arRDD, andRodriguez”?ose and Noval2013) through a nee
classical empirical model, find human capital endowment to be an important determinant for the
success of Cohesion Policies. For the fupgigriods from 1989 to 2008ecker 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 ECApplica et al., 2010find regions with a workforce with low education levels

to experience slow growth. Evidence from the (BEMG and Prognos, 2016&hjggests that this
finding also holds true on the firm level, wieeinvestments into firms with high quality R&D in-
frastructure and qualified human capital resources seem to produce larger overall be@egis.
pelen et al.(2002)also report a lak of R&D capabilities in less developed countries to hamper
their ability to turn funds into growth. Howeve€rescenzi et a(2020) using RDD estimations,

find investments into R&D to yield more benefits in kbech sectors and firms.

Physicatapital

The RDD analysis Bagliardi and Percod@017)finds that areas which benefit the most from
cohesion transfers are rural ones close to a city, as they benefit from a deegrgedof develop-

ment, while having the capacity to expand their economies. Similarly, tiEGE®REGIO and Joint
Research Centre Seville, 20163ing 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 thAp@lica et al., 201@Iso find growth in urban
centres and capitalegions to exceed growth in rural and particularly peripheral regions. The em-
pirical studies oBachtler 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 veconomic literature: Abrief synthesis

This section synthesizes the main dimension€Bimpact heterogeneity that were discussed in

GKS (62 LINBOSRAYy3I aSoOliAizyad ¢KS AY Aa (G2 SOOIt
these factors play generally agrees or disagrees. In particular, we distinguish between the eco-
nomic literature awl 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 etegrand this sythesis is by its nature

a generalisation that serves as the basis to structure a discussion about discrepancies between
these two major contributors t&€Pimpact estimations.

As a starting point for this synthesis we plot the impact estimategSRior the 2014 to 2020 pro-
gramming period from the RHOMOLO model of the EC, whiplegented in the left panel of
Hgure3.31 below. Effects are largest in Eastern and Southern European regions, suggesting that
the policy is contributing to territorial cohesioiThe estimates from the model come with the
general caveats laid out Bection3.32. Additionally, they are expressed as estimated changes to
GDP compared to a counterfactual scenario without the policy. That means, opposed to impact
multipliers, they @e 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.

Figure3.3.1: Estimates of thegrowth impactof Ghesion according to the RHOMOLO
model

1Ll

Notes: The map on the left presents the impact©Pon GDP growth of regions over the 2014
2020 funding period compared to a counterfactual of not hav@i®) Estimates come from the
RHOMOLO model and are provided@yicitti 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 exerciggesented in Bo8.3.1 below.

We use these impact measures to back out the positive and negative correl@@&@aopredicted

08 UKS 9/ Q& wlhah[h Y2RSt® ¢2 GKA& SYRX 6S NMz
variables that capture the dimensions of heterogeneity we identified in the qualitative literature

review on the impact measures from the model, adgd 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 in3B2k below

The results from this regression asemmarized 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 réigtions
between the quality of government index, the unemployment rate, the population sizeG&@F
which captures investments. A positive significant correlation appears for the share of population
with tertiary education.
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Box3.31: Impactea G A Yl 1Sa4 FNRBY 9 Qétermimantsah[ h

FYR A

To quantify the findings of the EC, we take regépecific estimates of the output impacts 6P
FNRBY 9/ Qa ¢2N]JK2NAES wl hah[ h Y 2&uift et al{2623)an8
they are plotted in the Figurd.3.1 above.

The magnitudes show the impact of cohesion on GDP growth in-202@ compared to a coun

Saidnay

terfactual scenario of not having cohesion at all. Unfortunately, multipliers, that is estimates show-
ing the impaciper 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 siohefunds as a share

GDP at the level of regions in 2602820, and several higher polynomials of this regressor, on

Df
the

total impact estimates provided by EC. The EC reports these regional impact estimates in intervals,

for which we take the median was 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. Conceptua
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 Figu8el, next to the raw data on
impact estimates. The geographic heterogeneity in the two outcomes turnodag tuite similar,

The residuals then serve as the outcome of a seetade regression, where we study the det

ly this

or-

minants of the outpuimpact of cohesion as estimated by EC. By utilizing the residuals we Ipok to

abstract from capturing differences in imgtasolely due to different amounts of funds spend

n

the regions. We take data from Eurostat to approximate the dimensions we have discussed in

Sections3.32 and3.3.3, as closely as possible. Tabla.1l below shows the regression results and
the rightmost column of Tabl8.32 summarizes them.

Table3.3.1: Correlation of the impact residual and various conditioning factors

Impact Impact Impact Impact Impact Impact Impact Impact Impact

residual residual residual residual residual  residual residual residual = residual

Log GDP in purchasing power -0.245** -0.00675
standard per inhabitant (-3.28) (-0.06)

European quality of 0117+ -0.151%**
government Index (-4.28) (-4.57)
Log tertiary education -0.0711 0.347%
(-0.77) (3.69)

Log unemployment rate in % 0.0187 -0.122**
(0.38) (-2.82)

Log population density -0.0682** 0.0189
(-2.67) (0.57)

Log population -0.265"** -0.221%**
(-8.94) (-4.08)

Log GVA agriculture 0.0717** 0.0103
(2.95) (0.27)

Log GFCF 2014-2020 -0.219***  -0.103*
(-9.80) (-2.03)

Constant 1.100**  0.00262 0.237  -0.0366  0.335**  3.745"™*  0.282*  2.362**  3.300"
(3.27) (0.10) (0.77) (-0.37) (2.60) (8.93) (2.83) (9.75) (4.70)

Observations 225 225 225 224 225 225 225 225 224

t statistics in parentheses
*p <005, % p<0.0L, " p<0.001

In Table3.32 below we summarizes our synthesis based on these findings and thigatjua
review of the literature. Overall, the literature is in agreement that there are positive aggregate
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growth effects fromCR These hold not only for transfers channelled into capital investment, but
also for wage subsidies. There is furtlag@reement 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 bevery strong in the longun. In contrast, the economic literature is not in agreement whether
the shortrun effects really persist in the loagn.

