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PREFACE

The European Union faces significant challenges, including the
climate crisis, the digital revolution, global competition, and
demographic change. Each of these challenges has its risks, but
also brings new opportunities. It is therefore crucial, that we
manage the challenges well. So that every region in Europe
avoids the risks — and benefits from the opportunities.

This has long been the objective of Cohesion Policy. Since its
origin, the policy has always had the goal of ensuring that no
place is left behind. But from the creation of the European
Single Market onwards, this has become more pressing: with
every step of European integration, every enlargement, every
external change, the policy has been there to make sure that
every European gets a fair chance, wherever they live.

Because of the changing nature of the challenges, the policy
has had to evolve. But it is clear that the scale of today’s chal-
lenges requires a further evolution, a significant modernisation
of our methods, while preserving its key objective of promoting
convergence and principles. And it is equally clear that this
requires a broad and significant discussion, involving all the
stakeholders, as well as technical specialists.

This is why, two years ago | launched a reflection on the future
of Cohesion Policy setting up a high-level group of specialists:
gathering independent expertise and experience from European,
national, regional, and local policy actors, socio-economic part-
ners, academia and civil society. The Group was asked to con-
duct an independent analysis of the state of play - and
implications for Cohesion Policy.

.
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Throughout 2023, the Group held monthly sessions. Academics
and stakeholders provided evidence, followed by thorough
debates. Sessions were all web-streamed - and the preparatory
material and conclusions of each meeting were publicly avail-
able. | wanted this debate to be open and inclusive - such
transparency is key to an honest discussion. This also fits the
values and principles of Cohesion, which has always involved
partners in the design and implementation of the Policy.

This report is the outcome of the Group’s intense work. | would
like to sincerely thank all its members and its Chair, Andrés
Rodriguez-Pose, for their valuable input. The report provides a
set of independent recommendations on the role and objectives
of Cohesion Policy, as well as how to adapt and remain effec-
tive in the future.

The report is, of course, completely independent and does not
represent a Commission position. But it is a rich source of inspi-
ration — as well as a robust reference - for all who are actively
engaged in the future of Cohesion Policy. This adds to a rich
body of reflections from all over Europe: from European institu-
tions, from national authorities, and from regional and local
stakeholders.

As we embark on this journey towards a more united and resil-
ient European Union, this Report stands as a clear testimony:
Cohesion Policy, and the principle of Cohesion, remain as rele-
vant as ever. For European solidarity, for prosperity, and for a
future which leaves no place feeling forgotten. In short, for the
common values that have guided the European Union and its
institutions for almost seventy years.

Elisa Ferreira

European Commissioner for Cohesion and Reforms



EXECUTIVE SUMMARY

Cohesion Policy is the prime investment policy of the
European Union (EU). It is designed to promote harmonious pro-
gress, advancing economic, social and territorial development
throughout the Union by channelling investments into regions with
lower levels of development and/or specific vulnerabilities (i.e., per-
sistent structural challenges). Its investments are crucial to the
EU's competitiveness both locally and on a broader scale. They
address key structural bottlenecks faced by EU regions, to enable
achievement of the EU's primary economic and social objectives.

For more than three decades since the 1989 reform of Structural
Funds, Cohesion Policy has lifted many Europeans out of poverty.
It has driven social and economic progress across the EU through
investments tailored to the unique local conditions and structural
issues of each region.

Cohesion Policy has become the most comprehensive and sophis-
ticated approach to territorial development globally. It has inspired
similar initiatives in other parts of the world as other countries rec-
ognise the significant economic, social and political costs associ-
ated with a lack of economic, social and territorial cohesion.

However, the EU today faces vastly different challenges from
those prompting the 1989 reform of the then-nascent Cohesion
Policy. Cohesion Policy must evolve to effectively address the
structural challenges confronting the EU and continue to improve
the well-being of all Europeans.

As the challenges have multiplied, the capacity of the EU to
respond has also grown. In recent years, the EU’s record in deal-
ing with major crises has notably improved. Learning from mis-
takes in the response to the 2007-2008 financial crisis with the
subsequent austerity, bold strategies, such as NextGenerationEU
and a flexible Cohesion Policy, have enabled a swift recovery
from the economic fallout of the Covid-19 pandemic.

The EU’s approach to structural challenges is becoming equally
assertive. A rising cost of living and political instability as well as
war and geopolitical risks on its borders have catalysed action on
strategic autonomy and industrial policy. This shift is intended to
reverse the EU's declining economic competitiveness. By focusing
on missions with increased investments in science and technol-
ogy, the EU also aims to bridge a growing innovation gap com-
pared to leading developed and emerging nations. Additionally,
the EU is at the forefront of addressing global challenges through
initiatives such as the green, digital and demographic transitions.
All these actions strive to build a competitive, sustainable, fair and
resilient EU, a Europe that can continue to be a leader on the
world stage.

WHY COHESION?

Dealing with the EU’s structural problems can be an uphill struggle.
The strong instruments adopted by the EU might not suffice, as
large economic, social and political risks lurk.

REPORT OF THE HIGH-LEVEL GROUP ON THE FUTURE OF COHESION POLICY - FEBRUARY 2024

The decline in competitiveness is possibly the most pressing struc-
tural challenge. Over the past three decades the EU economy has
lost considerable weight on the world stage. It has shrunk from
being over a quarter of the global economy to less than 17%. Low
development and territorial polarisation are also important threats.
In 2023, 120 million EU citizens lived in less developed regions. 60
million resided in regions with lower GDP per capita than in 2000
and nearly one third of the EU’s population were in regions with
annual GDP per capita growth of less than 0.5% per annum since
the turn of the century. Moreover, a lack of opportunity is limiting
the potential of many citizens to fully use their talents. This is cre-
ating cycles of poverty and social exclusion, feeding discontent
across the continent.

For the EU to redress these structural challenges and improve the
economic and social well-being of its citizens, it must enable all
its people to use their full potential, wherever they live. In
other words, it needs economic, social and territorial cohe-
sion (henceforth cohesion).

Cohesion is needed to tackle economic problems. The EU
cannot solely rely on the dynamism of its large agglomerations. It
needs thriving large cities, but almost four-fifths of the EU’s growth
is produced outside them. By promoting cohesion, the EU enhances
its capacity to fully tap into its pool of talent. This talent is
found in dynamic regions and also in many smaller cities, towns
and rural areas, as well as in industrial and remote regions with
fewer opportunities.

Cohesion is also fundamental to address poverty, social exclu-
sion and the rising tide of discontent gripping many less
developed and vulnerable regions.

Cohesion is the glue that binds Europeans together. It cre-
ates a unified, inclusive Europe where every citizen can feel a sense
of belonging and engagement with its objectives.

Without stronger cohesion, the EU would waste a substan-
tial part of its innovation and human capital potential,
diminishing its global standing. Without stronger cohesion, the
EU's ability to reach a consensus on pressing issues is
impaired. This would further threaten the achievements of
European integration as well as the EU’s capacity to deal with
pressing global challenges.

WHAT COHESION POLICY?

Addressing the EU’s structural challenges requires a more
effective Cohesion Policy central to EU policy architecture and
capable of contributing to the benefits of European integration,
while simultaneously improving the Single Market’s functionality.

This policy should go beyond 'business as usual'. While achiev-
ing considerable success in the past, Cohesion Policy has been
increasingly called on to fight many fires. As a consequence, it has
taken a far greater role in the EU’s emergency responses, meaning
that its administrative complexity has increased along with a rising
emphasis on compliance over impact. In many circles it is progres-
sively seen as a support mechanism rather than as what it really is:
a powerful tool for economic and social development,
spreading the benefits of European integration.

5



Cohesion Policy must thus reform. It should refocus on
development. Its fundamental concern should be to mobilise
untapped economic potential in the EU, particularly by
investing in its less developed and in regions in develop-
ment traps or at risk of falling into one. It should promote
economic convergence and equality of opportunities for all EU
citizens —and, especially, for groups in vulnerable situations
such as women, children, young and elderly people, people with
disabilities, persons with low education, migrants and Roma
people and other ethnic or religious minorities and people at
risk of experiencing poverty— wherever they live. Addressing
these issues also involves recognising the impacts of brain
drain on the less developed regions of the EU.

The policy should be a dynamic tool to unleash economic
potential while reducing disparities and fortifying the
social economy model on which Europe is founded. This
involves adopting a systemic approach to development, facili-
tating territorial ecosystems conducive to knowledge and inno-
vation with inclusive and sustainable development. It should
promote global networks, connectivity via trade and
cross-border investment as well as engagement with
global value chains. This would include strategic autonomy,
with cross-border cooperation to reduce the negative economic
impact of internal and external borders.

HOW SHOULD COHESION POLICY
CHANGE?

To deliver on these goals, Cohesion Policy needs to reject ‘one-
size-fits-all’ approaches and become more place- and people-
based. This includes exploiting the capacity of regional economies
by realising existing potential and encouraging all forms of innova-
tion. Customised strategies for regions should ensure an effective
and inclusive approach to regional development that is sustainable
and resilient to a changing global environment. It also requires a
people-based approach intervening in places where people are
most marginalised.

Institutional capacity and governance are vital for development.
Building better institutions and improving governance
should be integral to Cohesion Policy. Institutional improve-
ment should be on par with the investment in infrastructure and
productive capital, human capital and innovation as basic pillars
for development. This requires strengthening and empowering
local government, and enhancing stakeholder involvement, includ-
ing civil society stakeholders. It also involves professional and
technical assistance, as well as improved data collection and anal-
ysis to support a stronger evidence-based approach to cohesion.

Cohesion Policy should also reinforce its shared manage-
ment. This involves supporting the principle of partnership
and strengthening the multilevel governance that lay at
its heart. It should build on collaboration and stakeholder
engagement at multiple levels from the EU to Member States
and regions, as well as within these regions. This nurtures a
participatory approach to programme planning, implementation
and evaluation.

Cohesion Policy must become more performance-based,
blending its territorial dimension with a greater focus on results.
However, performance-based approaches should comply with the
partnership principle and learn from other policies as well as
research on effective, performance-based programming. In addi-
tion, simpler procedures and clearer criteria can go a long way to
improving efficiency. This includes streamlining administrative
practices, reducing paperwork and more efficient approaches.

Cohesion Policy should also reiterate that it is a proactive
policy rather than one that intervenes once a crisis is in full swing.

WITH WHOM SHOULD IT COLLABORATE?

Cohesion is far too important to be left to Cohesion Policy
alone. It should operate in concert with other EU and
national policies, as these are mutually dependent and must
work together to reach their collective goals. Economic, social
and territorial cohesion cannot be achieved without other poli-
cies taking into account their uneven territorial impact. Building
bridges between Cohesion Policy and other EU and national pol-
icies strengthens the capacity of those policies to realise their
goals. The EU cannot deliver green, digital or demographic tran-
sitions if the uneven territorial benefits and costs of implemen-
tation are ignored. Likewise, a well-functioning Single Market,
including its four freedoms, relies on synergies with Cohesion
Policy. In addition, the uneven territorial dimension of innovation
and defence policies must be considered.

The European Semester and Economic Governance are essential
to buttress synergies between Cohesion Policy and other EU poli-
cies. Building these synergies will deliver a stronger, more sustain-
able and resilient EU that benefits all its citizens.

COHESION AND ENLARGEMENT

The success of future enlargements will also depend on Cohesion
Policy helping to integrate and develop candidate countries.
Cohesion Policy is vital to address the economic and
development challenges faced by potential new Member
States from the western Balkans and eastern Europe. The
policy should be tailored to the specific needs and challenges of
each Candidate Country, ensuring integration and development in
line with EU standards and objectives. This concerns financial sup-
port as well as administrative capacity and institution building.

However, the focus on integrating and developing new Member
States should not be at the expense of investment in current EU
regions. In particular, Cohesion Policy should take into account
the potential impact that enlargement will have in regions bor-
dering Candidate Countries, as well as current EU regions most
severely affected by global value chain changes in the wake of
future enlargements.



Summary of recommendations

Why cohesion?

Cohesion concerns all. It is about improving prosperity
across the entire EU.

Cohesion is more necessary than ever if the EU is to suc-
cessfully face its growing long-term structural challenges.

Cohesion is key to enable the EU to harness its full eco-
nomic and social potential and tap into its pool of talent.

Cohesion can help defuse the rise in discontent.
Cohesion strengthens the ties that bind all Europeans
together, promoting a shared sense of belonging and

strengthening the European project.

Cohesion ensures that no European is left behind.

What should Cohesion Policy do?

A policy for all.

A systemic and dynamic policy that taps into the EU's
untapped economic potential, especially in less developed
and vulnerable areas, enhancing development and
competitiveness throughout the continent and encourag-
ing the generation and diffusion of economic activity.

A policy that promotes territorial fairness.
A policy that addresses the main structural challenges of
the EU: low development; long-term economic stagnation;

and lack of opportunities across all regions.

A policy that builds bridges across the EU's internal and
external borders.

How should Cohesion Policy change?

A place-based and transformative policy, with future-ori-
ented investments sensitive to the unique strengths,
challenges and needs of regions.

A policy exploiting local capabilities and potential and
developing future opportunities for inclusive and sustain-
able growth through diversification and collaboration.
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A policy that builds better institutions, putting institution
and capacity building on par with investment in infra-
structure and productive capital, human capital and
innovation as the basic pillars to achieve development.

A policy that builds on the partnership principle and
shared management to bring together stakeholders from
different tiers of government and civil society to deliver
more effective and inclusive development strategies.

A policy that connects regions to harness global opportu-
nities and to deliver more sustainable and resilient
innovation.

A policy that becomes even more performance-based,
blending this approach with its territorial dimension.

A policy that streamlines its administrative procedures,
reducing paperwork and adopts more efficient
approaches to simplify processes and make them more
user-friendly.

A policy that remains fundamentally concerned with its
original mission of driving sustainable development and
boosting competitiveness, while maintaining flexibility to
address urgent challenges.

With whom should Cohesion Policy collaborate?

A policy that forges synergies with other EU and national

initiatives to ensure that all policies deliver on their goals.

A policy with a strategic framework uniting competitive-
ness and cohesion and other relevant policies as part of
the European Semester process.

Cohesion Policy and enlargement

Cohesion Policy is a vital policy to guarantee an effective
integration of future Member States without compromis-
ing investment in current EU regions.

A policy that ensures that enlargement is not conducted
at the expense of regions of current Member States
bordering candidate countries, as well as regions most
severely affected by changes of European and global
value chains.
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1 INTRODUCTION

The EU is at a critical juncture in its history. It faces a transforma-
tive phase of integration with significant developments and
remarkable opportunities. However, this also brings the daunting
challenge of navigating uncharted waters. To date, the EU has
been refreshingly bold in dealing with challenges. This includes
taking a global lead in the green, digital and demographic transi-
tions as well as formulating a new European industrial policy to
build economic resilience and enhance its strategic autonomy. It
is also laying the groundwork for an enlargement which should
bolster economic prosperity, strengthen democratic institutions
and enhance security, particularly on the eastern and south-east-
emn flanks of the continent.

Simultaneously, the EU has been equally daring in dealing with
the Covid-19 emergency through ambitious instruments, includ-
ing the NextGenerationEU fund, the European instrument for
temporary Support to mitigate Unemployment Risks in an
Emergency (SURE), and by adopting greater flexibility in its
implementation of Cohesion Policy.

Such assertive steps reflect the EU's resolve to tackle problems.
These include the structural challenge of declining dynamism
and competitiveness on the global stage that has plagued it in
recent decades. To this end, it has pinpointed key priorities.
These include enhancing the functionality of the Single Market,
expediting research and innovation in essential technological
areas through mission development, substantial investments in
renewable energy, capitalising on opportunities presented by
the green, digital and demographic transitions, as well as
improving access to private capital and digital tools.
Concurrently, the EU remains steadfast in its commitment to a
more social Europe through the European Pillar of Social Rights
and the social initiatives in the Social Pillar Action Plan, includ-
ing commitments to increasing inclusion, care, education and
skills as well as more and better quality jobs.!

