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Abstract

Theimpacts of the COVID-19 pandemic, the war in Ukraineand a
range of mega-trends affect Europe’s pathway and exacerbate
vulnerabilities for many places and societal groups. They risk
accelerating disparities between places and people.

Cohesion Policy proved to be a highly flexible instrument,
reacting quickly and effectively against the effects of the
pandemic. For the 2021-27 period it seems programmes are
adopting a ‘back to normality’ approach.

To address cohesionchallengesahead and ensure the crises result
in a green, digital and just transition, Cohesion Policy has to
adjust.
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EXECUTIVE SUMMARY

The COVID-19 pandemic was a major shock, deeply impacting people, enterprises, public
authorities, municipalities and regions. The war in Ukraine is exacerbating vulnerabilities for many
places and societal groups already weakened by the pandemic.

These two external shocks haveaccelerated fragmentation between societal groupsand between
places. Many of theimpacts highlight therisks ofincreasing inequalities.

The worst and most direct impacts have been avoided by swift policy actions where Cohesion
Policy playedarole.

Cohesion Policy perspective

Cohesion Policy reacted promptly tothe emergency of the pandemic. New measures to counteract
socio-economic effects of the pandemic were extremely important. The three interconnected
objectives of the new Coronavirus Response Investment Initiative (CRIl)/Coronavirus Response
Investment Initiative Plus (CRIl+) measures and Recovery Assistance for Cohesion and the
Territories of Europe (REACT-EU) were to provide liquidity, simplification and flexibility, enabling
actions targeting needsthatemerged during the pandemic. These have been particularly effective
in supporting SMEs through traditional tools (i.e.grantsand financial instruments).

In the 2014-2020 period, European Regional Development Fund (ERDF), European Social Fund
(ESF) and CohesionFund (CF) programmes responded to the emergency by shifting resources from
supporting mainly long-term strategic investments such as infrastructure, R&D, energy efficiency
and renewable energy operations, towards extra support to struggling SMEs, citizens and the
healthcare sector.

Theresponse to the pandemicincluded the Recovery and Resilience Facility (RRF) with its National
Recovery and Resilience Plans (NRRPs). As investments planned in NRRPs largely coincide with
Cohesion Policy strategic objectives and financial resources, there is a risk of funding competition.
The high level of complementarity is not sufficiently addressed in coordination and collaboration
between NRRPs and Cohesion Policy.

For the 2021-2027 period, programme authorities designing new strategies are adopting a ‘back
to normality’ approach. The need to create new ‘post-pandemic development models’ has been
disregarded. Current strategies are based on the same, pre-pandemic logic. However, going
beyondthe programmesand looking at CPR, ‘territorial resilience’ is embedded in ERDF and ESF+
specific objectives. Territorial resilience could also be boosted using territorially integrated
strategies through a simplified and result-oriented framework thanks to Simplified Cost Option
(SCO)and Financing Not Linked to Costs (FNLC).

Cohesion perspective

The pandemic, Russia’s war on Ukraine and a range of mega-trends affect Europe’s pathway to
cohesion. They risk furtherreducing cohesionin Europe and increasing dis parities between places
and people, as less developed regions are often more affected than more developed and affluent
regions.

Gross value added (GVA) change in 2020 offers a first insight into impacts of the COVID-19
pandemic. The least decline in GVA has been around the Baltic Sea, in the Netherlands, Ireland,
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Luxembourg, Romania, Poland and some regions in Bulgaria. In many cases this seems to match
less COVID-19 related restrictions.

Potentialimpacts of the war onUkraine depend on theenergy intensity of regional economies and
their reliance on energy imports from Russia. The places most sensitive to this include regions in
Finland, Estonia, Poland, Czechia, Slovakia, Hungary, Bulgaria, Sloveniaand Germany.

The focus on energy does not give the full picture. Other regional sensitivities such as trade
relations with Ukraine, Russia and Belarus, war refugees, the share of people at risk of poverty and
the share of people working in highly affected sectors especially impact regions in Finland, the
Baltic States, Poland, Romania, Bulgaria, Greece, the south of Italy, and the south of Spain.