Table3.3.2: Synthesis of thdindingsof the literature andthe correlates

Economic literature EC (Rhomolo model)

Aggregate effects slightly positive strongly positive
Magnitude of spending diminishing diminishing
Long-run effects diminishing strongly persistent
Business cycle pro-cyclical unknown
Investments or wage subsidies both positive both positive
Level of income positive weakly negative
Institutions, capacities, capital positive weakly negative

The strongest disagreements between impact estimates by the EC and the economic literature
regard the effectiveness @Pin relation to local characteristics. The economic literature on the
one hand is in consensus that cohesion hasmgjev 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 pceding sections mirrors these findings, the correlational patterns pre-
sented in Tabl@.3.1 suggest the opposite. The impact estimate residual (se8Bdxabove for
details) correlates negatively with local GDP, an indicator for the quality of gowegnandGFCF

This suggests th&Pimpact 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 thésetors.

It is plausible that the differences in the findings relate to their methodological underpinnings. As
we discussed ifection3.32, 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 fecapeerg-

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. éast 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 modkestimates would suggest a negative relationship between institutional quality and
impact, while the economic studies with causal identification approaches show a positive relation-
ship inTable3.32. The example illustrates why relying on simulationniode (2 | a3S4da K¢
output effects and the conditioning factors shaping them, can be flawed.

On the other hand, the models can incorporate spuér effects of the policy, whereas in the
quastexperimental studies such spiler effects would potetially 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 anche persistence of the effects.

3.3.6 Conclusions

The literature on the economic impacts of Eis large, naturally reflecting the economic size
and the long history of the policy. This literature also exhibits a methodological diversity that re-
flects the compxity 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
macrac-economic models to qualitative case studies. However, limitationsigidrsprecisely as-
sessing locatiospecific 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 furtheesearch to address these methodological challenges.

While there is general consensus GRhaving a positive impact in the recipient regions in partic-
ular from investments funded under the policy, disagreements arise regarding the size and the
longterm persistence of the aggregate effects. TE@asserts stronger aggregate effects and a
longterm 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 pdithe 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 c@Pspending.

As to the heterogeneities of impact, there is general agreement in the economigtliterthat
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 atteduo 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 liye ECis 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 correléted

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
Fa LRAYGAY3TI G2 GKS L f Asbei@awaysiBdiaScgnipanied by 8 caind Jdzi
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 tosdigreements on the central question faci@g Is there economic (and
social) convergence across the regions or not? While some-amgtlyses suggest convergence,
distinctions between peripheral and core regions complicate the picture. Moreover, convergenc
is not universally observable across weding measures beyond GDP, indicating a lack of broad
consensus on the efficacy 6Pin fostering regional convergence. We thus conclude that there is
no broad consensus in the literature that cohesion is legdathe economic convergence of Eu-
ropean regions.
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Finally, we note that several important questions remain uAgksearched in the literature. De-
spite consensus on the facilitative role of institutional quality and absorptive capacity, the policy
implicatons 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 privatestments, a question that
Chapter2.3 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 innderstanding 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 Governance and Evaluation

4.1 Francesco CortMatteo Pedralli and Chiara Pancotfl he Recovery and Resilience
Facility: Keyinnovationsand the hterplay with Cohesion Policy

Francesco Cor{lCEPSMatteo Pedralli(CSIL, MilanChiara Pancott{CSIL, Milan

Abstract

With the aim of contributing to the ongoing discussions on the future of202{7CR this chapter

delves into thefunctioning 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 ¢&aponcludes that

the RRF can provide at least two sources of inspiration for the future of CP and EU public invest-
ment policies: the performanebased payment mechanism and the link between reforms and
investments.

41.1 Introduction

Established ifrebruary 2021, th&®RF is the centrepiece of th&BU recovery fund, temporarily

set up in response to the Covi® pandemic. The general objective of the RRF is to promote the

9! Qa4 SO2y2YAOX a20AtLft | yR (SNNA (bMEdberiStat€sanK Sa A 2 y
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&Tsagreed in theiRRB.! & & dzOK>X (GKS wwC KlFa 0SSy 1
manced  ASRQ AYyaidNHzYSyido tdzi A0 RAFFSNByluftes gAlK
F3AYy3 6APSP WK2g YdzOK KIF @S 6S alLISyidiKQu G2 (GKS
accomplishedd A G K 2dzNJ Y2y S@8KQO oO6h9/ 5% HAanyoLu®

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 B€AJournal published in May 2022 remarkably
titted Cohesion and NextGenematEU: Concord or clashPhe 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 acknowledgeabdebpigh Level Group on

the Future of Cohesion Poli¢clie 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 ongomeflections on the pos2027 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 é&tRie
more than three years after its adoptianand 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 beenso 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 abovlsted 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 stakeholder$vidence 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. Semistructured interviews with stakeholders from th€CBnd national authorities from four selected
MSs(Germany, Italy, Lithuania, and Spditf).

The chapter is organized as follows. The next sectiire@aom 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 irgrplay between the RRF and CP. The last section concludes.
41.2 The governance of the RRF and CP: a comparison
To compare the RRF with CP we distinguish between the following dimensions:
1 Policy objectives and role of reforms

f Governance processes and stakehold® Ay @2t @SYSy i

1 Payments and monitoring and evaluation framework

4.1.2.1 Policy objectives and the role of reforms

The key documents of the RRF are RRP$% 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 pifi#ysand contribute to achieve its general

and speific objectives (defined in Art. 4). To be eligible for the RRPs, investments and reforms
should be in line with a significant sslkt of CSRs addressed to thkSs in the context of the

134 The interviews have been conducted in the framework of the study supporting theeviul
evaluation of the RF Ref No. 2023 ECFIN 002/B4. The study has been published on the 21 Feb-
ruary 2024. The independent study has begriblished 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 Comnsi®n 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 welfunctioning internal market with strong SMESs; (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 foexthgeneration, children

and the youth, such as education and skills.
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European Semester, they should comply with e No Significant HariDNSH 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) andgital transition objectives.

Overall, the RRF objectives largely overlap with those of CP. If we look into the 5 thematic objec-
tives identified in the2021-2027 ®R¢g KA OK NBLINBaSyida /t QftheseSe NB I
include also green and digitakimsition, 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 initiativashily-

ures prominently in the CPR and is less explicit in the RRF. Such difference is all but ndeor and
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).rash the RRF allocates re-
sources to national governments with the objective of improving the resilience, crisis prepared-
ness, adjustment capacity and growth potential of ¥&s.