These ambitious measures are set to enhance development and
bolster resilience within the EU. They will also strengthen its
strategic autonomy. However, these steps alone will not suffice
to build a more competitive and dynamic Europe; a Europe
where every citizen has enough opportunities to develop their
talents and feels adequately supported. Furthermore, a growing
number of individuals are concerned about not having access to
the same opportunities as their parents. This apprehension
stems from the structural challenges facing the EU that have
been festering and growing for so long that they now require
bolder action. Merely relying on the dynamics of the internal
market alongside Cohesion Policy is not enough to address the
increasing array of structural challenges.

For at least the last three decades, Europe's economic growth
has consistently lagged behind the world overall, particularly
compared to the most advanced and emerging economies. This
extended period of relative economic underperformance has
been matched —and to a certain extent exacerbated— by
increasing polarisation within countries. Economic activities
have become ever more concentrated in a few dynamic areas,
which commonly coincide with large urban agglomerations and

national capitals. Many regions have, by contrast, been left
behind and are frequently trapped in lengthy periods of under-
development from which recovery is challenging.

Economic polarisation is further compounded by a lack of
opportunity and access to supportive services. As a result, pock-
ets of vulnerability, social exclusion and poverty are growing.

Lack of economic dynamism, polarisation and scant opportuni-
ties are at the base of a rising tide of discontent with the
European project. This discontent is particularly strong in
regions that have remained stuck with low levels of develop-
ment or faced prolonged stagnation.

The roots of these challenges are complex and multifaceted,
yet they are deeply intertwined with the need to build cohesion.
The EU needs economic, social and territorial cohesion (hence-
forth cohesion) to fully harness its diverse potential and mobi-
lise talent across the territory. Europe needs cohesion to fire on
all economic and social cylinders, leaving no economic and
social potential untapped and no individual behind.

Talent is distributed more evenly than opportunities. A lack of
opportunity in many parts of the EU dents the continent’s dyna-
mism and contributes to a rising disaffection with the consensus
that has driven European integration since the end of the Second
World War. The rise in discontent, in turn, poses an additional
threat to future economic development and social stability.

To tackle waning European competitiveness, rising internal
polarisation, insufficient opportunities and increasing disillu-
sionment with European integration, greater cohesion is
required. Without it, Europe’s standing on the world stage will
be impaired. Long-term competitiveness and economic dyna-
mism are unattainable without cohesion. Cohesion deficits also
pose a substantial threat to the economic, social and political
achievements that have been the hallmark of European inte-
gration over the past seventy years.

The EU needs a more robust approach to cohesion. It needs to
build on the past successes of Cohesion Policy. This is a policy
whose investments have significantly impacted income, employ-
ment and quality of life, transforming many regions. The policy
has also enabled regions to identify unique opportunities for
development and growth. Its distinctive delivery system, founded
on multilevel governance and partnership, has been key to
addressing the needs of regional and local communities.
Additionally, Cohesion Policy has played a crucial role in maintain-
ing investment and employment during crises, including the eco-
nomic and financial crisis and the recent Covid-19 pandemic.

However, Cohesion Policy needs to keep evolving to improve. It
needs to continue to augment the returns of its interventions,
especially in those areas with the most challenging structural
problems. It also needs to become more performance-based,
avoid rigidity and complexity while strengthening its adaptabil-
ity to meet the diverse needs of different regions. It needs to
build on its pioneering integration of institutions to deliver
effective place-based responses everywhere in the EU. It should
strengthen its capacity to connect regional assets with EU and
global opportunities, promoting sustainable and resilient inno-
vation. Moreover, it should become even leaner and more effi-
cient, avoiding 'reform fatigue' among local stakeholders and
implementation agencies.



Hence, the EU needs a Cohesion Policy, and needs it more than
ever. The EU also has to rethink cohesion and Cohesion Policy as
the calibre of the challenges means existing schemes cannot
simply be replicated. Cohesion Policy should break the perception
of being merely a policy that offers support or compensation for
regions that benefit less from European integration. The EU
needs a Cohesion Policy that powers economic development and
competitiveness, a policy that mobilises the economic potential
of less developed and vulnerable regions. One which promotes
economic growth for the EU as a whole as well as economic con-
vergence with more equal prosperity and opportunities for all.

The European Commission, through Elisa Ferreira, Commissioner
for Cohesion and Reforms, invited us members of the High-Level
Group on the Future of Cohesion Policy to help in rethinking cohe-
sion and Cohesion Policy. Our task has been to draw up strategic
recommendations on how to maximise the effectiveness of
Cohesion Policy with a view to tackling the multiple challenges
faced by the EU.

This report is the result of the group’s deliberations. The eight-
een members of the group brought different but complemen-
tary perspectives to economic, social and territorial cohesion as
well as the design and implementation of Cohesion Policy.
These perspectives are grounded in personal experience with
policy practice and academic research.

The group has also built on academic documents and issue
papers prepared by the Commission services at our request. We
took into account stakeholder input from institutions, bodies
and organisations invited to the group’s meetings. (See the
Group’s website to access and download this wealth of material
and for further details: https://ec.europa.eu/regional policy/pol-
icy/how/future-cohesion-policy en).

Our view is that the EU and Cohesion Policy need to strike a del-
icate balance between strengthening global competitiveness
and growth while tackling divergence within countries, growing
discontent and demographic challenges. The priority should be
territorial development for the whole of the EU. Cohesion Policy
is and should remain the main policy and instrument to achieve
this goal but not the only one. Cohesion, after all, is too impor-
tant for the EU to be left to Cohesion Policy alone.

This report explores how greater cohesion is key to address
challenges diminishing the EU's dynamism and competitive-
ness. It also posits that greater cohesion is essential to confront
the multiple and unprecedented threats that the European pro-
ject faces. The EU thus needs a Cohesion Policy placed more
effectively at the core of the European policy architecture. It
also needs Cohesion Policy to become more efficient in its
design and implementation.

We delve into the why, what, how and with whom of cohesion.
First, we explore why cohesion is needed to build a brighter future
together. Second, we discuss what can be done to transform
Cohesion Policy into a more efficient tool to enhance Europe's
competitiveness and dynamism while reducing disparities in
wealth and opportunities for all its citizens, regardless of where
they live. Third, we examine how to make Cohesion Policy more
effective to deliver on its goals. Fourth, we consider with whom
should Cohesion Policy create synergies to improve economic and
social development. We conclude by considering the probable
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future enlargement of the EU. This includes the role Cohesion
Policy can play in boosting the benefits of EU membership for
countries with a strong yearning to become fully-fledged partners
of the European project but with more challenging socio-economic
conditions than in previous enlargements.

In conclusion, as the EU embarks on this new phase of integra-
tion, it encounters a dual challenge: to stay on course with its
ambitious global objectives while tackling disparities and rising
discontent within its borders. This report offers an overview of
these challenges and proposes strategic recommendations for
a more effective Cohesion Policy. Our goal is to ensure that no
person or place is permanently left behind and that the full
potential of each area is fully realised, contributing to a more
cohesive and therefore dynamic, competitive and fair Europe.

2 WHY COHESION?

Key recommendations

Cohesion concerns all. It is about lifting the entire EU
into prosperity.

Cohesion is more necessary than ever if the EU is to
successfully address its growing long-term structural
challenges.

Cohesion is key to allow the EU to harness its full
economic and social potential and tap into its pool of
talent.

Cohesion can help defuse the rise in discontent.

Cohesion strengthens the ties that bind all Europeans
together, promoting a shared sense of belonging and
strengthening the European project.

Cohesion ensures that no European is left behind.

2.1 WHY DO WE NEED COHESION
NOW MORE THAN EVER?

In the current era, the need for cohesion across the EU has
become more critical than ever. The EU faces urgent challenges
and calls for intervention on a scale that is perhaps unparalleled
in its history. From the ongoing conflicts in Ukraine and Gaza to
profound geopolitical shifts, as well as grappling with inflation
and the most severe pandemic in a century, the EU has been
dealing with an unremitting series of tests.

The EU's response to these challenges has been a blend of learn-
ing and adaptation. The 2007-2008 financial crisis was met with
austerity measures creating a recession. As a result of significant
cuts in public expenditure with fractious and indecisive
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intervention, the crisis morphed into a near-decade-long eco-
nomic calamity. However, the experience of this failed response
has been instrumental in shaping more effective strategies to
address subsequent challenges.

The EU met the Covid-related economic crisis with a fundamen-
tal shift in policy paradigms, involving an unprecedented eco-
nomic stimulus and a return to industrial policies.® It gave itself
strong policy instruments to combat the crisis. The Response
and Recovery Fund (RRF) has mobilised EUR 750 billion through
NextGenerationEU. SURE has supported 31.5 million people and
2.5 million companies (see Inset 2). Cohesion Policy has also
played a central role in EU crisis responses. By becoming more
flexible and setting up specific crisis instruments, it allowed
Member States and regions to react quickly and effectively
against the effects of the pandemic and war in neighbouring
Ukraine. These bold and prompt actions have facilitated a
recovery that, compared to the previous financial crisis, seemed
almost unimaginable, showcasing the EU's growing proficiency
in promptly handling crises.

However, decisive action in the face of urgent crises has rarely
been matched when handling long-term, structural, socio-eco-
nomic challenges. On this front the EU's performance has at
times struggled. These challenges not only significantly affect
the livelihoods of European citizens but also have a profound
impact on Europe’s position in the global arena.

This section offers an overview on these challenges. We explore
how issues linked with cohesion lie at the root of many current
problems for the EU. The focus is on turning these challenges
into opportunities, underlining the need for cohesive action to
ensure a resilient, dynamic and unified EU, capable of not just
surviving but thriving in an evolving global environment.

2.2 THE CHALLENGES

2.2.1 THE COMPETITIVENESS
CHALLENGE: THE DECLINING CLOUT OF
THE EU IN THE WORLD

In the past three decades, the global economy has undergone a
profound transformation. The world has seen a remarkable shift
in wealth and prosperity, with an unprecedented reduction in
poverty. Hundreds of millions across the globe, especially in
Asia, have been lifted into the middle class. However, while
many parts of the world have been basking in an era of
increased prosperity, Europe has seen its relative economic and
demographic weight diminish.> This relative decline is impacting
its influence and status as an economic and political power and
as a model for the rest of the world.

Figure 1. Regional GDP per capita growth 2000-2019 at world level
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Recent economic expansion in various parts of the world has
been striking. Since 2000, many regions in China, northern
Kazakhstan and the Caucasus have experienced GDP growth
per capita exceeding 8% per annum. Regions in India,
Bangladesh, most of Southeast Asia, and Ethiopia have wit-
nessed such growth in excess of 4% (Figure 1).

In contrast, Europe's regional economic growth tells a very dif-
ferent story. While central and eastern European countries have
shown considerable dynamism and resilience, with most
regions in Lithuania, Poland,or Romania achieving annual per
capita growth of more than 3%, most western European
regions have fallen behind (Figure 1).

This listless growth is particularly pronounced in certain parts of
the EU. In many regions of Greece, Italy and north-eastern
France, real GDP per capita in 2023 was below that of 2000
(Figure 1, inset 1). More than 60 million EU citizens live in
regions with GDP per head lower than in the year 2000. An
additional 75 million in regions with near-zero growth.
Collectively, about 135 million people, nearly one third of the EU
population, live in places which, in the last two decades, have
slowly fallen behind.

Such performance is sapping the EU’s global economic standing.
The last three decades have not been kind to the EU in terms of
its share of the global economy. In 1991, EU GDP was over a
quarter of the world's total (measured in constant 2015 US dol-
lars by the World Bank). By 2022, this had fallen to less than
17%. EU GDP growth over these three decades was slower than
the global average, increasing by just over 65%, compared to a
146% increase globally (Figure 2).

During this period, global GDP rose 2.2 times faster than for the
EU. Moreover, Europe’s productivity, as measured by GDP per
worker, went from three times higher than the world average to
2.37 times (Figure 2). EU wages similarly decreased from 2.94
times the world average to 2.62 times.
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Comparing EU economic growth to its main competitors further
accentuates the dimension of this relative decline. US GDP, which
was only 6.3% higher than the EU in 1991, was almost 37%
higher by 2022 (Figure 2). The contrast with China is more strik-
ing: Chinese GDP, a mere 12% of the EU’s in 1991, surpassed the
EU’s by almost 7% in 2022 (Figure 2). The Chinese economy out-
performed the EU in 30 of the 31 years between 1991 and 2022,
the only exception being during the Covid-19 pandemic. Similarly,
the US outgrew the EU in 23 of these 31 years.

One of the few areas where the EU has performed better is
employment. In contrast to the global trend where the employ-
ment-to-population ratio for those over 15 declined by over 8%,
the EU saw a rise of 3.7%. However, employment rates in the
EU remained below those of China, the US and the world as a
whole (Figure 2). A better recent employment performance did
also not translate into significant productivity gains. Compared
to the rest of the world, the US and particularly China, the
change in EU productivity was far less impressive (Figure 2).
Demographically, the EU's share of world population shrunk
from 8% in 1991 to 5.6% in 2022.

Overall, these three decades of relative economic and demo-
graphic decline have affected the EU’s global standing, weaken-
ing its position as a global leader and an example to follow. To
prevent a diminished economic and demographic stature in a
period of augmented global prosperity from further denting its
influence in the world, the EU needs to focus on stimulating
GDP and income growth. In other words, it requires a clear
strategy to improve competitiveness.
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Figure 2. Change in world, EU, USA and China GDP per capita, productivity and employment between 1991 and 2022
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2.2.2 THE POLARISATION CHALLENGE

As in other parts of the world, economic development and growth
in the EU have become increasingly concentrated in large urban
areas. This is largely a consequence of the economic benefits of
agglomeration and population density.® Investments in major
urban regions have proven highly effective —especially compared
to those in smaller or less densely populated areas— leading to
increased productivity and higher wages. Research suggests that
a doubling of city size is associated with a 4-10% increase in pro-
ductivity.” Urban areas in the EU are forging ahead by attracting
skilled individuals who would likely be productive in any setting.

This urban-centric growth has both benefits and drawbacks.
While it boosts the economies of large cities, it also exacerbates
inter-regional inequality and contributes to the formation of
development traps in regions®

On one hand, a significant proportion of EU regions still trail in
development terms. In 2023, 26.7% of the EU population inhab-
ited NUTS2 regions where GDP per capita was below 75% of the
EU average. This is the criterion for being classified as a less
developed region under current Cohesion Policy. Many of these
regions lay along the EU's eastern borders. But relatively low lev-
els of development were also widespread throughout southern
Europe and even surfaced in the traditional economic heartlands
of the EU, including Wallonia in Belgium as well as Lorraine and
Picardie in France (Figure 3).

On the other hand, a growing number of regions have been falling
into development traps. A regional development trap refers to
areas facing significant structural challenges to regain their
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previous economic dynamism, or to improve wealth and prosper-
ity for their residents.® Regions in a development trap also under-
perform in terms of income, productivity and employment
compared to their national and European peers.’® There are devel-
opment trap regions in many countries across the EU, although
they are far less prevalent in central and eastern Europe. By con-
trast they abound in northern France outside Paris and across
many areas of Italy, Greece and inland Croatia (Figure 4).

Development traps can happen at various income levels.
Primarily, they affect rural and old industrial regions. Many of
these regions, fundamentally in western Europe, have faced pro-
longed periods of economic entrapment, often going back to the
1990s. These regions have struggled to recover from economic
shocks such as the great financial crisis and have lost population
as individuals move to more prosperous regions.!* However,
development traps not only concern old industrial and rural
regions. Although prevalent at middle-income levels in the EU,
they can also appear at low and high income levels. Lisbon in
Portugal, many northern Italian provinces in Lombardy and
Piedmont as well as the Midlands region in Ireland are examples
of wealthy regions in development traps (Figure 4). These
regions, according to urban economics and agglomeration theo-
ries, should have been motors of development in their respective
countries (Figure 4). In contrast, regions in central and eastern
Europe have so far been mostly spared from falling into develop-
ment traps. However, as they approach middle-income levels
within the EU, the risk of waning economic dynamism and thus of
falling into a trap increases.
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Figure 3. GDP per capita levels at NUTS2 in 2021
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Figure 4. The regional development trap at NUTS3 level in the EU (average 2001-2021)
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Moreover, in the EU a region in a development trap tends to
stay there for relatively long periods, in contrast to the USA.
This has been the case for many northern French regions, prov-
inces in northern and central Italy, as well as parts of Slavonia
in Croatia and Thrace in Greece, which have been in an almost
constant cycle of entrapment since the turn of the century, if
not earlier.