The discussion of mega-trends points to the risk of increasing inequalities between places and
peoplein Europe, i.e.less cohesion, and therisk of a poorer, more unstable and insecure future.

To cope with theincreasing disparities and increase the capacity to react to unexpected changes,
strengthen recovery and proceed with a green, digital and just transition, more resilience at all
levels of governanceis needed. Strengthening the ability to reactto changeswith the flexibility to
adapt and navigate under uncertainty in allregions may reduce theriskthatfuture external shocks,
trends and societal transitions increase disparities.

Recommendations

The pandemic and Russia’s war on Ukraine are two major shocks. Clearly, there cannot be
a blueprint for handling such external shocks, not at least as the needs vary considerably across
Europe.

Still, it is time to look beyond how to respond to the crises. It is important to shift gear and start
considering the crises as a chance to accelerate the transition to a more sustainable, digital and
cohesive future.

Key lessons from this studyinclude:

¢ Shift funding from emergency to cohesion projects. The focus on high quality projects with
a clear cohesion perspective needs to be strengthened again as the need for emergency
interventions decreases. Under the European semester, the European Parliament should
encourage a long-term perspective, targeting structural changes when debating country
reports and country specificrecommendations.

e Cohesion needs multi-level governance. Multi-level governance and partnership principles
are important cornerstones of Cohesion Policy and need to be ensured and re-emphasised
where they have been weakened. In the context of the European semester, the European
Parliament should address the role of the local and regional level in Cohesion Policy and in
NRRPs.

e Administrative capacity constraints risk reducing the quality of new programmes. To
ensure good quality strategic programmesand overcome recent capacity constraints for time
and staff, administrative support and the possibility for re-programming should be
considered. The European Parliament should advocate efforts for administrative support to
programme authoritiesand simplification. Furthermore, it should advocate the possibility for
a voluntary mid-termreview and for re-programming in 2023, where programmes could not
devotethe envisaged efforts to programming for the 2021-27 period.
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Strengthening regional resilience. The increasing number of crises and external shocks
underline the need to become moreresilient. It is impossible to have blueprints which work
forall parts of Europe and for all sorts of external shocks. The main lesson from thisis the need
to increase resilience at all levels of governance. In this case, resilience is the ability to adapt
to changing ituations, rather than bouncing back to a previous equilibrium. Cohesion Policy
should be used to help local and regional authoritiesin Europe to increase their capacities to
dealwith unexpected shocks and become more resilient.

An ambitious long-term perspective. Cohesion Policy programmes and beneficiaries need
to engage with a long-term vision for their area to ensure the transition towards a green,
digital and cohesive future which brings Europe closer to citizens. The European Parliament
should advocate a European strategic framework (or long-term vision) underpinning
Cohesion Policy post 2027, as well as place-based development visions at the level of
programmesand territorial toolsto bring Cohesion Policy closer to citizens.

2023 asamoment to reflect. In 2023, insights on the interplay between NRRPs and Cohesion
Policy programmes, the strategic orientation of policies post-COVID, and an early review of
thelong-term orientation of Cohesion Policy programmesshould inform a broadreflectionon
possible re-orientation towards more strategic long-term needs. The European Parliament
should ask the European Commission to address these pointsin country reportsand country
specific recommendations in 2023. Furthermore, it should launch an EU-wide assessment on
theinterplay between NRRPs and Cohesion Policy.

Strengthen cohesion as an underlying value. The crises challenge cohesion in Europe and
broaden the gaps between prosperous and lagging regions. Many of the mega-trends
affecting local and regional development in Europe are expected to further accelerate these
disparities. Cohesion Policy must offer a platform for regions which risk being left behind, to
increase their capacities to develop desirable future perspectivesfor their areas and forward-
pointing projects funded by Cohesion Policy.