In terms of horizontal principles, Art. 9 of the CPR for 20@27 explidly mentions the respect

for fundamental rights and compliance with the Charter of Fundamental Rights of the European
Union'®"; equality between men and women and the integration of a gender perspective; preven-
tion of any discrimination; alignment with thebgective 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 20142020MFFY | YR Ay LI NI A Odz F NJ 42 GKS / {want® ¢KS H
O2y RAUA 2 Y I fchigralaNss hadki&takB iaté account the relevant CSRs in the prep-

aration of Partnership Agreements a@Ps(Article 17(3) of the RRFe@ulation, 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
ESIFin practice, the absence dear 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 @3d re

sessed (as per Article 18 of the current CPR) taking account of the CSRs.

5SALIAGS GKS fAyl G2 GKS /{waz (GKSNB Aa®B arday)
and the reforms supported by the RRF. Indeed, the potential scope e$liRbrted rebrms is

wider. By contrast, the enabling conditions under CP are common tdSslland 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, tleds of the enabling conditions is to

137 The only reference to the Charter of Fundamental Rights oEtdithin the RRF Regulation,
in recital 33, is related solely to the right to conclude or enforce collective agreermetisgake
collective action.

138|n 20212027, exante 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 investmets.

On a different level, since the 202020 programming period CP also includes a macroeconomic
conditionality, allowing the Commission to suspend funds Wk&s fail to reduce their excessive
deficits. However, in practice, this provisiQavhich couldrepresent a linkage with the European
Semester has never been applietf?

4122 D2@SNYIyoOSY LINRPOSaasSa yR adl(1SK2ft RSNEQ
The RRPs are prepared by &s'“°and are then assessed by the Commission. Beyond the com-
pliance with the abovanentioned criteia (CSRs, green and digital targets, DNSH and additional-
ity), the Commission assesses whetliee arrangements proposed by tidember State con-
cerned are expected to ensure an effective monitoring and implementation of the recovery and
resilience plannicluding the envisaged timetablgl&Ts and the related indicatordM&Ts are the
measures of progress towards the achievement of a reform or an investment and are at the centre

of the RRF performandeased approach!! The fulfilment of M&s is in fact the basis for the
Commission assessment of the payment requestsBy*?

Based on this assessment, the Commission provides a proposaCtarreil Implementing Deci-
sion (CID setting out a binding set of measures, the associated M&Ts tocheewaed, and the
number and amount of instalments. Once the CID is adopted, it is complemented by operational
arrangement$*3 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 itsiclusion in the 2012020 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 athe 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 requiredottsilt 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 partnersral stakeholders, showing how their inputs were integrated.

u 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-
roecanomic 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 followatttsince 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 theClDapproving the assessment of the RRPs andStiaéf Working Document accompa-
nying the EC proposal for CIDs.

143 TheECprepared 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. Changesto RRP&rbig8 (1 KS / 2YYA aaizyQa | a
/| 2dzy OAf Qa LN @I +ta gSttod LYy GKS OFrasS asgc¢ca |
MSs can propose amendments to their RRPs. Article 21 of the RRF Regulation defines the condition
F2NJ LY | viimQ*¢Y RRAFRONAA&AAZ2Y Q& aasSaayvySyid 2F (KS
the evidence of objective circumstances that previtas from fulfilling the initially planned mile-

stone or target.

Overall, the governance of the RRF is significantly differemt that of CP funds. First, at the
programming phase, under CP, eddl$ 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 regiah 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 programni&s While the partnership agreement can change only at
the request ofthe MSfollowing the midterm review*5, amendments to CP programmes, includ-
ing budget reallocations within the limits authorised by the CPR, occur frequéfithndifications

of programmes only require the assessment and approval of the Commission.

Finally,with respect to stakeholder involvement, in @FPSs 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 partnads where appropriate, re-
search organisations and universitié&In the 201420 cycle, a code of conduct on partnership

was also issued, which continues to apply in 28Z21Concretely, the principle translates into the
different partners having the opptinity to contribute to drawing up partnership agreements,
through adhoc consultations, the participation in regular meetings and the submission of written
contributions, and to similarly participate in preparing, implementing and evaluating each pro-
gramne. In relation to 20227, 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 ermbfgplacebased sustainable

will be monitored, and what evidence the Commission expects to see to demonstrate that each
milestone and target has been achieved.

MWt £ yaQ Y2RAFAOFIGAZ2Yy A FNB LkRaarofsS faz2 olaSR
on Art 14.4 Member States couléquest a loan until 31 August 2023 and therefore submit a

modified RRP. Based on Art. 11.2&Mcould revisit their plans if the financial contribution

amounts relative to the 30% of the envelope was revisited in July 2022.

145 A significant difference liesy G KS FI Ol GKFId 6KAES GKS [/ 2YYA:
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 MemBtate may submit to the Commission by 31 March
2025 an amended Partnership Agreement, taking into account the outcome of théemidre-
view.

147 Amendments of programmes are regulated in article 24 of the CPR.
148 Recital 14 of the CPR.
149 Commission Delegatl 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!>©

4.1.2.3 Payment system and monitoring and evaluation framework

As a performancéased instrument, the RRF implementationaséd on the fulfilment of M&Ts.
Payment requests may be submitted by thSs to the Commission twice a year. For each pay-
ment request, theMSa O2 YYA G (2 AYLIX SYSyd I+ OSNIFAY ydzYo
sessment of the M&Ts fulfilment relies on thelescription (set out in the CIDs) as well as the
context and purposeln the case of nofulfilment of M&Ts related to a payment request, the
Commission proposes to suspend all or part of the financial contribution. In addition, under the
RRASs can accesa single préinancing of up to 13% of the grant, and if relevant, the |&ain
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 suspensitodotogy, 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 reform&?

Contrary to the RRF, GiRances operations primarily based on the reimbursement of incurred
costs instead, albeit not exclusively. In the 2@Dperiod, CP has forese8mplified Cost Options
(SCOpas well, consisting in predetermined unit costs, flat rates and lump sums being used for the
reimbursement of expenditure$4Ss could also choose tdaim reimbursements based étinanc-

ing Not Linked To Co§ENLTYTIn selected sectors, but this option wanot widely adopted. In
2021-27, further steps towards a performandmsed 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 idicoed as a possible form of disbursement,

and technical assistance to strengthen the capacity of beneficiaries and partners (other than pro-
gramme managementelated technical assistance) is reimbursed only by means of FNLTC.

