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The European cohesion policy aims to strengthen
economic, social and territorial cohesion, andto correct
imbalances between countries and regions.

The existing evidence on the impact of the policy on the
regions of the European Union (EU) suggests that it
positively influences cohesion, triggering convergence
across countries.

Little is known about the effects of the policy on within-
country regional inequality, which is an important
dimension of economic disparities.

1. Introduction

Monfort (2020) shows that regional disparities in the
EU decreased substantially between 2000 and 2009,
stabilising in the years after the Great Recession.
These dynamics reflect mainly the catching-up
process of the regions in the EU-13 (the countries
which joined the EU after 2004) with respect to those
of the EU-15 (the countries which formed the EU in
1995).

Within-country disparities account for the bulk of
regional disparities in the EU, which makes it
interesting to study developments in country-specific
regional economic disparities. Between 2000 and
2018, regional disparities increased in countries like
Bulgaria, Romania, and Greece. On the other hand,
disparities declined in countries like Portugal, Finland,
and Germany.

What role does the European cohesion policy play for
within-country regional inequality? The policy mostly
targets the less developed regions of the EU Member
States with the purpose of reducing regional
disparities. The potential role of cohesion policy
depends on where the cohesion funds are deployed
within the countries targeted by the policy.

Investing in the less developed regions of these
countries may achieve the objective of reducing
regional disparities, but it may come at the cost of
renouncing investment in more developed regions
which could generate higher country-wide returns.

The results summarised here focus on the impact of
cohesion policy investments on regional disparities within
the countries mainly targeted by the policy.

The investments can take place in either peripheral
regions or core regions within each country. The
economic impacts in the two types of regions differ in
terms of magnitude and spillovers generated.

Investing in core regions may maximise country-wide
returns, but it could be harmful to within-country
regional disparities.

This would constitute an equity-efficiency trade-off,
as the convergence objective may imply giving up on
enhancing economic performance at the national
level. The trade-off may appear when investments in
less developed territories generate relatively smaller
macroeconomic impacts than those in more
developed regions.

On the other hand, the equity and efficiency
objectives may be achieved simultaneously when the
economic effects of the interventions in the economic
cores “trickle-down” to the peripheral regions via large
interregional spillovers, or when the impact in the less
developed regions are characterised by substantial
regional and country-wide retums.

This Policy Insight summarises a number of results
obtained with the RHOMOLO model related to the
equity-efficiency issue of the European cohesion
policy investments.

The policy impact of this research

The results summarised in this Policy Insight
have been used to inform the 2021-2027
cohesion policy negotiations between the
European Commission and some of its Member
States.
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2. Results

The existence of an equity-efficiency trade-off
related to cohesion policy investments in the
countries targeted by cohesion policy depends on the
type of investments deployed, as well as on the
specific characteristics of the territories. Crucitti et al.
(2021) show that, in Bulgaria, the investments
deployed in the capital city region (and economic
core) generate little economic spillovers in the rest of
the regions of the country. The cohesion investments
should take place in the less developed regions of the
country to reduce regional disparities, and thanks to
the considerable spillovers of the interventions in the
peripheral regions, the authors conclude that there
does not seem to be a systemic equity-efficiency
trade-off related to cohesion policy in Bulgaria.

On the other hand, Crucitti et al. (2022) find that the
macroeconomic returns of the policy on Romanian
GDP are maximised by investing in the capital city
region, at the expense of worsening regional
disparities in the rest of the country. For certain
interventions, though, the spillovers generated in the
less developed regions are so significant that their
country-wide economic impact is similar to the one
obtained by investing in the capital city region.

3. Conclusions

Regional inequality is a relevant issue for the EU, both
at the Union level and at the Member States level.
European citizens are likely to compare their situation
to the benchmark of their own country, rather than to
that of the EU. Anincrease in within-country regional
disparities is hence not desirable as it may lead to
popular discontent, political polarisation, and further
imbalances (for instance, related to migration).

Reducing internal disparities in Member States
generally requires to allocate cohesion funding to the
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less developed regions of the country. But is that
preventing the maximisation of the impact at the
national level? The evidence summarised here
suggests that it is not necessarily the case. In
particular, whether the deployment of cohesion
investments gives rise or not to an equity-efficiency
trade-off depends on the policy mix of the
interventions, and on the extent and direction of the
spatial spillovers generated by the investments.

Policy makers should consider these elements when
designing the interventions, to accommodate equity
and efficiency goals.
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