What role for Cohesion Policy post 2027? Cohesion Policy post 2027 can be radically
different from today. It could become a new era for Cohesion Policy as the driver for transition
and a policy integrator. Cohesion Policy could also become a narrowly focused funding
schemeamong an increasing number of purpose-built policies. Alternatively, Cohesion Policy
might be phased out asit lacks agility and flexibility to adjustto changing circumstances. Now
is the time to shape the debate about Cohesion Policy post 2027.
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INTRODUCTION

This is the final report of the second phase of the research project on the impact of the COVID-19
pandemiccrisis on EU cohesion. The studyinforms REGI Committee members aboutimpacts of the
COVID-19 pandemicon EU cohesion and EU Cohesion Policy. However, increasingly the impacts of
the pandemic are side-lined by the impact of the war in Ukraine. Therefore, it also addresses first
insights into how the war in Ukraine and selected mega-trendsaffect cohesionin Europe.

This report presents the pandemic’s impacts on Cohesion Policy (chapter 1), impacts of the
pandemic, the war and selected mega-trends on cohesion and differenttypes of regions (chapter
2) as well as conclusions and recommendations (chapter 3). The annex provides methodological
background information.

The study is based on analysis of data for EU Cohesion Policy programmes and regional data on
territorial characteristics. The quantitative analysis is supported by qualitative analysis including
document studies and discussions with a regional reference group linking the analysis to ‘on the
ground’insights. These approaches are described in furtherdetailin theannex.

Summary of the key methods used

The quantitative analysis of Cohesion Policy programmes uses Cohesion datafor:

e Changes in budget allocation (transfer of resources) among priorities in Operational
Programmes (OPs), linked to theflexibility provided through Coronavirus Response Investment
Initiative (CRIl) and CRIl+;

¢ Financial performance, with a focus on absorption and spent resourcesand comparison with a
‘no-COVID' scenario;

e Physical (output) performance, including changes in output indicator targets and
achievements for the new Coronavirus Dashboard indicators;

o Changesinthe use offinancialinstruments (e.g. increased use of guarantees).

This is supplemented by a qualitative analysis screening specific sections of the ten 2021-2027
Partnership Agreements (PAs) available as of 25 July 2022 (Austria, Denmark, Finland, Greece,
Lithuania, France, Czechia, Germany, Sweden and Bulgaria), to understand changes made during
the pandemic and their impacts. The analysis has been complemented with six interviews
including five with programme authoritiesand one with a national authority elaborating the PA.

The assessment of the pandemic’s impact on cohesion builds on two quantitative approaches.
Firstly, this is the method to assess COVID-19 pandemic impacts, based on analysis of statistical
data at NUTS2 level concerning regions’ exposure and sensitivities to restrictive measures in the
wake of the pandemic. The analysis of potential impacts of the war in Ukraine follows the same
methodological approach. The results are cross-analysed with two regional typologies. One
differentiates between more developed, transition and less developed regions — using definitions
for the 2014-20 and 2021-27 programme periods. The other differentiates between geographical
types of regions. These are urban, intermediate, rural, coastal, islands, outermost, very sparsely
populated, sparsely populated, mountain and border regions.

The analysis of mega-trends and their impacts on cohesion are based on an extensive literature
study of foresight and trend research. Trendsand indications on territorial dimensions have been
attributed to socio-economic and geographical types of regionsand analysed using Sankey charts.

10
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1T ANALYSIS OF COHESION POLICY DIMENSION

KEY FINDINGS

e Cohesion Policy proved to be a highly flexible instrument that reacted quickly and effectively
to the effects of COVID-19. It was particularly effective in increasing support for SMEs through
traditionaltools (i.e. grants and financial instruments).

e The pandemic seems not to have stimulated new development models in 2021-2027
programming. From a preliminary analysis at Partnership Agreement (PA) and Operational
Programme (OP) level, territorial development strategies are mostly based on the same logic
and principles as Cohesion Policy in the pre-pandemic period.