As to the monitoring aspectnithe RRF, the Delegated Regulation (EU) 2021/2106 imposes an
obligation onMSs 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 requietss 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 paigfamonitoring and evalua-

tion of the Facility towards the achievement of the RRF general and specific objelketigeshall
report to the Commission on the common indicators twice a year (by February and August) and
the information is included in the RS¥Eoreboard, which displays information on the progress of

10 European Committee of the Regions (2021b).

151 Article 13 of the RRF Regulation.

152 3 SELXFTAYSR Ay 'yySE LL 2F GKS 9/ [/2YYdzyA Ol
upward and downward adjustments will be madethe specific cases outlined below. The final

amount to be suspended per unfulfilled milestone or target will be equal to the corrected unit
gl fdzS adzwaSOout (2 lFyeée dzJl NR YR R2gy 6l NR I R2dz
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the implementation of the RRPs in each of the six pillars, as well as the progress on the fulfilled

as¢tad /2yGNINE (2 (GKS asc¢as K2sSOSNE O2YY2y Ay

ments orsuspension.

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 ithstion 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 arulblish 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 thonaymgh

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, angrinciple 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 deail, even though this exercise faces multiple hurdfésurthermore, 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 performiaddzators, i.e.
output and result indicators, which are at the core of monitoring activities. In 20 4nandatory
common indicators, instrumental for aggregating data at EU level, were introdtfcead the
capacity oMMSs and regions to collect datasal improved (Pelegri& Colnot, 2020). The 20217
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 ERDEFand 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 herdittps:/cohesiondata.ec.europa.eu/stories/s/2012020
Dataon-operationsWP2public/h9bm-ur7f/.

54 Four categories of indicators were established in the CPR, based on two fundamental variables:
whether indicators concern implemented operations or obsergkdnge, and whether indicators

are at the programme level or belonging to the list of EU common indicators: 1) Prograpane

cific output indicators are collected based on the type of interventions financed under each pro-
gramme. For example, they can reterthe 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) Programmepecific result indicators are collected based on each pro-

I NJ Y Y Sdifi& objadtidds, 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 fac&xternal 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 o§padic
Regulations and are mandatory; 4) Common reswicators: 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, managingiaathsub-

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 discleapgocedure (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 widanging monitoring systems and consolidated the data
flows1®® In some countries, the RRF monitay 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
GKS alYS GAYSZE K26SOSNE /tQa S@2ftdziazzy G261 NRa
attached torecurring 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-termdand an e»post evaluation
carried by the EU Comasion. By contrast, under CP, in addition to the -teitin and expost
evaluation by the Commission, th&Ss perform evaluations of programmes following an evalua-
tion plan.

The table below provides a summary comparison of the RRF and CP.

Table4.1.1:Comparison of the RRF and Cohesion Policy governance

CP 20232027 RRF

Overarching] Common Provision Regulation (2021) and p Regulation (EU) 2021/24

legal basis grammespecific regulations
Objectives 5 policyobjectives, specific objectives 6 pillars
Key docu- Partnership agreements NRRB
ments Programmes Operational arrangements

Enabling conditions

Improved and more operational links with EL

Conditionali-|  ropean Semesteg focus on investmente-
ties lated CSResp. at the beginning of the pro-
gramming (2019 CSRs) and during the-mig
term review (2024 CSRs)

Eligibility criteria
CSRs preondition to accept|
reforms and investments

Possible based on Art. 13 (for partnership Possible based on Art. 21

Amend- o . (objective circumstances),
agreements, taking into accoutite midterm
ments review) and Art. 24 (for programmes) Art. 14.4 (loan request). Art
' prog 11.2 (grant revision)
Transmission of financial data 5 times per ye¢ Common indicators
Monitoring annual review meeting, finanplementation | Social Expenditure method
report ology

155 See Vignetti et a(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, Transmission of data two
data times a year within the Se-
mester on M&TSs
No obligation to conduct an eante evaluation
by MS
MSobliged to finalise by erdune 2029 an
. evaluation for each programme to assess if RRF Miderm and expost
Evaluations . .
impact evaluation (Art. 32)
Commission to conduct mittrm evaluation byj
end-2024 and a retrospective evaluation by
end-2031
Union contribution reimbursement also
through FNLTC & based on SCOs (clear co
_ _ tions covered by programme decision) and ] FNLTC (payment based o
Ignancwf[ll duced scope of controls and audits achievement of
vppor Empowerment for Commission to set up-off milestone and targets)
the-shelf methods for Union contribution
through SCOs arfeNLTC
Draft budget and accompanying documents Commission sha_II assess Y
particular the Programme Statements (Fina re‘le.vance, effectiveness, ef
cial Regulation) ficiency an_d cc_)herence of
) , the RRRPtaking into account
Management Plans which show the actlons_ @ the following criteria which
qqtputsfqr the year ahead, reflgctlng the prio it shall apply in accordance
Role of the ities set in the State of the Union address ar with Annex V of the RRF
: in the Work Programme Regulation
EC(planning
phase) Integrated Financial Reporting Package, in g
ticular the Annual Management and Perfor
mance Report, which includes separate se{ Approval of the disburse-
tions on performance and results and on ma  ment requests based on
agement achievements agtcaQ FdA F
May review Common Strategic Framework
changes are made in the EU strategy

Source Own elaboration

4.1.3 The key strengths of the RRF compared to the CP

The independent study supporting the RRil-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 performandeased approach. In what follows we focus on the link between
investrents and reforms under the RRF and the performalased approach.

Support to reformsAs stressed above, the key novelty of the RRF is the link between reforms and

investments and the requirement to comply with a significant-seabof CSRs as an eligibility con-
dition for the measures included in the plans. To date, more than one thiatl ofeasures in the
27 RRPs are reforms (around 2,187 reforms compared to 3,780 investments).

243



Z EW Governance and Evaluation

The CSRs conditionality attached to the RRPs pudissdo put in place controversial reforms for

which there would otherwise be insufficient political capieée examples below). Second, the

wwC RSFAYSa I OfSINIGAYSEAYS F2NJ 0KS NBF2NXVaQ
AYUSNNXYSRAFGS adSLla T2 Nantéd defnitiondia Agidtideine, ladR@ripii A 2 y @
nied by welldefined M&Ts, thdulfilment 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 RRBupporting 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 admirstration, 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 keyfdhe 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 obigs, the reforms introduced

with the RRF are not of the sameagnitude. 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.

hgdSNI f 3 wwta KIFE@S dz2aSR GKS GSN¥ GNBFT2N¥Yé 2 |
and structural changes in key policy sectors (not necessarily linked to investments) to the adoption
of rather simple administrative documents, or measures thvate already foreseen and almost
completed before the pandemic and the launch of the KR¥et, in their most ambitious form,
reforms under the RRF have the potential to overhaul the governance of entire policy sectors and
to introduce disruptive innovatins at the legislative level.