Development traps are not the sole challenge affecting regions
within the EU. Talent traps also pose a significant threat, par-
ticularly in regions lacking enough skilled workers and higher-
education graduates. These areas struggle to counterbalance
the effects of a declining working-age population, exacerbated
by brain drain and an ageing demographics. Such factors

underscore the difficulty of retaining human capital, a crucial
element for regional development.2In addition, structural traps
emerge when regions face challenges in terms of their current
economic structure and their capacity to adapt to future eco-
nomic changes.'®

When stuck in low levels of development or in persistent develop-
ment, talent and structural traps, firms and workers, acting in
their own best interests, have limited incentives to up their game
and invest in new skills or activities. This creates a vicious cycle
where firms do not invest due to the absence of other competi-
tive firms or appropriate skills in workers, and workers do not
acquire specific skills due to a lack of job opportunities.!*

Figure 5. Regions performing above and below their national average GDP growth between 1991 and 2023 (NUTS2 and NUTS3)
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Low levels of development together with development traps at
low or intermediate levels of income can result in greater
regional polarisation. Polarisation refers to increasingly unequal
regional economic development within countries. While eco-
nomic growth in central and eastern Europe has narrowed the
economic gap between EU countries, persistent and often grow-
ing intra-country disparities remain in the EU.!* Internal polari-
sation is now prevalent in most EU countries. In 23 of the 27
Member States, the capital region has performed above the
national average in GDP over the last three decades. In many
cases, the capital is the best performing region (Figure 5). The
exceptions are Berlin, Vienna, Lisbon and Rome. Particularly in
central and eastern Europe, where convergence towards EU
GDP per capita levels has been paralleled by a high concentra-
tion of economic activity in a few cities and mostly the capital,
many regions have been left behind (Figure 5).

Territorial polarisation is creating a fragmented economic land-
scape, which not only challenges the Union's cohesion but also
undermines its economic competitiveness and political standing.

223  THE LACK OF OPPORTUNITIES AND
BARRIERS TO INCLUSION CHALLENGE

The third challenge is a lack of opportunities and barriers to
inclusion. This is increasingly important and complex as it
touches on socio-economic life, affecting individuals and com-
munities across the EU.

Large economic inequalities across EU regions and growing
regional disparities within countries are creating significant ter-
ritorial pockets of scarce opportunities. Individuals stuck in
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places with low opportunities are at a considerably higher risk
of poverty or social exclusion. A lack of opportunities is particu-
larly hitting more groups in vulnerable situations, including
young people, women, elderly workers, Roma people and other
ethnic or religious minorities, as well as migrants. Young people,
for example, are suffering from a lasting Covid-19 'pandemic
scar', which is profoundly impacting their education, work pros-
pects and mental health. This scar is likely to follow them for
the rest of their lives. Their income has also substantially
decreased, requiring action from governments and institutions
to foster a youth-inclusive recovery.'® Moreover, in 2022, 24.7%
of children in the EU were at risk of poverty or social exclusion.

These and similar problems are seen in particular in less devel-
oped and development trap regions, seriously restricting their
potential. The issue is acute in the southern and eastern fringes of
Europe, from southern Spain through southemn Italy and Greece to
eastern Bulgaria, Romania and most of Lithuania. However, social
exclusion problems are also rife in regions that have been stag-
nating, such as northern France, Charleroi in Belgium and the Ruhr
area and northern Hessen in Germany (Figure 6).

Limited opportunities do not only apply to less developed or
development trap regions. Even in the largest and most eco-
nomically dynamic metropolitan areas, large pockets of people
encounter a serious lack of opportunities.}” Poor access to edu-
cation and supportive services for those in vulnerable situations,
as well as challenges related to housing affordability, increasing
care needs which fall on family members and transport conges-
tion further exacerbate these risks.
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Figure 6. Population at risk of poverty or social exclusion in 2022

Canarias

DS

Guadeloupe
Martinique

Guyane

N
.

REGIOgis

% of population

[ ]J<10 [ 26-30
[ J10-14 [l 30-34
[ J1a-18 [l>-34
[ ]18-22 [ Jnodata
[]22-26

Population at risk of poverty or social exclusion, 2022

EU-27 = 217
Source: Eurostat (ilc_peps11n and ilc_pepsO1ln)

0 500 km
I T O R N

© EuroGeographics Association for the administrative boundaries

Source: Elaborated with Eurostat REGIO data.



This underscores the need for targeted spatial policies within
these areas. In this case, direct investments in education, social
services and areas affecting their participation in the workforce,
would improve the well-being of young people and inclusion for
those in vulnerable situations including people with disabilities.

Regions in the EU with low dynamism, a lack of opportunities as
well as shrinking and ageing populations not only lag behind in
economic dynamism, but they also suffer in terms of overall well-
being. Across the EU, there remain significant regional differ-
ences in the quality of public services and infrastructure. Rural
and declining areas, in particular, are confronted with access to
education, healthcare, child and long-term care as well as digital
infrastructure issues. People with disabilities are often locked out
of society and opportunities through a serious lack of access to
inclusive support services and the prevalence of institutional care
in many Member States, despite some hopeful investments pro-
vided through Cohesion Policy funds. These problems contribute
to a cycle of poverty, stagnation and decline affecting, in particu-
lar, career opportunities for women.!8

Notable problems arise from differences in access to higher
education. Individuals in more remote, often rural, regions have
more limited access to higher education compared to those in
metropolitan areas. Moreover, gaps in quality can make educa-
tion outside cities less attractive and lead to poorer job market
outcomes for graduates in stagnating and/or less developed
areas. This, in turn, affects the movement of educated individu-
als from regions that lack sufficient opportunities in spite of
benefits that may make these regions more attractive, like nat-
ural amenities or more affordable housing.!®

The limited availability and reliability of transportation, espe-
cially public transport, worsens access not only to higher educa-
tion, but also to jobs for residents, impacting low-income
individuals in particular. Residents in areas with inadequate
transportation experience lower well-being, poverty, worse life-
time achievements and reduced geographic mobility.

Moreover, the effects of limited opportunities not only persist in
certain places but also across generations, transmitting disad-
vantages over time.?° Regional inequalities for investment in
skills, digital infrastructure, as well as access to finance and mar-
kets can further exacerbate the inadequate use of talent that is
at the base of the EU’s relative economic underperformance.
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224  THE CHALLENGE OF ADAPTING TO A
TURBULENT GLOBAL LANDSCAPE

We live in a turbulent world. Covid-19 as well as wars in Ukraine
and Gaza plus a myriad of other conflicts have accelerated
global trends towards geopolitical fragmentation, reorganised
global value chains (GVCs) and the adoption of new digital tech-
nologies. This represents a significant 'globalisation shock' with
profound implications for the global and European economies.

The Covid-19 crisis happened in a different global context to
the financial crisis. During the latter, the world economy was
highly integrated with record global Foreign Direct Investment
(FDI) flows. When Covid-19 struck, FDI was already stagnating
and geopolitical fragmentation was on the rise.?* The impact
between these two crises also differs significantly. In 2009,
almost every sector and region experienced downturns in eco-
nomic activity and employment. Conversely, the Covid-19 crisis
had uneven impacts across sectors, territories and socio-eco-
nomic groups. Some sectors such as tourism suffered greatly,
while others like pharmaceuticals boomed.

Geopolitical tensions, particularly the war in Ukraine, also have
profound implications for EU regions, especially affecting GVCs.
The Russian invasion of Ukraine highlighted the intricate con-
nections within GVCs and how disruptions in one area can ripple
through an entire network, impacting different sectors and
regions across the EU.??2 The interconnected nature of modern
GVCs means industries across the EU that depend on inputs
from Ukraine face supply chain disruptions affecting not only
products but also services. These impacts vary significantly
across local economies within the EU, depending on their inte-
gration with these value chains. Furthermore, investments from
EU countries into Ukraine demonstrate the depth of economic
ties that extend beyond mere trade. FDI contributes to the resil-
ience and functioning of regional economies within the EU and
highlights the need for diversification and strategic investment
in these value chains.? These transformations have an uneven
territorial impact that, in some cases, can intensify regional ine-
quality within the EU.
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Moreover, the future of GVCs is increasingly shaped by environ-
mental concerns and legislation, as well as a shift towards
more sustainable practices. A significant proportion of global
emissions is linked to international trade, prompting countries
and regions to pay closer attention to the carbon footprint of
trade and avoid carbon leakage. This trend is more pronounced
in higher-income OECD countries, which are major importers of
carbon-intensive products, while lower-income non-OECD coun-
tries are typically exporters.?

As the world moves towards net-zero emissions, ‘green’ GVCs
are emerging. These represent a new direction in global trade,
focusing on green goods and services. Key players in this tran-
sition are lead GVC firms in which are increasingly held
accountable for emissions throughout their supply chain. Such
firms, with substantially higher supply chain emissions than
direct emissions, can drive major changes towards sustainabili-
ty.2> Sustainability in GVCs can be achieved through enterprise
initiatives, market forces, government policies and legislation.
For instance, Germany has proposed laws requiring companies
to adhere to specific human rights and environmental stand-
ards in their supply chains.?® This offers a clear rationale for
Cohesion Policy investment to support development and links to
harness green GVCs for sustainable regional development.

Greener GVCs are likely to alter the competitive landscape of
regions (especially less developed regions) and countries. For
example, regions rich in renewable energy sources, like Norrland
in Sweden, are developing new specialisations in industries such
as steel production, which is becoming increasingly tied to renew-
able energy.?’ In contrast, many regions dependent on carbon-
intensive industries, like Lausitz-Sachsen in Germany or Upper
Silesia in Poland, may face challenges adapting to this shift.

Finally, the intersection of the Fourth Industrial Revolution, par-
ticularly advances in automation and artificial intelligence (Al),
with GVCs presents both challenges and opportunities. The policy
domain is increasingly focused on Industry 4.0 and its impact on
work-from-home patterns. These developments are reshaping
GVCs and have implications for regions that have traditionally
relied on low-cost labour.?® Technological advances are influenc-
ing the location of economic activities, including production and
R&D centres. This change is primarily driven by a focus on Al and
robotics as drivers of economic development.?® However, the
impact on jobs and the organisation of both domestic and global
value chains is complex. While estimates suggest a significant
proportion of jobs in the US face the risk of computerisation, a
lower percentage is expected in other OECD countries, indicating
that a reorganisation of multinational enterprise activities might
be less challenging for growth and jobs.*

In this turbulent context, less developed and vulnerable regions
face particular challenges. Slow growth in merchandise trade,
coupled with higher entry barriers, could result in lower GDP
growth. Automation might intensify unemployment and curtail
sources of development for less developed regions by displacing
unskilled and routine work.*! In response to these challenges,
regional policymakers must emphasise upskilling and education
to align with market demands. The rise of Al and automation
suggests less need for highly skilled workers, but these technolo-
gies also require people capable of working with smart machines.
Such changes will inevitably trigger a shift in development strat-
egies and educational priorities to accommodate the changing
demands of the labour market.3? This redeployment of skills is
more difficult in less developed and vulnerable regions, where
strategic and administrative capacities are lower, offering a clear
rationale for Cohesion Policy intervention in this area.

Hence, strategies that account for the unique position of EU
regions in evolving GVCs and investment networks as well as
global technological transformations are needed. The EU has to
anticipate future trends in sustainability, automation and Al by
pro-actively engaging with global opportunities. This requires
dedicated actions and tools cutting across multiple policy areas
including moving from regional development to trade and invest-
ment policies, upskilling the workforce and rethinking traditional
growth models. Integrating these technologies into GVCs and
trade policies requires harnessing the potential for productivity
and growth while also addressing challenges to employment and
local economic development.®®

2.3  THE RISKS

231 ECONOMIC RISKS

The challenges presented above entail considerable risks for
Europe’s competitiveness, both internally and on the global stage.
Some of these risks include long-term economic stagnation and
territorial polarisation that will prevent the EU from unleashing
its economic potential, which is spread across its geography.

Historically, public policy has tended to bet on 'superstar' cities.
These large urban agglomerations have been considered as the
economic ‘motors’,* both in Europe and elsewhere. Their less
developed and stagnating counterparts, by contrast, have been
left in their shadow.



Based on prevailing economic thought, most policies aimed at
increasing innovation and productivity as well as promoting com-
petitiveness, especially at national level, have been implemented
under the assumption that territorial inequalities were merely
temporary, a crucial phase in the grander scheme of economic
evolution. This perspective was rooted in the view that the
agglomeration of activity is a transient stage to trigger rapid eco-
nomic development in areas deemed to have the greatest poten-
tial. The logic is straightforward: the initial concentration of
economic activities in certain regions would eventually lead to a
diffusion of these activities to other, less developed or less
dynamic regions.* Such a diffusion of innovation and activity
would occur through ‘economic stabilisers’, including knowledge
spillovers and the geographic mobility of workers.3®

However, this optimistic view has been contradicted by reality. As
the challenges presented in the previous sections have underlined,
the divergence between highly successful places and other regions
is not a fleeting discrepancy but has become a deep-seated and
structural problem. Territorial disparities not only persist; they have
become embedded within the EU’s economic landscape.®”

The persistence of such territorial differences in the EU is a conse-
quence of various factors such as negative economic shocks, tech-
nological evolution and shifts in trade patterns.® European
integration and the Single Market have not inherently ensured uni-
form prosperity. Instead, they have led to selective responses to
wage and price changes, further entrenching territorial inequality.>®

The role of spillovers, once hailed as key to reducing regional dis-
parities, has also been called into question. Spatial economic and
knowledge spillovers are a process where economic activity or
knowledge creation in one area spreads across regions through
links, networks, innovation and opportunities. The dominant
expectation was that this would lead to convergence between
more dynamic economic hubs of the EU and the continent’s
remaining regions. However, this has not materialised as expect-
ed.*® Geographical proximity within and between regions does not
automatically translate into knowledge spillovers or innovation
diffusion. Instead, it requires strong organisational channels such
as firms and dense knowledge community networks that are fre-
quently absent in less dynamic cities and regions.#* EU economic
hubs remain much more capable of absorbing resources from
other parts of the EU than of diffusing the additional wealth and
economic activity that is generated there.*?