¢ InthenewCohesion Policy legislative package, the Common Provisions Regulation (CPR) 2021-
27, the concept of ‘territorial resilience’ is embedded in the European Regional Development
Fund (ERDF) and the European Social Fund’s (ESF+) specific objectives. Integrated territorial
development strategies should be considered as key to establishing resilient systems
especially through the more simplified and result-oriented framework envisaged for 2021-
2027 such as Simplified Cost Options (SCO) and Financing Not Linked to Costs (FNLC).

e Thesignificant complementarity between National Recovery and Resilience Plans (NRRPs) and
Cohesion Policy does not always match highly detailed governance mechanisms described in
NRRPs, entailing a high risk of overlapping and displacement of Cohesion Policy. This stresses
the necessity for regional, national and European actors to coordinate their role thoroughly to
implement NRRP and Cohesion Policy.

In this second reportthe key guiding questions for analysis of the medium-to-long-term impact of
COVID-19 on Cohesion Policy focus on the effect of the pandemic on 2021-2027 Cohesion Policy
implementation and its programming process.The analysisis in three sections.

In thefirst, '2014-2020: effects on performance andstrategies’,the impact assessment of COVID-19
on Cohesion Policy financial and physical performance during 2014-2020 under the first study is
updated and extended to provide a more exhaustive overview of the effects of the pandemicand
whether Cohesion Policy was an effective tool to counteractthese.

The second section '2021-2027: back to normality?’ investigates the effects of the pandemic on
preparation for the new programming period. The study team activities aimed at identifying new
patterns in PAs and OPs for the 2021-2027 period compared to 2014-2020.

Finally thelast section ‘NRRPs and Cohesion Policy: risks and opportunities’ offersa more in depth
analysis of the potential risks of displacement and opportunities for synergies concerning the
relation between Cohesion Policy and NRRPs a planned investments and reforms. The analysis, in
particular, takes into account the level of complementarity, demarcation and coordination
between the two instruments, as theyare characterised in the PNNR documents.

1.1 2014-2020: effects on performance and strategies

The first study' presented preliminary findings on the effect of the COVID-19 pandemic on the
financialand physical performance of Cohesion Policy during the programming period 2014-2020.

1

Kai Bohme et al.,, 'The Impacts of the COVID-19 Pandemic on EU Cohesion and EU Cohesion Policy’ (Brussels: Policy Department for
Structural and Cohesion Policies, 2022).
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In this second report, the assessment has been updated and extended to provide a more
comprehensive overview of the findings.

The key aspects illustratedin this section are:

e Changes in budget allocation (transfer of resources) among priorities and intervention fields
in OPs (linked to flexibility provided through CRII/CRII+).

e Physical (output) performance, regarding changes in common output indicator targets and
analysis of achievementsat the end of 2020 for the Coronavirus Dashboard indicators.?

e Ashortanalysis of the use of financialinstruments after the pandemic outbreak.

e Thefinancial performance of CohesionPolicy programmes up to 2021 and comparisonwith a
‘no-COVID' scenario (i.e., 2007-2013 programming period).

1.1.1  Strategicprogramme reorientation

For financial reallocation, the first report highlighted that ERDF, ESF and Cohesion Fund (CF)
programmesrespondedto the emergency by shiftingresources from supporting mainly long-term
strategic investments such as infrastructure, R&D, energy efficiency and renewable energy
operations, towardsextra supportfor struggling SMEs, citizens and the healthcare sector.

Financial reallocation is confirmed by this updated analysis. Figure 1.1presents the updated
financial breakdown and comparison of the 2014-2020 planned amount for Cohesion programmes
in 2019, 2020 and 2021 per Thematic Objective (TO).

In 2020 a large portion of OP budgets were already committed, leaving little roomfor manoeuvre.
In 2021 the allocation of resources across TOsremained mostly the same.During the past twoyears
most of the transferred resources went to TO3 ‘Enhancing the competitiveness of small and
medium-sized enterprises (SMEs)’ and TO9 ‘Promotingsocial inclusion, combating poverty and any
discrimination’, whose planned amountsfrom2019to 2021 increased by 18% and 8% respectively.
Most of these additional funds were taken from TO4 ‘Supporting the shift towards a low-carbon
economy in all sectors’and TO7 ‘Promoting sustainable transportand removing bottlenecks in key
network infrastructure’. It is alsoworth highlightingthat TO2 and TO4 are, in relativeterms, the two
objectives whose planned amount decreased most overthese last two years, both by 9%.