Performancebased approachAs highlighted in the study supporting the rtem evaluation of

the RRF, the shift towards performanbased budgeting in the RRF has been welcomed as a pos-
itive innovation by severallSs. The slii towards the performancéased approach is considered
effective because it ensures predictability and accountability through the cleantexdefinition

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 completedig@dust 2026,
while payments shall be made by*8ecember 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 fodTikeThe Institute, es-
tablished in April 2020, was already foreseen in the Just Tram$Sti@ategy 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 giupt the policy framework.
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Predictability and accountability are welcomed as effective aspects of the RRF for two main rea-
sons. Fst, the RRF performandsased approach was positively welcomed as a positive cultural
shift in public policymaking. The-axte formulation of expected M&T is perceived as enhancing
deliberation about the usefulness of policy instruments and gives cledriga to evaluate suc-
cess. Moreover, the selection of reforms and investments based on expected results piShed

to think about reforms and investments in parallel and this is a positive element because it forces
having a coherent approach.

Second, theapproach of M&Ts attaches additional leverage for administrations at the domestic

level (Bokhorst & Corti, 2023). The requirement to prepare reforms and investments plans and
0KS tAy]l 0S0sSSy agct¢ca FdzZ FAfYSyYy(d | ygoRerattodaySy (iaQ
governments to include lontime 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 noncompdia with M&Ts is higher. In these cases, the perfor-
mancebased 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 fronthe 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 governmentofii bong

awaited reforms but to rather include measures that are easier to implement in order to avoid
L2aaArAofS RStleéa ¢gA0K GKS LI e&ySydaQ NBldsSSadao
4G GKS alryYS GAYSE wwCQa | LIIINERIFOK KFa o6SSy &dz:
being peformancebased. ThLeECAF 2 NJ Ay aidl yOS:T |daSaaSR (KS wwc
framework as capable of measuring implementation progress, but not sufficient to capture per-
formance (ECA, 2023d) and the literature has come to similar conclusions (segifgle, Zeitlin

et al., 2023; Bohme 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 Ivgy more demanding than othef®. Even in cases where

the same crosborder project is supported under multiple RRM&, Tsare not harmonised. More-

over, someM&Tsare 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
resultbased system in light of previous experiences. According to a study by the World Bank, there
KFa o6SSy dal 3SYySNIf LI G§GSNY 2 &rmardebudgeling, bal-i YSy i
FyOSR o6& | aiNRy3a o6StAST Ay (KS dzyRSNIé&éaAy3a f 213

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, inthR2 Y Ay 2F AYRdzZZGNE RSOIFINb2YyA&l (A2
2F O2YLX SGSR LINRPe2SOGa¢ G2 aO02YLX SiAazy 2F LINReS
direct greenhouse gas emissions comparedtothéd gk S SYA a4 aA2yaé¢ o lky (GKS

GNF yaLR2 NIz GFNBSGa NIy3IS FTNRY GKS ydzYoSNI 2F a¢
2LISNI GA2YEé 2N a@SKAOEf Sa NBLX FOSR gAGK St SOGNRC
more sustainable means of transport. Source: ECA (28p@&rial report 26/2023.
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(Moynihan & Beazley, 2016). Payment systems not linked to costs may in fact create distortive
incentives®® public administrations mayes unambitious targets; they may focus on shtetm

goals rather than adopting a losigrm vision; they may deliver outputs and results by focusing on

0KS ySSRa GKFIG NB SlFaasSad Gl yiaA0NX ST NHEANBijEdaSy |
on the greatest need$>®

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 emergeinmpliee
mentation of the new facility that largely resemble concerns already affecting CP.

Low absorption capacityAs emerges in the study supporting the aéam evaluation of the RRF,

the lack of administrative capacity is one of the main obstacles tetfeimplementation of the

RRF investments in a numberM&s, 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 involVecal 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 thelhoof

the RRIper seas a new instrument.

Among theproblems related to the low administrative capacdifecting the absorption of the
RRF funding, the following can be identified:

1 The inefficient management of resources and processes by the admimesancharge
of the interventions;

1 The complexity of the paperwork for accessing RRF funds;

1 The cumulative delays in the expression of opinions and the granting of authorisations by
national and local public authorities;

1 The lack of coordination betves several implementing bodies.

Despite the support to strengthen the administrative capacity put in place by $d8sethis re-

mains a significant factor affecting the effectiveness of the RRPs as well as CP. As several re-
searches pointed out already in 20, the main risks of delays due to administrative capacity in

the RRF regard the sarvSs that had a low absorption rate under CP. As an exampli@lynthe

lack of administrative capacity risks reinforcing the-présting territorial asymmetries wheby

local authorities in disadvantaged territories do not access to RRF funding. In this respect, the
LGFEAlLY D2@SNYYSyidQa 5SLI NI Y wainly didto dlacK@adA 2y t 2
ministrative capacity 30% of the resources so far awardédough 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
thesoOl £ f SR a D22 RKONIINFAA f F 62 6 KAOK a2 KSy | YSIa
G2 0SS | 322R YSI adNBé¢ o
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South of Italy are subject to a medium to high risk of reallocation outside the South (Presidenza
del Consiglio dei Ministr2022). InSpain 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 coheenns
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-ooif of the national plans, such @sessure

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 stveents. 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&T™Ss are concerned about the lack of clarity on the in-
terpretation of ceviation 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, stillid&meritcize the
application of upward adjustment coefficients, considered as unclear, unpredictable and-of non
transparent nature. At the same tim&)Ss criticize the increasingly rigid and excessively literal
interpretation of the Commission of M&Ts. AccordingsbmeMSs ¢ given the changing circum-
stances in which plans are implementedhore 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&TsWith respect to these concerns, however, we should recall that when as-
sessing M&Ts fulfilment, the Commission relies on their description (set out i@l and con-

sider the context and purpose to determine the requirements this must fulfil. This mans

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 egglaat 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 Il of the EC
Communication further detailde 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&TSs.