Compounding the issue is an overestimation of the capacity and
willingness of individuals to migrate. Urban economics has often
suggested mobility as a solution to economic challenges, propos-
ing that people should relocate to areas with more opportunities.
However, this overlooks several complexities and real-life barriers
to mobility. Emotional attachment, age, skill level, intergenera-
tional solidarity, home ownership and other socio-economic fac-
tors play a significant role in an individual's decision to move.*
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Yet migration, especially when a lack of opportunities in places of
origin has put would-be migrants at a disadvantage, may not
always be feasible or beneficial for those living in less developed
or development trapped regions.*

Finally, a critical aspect that has been consistently undervalued is
the economic potential of less developed regions. The prevailing
economic paradigm has traditionally deemed investment in these
areas as inefficient,* if not an outright waste of scarce resources.
This approach, however, fails to recognise the latent growth
opportunities in these neglected areas. Regions once considered
underdeveloped have the potential to become economic leaders.*®
It has been calculated that 78% of EU GDP originates outside
large core cities.*” This is not far off the share for the OECD as a
whole, where 739% of economic growth during most of this cen-
tury has been produced outside the largest agglomerations.*®
Intermediate and predominantly rural regions, the very places
that have been disregarded as centres of economic dynamism,
thus drive a considerable share of economic growth.*

The narrative of economic development in the EU is replete with
examples of regions that have defied the odds. The transformation
of Ireland over the past three decades, the emergence of the
BioNTech vaccine in Mainz, the resilience of German ‘hidden cham-
pions™° and the rise of world-leading firms like IKEA and Inditex in a
small town in Sweden or the suburb of a medium-size city in Spain
respectively, exemplify the remarkable potential of many vulnerable
areas. These examples not only challenge conventional wisdom but
also showcase the extraordinary resilience and innovation capabili-
ties of firms —very often small and medium-sized enterprises
(SMEs) and start-ups— in regions often labelled as backwaters.>

By continuing to neglect these areas, EU policies risk missing out
on growth opportunities and worsening a competitiveness problem
partially derived from a lack of belief in the economic potential of
these regions. The assumption that prosperity in certain areas
would naturally permeate across a country and, subsequently, to
the rest of the EU has contributed to insufficiently targeted invest-
ment, particularly for regions that have fallen into development
traps. Yet, these regions have not lost their potential overnight. This
negligence not only stifles their growth potential but also aban-
dons the opportunity to exploit their unique strengths and capaci-
ties for innovation and resilience to benefit the whole of the EU.
2.3.2  SOCIAL AND POLITICAL RISKS

As important, if not more important than the economic risks are
the social and political risks. Discontent is growing across the EU.
The reasons for this increasing discontent are manifold. But there
is a wealth of research connecting long-term stagnation and lack
of economic progress in many areas of the continent to a rise in
discontent®? and loss of faith in the European project.>
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A broad ‘geography of discontent’ is on the rise in long-term
declining regions of Europe as well as in many small cities, towns
and rural areas.>* People in places undergoing long-term eco-
nomic decline, that have seen jobs go, more talented people leave,
dwindling or disappearing public services, places where public
transport and school buses have been cut, schools and hospitals
closed, where supermarkets and bank branches are shutting down
because they are no longer profitable, are more than ever ready
to manifest discontent.> This often translates into an aversion
towards European integration.®® Many people in such regions no
longer buy into the European project, especially as they perceive
and are often told by politicians that European integration is at
the heart of their woes.>” Brexit was the ultimate manifestation of
this brewing discontent against a system they perceive no longer
benefits them.>®

In particular, the intensity and duration of development traps have
profound implications for the sense of despair and marginalisa-
tion among the inhabitants of these regions.> This is further exac-
erbated when these regions compare their plight to more
prosperous EU areas, leading to a sense of relative deprivation.®®
Prolonged territorial polarisation can escalate social conflicts and
political instability and contribute, in turn, to the erosion of the
middle class. This hinders economic growth and investment,

perpetuating a vicious cycle of discontent and disaffection with
the European project.®* The sense of despair is not just limited to
economic hardship but also expands to a feeling of being politi-
cally disenfranchised and socially alienated. Such malaise is not
merely a backdrop but a fundamental driver of mounting support
for ideologies that either seek to undermine the EU or, in their
most radical form, advocate for its demise. Discontent has been
capitalised on by those who oppose the European project.

A rising disquiet with the European project is becoming apparent
in various forms, notably the surge in support for parties hostile to
the EU in national and European elections. Over the past decade,
there has been a significant increase in the electorate's backing
for soft and hard Eurosceptic parties. Soft Eurosceptics oppose
specific EU policies, while hard ones frequently outright challenge
the EU's viability and existence. Both types of parties gained trac-
tion by rallying this growing discontent with deep geographical
roots. In 2003, hard Eurosceptic parties garnered less than 3.2%
of the vote in national elections, while the combined vote for both
soft and hard Eurosceptic parties was around 6.9%. By 2023,
these numbers had risen dramatically with hard Eurosceptic par-
ties just shy of 149%, while hard and soft Eurosceptic parties
reached 28.5 % (Figure 7).

Figure 7. Votes for parties sceptical of European integration in national elections. Aggregate for EU27 (2000-2023)
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Figure 8. Votes for Eurosceptic parties in national parliamentary elections, 2019-2023
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Although the geographical rise in opposition to the European pro-
ject is not uniformly distributed across the continent, it is particu-
larly pronounced in areas that have experienced the most acute
economic stagnation or have fallen into prolonged development
traps.®? Contrasting the economic trajectories of regions like
north-eastern France, parts of Italy and Greece with more
dynamic central and eastern European countries illustrates this
stark divide.®® However, it is the intertwining of this economic
backdrop with cultural and identity issues that amplifies the
social and political risks. The cultural estrangement felt by certain
demographic groups that are often male, older and less edu-
cated, is magnified by economic disenfranchisement, leading to
heightened susceptibility to anti-EU rhetoric®* This creates a fer-
tile ground for within-country and pan-European enmity.

More cohesion is, therefore, not just needed to address eco-
nomic inequality, but also to promote more harmonious devel-
opment that offsets social and political disquiet.®®> More
cohesion can contribute to stem the rise in discontent and
restore faith in the European project.®® It can also foster greater
stability, create a less volatile and risky political environment
and prevent discontent from reaching extremes such as Brexit,
which can unravel all the benefits achieved through economic
integration and the Single Market.*” Promoting cohesion
becomes, therefore, vital to restore confidence and unity within
the EU. Greater cohesion will also enhance the capacity of the
EU to implement its Green Agenda. Recognising and reducing
economic inequality as well as addressing the developmental,
social and political challenges faced by various regions is crucial
to countering the rising tide of Euroscepticism® and reaffirming
faith in the European project.

24 COHESION AND THE
FUNDAMENTAL VALUES OF THE
EUROPEAN UNION

Finally, the need for cohesion goes well beyond promoting eco-
nomic competitiveness and the EU’s capacity to fend off the rise
in discontent. Above all, cohesion is at the heart of European val-
ues and essential for its sense of common purpose. Europeans
have a deep aversion to inequalities, a principle so significant
that it is enshrined in the Preamble to the Consolidated Version
of the Treaty on the Functioning of the EU. In that, EU legislators
express a commitment to “strengthen the unity of their econo-
mies and to ensure their harmonious development by reducing
the differences existing between the various regions and the
backwardness of the less favoured regions.” Cohesion Policy is

the prime EU policy working towards the cohesion objective as
laid down in the Treaty (Article 3, TEU). It contributes to solidarity
and a strengthened ‘togetherness’ (a notion that is, perhaps, bet-
ter reflected in the German word Zusammenhalt) within the EU.
This is further reinforced in Article 174 of the Treaty, which states
that “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.”

Cohesion is, therefore, much more than just a concept, a policy
or a strategy. It is ingrained in the European DNA. It is crucial for
future unity, solidarity and progress within the EU. This unity
and solidarity have enabled and will continue to enable
Europeans to confront some of the greatest challenges facing
them and advance towards common objectives.

European societies are in the midst of structural transforma-
tions which will outwardly have a profound impact on Europe's
territories and people's lives. Such transformations will create
new disparities if not duly addressed. People and places are not
equal in the face of such structural challenges. Without effec-
tive cohesion, achieving these objectives is unlikely.

In light of this new EU political agenda, economic, social and
territorial cohesion remains more than ever a fundamental
objective and principle of the EU. It needs to be reshaped, rein-
forced and translated into EU policies. Cohesion is vital not only
as an objective in itself but also as a precondition for develop-
ment and economic dynamism, as well as fair green, digital and
demographic transitions, a positive transformation of the EU
and for averting discontent. Rising inequalities might turn peo-
ple against common objectives and efforts.

In summary, cohesion is not just a fad or a policy objective. It
embodies the fundamental values of the EU. It is about ensur-
ing that all EU citizens, wherever they live not only benefit from,
but also contribute to, its collective growth and stability.
Cohesion’s value lies in its transformative potential and its
capacity to foster a sense of community, solidarity and shared
destiny among the EU’s diverse people and regions. Cohesion is
the glue that binds us together, a glue that creates a unified,
inclusive Europe where every citizen feels a sense of belonging
and engagement with its wider and ambitious objectives.
Without it, the joints of the European structure start to creak.

As the EU faces structural challenges both old and new, cohe-
sion is the way to steer the EU through these, providing both a
beacon of hope and a pathway towards a more equitable, pros-
perous and united future.



3  WHAT IS COHESION
POLICY AND WHAT
SHOULD IT DO?

Key recommendations

Cohesion Policy is the largest and most successful
territorial development policy in the world and involves
the biggest budget globally to reduce disparities in
development across regions.

It is a policy for all.

A systemic and dynamic policy that taps into the EU's
untapped economic potential, especially in less devel-
oped and vulnerable areas, enhancing development and
competitiveness throughout the continent and encour-
aging the generation and diffusion of economic activity.

A policy that promotes territorial fairness.

A policy that addresses the main structural challenges
of the EU: low development; long-term economic
stagnation; and lack of opportunities across all regions.

A policy that builds bridges across the EU's internal and
external borders.

Economic, social and territorial cohesion is crucial for the EU to
successfully address its structural challenges. But promoting
cohesion cannot be left to the market alone. Market forces, if left
unchecked, could increase divergence and inequality among
regions, potentially leading to development traps and discontent.
Automatic stabilisers in the market fall short of correcting spatial
disparities, thereby trapping many European regions and, conse-
quently, the EU as a whole in a low-level spatial equilibrium. This
scenario arises from coordination failure among economic actors
and underscores the necessity for policy. Hence, policies to sup-
port market mechanisms alone do not suffice to increase EU
competitiveness, stem territorial polarisation or prevent internal
social and political tensions from escalating.

Recognising this implies the need for a policy specifically aimed
at managing regional development. In other words, Cohesion
Policy is at the heart of European policy architecture. Yet, as we
will argue, such a policy cannot be regarded as ‘business as
usual’. Its aim should not be to merely ‘support’ or ‘compensate’
vulnerable regions or the implementation of the internal market,
but to invest in them to mobilise their economic potential and
help them reap the benefits of the green, digital and demo-
graphic transitions.
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It should not be a reactive policy but one that is proactively trans-
formative. In this respect, Cohesion Policy should not just aim at
marginal changes for improving well-being but should focus fun-
damentally on enhancing regional economic performance across
the continent, levelling up not down.®® Transformative policies
require a comprehensive appraisal of both direct and indirect
effects. They should tackle the challenges of inadequate com-
petitiveness by addressing low levels of development, economic
stagnation and any lack of opportunity wherever they happen.”®

3.1 WHAT IS COHESION POLICY?

3.1.1 THE POLICY

Cohesion Policy is the main tool that the EU has given itself to
make the most of economic opportunities across the continent.
It is the largest and most successful territorial development
policy in the world and involves the biggest budget globally to
reduce disparities in development across regions. According to
the historic EU payments record, from the reform of Structural
Funds in 1989 until 2023, the EU invested EUR 1,040 billion for
this purpose. An additional EUR 392 billion is now being
invested during the full 2021-2027 programming period.

The primary objective of this investment has been to reduce
development disparities between EU regions by creating a more
balanced and equitable geographical distribution of economic
activity. Cohesion investment is aimed at ensuring that all regions
can advance and contribute to the prosperity of the Union.

Initially, the focus of Cohesion Policy investments was on devel-
oping transport and environmental infrastructure. This was cru-
cial to laying the foundations for economic growth and
sustainability. However, particularly in central and eastern Europe,
there is more work to be done on this front. Over time, Cohesion
Policy has evolved to encompass a broader array of challenges,
reflecting the changing priorities of the EU and the diverse needs
of its Member States. Policy goals now range from poverty reduc-
tion to sustainability, marking a shift towards more comprehen-
sive and holistic development strategies that consider not only
economic growth but also social and environmental factors. By
integrating these dimensions, the EU intends to ensure sustain-
able, inclusive and resilient growth that benefits all EU citizens
and regions, addressing contemporary challenges and setting a
robust foundation for future development.

3.1.2 ACHIEVEMENTS

Has this investment paid off? The effectiveness of EU Cohesion
Policy in delivering development and reducing disparities
between territories has been the subject of extensive study and
debate. It has also elicited controversy. Considerable academic
research has highlighted that the policy has delivered economic
growth.”* This view was, however, contrasted by other research
which reported insignificant’? or even negative impacts.”® More
recent analyses, however, have leveraged advanced policy evalu-
ation techniques to disentangle the ‘net’ impact of the policy
from other possible confounding factors.”* This new research
generally uncovers positive effects of Cohesion Policy, particularly
in terms of economic growth and employment’® as well as in
areas like innovation and transport infrastructure.”®
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The extent of the impact of Cohesion Policy depends on several
factors, including the quality of local governance,”” variations in
regional conditions, the amount of funding received’® and the
local economic structure.” Cohesion investment has had a direct
impact in terms of improved profitability, innovativeness and
employment in assisted companies compared with non-assisted
ones.®° The evidence also highlights the significant differences in
Cohesion Policy impacts between Member States and the impor-
tance of considering country-specific factors when assessing the
policy’s success.®' This calls for a tailored evidence-based
approach to suit the unique needs and circumstances of each
region while learning from well-established cases of success.

On the whole, different strands point to returns of intervention
that are highly dependent on the type of investment.2 Academic
research also underlines the policy’s capacity to learn from past
interventions and become more effective.®

Through Cohesion Policy, many regions in the EU have overhauled
their infrastructure, fostered innovation in local industries and
generated sustainable employment. The policy’s investments in

human capital, technology and innovation have contributed to a
more dynamic and competitive EU. The policy has laid the foun-
dations for sustainable development, markedly reducing the pro-
portion of the European population residing in countries with
levels of development below 75% of the EU average. This figure
declined from nearly 25% of the EU population in 2000 to just
over 5% in 2023 (Table 1). However, rising within-country polari-
sation has constrained the reduction in the share of Europeans
living in less-developed regions, which decreased from 28.8% to
26.7% during the same time span (Table 1).

In the social and political realms, Cohesion Policy has also played
a critical role in fostering trust and engagement, as well as bol-
stering confidence in the EU.8* This is particularly the case in
more vulnerable and less developed regions but also in acceding
Member States. By tangibly improving infrastructure, access to
services and quality of life, the policy demonstrates the EU’s
promise to all its citizens, irrespective of where they live.

Table 1. EU population living in countries and regions with levels of GDP 75% or lower than the EU 27 average

2000 2023
Population Share of EU (%) Population Share of EU (%)

EU population living in countries with 105,551,755 2464 24,263,973 5.38
levels of GDP 75% of lower than the

EU average

EU population living in NUTS2 with 123,453,591 28.83 120,457,320 26.73
levels of GDP 75% of lower than the

EU average

Source: own elaboration using ARDECO data.
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Inset 1
Cohesion Policy as an inspiration for territorial development elsewhere

Cohesion Policy is increasingly seen as a model to emulate. It has established a benchmark for other development initiatives
globally. In this inset, we review how a renewed emphasis on development in both the US and China has taken on a strong ter-
ritorial aspect, echoing, either explicitly or implicitly, developments in the EU.

In the US, the influence of European Cohesion Policy is apparent in the growth of place-based industrial policy under the Biden
administration. The US strategy encompasses legislative measures —the American Rescue Plan Act (ARP), Infrastructure
Investment and Jobs Act (I1JA), CHIPS and Science Act, and Inflation Reduction Act (IRA)— totalling USD 80 billion in investment.
In these acts, place-based industrial policy aims to promote economic transformation through focused interventions in specific
regions and industries.®

The US has chosen to tackle regional disparities while simultaneously boosting domestic supply chains and enhancing global
economic competitiveness. Interventions often target less developed or industrially declining areas, aiming to activate economic
shifts from lower- to higher-productivity sectors. This involves harnessing local talent, suppliers, knowledge and ecosystems for
development.®® Inspired by the European model, the effectiveness of these policies depends on recognising and utilising each
area's unique mix of talent, suppliers and knowledge. Local interventions are founded on tailoring development investment to
the specific needs and potential of local communities.

The resurgence of place-based industrial policy in the US also aims at strengthening overall competitiveness in the country by
reinforcing supply chains and addressing climate change.

Cohesion Policy has also influenced developments in China. The National Poor County (NPC) Programme sought to reduce
regional economic disparities by offering targeted support to 592 identified poor counties. Implemented in a highly decentralised
fashion, the NPC Programme provided significant intergovernmental transfers and credit assistance. The chosen counties ben-
efitted from preferential treatment in various respects, as part of China's wider poverty reduction efforts under the State
Council's Priority Poverty Alleviation.®”

In summary, Cohesion Policy has established a benchmark and continues to stimulate the incorporation of territorial aspects into
broader economic strategies worldwide. The focus on localised, customised approaches in European, American and Asian contexts
underlines increasing recognition of the need to address disparities and utilise local potential for sustainable, inclusive growth.

313 BARRIERS TO COHESION been applied disregarding objectives of the policy.%? All these bar-

Despite its success, Cohesion Policy has faced a series of obsta-
cles that have limited its effectiveness. These barriers are
rooted in both organisational and governance aspects, as well
as in the general perception of the policy.