2 https://cohesiondata.ec.europa.eu/stories/s/CORONAVIRUS-DASHBOARD-COHESION-POLICY-RESPONSE/4e2z-pw8r/
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Figure 1.1 Fund reallocation between TOs - ERDF/ESF/CF all member states 2019 vs.
2021 (EURDbillion)
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Source: https://cohesiondata.ec.europa.eu/, own elaboration (2022)

Also, the analysis of the physical targets in the first report was updated by reviewing the
indicator target changesfrom 2019to 2021 for 16 ERDF and ESF common outputindicators. These
indicators were selected as representative of interventions and outputs financed under ESIF
programmes. As with the financialreprogramming, there are few differences from the 2020 data.
The targets for many indicators refer to areas that have become priorities during the pandemic
The targets were raised significantly in 2020 and have continued to increase in 2021 (e.g. ‘CO1 -
Number of enterprisesreceivingsupport’, CO36 - Population covered by improved healthservices).
Conversely, targets for actions that do not directly tackle the COVID-19 emergency decreased
further in the last year (e.g. ‘CO11 - Total length of new railway line’, ‘CO21 - number of projects
dedicated at sustainable participation and progress of women in employment’).

However, the analysis revealed interesting information that did not emerge from the budget
reallocation study. For some indicators there was a trend reversalin targets for 2021 compared to
2020.These variations, which can beinterpreted asa returnto investments typical of pre-pandemic
Cohesion Policy, werein thefollowing areas:

e Research and Development: The indicator ‘Number of researchers working in improved
research infrastructure facilities’ (CO25) after a 7% decrease in 2020, last year increased by
15%. There was also a trend change for the target of CO27 ‘Private investment matching public
supportininnovation orR&D projects’. Thisis probably because some programmes which saw
improvement during the emergency, with greater situational awareness and increased
stability, could again pursue importantstrategic objectives.

¢ Environment: theindicator ‘additional capacity of renewable energy production’ (CO30) was
initially reduced by 10 % in 2020 but in 2021 increased by 23%. The climatic emergency in
recent years has steadily gained more political significance, which is probably why in 2021
some OPs tried to restart interventions under this key area. This trend can be also confirmed
by a slightincrease of 2% in the target for indicator ‘CO22 - Total surface area of rehabilitated
land’ after theremarkable reductionobserved in the previous year (-52%).

13
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¢ Unemployment thefirst reportillustrated decreased targets forthe number of ‘unemployed,
including long-term unemployed’ (CO01), as well as ‘employed, including self-employed’
(COO05) since the restrictions made participant recruitment difficult. During 2021, the
loosening of restrictive measures and imposition of less stringent lockdowns by member
states improved the prospects forthe numberof unemployed supported by ESF programmes,
thetarget of the two indicators increased by 11% and 7% respectively.

1.1.2 Focusonemergency measures

The first study analysed how the extra flexibility and liquidity provided by CRII/CRIlI+ and REACT-
EU were used to offer increased supportto SMEs and the healthcare sector. Furthermore, the study
team investigated the new types of interventions that became eligible with the new regulations.
There was also an analysis of the targets and number of OPs adopting ‘non-paper’ COVID-19
indicators?. In this second report, the study team has updated the analysis concerning financial
support implemented by member states during the pandemic and will also include the 2020
achievements of some COVID-19indicators published on Cohesion data at the end of 2021.

For support offered to businesses, the updated analysis confirms the key findings of the previous
report. More resources have been allocated to SME support and development. In particular, the
comparison between the financial resources allocated in intervention fields addressing SMEs on
February 2020 and the latestdata (4 July 2022) reveals netincreased financial resources of EUR4.25
billion and a further increase of more than half a billion compared to the previous study referring
to 15 October 2021. Many resources made available by REACT-EU have been allocated to support
enterprises. Much of this funding hasbeen used to address short-term difficulties, providing funds
to ‘generic productive investments’ (001) and ‘adapting of workers, enterprisesand entrepreneurs
to change’ (106).