With respect to the possibility of changjrihe plansMSs 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 profies). They criticize the lengthy procedures, even in the case of minor adjustments, and
0KS GAYS 13 0SGsSSYy LEIFYyaQ Y2RATAN&SPonRtya | YR
the risk that the lack of flexibility, in this case, might hinderthe @l&h A Y LI SYSy (I GA2Y
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, especiallgonsidering the final deadline for the RRF of 2026.
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Administrative burdenas emerges in the study supporting the RRFtemich evaluation, there is
widespread concern that the RRF, as currently managed, imposes unnecessary administrative bur-
dens on publi@dministrations Unnecessary administrative burden is linked to several aspects:

T ¢KS LINPOSRdNBa (G2 NBOASs (GKS LXFyaT
T ¢KS NBLR2NbY3I 2y 02YY2y AYRAOIFIG2NET
T ¢KS Ydz oL S FdzRAGA FYR O2yiNRE& 68 9! FyR vy

With respect to the procedures to mdlify the plans, they are considered not only limitedly flexible

(as illustrated above) but also excessively burdensome. SéM&salament that the Commission

asks for excessive justification for the objective circumstances. In this respect, the intbamal

logue betweenMSs and the Commission is considered in part helpful but in part also a burden,
GKAOK aAdyATFTAOlIyGfe atz2¢6a R2oy (GKS LIl yaQ Y2RA
long time it takes for the Commission to answé$s requests, which clashes with the amount of
documentation that is then required ®fiSs in a very short time.

Regarding excessive reportingdSs specifically highlight common indicators, deemed as not use-

FdzZ F2NJ NI O1 Ay 3 I O dzlnie countriesintre thebcardiriudusiréporting 0 K A &
risks diverting attention from effective implementation. Common indicators were not included in

the initial proposal for the RRF regulation published by the Commissionad@B2020 but were

introduced during the negotiations between the Council and the Parliament under the request of

0KS f1F3dGSN) 6AGK GKS ITAY (2 NBIdAI NI & NBLRZ2NI 2
practice, however, the reporting on common iodtors is not linked to the specific implementa-

tion of RRF reforms and investments and, therefore, as stressed by a majavigs oit is impos-

sible to draw a causality line between the reported information and the progress in the RRF im-
plementation whichthus puts into question the added value of this exercise. As observed by the
ECAcontrary 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 diminishiestitebution

to actually report on the progress of the measures in the plans.

With respect to audit and controls, a large majorityMfis considers the lack of clarity with respect

to the role of audits and controls at the EU and national level asethst 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-
guested by multiple actors at the sg 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 wittraon

and audit bodies in mission {dSs. Some countries stress that the audit and control system im-
poses unrealistic and pointless verification requirements.

Overall, the impression in a majority iSs is that the administrative costs of RRF complianee ar

higher or much higher than other national investment programmes and similar or even higher

than the CPfunds. The perception d¥Ss is that the RRF is becoming progressively more focused

2y WNBOSALIIAQ (KIYy WNBA&dzZ butepmodudtively (o imprigvBig tNeh a8 1 (0 K
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 a@#has been analysed by looking at two aspects:
1 The demarcation and complementarity betwetre two instruments

1 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 2B2CP programmebSs had the responsibility of
ensurirg that coordination and consistency between the two were in place. In fact, the parallel
execution of RRF and CP enaltl3s to strategically choose between financing investments using
either of the two instruments. It is explicitly prohibited for an optewa to receive funding from
both RRF and CP, and RRF resources cannot be used to cover the natfimaadaiing of CP pro-
jects.

Within the RRF regulatory framework, the responsibility for ensuring the harmonious interaction
of both instruments was deleg¢ed 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 tHECAECA, 2023a), while RRPs laid out siamdamental 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 RR&garding 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, som&1Ss have devised specific demarcation strategies, and the literaturelbasfied
various types of approaches in this regard (Lopriore, 2022):

1 Athematic demarcationnvolves 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.

1 Aterritorial demarcation where the RRF and CP focus on different types of geographic
regions, such as rural and urban areas.

1 Ademarcation based on the type of beneficiag/g. distinguishing between public and
private entities.

1 Atemporal demarcationwhere 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 Italiare psnip
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 addressrinduhe implementation phase (as of
October 2023, the panel is not yet in place).

lllustrative examples show th&llSs have adopted a combination of demarcation criteria.

1 InGermany the demarcation strategy was driven by the separate governance of the two
instruments, with RRF being centrally managed and CP programmes implemented by Lan-
der. This separation discouraged demarcation based on types of territories and instead
favoured a thematic and beneficiabased approach. For instance, the German RRP sup-
ports energy efficiency measures in residential buildings, while ERDF provides support for
non-residential ones.

1 Inltaly, the demarcation primarily follows a thematic approach. The RRF allocates signifi-
cant funding to sectors that are not covered by CRhsas 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 pubbuildings 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 areinded by CP. Furthermore, large infrastructure projects are gen-
erally included within the RRP, while regiotelel projects tend to fall under CP.

1 InLithuania different types of demarcation are in place, depending on the sector. In some
cases, the denraation of investments is based on a territorial approach. In the field of the
development of the ecosystem for innovative stags, the support for from CP funds is
directed to the startups in the region of CentrdVestern Lithuania, while RRF invest®i
the startups 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 adopt&listainable Urban Mobility PlagSUMP¥in the
FNI YSG2N] 2F GKS hLISNIGAZ2YIFE t NR20@.ForS F2NJ
the other 2 cities, whose SUMPs were not financed by the funds 0f2024@, sustainable
mobility measures are funded through the RRF.

1 In Spain the demarcabn 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 2@Z1CP allocates
only 3% ofts 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¢ Smarter Europe), the green transition (28% in total to Policy Objectivér2ene
Europe, and the Just Transition), and social and inclusive growth (36% to Policy Objective
4 ¢ Social Europe). A temporal demarcation toward the RRF is observed under the social
component: actions related to vocational training are supported by the REP2024,
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 betwae 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 G&petry

cific Recommendations, and the possibilitybioild 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 stategic 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 proceduresm@ndiftinds.

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 programmeaiticular, 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 araore 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 cpoments advances, the synergies between -R&¥-

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 publicinvestments. 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 finagstalrces to uti-

lize the revised framework, promoting éhe-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 sudporeforms 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, includinghose cofunded by CP funds. In Lithuania, BRpported reforms related

to lifelong learning are coupled with ESF+ following up with-pefstrm training activities. Addi-
tionally, public administration reforms, while not providing immediate benefitsehapositive
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 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 viadheoconsiderable 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 GA(ECA, 2023a), for instance, the parallel programming of the two instru-
ments was problematic, furthgorolonging 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.qg., insufficiemgstétk 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 legislationg(gin procurement rules). In Italy, for instance, there

is a welacknowledged presence of weaknesses in conceiving, designing, and implementing pro-
jects, especially at the local administration level.