At the core of these issues lies a mismatch between the policy's
objectives and its implementation.®® This gap is limiting the pol-
icy's ability to achieve its intended outcomes, as, at times, the
policy has been used to compensate some regions for not ben-
efiting as much as others from European integration, or to deal
with emergencies, rather than effectively tackling structural
challenges and increasing growth in all regions. Insufficient
focus on growth and development, particularly for regions that
are economically declining or stagnating, may dent their long-
term economic sustainability.®®

Furthermore, the policy has not always been able to pay enough
attention to the diverse capabilities of different regions.*® 'One-
size-fits-all' approaches often failed to recognise and leverage
the unique strengths and challenges of individual regions and
contributed to the underutilisation of local knowledge and exper-
tise.®! Such an approach led to interventions that did not always
align well with specific regional needs. Moreover, the implemen-
tation of place-based approaches and the capacity to develop
synergies with other policies have been limited by binding condi-
tions imposed on the policy. These ‘conditionalities’ have often

riers have complicated the use of integrated approaches, mean-
ing their potential has not yet been fully exploited.

On the institutional side, policy implementation has become
more complex, sometimes focusing more on processes than
results. This complexity has tended to slow down processes and
diminish the policy's efficiency and responsiveness.®* This prob-
lem has been compounded by coordination failure, including a
lack of coordination with other EU and national policies.®* EU
policies frequently operate in silos, lacking a synergetic
approach that could enhance their collective impact on regional
development. There has been a lack of integration in the EU
policy architecture,® with different policies not always working
together in a mutually beneficial way®® As with other policies,
administrative capacity and corruption problems have also
affected its impact.®’ These barriers notwithstanding, there has
also been considerable progress, for example, concerning the
improved link between structural, economic and social interven-
tions using Cohesion Policy funds.

On the perception side, although the policy is popular with the
public, a general low level of citizen awareness about EU regional
policy remains.®® Many EU citizens, particularly in so-called donor
countries, remain ambivalent about its specifics and impact. This
lack of awareness and understanding is partially responsible for
the policy being perceived as a sort of 'support’ or 'appeasement’
policy, almost relegating it to a secondary status.
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These barriers have limited the impact of the policy on narrowing
interregional gaps.*® In areas such as innovation, there has been
a widening gap in capabilities within Europe, pointing to the need
to enhance the diffusion of innovation at national and regional
levels, particularly in less developed and/or vulnerable regions.

3.2  WHAT SHOULD COHESION POLICY
DO?

To maximise its impact, Cohesion Policy needs to emphasise its
nature as a policy to develop regions and improve economic
convergence and social cohesion by setting vulnerable regions
on the path to sustainable growth, rather than as a mechanism
for balanced development.

This is an important nuance, as the current Cohesion Policy can do
more to unlock the EU’s full economic potential. Cohesion Policy
needs to tap more effectively into the unique potential of each ter-
ritory of the EU, to facilitate economic growth in regions targeted
by the policy as well as more holistic development in the EU.1®

It needs to go beyond current achievements and undergo sub-
stantial reform. This requires an adjustment of focus to put the
policy at the heart of the aims and goals of the EU. It also
needs substantial changes to address organisational and gov-
ernance issues, as well as to change its perception as a ‘sup-
port’ policy. In this section we address what a revamped
Cohesion Policy should do, before going into how the policy
should change in the next chapter.

3.2.1 A POLICY FOR GROWTH, JOBS, EQUALITY
AND OPPORTUNITIES

Cohesion Policy is the EU’s strategic bet on unleashing eco-
nomic potential across its territory. It should be used for the
purpose it was originally designed for, as a tool for “reducing
disparities between the levels of development of the various
regions and the backwardness of the least favoured regions.”
That is as a means to identify and ignite economic possibilities,
particularly in less developed regions and regions that, for dif-
ferent reasons are, or have become vulnerable. These range
from rural and geographically peripheral parts of the EU to
areas that have historically been growth engines for the conti-
nent but are experiencing industrial transitions (Article 174 of
the Treaty).

The policy should therefore mobilise economic potential by
tackling structural bottlenecks. Overlooking economic potential
is a luxury the continent cannot afford if it is to address its
competitiveness challenge.

Mobilising economic potential in every part of the EU does not
mean the policy should forfeit its ultimate objective of promot-
ing harmonious development. By fundamentally targeting the
mobilisation of economic potential in less developed regions
and those stuck in long-term development traps, Cohesion
Policy can create a virtuous circle of development while concur-
rently promoting convergence and spreading prosperity and
opportunities across the whole of the EU. Cohesion Policy
should, thus, transcend the traditional notion of development
support by advancing vulnerable regions towards higher levels
of economic and social development.

Cohesion Policy’s ambitions should also go beyond economic
growth. Enhancing the quality of life and access to opportunities
for all people in the EU needs to be at the heart of the policy. This
involves aligning growth-focused goals with equality and equita-
ble opportunities, bridging economic disparities and ensuring that
prosperity reaches everyone in the EU. This requires a nuanced
understanding of regional differences and the development of
investment strategies and reforms that respect these variations.
It should support human capital development, to increase both
productivity and employment. It should also be sensitive to the
differential treatment of certain groups of people which create
barriers for their personal progress.

Ultimately, Cohesion Policy should shape an EU where every
region contributes significantly to the Union’s economic pros-
perity and competitiveness, irrespective of its starting point. A
revamped Cohesion Policy should embody the commitment to
an inclusive approach to prosperity, building a Union where each
member, region and citizen actively participates in a shared,
prosperous future. Its success is vital for enhancing well-being
across the EU, leading to greater economic efficiency, equity
and sustainability.

3.2.2 ASYSTEMIC POLICY FOR DEVELOPMENT
ACROSS THE EU

Europe's economy is multifaceted and, to thrive, it needs to fire
on all cylinders. This entails a commitment to innovation (includ-
ing social innovation), productivity and high-wage growth, fully
utilising local talent and fostering an environment conducive to
investment and the development of economic activity.

Until now, Cohesion Policy has concentrated on the least devel-
oped regions of the EU, with a GDP per capita below 75% of the
EU average. While this approach makes sense from the point of
view of promoting regional convergence and meeting the EU
Treaty obligations to ‘least favoured regions’, it is narrow and lim-
ited by classifying regions into categories based on their eco-
nomic status. It also restricts the capacity of the EU to consider
development from a systemic perspective, hence reducing the
returns of the policy. Moreover, a focus on the least developed
regions has happened at a time when, as we have seen, eco-
nomic dynamics and national policies have increased the concen-
tration of economic activity in national capitals and major urban
centres. The internal polarisation resulting from divergence within
countries has put Cohesion Policy on a backfoot, attracting criti-
cisms by those who claim that, by aiming to reduce internal dis-
parities, the policy generates market distortions.**

In addition, between more dynamic urban centres and less devel-
oped regions lies a spectrum of territories that have been largely
overlooked by the policy. Many intermediate cities, towns and
rural areas lack policy visibility compared to both large cities and
less developed regions. Many of these areas are entangled in a
development trap, which stifles their economic potential and cre-
ates profound economic, social and political tensions.

To maximise the EU’s development potential, Cohesion Policy
needs to stop compartmentalising regions and areas of inter-
vention, broaden its focus and adapt its strategies to ensure
that all territories in the EU, regardless of their level of develop-
ment, are prepared to meet structural challenges and contrib-
ute meaningfully to aggregate development.



Investment should be primarily targeted to the least developed
and more vulnerable EU regions. However, the policy needs to
acknowledge that development functions as a system and, for
the entire system to work effectively, all its mechanisms need
to be properly oiled. This holistic perspective ensures that every
component within the development system contributes to its
overall functionality and success.

Also central to a revamped Cohesion Policy should be the pro-
active identification and stimulation of economic opportunities,
aligning them with the long-term structural challenges for the
EU. Rather than just redistributing wealth for equality, the inten-
tion should be to generate a ripple effect, where strengthening
local economies props up the overall economic vitality of the
Union. This needs to be achieved through spatially differenti-
ated investment strategies tailored to the specific needs of
regions. It should also involve a systemic view of regional
development and convergence mechanisms. In this systemic
view of development, it is important to consider the link
between vulnerable regions and dynamic economic agglomera-
tions in Europe. Attention should also be paid to the risk of rely-
ing solely on ‘investment of excellence’ strategies, which often
results in investing in already well-developed regions, further
polarising economies.

In Europe, as in the rest of the world, large urban areas have
become increasingly interconnected among themselves but dis-
connected from their geographical hinterlands, weakening the
mechanisms for regional productivity to catch up.®? Regional
spillovers are simply not working well enough'® which damages
efficiency, poses significant challenges to regional development
and social cohesion, and is leading to internal tensions within
Member States and the EU as a whole.1%*

Cohesion Policy should contribute to avoiding such a situation
by investing, first, in the creation regional ecosystems in vulner-
able regions that facilitate the absorption of spillovers. This
should focus on strengthening economic interaction between
more dynamic and more vulnerable regions of the EU.1%
Cooperation across subnational governments could prevent
resource fragmentation and ensure that policies work at rele-
vant geographic scales. Such an approach would not only propel
national and EU competitiveness but also align this objective
with territorial equity. Cohesion Policy, in this way, can be an
important tool to overcome the old efficiency versus equity
dichotomy. It can balance growth and development across
regions, ensuring that all areas, regardless of their size or cur-
rent level of development, can contribute to and benefit from
economic growth across the EU.

In brief, for the EU to maintain and enhance its economic vigour,
Cohesion Policy must evolve. It needs to recognise that regional
development does not happen in isolation, within the boundaries
of regions, but is heavily influenced by the development dynam-
ics of surrounding areas This requires simplifying its classification
system, widening its focus to invest in regions depending on the
size and depth of their problems, as well as aligning investment
and intervention with structural challenges confronting the EU. By
doing so, the EU can ensure that all its regions, from dynamic
urban centres to less visible intermediate areas, contribute to and
benefit from its collective prosperity.
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3.2.3 A DYNAMIC POLICY

The EU has traditionally approached the lack of cohesion problem
from a static perspective. Cohesion Policy was designed to invest
in the least developed regions of the EU. At the same time the
policy adopted this static dimension, market dynamics were con-
centrating economic activity. This created two problems. First, it
neglected a large number of European regions that fell between
the cracks of national and European policy intervention. Many of
these regions were old industrial and/or rural areas that have
struggled in economic terms. Second, it overlooked swathes of
the EU with considerable economic potential.

Between dynamic urban centres and less developed regions in
the EU is a broad range of territories that public investment has
largely neglected. Many regions, including intermediate cities,
towns and rural areas have attracted limited policy attention.
Their problems have been allowed to fester leading to the for-
mation of development traps.!°® Such underperformance is
stoking serious economic problems as once a region or city falls
behind, reversing its relative or absolute economic decline and
recovering its dynamism becomes a tough battle.*?”

Descent into a development trap can be attributed to several inter-
linked factors such as stagnant manufacturing growth, lack of
demographic dynamism and high dependency ratios, innovation
and skills shortages, weak institutions, as well as changes in and
disconnection from global production networks and value
chains.1%®

Furthermore, people in less developed and vulnerable regions as
well as many in more prosperous areas are often confronted with
a serious lack of opportunities. This means that even beneath a
veneer of success, large pockets of poverty, social exclusion and
inadequate opportunities persist and are growing.

For the EU to use all its economic potential, it needs to support
intermediate and smaller cities, towns and rural areas that are
lagging and where places and people face development traps. It
should also ensure that economic and social actors in these
places increase their connections with more dynamic and/or tech-
nologically advanced actors elsewhere in the EU to facilitate
knowledge circulation and absorption.!% By doing this, it will de
facto continue to support dynamic, large agglomerations. Such
cohesion investments can enhance aggregate growth through
diverse competitive advantages and the mobilisation of all
resources available in the EU. In this respect, Cohesion Policy
should not leave anyone behind and should support equality of
opportunity while paying particular attention to people who face
barriers to full inclusion in economic, social and political life.

Achieving these goals implies treading a fine line of intervention
in different types of regions to mobilise the EU's entire develop-
ment potential and generate greater opportunities and well-
being for Europeans, regardless of where they live.

This requires regarding a lack of cohesion not just as a static
issue but also a dynamic one. One in which preventing places
from spiralling downwards in economic terms becomes a must,
not just for the region itself, but for competitiveness and cohe-
sion in the whole of Europe. It will also imply that regional poli-
cies must innovatively and proactively address international
connectivity, GVCs and FDI.
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All this points towards strengthening the proactive component
of cohesion intervention. In other words, building a policy that
addresses problems at the start, rather than trying to resolve
them when it becomes more difficult and costly. A policy that
aligns with the competitiveness challenges of the EU and uses
its resources far more efficiently by targeting issues when they
emerge. A policy that challenges regions across the EU to find
new developmental pathways by connecting with evolving glo-
balisation and the geopolitical panorama. The role of proactive
policy tools in connecting local economies with global opportu-
nities and challenges requires strengthening, especially in less
developed and vulnerable regions.

Cohesion Policy, therefore, has to keep investing in less devel-
oped regions, while paying greater attention to regions caught,
or at risk of being caught, in development traps. It also requires
considering the lack of opportunity, poverty and social exclusion
in all types of regions.

As per article 174 of the Treaty, Cohesion Policy already provides
support in all regions and for some of the reasons set out above.
However, in future, Cohesion Policy will have to pay more atten-
tion to the nature of challenges and the responses needed in
every region. It will need to continue supporting all regions and
territories but in a more targeted and efficient way. This could be
done by better addressing three types of challenges:

a) Low development: Less developed regions require
investment in infrastructure and productive capital,

social infrastructure,*'° education, care, innovation,

Table 2. Development challenges and cohesion intervention

upskilling and institutional improvements. Cohesion
Policy should create the conditions to mobilise their
potential and absorb economic dynamism generated
elsewhere to empower these regions, by investing in
their growth and fostering thriving ecosystems.

b

~

Lack of economic dynamism: The policy should focus
on regions stuck in development traps to prevent them
from entering a persistent downward spiral of stagna-
tion. Targeted investment in trapped regions —or
regions at considerable risk of falling into a develop-
ment trap— could help many parts of the EU overcome
a relative decline in GDP per capita, employment and
productivity in a far more efficient way than by inter-
vening only when these regions become less developed.

~

c) Lack of opportunities: Large pockets of individuals
lacking adequate opportunities to develop their poten-
tial can be found in all types of regions in the EU. Lack
of opportunities frequently derive from discrimination,
especially among the young, children at risk of poverty,
elderly, women, people with disabilities and minorities.
Addressing the opportunity gap requires investment in
education, skills, care, labour market policies, active
ageing, lifelong learning, poverty reduction and inclusion
as well as fighting brain drain and underemployment.

Challenges Type of region

Proposed interventions

Low Development Lagging Behind

Improve infrastructure and other forms of productive capital,
enhance education and upskilling, bolster institutional quality,
develop local ecosystems capable of harnessing trade, FDI and
GVCs.

Lack of Economic Dynamism Development Trap

Integrate education with upskilling and lifelong learning, drive inno-
vation, improve institutional quality and address governance bot-
tlenecks, target structural interventions to foster structural change
and sustainable growth and jobs, mitigate the economic impact of
internal and external borders, and prepare regions to withstand the
shocks of changes in value chains, automation and Al.

Lack of Opportunities Regions at Risk of Poverty

and Social Exclusion

Invest in education and upskilling, provide early childhood educa-
tion and care, implement effective labour market policies (includ-
ing navigating the challenges from the adoption of digital
technologies and automation), promote work-life balance, encour-
age active ageing, prioritise poverty reduction and social
inclusion.

ource: Own elaboration



Investment should be based on the intensity of the challenges.
It should also be acknowledged that low development, lack of
economic dynamism and lack of opportunities may manifest
themselves at different territorial scales, thus involving differ-
ent types of regions. Additional research will be needed to ade-
quately measure the dimension of these challenges in each
region. The right combination of scale and indicators will enable
proper identification of regional challenges. This would pave the
way for policy intervention to be tailored to the specific prob-
lems and developmental stage of each region.!*! The result will
be development strategies that more accurately reflect the
complexity of a region’s situation. This approach ensures that
interventions are not only appropriate for the region's current
status but also respond to its unique issues, enabling a more
effective and targeted response (Table 2).