The differing eligibility periods between the RRF &®] coupled with the absence of a national
coHfinancing requirement for the former, have significant implications in terms of coordination
and prioritization challenge$4Ss must align their project planning and implementation schedules
with the specificeligibility 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, neetbtiermine 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 (@laiement) effects. Accord-

ing to interviews conducted in the context of the rigrm evaluation of the RRF, the latter gen-
erated substitution effects to the detriment of CP for 2821 programmes, while not significantly

for 201420 programmes, as these weealready well advanced. For 2021, in someMSs, mature
projects expected to be implemented under 26271 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
occured 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
cofinancing obligation. However, the significance of the substituissue 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 ltaly, for instance, some railway projects have been
withdrawn from the RRP and will likely be funded under thearati Development an€F, 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 seeiconomic development between core areas and peripheries, as
well as more and less developed regions; second, the RRF mightdesspthe 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 giind approach, RRF re-
sources naturally concentrate on nedeveloped regions and country capitals compared to CP.
This tendency can be exacerbated by the prevalence of responses to na¢ieelatalls 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 situaticeates a tradeoff 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. Téteseegies 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 2a2@, the RRF, which does not mention S3 in its regulation, does
not enable the same level of policy design based on pesed 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 (Gafian 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 thag tlack 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 essentiatesrvi

(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 Eamgueblic good<$®, 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 l#so 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 multicountry projects or crosborder initiatives related to the greenansition, 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 crosborder initiatives. Here, the IPCEIls on microelectronics (12 RRPs) and
cloud technologies (6 RRPs) are amongst the roalintry projects with the highest takep in

RRPs.

41.8 Conclusions

With a view to contribute to the ongoing reflections on the future of pa827 CP, thishapter

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, avfthcus 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 & Papaconstar20fsl; Buti et al.
(2023.
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of inspiration for thefuture of CP and EU public investment policies: the performdrased 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 wth the RRF. Even though the implementation of this new appraqah
discussed above came with some concerns on persisting administrative burden linked mainly to
the excessive reporting requirements and overlapping of audits and coni&s still congler

the shift towards performancéased budgeting as an important innovation, for some countries

like Italy and Spaig an important cultural shift in public policy making. The positive appreciation
of the M&Ts approach is linked to the predictabilifypolicy planning due to the eante 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 firance and increase the efficiency of decision making. In this respect, séi@sdligh-
lighted that the RRE similarly to CR; represented an incentive to the development of a more
effective structure for monitoring the implementation of domestic policiest differently, the
continuous monitoring is perceived as a positive effect and a shift towards an evaluation culture
2F Lzt A0 LREAOASaD® !0 (GKS alyYS (AYEasedap- LI2AAI
proach might be linked to the fact that M&Tare focused more on inputs and outputs than to
results: ifMSs had to demonstrate the achievement of actual results generated by outputs, it is
possible that their opinion on the performandmsed approach would be less positive.

While CP has traditiofigg been on a continuous trajectory of policy adjustments and evolution

toward a more performanceriented implementation system, with the 20217 regulatory pack-

I 3S NBLINBaSydAy3a GKS tF3iSad adasSLlE GKS wwCcQa A
f SFNYAYy3Id ¢ KS -basedplyinent 3gsiem Ar\ibislregadds can be a stimulus for re-
flection, even though some simplification might be introduced to avoid the aiboeetioned ad-

ministrative burden. Moreover, a detailed examination would be neetdeensure 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:

1 Planamendments: 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
wké (G2 akK2NISy G§KS wwt a Qintechse af liddr adjusment LINR2 O S
¢ to rely only on the Commission assessment without the necessary approval by the Coun-
cil as it already happens with CP.

1 Reporting requirements: administrative burdease linked also to the biannual reporting
2y ag¢d3Q NBIJdZANBYSy(ia 6KAOK Aa y2i [tglea y
already have two payment requests per year and therefore do submit biannually the in-
formation on the status of M&Ts. In thicase, 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 considedldargely not able to really link the RRF intervention to the

254



Governance and Evaluation Z EW

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.

1 Audit and controls: significant adnigtrative burden comes from the unclarity on the au-
dit and control responsibility distribution and the overlap between national control sys-
tems, the Commission and tHeCAresulting in timeconsuming and inefficient processes
that risk shifting the focusveay 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 cautio for future ECA audits, and performing-@&xte 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-
vationof 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 aspeat &RR and impactful

policy mechanism when combined with investments. The RRF contributed to putting on the
agenda longawaited reforms linked to the CSRs. Especially in countries receiving a comparatively
KAIKSNI FAYFYOALf Sy @SHNALGS FINRIE (2KyS NBVCZNNELIdE(GIGA
link between the financial support is unanimously recognized as the most relevant factor explain-
Ay3d GKS wwcCdia &dz00S&da Ay AYUINRRdAzZOAYy3I NBF2N¥a |
of the RRF refons 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 digitalisatitaly, Slovakia), spending re-

view and public finance governance (Belgium), licensing simplification reforms to boost the invest-
ments in renewables (Greece, Portugal, Spain);outllof renewable energy and sustainable
transport (Croatia, Romania), stwral reform of the education system (Spain, Croatia) as well as
research and innovation (Spain). Clearly, translating the investnedotm approach of the RRF

into CP might not be as easy and in this respect the main limit comes with the government leve
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 M&gyat the

regional level.

To conclude, this chapter provided a broddstration 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 identifyg in a preliminary fashioq possible elements that could be considered in the
currentdebate 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 implementatwdiRRF 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 ndeo build on the lessons learned from its experience.
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Abstract

Independent and higlguality evaluations of government policies are an important input for de-
signing evidencéased policy. Lack of incentives and institutions to write such evaluations, on the
other hand, carry the risk of turning the system into a colsdguty contest. We study one of the

most advanced markets of policy evaluations in the world, the evaluations of EU Cohesion Policies
by itsMS We uselLMsquantify the findings of about 2,300 evaluations, and complement this
data with our own survey dhe authors. We show that the findings of evaluations are inconsistent
with those of the academic literature on the output impactsGR® Using further variation across

MS, our analysis suggests that the market of evaluations is rather oligopolistic Mithat 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 (bedukj 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.