324 APOLICY WITHOUT BORDERS

Borders create barriers to development and integration.
Cooperation between places inside and outside the Schengen
area as well as with countries outside the EU is particularly
affected by hard national borders. Borders between EU mem-
bers inside and outside the Schengen area are strong barriers
to the mobility of people, goods and services. Borders between
the EU and third countries impose even greater restrictions,
especially in the current volatile geopolitical environment.
Deficiencies in cross-border integration are costly. According to
estimates, the price tag of existing borders within the EU is
some EUR 458 billion, or 3% of EU GDP and 9% of GDP in land
border regions. This lack of integration also results in the loss of
more than 6 million jobs, amounting to 3% of total European
employment and 9% for land border regions.'?

Existing Cohesion Policy seeks to promote cross-border integra-
tion and lower border costs. It also drives cross-border coopera-
tion —using programmes such as Interreg and other
macro-regional strategies— as a way to foster a sense of
European belonging. When dealing with internal borders, the pol-
icy has adopted a bottom-up approach, focusing on people-based
initiatives and promoting involvement from local authorities and
smaller players, generating local engagement, ownership and
capacity building.!*

However, cooperation is not always smooth, and difficulties fre-
quently emerge. This is particularly the case in European
regions which have more limited historical traditions of collabo-
ration. Especially in central and eastern Europe, regions face
more acute challenges compared to western Europe, which
enjoys smoother cross-border cooperation due to stronger eco-
nomic integration. Much regional potential remains constrained
by specific historical development. Cohesion Policy can add
value by facilitating collaboration in a structured way, aiding
regions to mobilise internal potential and participate in broader
European and worldwide networks.

Incentives for cooperation need to reflect the diversity of border
areas, including the challenges of EU external borders. With
potential future EU enlargement this diversity will increase,
demanding an approach that avoids one-size-fits-all solutions.
Incentives for territorial cooperation should be diverse, while
common visions and objectives for cross-border areas can iden-
tify strategic cooperation areas and reinforce regional identities.
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Additionally, interregional cooperation deserves more attention,
allowing local and regional actors to collaborate with peers
across the EU and beyond. This is relevant to the involvement
of stakeholders including the public and private sectors and civil
society. A reformed Cohesion Policy should focus on increasing
the budget and enhancing coordination and concertation,
including via macroregional strategies or interregional coopera-
tion to transfer good practice. Overcoming ‘border blindness’ by
better matching and harmonising regional cross-border territo-
rial coordination programmes with national programmes is
essential in this respect.

Furthermore, enhancing the territorial distribution of common
public services and promoting new types of services such as
e-governance and e-health can lead to considerable improve-
ments in quality of life for people living along the EU’s internal
borders. Strengthening governance in cross-border areas,
focusing on their different typologies (maritime, mountainous,
insular, river-based, lake-based, outermost, or within macro-
regions) is also essential. To achieve this, Cohesion Policy needs
to enlarge the scope of Interreg-specific objectives and rein-
force the European framework for integrated data collection to
support exchanges on cross-border obstacles.

The EU has to acknowledge that regions on its external borders
often face a distinct set of challenges and provide responses
that address them. In particular, it should concentrate on how to
integrate migration, mitigate the effects of war and political
instability on its borders and prepare for enlargement along the
lines presented below:

Integrating migrants: Regions at the southern and
eastern borders of the EU are grappling with huge migra-
tion pressures. Targeted support can help them prepare
and respond to this migration challenge to improve their
resilience and capacity to develop economic activity.

Responding to war and political instability: Many
regions, mainly along the eastern border of the EU, are
affected by war and political instability. They require
special attention. Investments should aim to strengthen
their resilience, support reconstruction and provide stability
in the face of ongoing conflicts.

Preparing for EU enlargement: Regions on the eastern
and south-eastern borders that will undergo adjustments
with any EU enlargement need strategic investments. Such
investments must ensure they make the most of the
opportunities that come with enlargement, facilitating
smoother transitions and integration into the EU
framework.

These targeted investments at the external borders of the EU
will ensure a cohesive approach to regional development that
addresses specific needs arising from what are unique geopo-
litical contexts. Such strategic focus will contribute to the stabil-
ity and prosperity of the EU and its neighbouring regions.
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4 HOW SHOULD
COHESION POLICY
CHANGE?

Key recommendations

Cohesion Policy should become more of a place-based
and transformative policy, with future-oriented invest-
ments sensitive to the unique strengths, challenges and
needs of regions.

A policy exploiting local capabilities and potential and
developing future opportunities for inclusive and sus-
tainable growth through diversification and
collaboration.

A policy that builds better institutions, putting institution
and capacity building on par with investment in infra-
structure and productive capital, human capital and
innovation as the basic pillars to achieve development.

A policy that builds on the partnership principle and
shared management to bring together stakeholders
from different tiers of government and civil society to
deliver more effective and inclusive development
strategies.

A policy that connects regions to harness global invest-
ment and value chains to deliver more sustainable and
resilient innovation.

A policy that becomes even more performance-based,
blending this approach with its territorial dimension.

A policy that streamlines its administrative procedures,
reducing paperwork and adopts more efficient
approaches to simplify processes and make them more
user-friendly.

A policy that remains fundamentally concerned with its
original mission of driving sustainable development and
boosting competitiveness, while maintaining flexibility
to address urgent challenges.

Cohesion is key to building a more dynamic, inclusive and com-
petitive EU and to forging a brighter future together. This
requires a Cohesion Policy that adopts a systemic and dynamic
approach to development, focusing on growth, equality and
opportunities and which also pays special attention to border
regions. But how should Cohesion Policy change in order to
deliver a more dynamic, competitive and inclusive EU? In this
section we look at the seven areas that, in our opinion, require
change to achieve this vision.

4.1 BUILD A GENUINELY PLACE-
BASED, PEOPLE-BASED AND FUTURE-
ORIENTED COHESION POLICY

Cohesion Policy stands distinct from other EU policies and instru-
ments due to its place-based approach. A key strength and idio-
syncratic factor of this approach is the involvement of a wide
range of stakeholders in policy development and
implementation,!** as epitomised by the partnership principle.
Shared management and multilevel governance guarantee the
active involvement of regional, local and territorial authorities,
social partners, entrepreneurs and civil society. This participatory
approach is crucial for the policy's success, 1*° as it allows for a
better understanding of regional needs and opportunities and
helps with the overall recognition of European cohesion projects.

Cohesion Policy has already developed a range of pioneering
place-based tools and instruments, including Smart Specialisation
Strategies (S3), Community-Led Local Development (CLLD),
Integrated Territorial Investments (ITl) and the Just Transition
Fund (JTF). Additionally, the objective of developing a ‘Europe
closer to citizens’ enhances place-based development in national
and regional programmes. Many of these instruments, especially
S3, have been adopted in recent years beyond the EU’s borders.

However, there remains considerable room for improvement to
build a genuinely place-based, people-based and future-oriented
Cohesion Policy. The policy should put stronger emphasis on pro-
moting regional and local transformation (which encompasses
diversification and collaboration) and encouraging the exploitation
of potential and opportunities. Looking forward, the post-2027
reform of Cohesion Policy should build on these place-based tools,
while using more sophisticated regional and territorial diagnosis
to better target investments and to closely align interventions and
investments with local conditions and European challenges. This
could be achieved by following the principles below:



1. Drive regional and local transformation: The focus
of Cohesion Policy strategies should be on exploiting
local capabilities, taking into consideration a region's
unique strengths and potential. It should avoid mimick-
ing or copy-pasting what has been done in other
regions!!® while supporting diversification and the
development of opportunities for inclusive and sustain-
able growth through collaboration and networking.

2. Promote innovation and diversification: Cohesion
Policy needs to identify and exploit opportunities from
all forms of innovation, including process and social
innovation. It should also tailor development strategies
to put regions on a path to change while building on
existing specialisation and comparative advantage.*'’

3. Support regions to reinvent themselves: In some
regions Cohesion Policy is the main vehicle for change.
It allows them to test something new and focus on new
sectors to push breakthroughs!!® when existing sectors
become exhausted. Such change requires new capabili-
ties based on the attraction of external resources such
as inward investment, return migrants and greater
involvement in GVCs to facilitate new sources of com-
petitive advantage.!*®

4. Enhance inter-regional links and collaboration:
Encourage connections between regions to facilitate
knowledge transfer and innovation as well as cross-bor-
der investment and FDI across Member States in a
context of strategic autonomy, especially for more
remote and vulnerable regions with limited internal
opportunities.t?°

5. Integrate Cohesion Policy with broader develop-
ment goals: Align Cohesion Policy investments in each
region with broader EU competitiveness goals and the
Sustainable Development Goals. This implies adopting a
more proactive stand by the European Commission. As
indicated by Fabrizio Barca (2017), the previous chair of
the equivalent group that reviewed Cohesion Policy a
decade and a half ago, ‘the Commission should extend its
pro-active role on the ground. It should do so in designing
strategies, implementing conditionalities and partnership,
accompanying and evaluating interventions.’*2!

Such a reform will involve moving beyond traditional strategies,
putting regions on a path to reinvent themselves both by diver-
sifying into related sectors and more complex activities!?? and,
in some cases, by experimenting with new economic activi-
ties.??*> This will also mean mobilising underutilised human
resources through targeted, location, on the job and lifelong
learning schemes as well as non-formal education.

To effectively implement these reforms, a granular understand-
ing of regional and sub-regional development dynamics is
required. Improved data and analytical tools are needed for
more efficient policymaking and to ensure that Cohesion Policy
provides targeted solutions. This requires the implementation
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of robust systems for monitoring, evaluation and learning from
Cohesion Policy programmes and projects at a fine scale. This
will allow for real-time adjustments and improvements, ensur-
ing that objectives are met more efficiently and in a timely
manner. The model of ‘What Works Centres’ —which continu-
ously and systematically collect evidence on successful pro-
gramme and projects*?*— should be discussed both at the EU
and Member State levels.

4.2 DEVELOP STRONG INSTITUTIONS
AND GOVERNANCE

42.1 INSTITUTIONS

In many European regions, low institutional capacity presents a
significant barrier to development.’?*> The quality of local insti-
tutions and governance, particularly in addressing corruption
and enhancing trust in government, as well as government
capacity, shape the potential for regional growth and progress.
In weak institutional ecosystems, throwing money at other driv-
ers of economic growth such as infrastructure, skills and inno-
vation often delivers limited returns.'?® This can result in
misallocated resources and projects that make little sense from
economic, social or even political perspectives. A mounting body
of evidence has shown how weak institutions lead to ineffective
investments,'?” underscoring the need for a comprehensive
approach to institutional capacity building as a cornerstone for
sustainable regional development in the EU.}?8 The institutional
problem is exacerbated by stark differences in institutional
capacity and trust both within and across EU regions. These dis-
parities are evident in regional assessments of government
quality, with the lowest government quality found in the south-
eastern corner of the EU (Figure 9).

Increasing transparency and accountability can remove institu-
tional bottlenecks. Yet many vulnerable regions across the EU are
struggling to tackle institutional barriers. As a consequence, they
experience slow growth and struggle with governance problems
and corruption, seriously denting returns on Cohesion invest-
ment.}?° These regions experience limited growth and heightened
vulnerability to economic crises and become trapped in a cycle of
low growth and poor governance. Therefore, Cohesion Policy
should promote inclusive and sustainable regional development
with reduced disparities by enhancing governance, government
quality and public policy delivery in these regions.

Since the 2014 reform of Cohesion Policy the EU has been a
pioneer in bringing institutions into the heart of its development
policy. However, this remains limited and experimental. It is still
too early to fully assess whether S3 and the array of adminis-
trative capacity-building measures have resulted in significant
improvements in institutional quality in the most vulnerable
regions of the EU. What is becoming increasingly clear is that a
revamped Cohesion Policy needs to be far bolder in this respect.
This implies making institutional and capacity building integral
to Cohesion Policy, putting it on a similar level as investment in
infrastructure, human capital and innovation as a basic devel-
opment pillar within the policy.
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Figure 9. Regional quality of government in the EU (2024)
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Improving institutions is important for less developed regions
and those at risk of falling into a development trap. Improved
institutions lead to far greater returns on investment than
throwing more money into traditional development axes.!*°
Overcoming issues like corruption and a lack of accountability
and transparency will go a long way to resolving problems that
have long marred development prospects. It would also help the
EU as a whole to improve the value-for-money of development
investment and achieve more sustainable development.

The benefits of putting institutions at the centre of Cohesion
Policy are twofold. First and more directly, good institutions are
key to enhancing the development prospects of any region.
Second, improved institutions have considerable advantages for
the design and implementation of efficient development and
for all public policies. They are also vital to formulating inte-
grated, comprehensive development strategies in policy inter-
ventions. Improved institutions can contribute to developing
well-balanced strategies, incorporating initiatives targeting
regional infrastructure gaps, advancing human resource capa-
bilities and job structures, as well as promoting innovation. The
specific mix of these initiatives should be tailored to each
region's initial conditions and stage of development.*!

Building institutional capacity implies setting the conditions to
create an enabling environment for sustainable development in
every EU region. There is no single recipe to develop this insti-
tutional ecosystem.’*2 However, in one way or another, it would
involve some, or ideally all, of the following policy measures:

1. Reinforce capacity-building across the whole
administrative ecosystem. Cohesion Policy should
invest in strengthening leadership and staff profession-
alism across the whole administrative ecosystem, from
Managing Authorities to beneficiaries. A higher propor-
tion of technical assistance should be used for non-sal-
ary investment in specialist skills for analysis, strategy
development, project development and financial man-
agement. Managing Authorities and Intermediate
Bodies of every programme should participate in
external knowledge exchange.

2. Strengthen local government capacity: Enhance the
skills, resources and policy capacity of government
officials to effectively engage in the development process,
including training in data analysis, stakeholder involve-
ment and coordination with other government levels.

3. Support stakeholder involvement and participa-
tion: Encourage the active participation of local stake-
holders, including public, private and civil society
organisations, to contribute resources, knowledge and
experience essential for successful local development.

4. Empower local authorities and officials:
Subnational authorities and communities should be
allowed to play a real role in the design and implemen-
tation of local development strategies.
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5. Provide professional and technical assistance: The
EU, alongside national governments, should enhance
the assistance available to local decision-makers and
officials to improve the technical design and implemen-
tation of development intervention.**> Support should go
beyond financial transfers and include far greater
involvement in the whole development process, espe-
cially in vulnerable EU regions where such technical
support —including involvement of local and national
expertise from other Member States— is essential to
filling local knowledge or skills gaps.

6. Improve data collection, analysis and evaluation:
Encourage more detailed and disaggregated data
collection at national and regional levels to support
decision-making, monitoring and policy learning.

However, institution and capacity building should extend beyond
individual training to help develop partnerships and facilitate
European-wide learning. It should also encompass capacity
building for organisations and, indeed, entire territories.
Encouraging participation, along with promoting transparency
and accountability can significantly advance development and
support the European project.** Mobility initiatives such as pro-
moting and incentivising the existing ‘Erasmus’ programme for
civil servants can go a long way to helping diffuse best institu-
tional practices and bring organisations in more vulnerable
regions up to speed in terms of good governance.

422 GOVERNANCE

Good governance is paramount to the success of European
Cohesion Policy. The policy's effectiveness has been, at times,
constrained by governance issues, leading to calls for leaner,
more concentrated governance at both European and national
levels. Such a perspective aims to circumvent the complications,
costs and delays associated with stakeholder involvement in
Cohesion Policy.

Cohesion Policy, underpinned by the partnership principle, is
inherently resource-intensive, involving a multitude of actors
and stakeholders with varying interests and viewpoints.
However, this is not a drawback but rather one of the policy's
greatest assets. It fosters inclusivity, diverse levels of ownership
and democratic engagement. Nonetheless, there is substantial
scope for enhancing governance in this context.

Challenges include inadequate coordination on the ground,
within and across regions as well as among different European
policies. This often results from a lack of dialogue among
stakeholders involved in the process, leading to inefficiencies.
Additionally, not all stakeholders are consistently engaged,
meaning that issues with stakeholder participation dent their
voice and input.

To address horizontal challenges, involving actors on the ground
and vertical ones, involving different tiers of government, there
is a need to go towards a functioning multilevel governance
system. Horizontally, partnerships should be strengthened,
requiring and enabling the meaningful involvement of a broad



range of stakeholders in Cohesion Policy programming and
implementation.'** This is not just about building and simplify-
ing administrative capacity. It is also about strengthening
democracy and addressing political discontent with European
integration through enhanced institutions with better local and
regional participation. Effective measures should include:

1. Participatory approaches: Enhance stakeholder aware-
ness and engagement, including that of civil society, the
private sector and local communities in decision making
through public consultation and inclusive policy dialogue.

2. Stakeholder engagement: Formal platforms, such as
local fora or work groups for diverse stakeholder dia-
logue should be set up and enforced to ensure varied
perspectives in policy-making.

3. Voices of marginalised groups: Ensure that all
groups, especially those in vulnerable situations includ-
ing women, young people and ethnic minorities, have a
say in development affairs.

4. Code of conduct on partnership: The code of conduct
on partnership should become obligatory. Furthermore,
the selection of partners to involve should be transpar-
ent and balanced across different groups.

Such economic and social stakeholder participation and
engagement fosters ownership, empowerment and a compre-
hensive approach to policy design, management, implementa-
tion and monitoring. Moreover, horizontal coordination should
also involve different regions to promote awareness of activi-
ties in neighbouring regions, coordinate efforts and avoid
wasteful territorial competition.

Figure 10. The multilevel governance ecosystem of Cohesion Policy
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Vertically, the EU, national and regional actors have to establish
clear formal and informal channels for co-operation. This could
improve the synchronisation of national, regional and local
interventions. Enhanced co-ordination can prevent policy dupli-
cation and identify synergies, increasing the policy's effective-
ness and efficiency. Measures to achieve this include:

1. Clear distribution of responsibilities: Authority and
responsibility at different government levels should be
better defined to avoid overlap and confusion.

intervention

Interjurisdictional co-ordination
and collaboration

2. Effective communication channels: Establish
efficient communication channels between governance
levels and stakeholders, including regular meetings and
collaborative networks to enhance efficiency and
returns on investment.

3. Integrated policy frameworks: Develop overarching
policy frameworks that allow for local adaptation while
aligning with broader objectives, leveraging an inte-
grated policy approach that brings together multiple
pillars of regional innovation and development to
maximise synergy.



4. Joint decision-making mechanisms: Put together
organisations for collaborative decision-making such as
committees, joint task forces, working groups, or coun-
cils with multilevel representation. Establish follow-up
and reporting mechanisms to improve dialogue and
engagement in the policy.

5. Conflict resolution mechanisms: Create protocols
and/or organisations to resolve conflicts between
different government levels or stakeholders.

Improving governance mechanisms in European Cohesion Policy
involves enhancing the multilevel governance and policy eco-
system. This includes improvements in horizontal and vertical
co-ordination, ensuring participatory and inclusive processes
and establishing clear communication and decision-making
structures (Figure 10). These steps are fundamental for the pol-
icy's effective delivery and for fostering a more democratic,
integrated, evidence-based and efficient approach to regional
development in Europe.

43  HARNESS GLOBAL
OPPORTUNITIES

A rapidly changing global and European competitive environ-
ment calls into question current development patterns endan-
gering existing jobs and businesses. Less developed and
vulnerable regions of the EU face a dilemma when seeking to
transform their economies. They have to decide whether to
engage in competition based on low skills and cheap labour or
embrace innovation and upgrading with higher-value added
activities providing a cornerstone for progress.!*®

Innovation in high-tech final products or services is difficult to
achieve in these regions because most lack sufficient economic
agglomeration, skills and technology to raise their game. But
going down the low value-added, low-skilled, cheap-labour
route condemns them to an uncertain future. Innovative path-
ways for value creation and upgrading, therefore, become not
just an option but a necessity. However, pursuing such a path-
way in isolation is challenging, particularly in regions without a
sufficiently dense local network of economic actors on which to
build their global competitiveness, especially those with imper-
fect direct access to large markets for products and services.

These barriers can, however, be overcome by transcending the tyr-
anny of geography and side-lining the competitive pressures of
global trade. An increasing body of research is showing that even
places where innovation was traditionally considered to be unlikely
can move towards higher value-added activities that involve more
advanced skills with higher wages and competitiveness.**”

Regions can upgrade from low to high value activities within
industries that are already present in their local economy. They
can focus on intermediate goods (that account for more than
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509% of global trade) and find their own initial niche in GVCs. In so
doing they can focus on specific components rather than waiting
to develop the capabilities to produce a final product, such as an
electric vehicle, in its entirety. Different upgrading strategies are
possible. Regions can develop a new product or service in an
existing or newly related industry that is part of a GVC.
Alternatively, they can move into pursuing new functions in the
value chain of an existing product, upgrading, for example, from
basic production to design or marketing. This means moving into
functions that lead to higher local value generation.**®

In pursuing these strategies, firms and organisations need con-
nections with sources of knowledge and skills beyond their
immediate vicinity, tapping into a wider pool of ideas and exper-
tise, often beyond their national borders. This external engage-
ment, complemented by a concerted effort to enhance local
capacities to absorb this knowledge, can trigger a transforma-
tive shift from low-tech sector, low-skilled labour economies to
more dynamic, innovation-driven ones.!*®

This requires a combination of both internal development and
external collaboration. Internally, measures need to be taken to
foster an ecosystem that can effectively absorb and implement
new knowledge.**° This involves not only upgrading the skills of
the local workforce but also successful partnerships between
academic or skill-training institutions and firms engaged in
GVCs. Those are essential to creating a continuous flow of
knowledge that meets the evolving needs of these firms.
Externally, the focus should be on coupling local ecosystems
with connectivity to GVCs and global flows of capital, skills and
knowledge. This approach transcends a traditional reliance on
physical proximity to innovation hubs and entails a proactive
engagement with external actors including foreign direct invest-
ment, multinational enterprises and lead firms in GVCs.

Cohesion Policy can play a crucial role in supporting all types of
regions in this proactive engagement with global opportunities.
Intervention in this area is justified not only by the significant
market failures that prevent less developed regions from being
considered by key players in FDI networks and GVCs but also by
the need to build the supportive ecosystems outlined above. In
addition, engagement with green GVCs can also facilitate the
transition towards more sustainable local activities.

This could be achieved through measures that include:

1. Supporting the establishment of dedicated regional
agencies (or similar functions within the regional
government) to act as matchmakers between
regional assets and global FDI and knowledge
networks and GVCs.'*! In less developed regions
these agencies can help overcome many of the failures
that inhibit FDI and trade. In all regions these organisa-
tions should also act as local content units to increase
the connectivity between global hubs and local assets
such as suppliers, skills and knowledge.
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2. Backing regions to obtain global recognition of their
unique products, for example through geographical
indications and trademarks.’*? This has been shown
to reduce depopulation in rural areas and attract
external capital by mobilising local identities and
‘marketing’ them to the global economy.!#*

3. Supporting systematic regional mapping of global
networks and value chains as a fundamental step to
identifying the requirements for upgrading and innova-
tion in a global environment. Various regions are at
different stages of their value chain upgrading journey.
While learning from others' experiences can be benefi-
cial, directly imitating them might be harmful.
Therefore, it is essential to comprehend a region's
current position and desired direction in GVCs and global
networks before applying any public policy effectively.

44 IMPROVE POLICY DELIVERY
FOCUSING ON RESULTS AND
PERFORMANCE

Cohesion Policy must evolve to align with the changing socio-
economic governance landscape of the EU, particularly in light
of the establishment of the RRF and its implications for
European policy architecture. It should become even more per-
formance-based, blending this approach pioneered by the World
Bank with its inherent territorial dimension in a way that main-
tains subnational involvement and ownership.

Performance-based models, where payments are based on ful-
filling pre-agreed milestones and targets, provide faster deliv-
ery and, in some cases, enhance efficiency.}*¢ However, when
considering more emphasis on performance-based measures,
Cohesion Policy should avoid the pitfalls of excessively central-
ising authority in national governments or the tendency to pri-
oritise legal and rapid absorption over actual goals, the
additionality and value-for-money of funding, assurance and
accountability.’* Furthermore, the performance-based
approach of Cohesion Policy needs to reflect the territorial
dimension, sub-national level involvement, and the long-term
structural nature of Cohesion Policy. This requires a perfor-
mance-based approach which differs from that applied under
RRF and is true to the nature of Cohesion Policy.}4¢

Combining performance-based methodologies with the territo-
rial dimension entails developing multilevel governance and
stakeholder participation. Involving sub-national stakeholders
becomes instrumental in delineating location-specific needs
and actions. This inclusive approach can foster ownership and
enhance capacity-building, although it does not necessarily
imply that funding decisions should always be decentralised.

Such an approach will also have to tread a fine line between
combining the needs of challenge-oriented policies, smoothing
the tension between top-down priority setting and place-based
regional development processes and the need to balance direc-
tionality in engaging with EU objectives with the freedom inher-
ent in place-based policies.**

By veering towards a territorially sensitive performance-based
model, Cohesion Policy could complement investments with
reforms to achieve development goals*“® without diverting from
its foundational objectives of promoting social and economic
convergence.'*°

Moreover, the policy should learn to live with EU’s conditionality
culture. Since the 2010s, conditionality has become common in
EU policies, significantly influencing Cohesion Policy.}*° Emerging
from various crises, this shift has led to an intertwining of differ-
ent conditionalities, impacting both governance methods and
Cohesion Policy.’>! The introduction and later proliferation of ex-
ante conditionalities to address institutional and administrative
problems is one of the most substantial changes since the incep-
tion of the policy. It has also significantly affected its functioning
and impact.**? The conditionality agenda in Cohesion Policy has
evolved to link the implementation of funds more closely with the
EU's political priorities, particularly during the sovereign debt cri-
sis. Despite scepticism towards the idea of conditionalities, some
are potentially beneficial:

Endogenous and/or efficiency conditionalities can
contribute to the objectives of Cohesion Policy and facili-
tate its implementation.

Exogenous and/or compliance conditionalities are
designed to ensure a sound use of EU funds in line with the
values and objectives of the TEU and the Charter of
Fundamental Rights. These conditionalities are essential to
uphold the rule of law and democratic standards. Such
exogenous and/or compliance conditionalities may risk to
inadvertently hold Cohesion Policy initiatives captive,
penalising regions for decisions made by national authori-
ties that are outside their control.

Cohesion Policy needs to overcome the paradox of preconditions
meant to ensure policy effectiveness but instead triggering inef-
ficiencies in policy implementation. The challenge is to determine
the extent to which Cohesion Policy can contribute to fulfil over-
arching European objectives regarding the rule of law or the
implementation of and compliance with the Charter of
Fundamental Rights. In some cases, this involves transforming
conditionalities from mere prerequisites into integral components
of the policy to promote the development of stronger and more
efficient institutions and thus ensure the success of investments.
However, conditionalities alone are not enough. A systemic pro-
gramme for national and regional reforms is needed.

Hence, Cohesion Policy should continue to build on its flexibility
and adaptability, supporting structural transformations to
respond to current challenges.*>® In addition, it should deliver on
its objectives without leading to a concentration of resources in
more developed regions and specify its contribution to the
reform priorities identified in the European Semester.

It should also draw inspiration from international best practices
in managing innovative investment and complex reform pro-
jects, implementing ‘diagnostic monitoring’ for continuous
supervision and periodic review.!>*



Ultimately, adopting a performance-based approach will also
enable Cohesion Policy to further show its real value and impact
with clear delivery against objectives and goals linked to
national and regional strategies such as National Energy and
Climate Plans, or infrastructure development strategies.

45  MEANINGFUL SIMPLIFICATION

Cohesion Policy has grown in complexity over the past three dec-
ades. Successive reforms have introduced new objectives, funds,
instruments and tasks. New conditionalities have been created to
improve the absorption, regularity and performance of the policy.
This has often been in response to evaluation evidence, or pres-
sures from the Council, Parliament or European Court of Auditors
(ECA). In particular, an ‘audit explosion’ since the 2000s has con-
tributed to a greater emphasis on compliance than actual
impact.’>> With constraints on institutional capacity, management
bodies inevitably make trade-offs between quicker spending,
effective spending and the avoidance of errors.

The European Commission has made considerable efforts to
achieve ‘simplification’, including the High-Level Group on
Simplification for Post-2020 Cohesion Policy, several of whose
conclusions were taken up in the regulatory framework for the
2021-27 period. The key recommendations of the Group were:
alignment of horizontal rules between EU funds; fewer, clearer
and shorter rules; genuine subsidiarity and proportionality; a sta-
ble yet flexible framework; extension of the single audit principle.
However, these have only been partly realised. Rules still differ
between EU funds. Some Member States have resisted greater
proportionality and differentiation in rule design. Proposals for
short rules come up against programming authorities’ desire for
more certainty as to how those rules might be interpreted by
auditors. Application of the single audit principle has faced prob-
lems with the capacity of Member State audit bodies to provide
sufficiently reliable assurance on EU spending.

The continuing complexity of Cohesion Policy poses major chal-
lenges for Managing Authorities, Intermediate Bodies and, most
of all, beneficiaries. For many years, local and regional officials
have voiced concerns about the growing complexity and number
of requirements needed to develop projects and access funds,
impeding development in their regions. Innovative, higher value
projects which carry more risk can be discouraged in favour of
more conventional interventions that tick all the necessary boxes.

Local officials have become increasingly apprehensive about
their organisational and personal responsibility, as genuine
errors or administrative mistakes could have serious judicial
repercussions. This apprehension has not only lowered absorp-
tion levels compared to the past but also undermined trust in
the policy and the EU as a whole.

For beneficiaries, administrative processes make it difficult and
time-consuming for them to access funds. In some Member
States, Cohesion Policy funding is avoided in favour of less
complex and less risky domestic funding.
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This complexity has damaged the reputation of the policy. On
the ground, it has made it difficult for Managing Authorities to
take a strategic perspective and deliver an effective, place-
based approach to designing, implementing, monitoring and
evaluating Cohesion Policy programmes focused on impact.

There is of course scope to further streamline administrative pro-
cedures, reduce paperwork, and adopt more efficient, digital
approaches to simplify processes and make them more user-
friendly. More use could be made of simplified cost options. More
technical support, clearer guidelines and greater hands-on assis-
tance for applicants would make the policy more accessible.

However, past experience indicates that, while incremental
improvements should continue to be made, the Commission
should look at more radical options focusing on systemic rather
than procedural changes. This reassessment needs to address,
inter alia, the coherence of Cohesion Policy (especially uniformity
of procedures with other EU funds), consolidating funding
streams, the scope for relying more on national rules, and provid-
ing greater flexibility for Member States to determine eligibility.

Lastly, current mechanisms for monitoring and evaluating the
impacts of funded projects are complex, yet insufficient.
Enhancing and streamlining these mechanisms to better track
performance, outcomes and impacts is vital to ensure a more
effective use of resources.

46 MAKE COHESION POLICY ‘FUTURE
AND CRISIS PROOF’

Cohesion Policy has played an essential role in EU crisis
responses. By swiftly introducing a wide range of flexibilities
and setting up specific crisis instruments (e.g., CRII/CRII+, CARE/
CARE+, FAST-CARE), it allowed Members States and regions to
react quickly and effectively to the effects of the pandemic and
the war in neighbouring Ukraine.

Cohesion Policy will continue to be there for future crises and
will, once again, play a valuable role, especially as it has the
delivery system capable of reaching subnational intermediaries
and projects on the ground.

However, Cohesion Policy’s mission to drive long-term transfor-
mation that boosts competitiveness and reduces disparities
across the EU has been affected by the growing need to
respond to emergencies and manage crises. The use of
Cohesion Policy as an emergency instrument has affected its
capacity to deliver on its goals. Projects have been delayed or
cancelled, Cohesion Policy staff have been switched to emer-
gency tasks and targets have become unrealistic. The percep-
tion of Cohesion Policy has also been affected. It is increasingly
perceived as an additional emergency funding source, used to
address immediate problems and emergencies or to arm wres-
tle countries into meeting certain conditions, often unrelated to
the policy's goals.
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Moreover, Cohesion Policy’s capacity to rapidly respond to crises
is modest. Accounting for less than 1% of EU public expenditure
and with a primary focus on long-term investment, the policy
has limited mechanisms to reallocate funds or implement tem-
porary measures in exceptional circumstances. This does not
mean that Cohesion Policy has been inflexible in the face of
emergencies. One example of how the policy has jumped to the
occasion in an emergency, without jeopardising its budget, is
the SURE programme (Inset 2).