421 Introduction

CE 6KAOK | OO02dzyia 7T2NJ I NP dmdRovér 1086r0RaNfRbli@ifesii K S
ments in the EU, is the most evaluated of all EU poli@esvas et al., 2019; Heinemann et al.,
2024) In fact, with the mandatory nature of these evaluations since the ZIR2D programming
period (Pellegrin et al., 2020}his evaluation system is advanced, with the EU scoring far ahead

9

2F ye ho/5 O2dzyiNE | OO2NRAY3 (2 h9/5Qa AYyRSE

works(Downes et al., 2017)

The aims of this evaluation system are clear, and they generally follow those of other systems of
performance budgeting. Highuality 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 t@ffleEvaluations are not costless,
they include direct monetary costs and, perhaps monportantly, they induce indirect costs by
setting compliance rules and increasing bureaucracy. Thus, the question is whetli@Pdiralu-
ation system provides the correct incentives to systematically producechighty evaluations,
so as to provide aodid basis for better policy design.

161 AcknowledgementWe thank the German Federal Ministry of Finarmesjponsoring this pro-

ject. We are grateful to Julia Bachtrégleénger, Maximilian von Ehrlich and Maxime Fajeau for
comments, as well as to Yanxi Hou, Hana Jomni and Patrick Blscher for valuable research assis-
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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-qigility evaluations. Lack of
such incentives, on the othérand, 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 fitsne in the literature, quantitatively analyse tt@&Peval-
uations performed by MS in the last two programming periofgart 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@®More generally, our

62Nl = 6KAOK A& o6l aSR 2y (KS SELStekedpedsdaluaOOdzy dz

tion system and which exploits the unique variation in evaluation marketoss the EU MS and
regions for its quantitative analysis, can inform the design of evidéased policies elsewhere.
Examples may include the impact of development aid, which is very often evaluated but where
the socalled micremacro paradox is pergae (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 budgetii@pwnes et al., 2017pr efforts to

learn from and scale up successful policy experimentations, where having creddni¢eesvalu-
ations of policy effectiveness are crucial but which are often shaped by political and institutional
incentives (Hirscl2016; 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 evaluatiols 0 A G NI} OGad® ¢KAA F LIINRFOK fSda

each evaluation, which is a numerical index summarizing how positive or negative the finding of
an evaluation about the performance of a sped@i@intervention is presented. We validategbke
estimates by comparing them to findings independently assessed by humans, and work with the
assumption that the measurement error in thelddsed estimates is not systematically correlated
with our explanatory variables of interest. With this work vamtribute to a fastgrowing 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 cdact 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
Ffa2 Fala ljdzSadAz2ya o2dzi | dziK2NRQ @ASga 2y

Using these measurements, we show what the past evaluations have found about the perfor-
mance ofCPon aggregate. Overall, our results suggest that evaluations are, in general, very opti-
mistic about the cohesion programmes they evaluate. We then decompeseariations 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 codlireg 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 evaluatiomdings to those of the large and growing academicditer
ture in economics on the growth and employment impact€BfWe perform this exercise at both
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the MS and more disaggregated NUTS2 levels, as well as forsgtsobevaluations that target
growth and employment as their objectivEhis exercise suggests ttiae 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 markeand study if certain markéével 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 aushoritie
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 inéeyplence. 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 &vation system. A fundamental chal-
lenge that stands out is the apparent disconnect between evaluations and deaisikimg. This,

in the opinion of evaluators, may adversely affect the quality of evaluations by reducing the incen-
tives to write highquality 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 pagtaononing

period.

The rest of this paper is structured as follows. Seci@? describes the institutions governing

the market of evaluations. Sectigh2.3 presents our observational and survegsed data, and
describes the metanalytical methods. Secin 4.24 presents the main empirical results. Section
4.25 presents a descriptive analysis of the author survey regarding the main bottlenecks in the
evaluation system with some ideas on possible reform options. Sedtd concludes with a
summary of ar main findings.

4.2.2 Institutions governingthe systemof evaluations

TheCPevaluation framework is aimed at assessing the effectiveness, efficiency, and im@att of
interventions funded under thERDF, the CF, and the ESF. The main legal basis deérforgrial
rules and procedures of the evaluation process is the (EaFopean Union 2006, 2013, 2021)
which are further accompanied by furggbecific regulations. For a detailed descriptions of the in-
stitutions governing the evaluation system, see Heilaan et al. (2024).

The focus of our analysis is the evaluations by the MS, and it does not includepbstesvalua-
tions performed by the € The national evaluations target individual investments and other pro-
jects that are part oOPs These are commissioned by managing authorities which are typically
the regional authorities, national ministries or local units of the central governr(feeitegrin et

al., 2020)

In the 20142020 progamming period, all three main types of evaluations, that isete, ongoing
and impact evaluations, have become mandatory for the MS. In the current programming period
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of 20212027, exante evaluations ceased to be mandatory in an effort to simplify yis¢éesn(Eu-
ropean Commission, 202yhile the Commission is now required to also carry outtaith eval-
uations(European Union, 2006, 2013, 2021)

As to the supply side, the importastakeholders 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 programmgEuropean Union, 2013Yhe 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 responsiblériplementing the pro-
gramme as best practicéEuropean Commissip8013) To strengthen independence and impar-
tiality, evaluators are also required to disclose potential conflicts of interest. THaate inde-
pendence and impartiality of the evaluation system, however, faces significant challenges while
the effectiveness of such ethical and bgstacticetype measures arguably remains questionable
given the potential higistakes conflicts involved in the systéialdini, 2018)

4.2.3 Data andmethodology

4.2.3.1 Data onevaluations

Our main source of data iP@valuations conducted by the 27 MS plus the UK as former MS. The
data covers all evaluations conducted in 2@142020 programming period, the period when the
three types of evaluations first became mandatory, and it extends to impact evaluations done in
the 20072013 programming period. The data is available publicly at the Cohesion Open Data Plat-
form. The datancludes 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, cohesimgmmme identifier (called

CClI), country code, fund type, evaluation type, evaluation method, and thematic objective. The
number of evaluations per MS is presented in Figugel. Evaluations cover projects of different
monetary size, which explains thé@fdrences in the number of evaluations even for MS receiving
similar amounts of cohesion funds.
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Figure4.2.1: Number of evaluations by MS

4.2.3.2 Data oncohesion programmesnd authorsof 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 agdhe national cdinancing
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 evaitions!®?> We then use data on evaluations

with multiple authors to create international and nationalaathorship networks. This data helps

us measure the degree of crebsrder cooperation in the evaluation market, and also the con-
centration of the markeg 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 cauthor®® There ae 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
branchesand 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 paédtrawback of our
choice is that authors, especially across institutions and firms, who collaborate on evaluations in

162|n the unlikely case that two authoshare the exact first and last name, we would mistakenly
treat them as a single author.

163 |n this exercise, we drop crobsrder 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.
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