Inset 2

Support to mitigate Unemployment Risks in an
Emergency (SURE) programme

In September 2020, the EU introduced the Support to miti-
gate Unemployment Risks in an Emergency (SURE) pro-
gramme, allocating EUR 98.4 billion of its planned EUR 100
million to Member States. Funded through social bonds,
SURE supported national short-time work schemes and self-
employment income replacement programmes, enabling
employees with reduced pandemic-related working hours to
receive full-time pay.

SURE had a remarkable impact, aiding approximately 31.5
million people and 2.5 million companies in 2020, with
diminishing numbers in the following years. It primarily ben-
efited SMEs in various sectors, preventing an estimated 1.5
million job losses in 2020 alone. Audited by the European
Court of Auditors in 2022, SURE received positive feedback.

The funding for SURE, derived from the issuance of social
bonds under the Social Bond Framework which saw strong
market interest due to favourable pricing. These funds were
loaned to Member States on advantageous terms, leverag-
ing the EU’s strong credit rating. The loans were conditional
on financing employment schemes and facilitated by
Member State requests and Commission assessments.

By December 2022, SURE had disbursed EUR 98.4 billion in
loans to 19 Member States. Italy, Spain and Poland were the
main beneficiaries. This initiative saved Member States an
estimated EUR 9 billion in interest payments. The loans were
backed by EUR 25 billion in guarantees from Member States,
based on their share of the EU’s Gross National Income
according to the 2020 budget.

Cohesion Policy should continue to focus on its original goal of
promoting development and cohesion while remaining flexible,
responsive and adaptable to address urgent challenges. The
emphasis should be, as indicated throughout this report, on being
a pre-emptive, forward-looking policy driving transformative
changes that smooth transitions and enhance social investment.

This requires a clear vision for the future that aligns with the
Treaty's objectives of convergence and long-term development
as well as a capacity to draw lessons from recent crises. It also
requires a balancing of short-term reactions with its strategic,
long-term objectives while guaranteeing that administrative
resources are not overstretched.

Looking ahead, clear rules for combining long-term goals of the
policy with in-built flexibility are needed. Regional and national
entities should continue using Cohesion Policy effectively under
pre-set conditions, contributing to meeting evolving EU objec-
tives. Yet, to ensure the policy remains adaptive and capable of
driving transformative resilience while allowing for the neces-
sary flexibility to re-programme, funding for extra staff, transi-
tional support, derogation on State aid and flexibility for
co-financing is needed.

Lastly, and on the general issue of dealing with emergencies at
EU level, the EU needs a mechanism for additionally funding the
national level to sustain/boost investment and maintain
employment. This mechanism could build on the EU Solidarity
Fund, for internal emergencies, including natural disasters,
flooding, forest fires and volcanic eruptions.

4.7 A VIABLE BUDGET TO ENSURE
COHESION POLICY CAN DELIVER
COHESION

The budget for Cohesion Policy in the EU post-2027 should
increase, reflecting the substantial needs and challenges within
the EU. Reducing investment in cohesion would be a mistake
and a significant step backwards. At the very least, the future
budget should match that of the 2021-2027 period in real
terms, as any reduction will undermine the EU’s dedication to its
political priorities and treaty obligations.

Moreover, the prospect of enlargement will significantly impact
the Multiannual Financial Framework (MFF) and funds allocated
to Cohesion Policy. With potential enlargements towards the
western Balkans and eastern Europe, the EU will have to deal
with increased economic, social and territorial disparities. These
changes underscore the necessity for a robust, EU-wide
Cohesion Policy particularly in the face of new challenges and
costs including integrating new Member States. Enlargement
will also demand more focus on capacity building.

To keep all of Europe on board in this crucial period, regions in the
EU currently facing disadvantages have to be assured they will
not lose investment and become even more vulnerable due to
enlargement. Cohesion Policy must continue to be a comprehen-
sive strategy that benefits all regions, territories and people.



5 WITH WHOM SHOULD
COHESION POLICY
COLLABORATE?

Key recommendations

Cohesion Policy should become a policy that forges
synergies with other EU and national initiatives to
ensure that all policies deliver on their goals.

A policy with a strategic framework uniting competitive-
ness and cohesion and other relevant policies as part of
the European Semester process.

Cohesion is far too important to be left to Cohesion Policy
alone. Cohesion Policy exists amidst a broad spectrum of other
EU policies. These include established policies such as the
Common Agricultural Policy (including Rural Development poli-
cies), the European Pillar of Social Rights, its action plan and the
European Innovation Policy, alongside newer initiatives like the
RRF, the green, digital and demographic transitions —often con-
sidered more exciting because of their novelty— as well as
emerging policies such as the European Industrial Strategy and
the Common Security and Defence Policy. Cohesion Policy is
also linked to the Commission’s ‘whole of government’
approach to implementing the Sustainable Development Goals
including through the European Semester.

While these policies have diverse aims, inputs and compliance
mechanisms, at their core they share common goals with
Cohesion Policy. They all aspire to bolster the economic dyna-
mism of the EU as a whole, to increase development, enhance
the continent’s resilience and improve the quality of life of
Europeans.
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Nevertheless, the impacts of this diverse array of EU policies do
not always align with their aspirations. Frequently, they fall
short of achieving their ultimate objectives due to three primary
reasons.

Firstly, other EU policies miss a territorial dimension. This is par-
ticularly evident across much of the RRF and the green, digital
and demographic transitions, as well as in the European
Semester and STEP, the sovereign fund expected for the next
MFF. Other EU policies are conceived as aspatial or spatially
blind. This might stem from a disparity in scale or the different
challenges they face. However, all EU policies regardless of their
level of implementation, have important territorial implications
and these are unevenly distributed across Europe. The green
transition, for example, presents significant opportunities for
dynamic urban centres and technologically advanced regions in
the EU. However, it simultaneously risks exacerbating chal-
lenges for less developed and more vulnerable regions, as
pointed out by a growing number of recent studies using differ-
ent approaches and methods (Figure 10).1*¢ Disparities between
regions can also widen, putting a strain on EU economic and
social cohesion.

As important, a disregard for impacts on vulnerable regions
could derail the green transition. The differential territorial
impact of green intervention is already fuelling a 'green discon-
tent'. This is a form of dissatisfaction emerging in territories
disproportionately bearing the short- and medium-term costs
of the green transition without enjoying most of its benefits and
whose inhabitants have often not been involved in any decar-
bonisation governance process. Further neglect of the territorial
dimension of the green transition can erode, as we are already
seeing, public support for climate action in some parts of
Europe, jeopardising the broader goal of decarbonising
economies.t*’
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Other EU policies and processes, such as those covering the dig-
ital transition,'*® science and technology, defence, the RRF or the
European Semester are susceptible to similar risks. This rein-
forces the need for enhanced synergies between other EU poli-
cies and Cohesion Policy to ensure that all policies become far
more capable of achieving their goals and, as a consequence,
of delivering on a better and more sustainable future for all EU
citizens. To be successful, all these policies need to consider the
territorial dimension of their investments and how they filter
down to the local level.**®

Secondly, governance and institutional issues arise from a lack
of coordination between policies. The proliferation of EU instru-
ments, some with partially overlapping objectives, such as
Cohesion Policy and the RRF, or eligibility criteria such as the
Just Transition Fund, European Regional Development Fund and
European Social Fund+, can obscure the visibility of EU actions.
Overlaps trigger administrative complexities for authorities and
foster unhealthy competition in project pipelines. This scenario
epitomises the problem of the left hand not knowing what the
right hand is doing. The tendency to work in silos is leading to
inefficiencies and suboptimal outcomes.¢°

Thirdly, other EU policies such as the RRF have the fundamental
task of dealing with emergencies. Yet, in a highly turbulent
world, emergencies have become the norm rather than the
exception. Cohesion Policy, by contrast, deals with long-term,
structural challenges and is designed to prepare vulnerable
regions in Europe to withstand future threats. In this respect,
the EU needs a strong Cohesion Policy as a pre-emptive tool to
ensure overall preparedness of the Union to face future chal-
lenges and to build resilience within the system. A strong
Cohesion Policy will consequently ease the task of EU-wide poli-
cies dealing with emergencies.

In addition, the development of stronger synergies is not limited
to EU policies and economic governance. It also extends to
Member State policies, encompassing both financial support
and a variety of incentives or sanctions.

Creating synergies between Cohesion Policy and other policies
is much more than merely adhering to the principle of 'doing no
harm to cohesion'. It is about recognising the interdependence
of these policies and making sure the overall efficiency of any
policy intervention is enhanced.’®* Cohesion Policy already con-
tributes to a range of broader EU objectives as it addresses
long-term challenges and evolving EU priorities such as the
green, digital and demographic transitions, innovation and skills
gaps at territorial level. The policy concentrates its funding on
these key priorities, notably through thematic concentration on
climate and environmental objectives as well as competitive-
ness and innovation. The Just Transition Fund also contributes
to alleviating the impacts of climate transition.

Yet more needs to be done. Cohesion Policy and other EU initia-
tives, as well as many national policies, are mutually reliant and
need to work in concert to achieve their collective goals. By fos-
tering greater synergies, the efficiency and effectiveness of
these policies can be significantly enhanced. Such synergies are
key to ensuring that all European policies, along with many
national policies, realise their full objectives, increasing Europe’s
competitiveness and maintaining the EU's commitment to
cohesive growth and development.
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Setting up a strategic framework uniting competitiveness and
cohesion with other policies —including rural development,
innovation or defence policies— as part of the European
Semester process, will help strengthen synergies and ensure
common objectives that require commitments from EU,
national and subnational policies.

6 CODA: ENLARGEMENT
AND THE FUTURE OF
COHESION POLICY

Key recommendations

Cohesion Policy is a vital policy to guarantee an effec-
tive integration of future Member States without
compromising investment in current EU regions.

A policy that ensures that enlargement is not conducted
at the expense of regions of current Member States
bordering candidate countries, as well as regions most
severely affected by changes of European and global
value chains.

The EU has decided to expand to include nations from the west-
ern Balkans —namely Albania, Bosnia and Herzegovina, Kosovo,
Montenegro, North Macedonia and Serbia— as well as to the
East (Moldova, Ukraine and Georgia). These countries all have
GDP per capita significantly lower than Bulgaria, which is pres-
ently the least developed EU27 Member State. For instance, in
2022 Montenegro, the most advanced of these Candidate
Countries, had a GDP per capita of just 50% of the EU27 average
measured in purchasing power parity. Bosnia and Herzegovina
and Albania barely exceeded one third of the EU average. There
are no similar statistics for Moldova and Ukraine, but their
respective GDPs per capita are bound to be even lower.

Internal territorial inequality in prospective Member States is
also rife. For instance, prior to Russia's 2014 invasion of Crimea,
internal disparities in Ukraine surpassed those of the EU as a
whole. There was also marked territorial polarisation. Between
1999 and 2013, while Kyiv's GDP per capita grew at an impres-
sive 23% per annum, growth in the Zaporizhia region was a
mere tenth of this rate.!®? Additionally, countries like Moldova
and Bosnia and Herzegovina have acute governance and insti-
tutional challenges, while still grappling with issues such as
economic underdevelopment and inadequate infrastructure.

In this final section of the report, we investigate the potential
effects of enlargement on Cohesion Policy. By learning from the
past and proposing future strategies, we emphasise the vital role
of Cohesion Policy in ensuring the smooth integration of these
new Member States, thereby strengthening the EU's unity and
prosperity and the capacity of Candidate Countries to catch up.
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The EU has considerable experience with enlargements. The
current Cohesion Policy was born as a policy to, among other
things, make the accession of Spain and Portugal successful.®®
The future enlargement will be the eighth. Of the previous
seven, six included new Member States that were poorer than
the then-poorest EU member. The 1995 enlargement was the
only exception. Cohesion Policy has played a key role in almost
every enlargement, facilitating the incorporation of new
Member States in a way that benefited them and the rest of the
Union. It has allowed the EU to effectively combine enlargement
and deepening. Hence, as the EU embarks on a process that
should take it from 27 to 36 Member States, it is important to
remind ourselves that cohesion concerns enlargement.®* For
example in 2004, during the biggest enlargement to date in
terms of the number of countries and population, Cohesion
Policy investments helped integrate nations that had been
behind the Iron Curtain barely a decade earlier. In these
instances, even modest Cohesion Policy investments laid the
groundwork for the significant transformations that followed.
Investments included EUR 23 million in Slovenia, EUR 56 million
in Estonia, EUR 122 million in Lithuania or EUR 181 million in
Slovakia during the 2000-2006 programming period. Even the
EUR 1.19 billion invested in Poland looks small, especially com-
pared to the EUR 11.42 billion allocated to Spanish regions in
the same period. However, these funds were crucial in preparing
countries in central and eastern Europe for the impressive eco-
nomic leap forward they experienced post-accession (see Figure
1). Relatively small investments set the stage for rapid develop-
ment and led to subsequent increases in funding, contributing
to advances in infrastructure, investment in productive capital,
human capital, FDI, environmental conditions and employment
in all post-2004 member countries.

As with past expansions, Cohesion Policy should play a crucial
role in addressing the substantial challenges of the eighth
enlargement. The complex situation in which many Candidate
Countries find themselves underscores the need for a robust
and adaptable Cohesion Policy tailored to the individual circum-
stances of each country. These range from institutional issues
in many of the candidates, to post-conflict recovery in Bosnia-
Hercegovina and Kosovo, as well as the Ukrainian post-war
conundrum. In all cases, Cohesion Policy can lay the groundwork
by providing basic investment for integration and development,
regardless of the condition of each country.

However, the role of Cohesion Policy goes well beyond basic
investment. It should play just as important a role by focusing
on institution and capacity building, including twinning pro-
grammes and support to civil society and social partners.
Institutional improvements will prepare the ground for more
effective public policies and greater development. The post-EU
accession experience of the Baltic States exemplifies this,
where enhanced institutional capacities have led to more effi-
cient use of Cohesion Policy funds, speeding up their integration
and economic growth. The funds have also contributed to coun-
tries that are at the forefront of effective policy-making.

In any case, given the vast differences in challenges for the
Candidate Countries, a custom-made approach to Cohesion
Policy is necessary, also considering ad hoc tools with an
emphasis on technical expertise involving EU and Member State
teams. Albania and North Macedonia, for instance, have distinct
economic and social structures compared to current EU

members. Ukraine, meanwhile, will require a substantial recon-
struction effort following the Russian war of aggression. A
bespoke place-based strategy for each country and region will
ensure that Cohesion Policy investments are aligned with the
specific developmental needs and priorities of each country and
region. The long-term benefits of a well-implemented Cohesion
Policy for new members include sustainable growth, social
cohesion and enhanced competitiveness. The inclusion of all
these countries could also serve as a stabilising factor in a his-
torically fractured and contentious part of Europe, laying the
foundations for far greater social and political stability and,
consequently, more sustainable economic development.

Enlargements also impact current Member States and their
regions as new territories join the single market and affect
international value chain and labour migration in the EU.
Therefore, additional funds are needed to invest in regions bor-
dering Candidate Countries, as well as regions in current
Member States severely affected by changes in EU and global
value chains in the wake of enlargement.

However, considering the magnitude of the challenges, particu-
larly in Ukraine, relying solely on Cohesion Policy is not enough.
The EU will need to undertake specifically targeted interven-
tions, possibly using ad hoc mechanisms to ensure the most
pressing and difficult issues such as reconstruction are effec-
tively addressed. Only in this way can the impact and returns of
any future public policy be maximised.

In conclusion, enlargement towards the western Balkans and
the East is strategically important for the EU. This enlargement
poses substantial challenges but also offers major opportuni-
ties. Its success will depend on a joint effort from EU policymak-
ers and Member States who must demonstrate the political will
and allocate the necessary resources to make it a reality.
Enlargement is a unique chance to reaffirm the values and
objectives of the Union and a strong Cohesion Policy is vital for
its success. By drawing lessons from past experiences and
adapting to current challenges, the EU can ensure that Cohesion
Policy cements this enlargement, contributing to a more stable,
prosperous and cohesive Europe.
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