Table 1.1 Net increase in SME support (excluding REACT-EU funding) as at July 2022

CRII/CRI+ +4 248 175 367

REACT-EU +12735897 352

Source: https://cohesiondata.ec.europa.eu/, own elaboration (2022)

However, additional support offered to SMEs shows a twofold trend. There has been a greater
allocation of resources to generic business supportbut significant disinvestment for more specific
and innovative actions. Among the operationsset aside because of the pandemicare research and
innovation processes in SMEs (e.g. vouchers, process, design), the development of energy
efficiency and the promotionof cooperation between SMEs and universities/research institutions.

By looking at indicators covering business support, it was possible to identify three main types of
pandemic-related actionsimplemented by the programmes:

e Financial support thorough grants or financial instruments. The health emergency
boosted SME needs for liquidity, notonly to pay their current bills butalsofor new investments
to adaptto the new circumstances (CV20, CV21,CV22 CV24). From analysis of the targetslast
year such interventions were the most implemented by OPs. From the latest information

*  'NON-PAPER: List of programme specific indicators related to the cohesion policy direct response to the COVID-19 pandemic’

retrieved at https://ec.europa.eu/regional policy/sources/docgener/informat/indicators covid19 response en.pdf
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published on Cohesion data, the updated targets for financial support to SMEs for working
capital though grants and financial instruments are EUR 4.6 billion and EUR 7.5 billion
respectively.

¢ Non-financial support (advice, etc.) in response to COVID-19 (CV24).

e Support for enterprises to supply medical equipment and PPE (personal protective
equipment) to the healthcare system (CV25). Since this is very specific, CV25 was one of the
indicators with the lowest targetand adopted by few OPs.

As canbeseenin figure 1.2, the measuresthat were immediatelyimplemented to help companies
overcome thefirst pandemicwaveintended to inject liquidity into the market, especially through
financialinstruments. Theseinitial interventions were a response to the negative consequences of
the pandemicin termsof lack of supplies and reduced demand for goodsandservices. The liquidity
was also designed to support companies forced to adaptto new working methods.The measures
will be exploredin more detailin section 1.1.3.

Figure 1.2 Achievements (%) COVID-19 indicators —-Enterprise support
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CV?20 - Value of non-repayable financial support to SMEs for -
315 .

working capital (grants) in COVID-19 response (total public...
0% 10% 20% 30% 40% 50% 60% 70% B80% 90% 100%

H Achieved% ™ Targetvalue

Source: https://cohesiondata.ec.europa.eu/, own elaboration (2021)

Comparing the financial allocation for intervention fields addressing the healthcare sector for
February 2020 with the latest available data (4 July 2022), there was a net increase of EUR 7.72
billion. Almost all these resources, both those reallocated and the additional REACT-EU funding,
were invested in intervention field 053 ‘Health infrastructure’ which includes the purchase of
systems and equipment, and in intervention field 112 ‘Enhancing access to services’ associated
with healthcare and social services of generalinterest. During the lasttwo years a very small portion
of these additionalresources allocated tothe healthcare sector have been invested in e-health and
information and communication technology solutions. In the same period, there was a net
reduction of about EUR 80 millionin funding to supportactive and healthyageing.
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Table 1.2 Net increase of planned support to the healthcare sector (excluding REACT-
EU funding) in July 2022

Increased allocation since February 2020 (EUR)

CRII/CRI+ +7713916 111
REACT-EU +7 935 702 838

Source: https://cohesiondata.ec.europa.eu/, own elaboration (2022)

With regards to the health sector, several types of interventions to combat the pandemic were
implemented and made eligible under Structuraland Cohesion Funds:

e The purchase of medical and personal protective equipment e.g. disposable masks, eye
protection, coveralls, ventilators, beds, monitorsetc. (CV1,CV2, CV3,CV5);

e The purchase of IT equipment and software/licences financed in COVID-19 response (CV4,
CV4a, CV4b, CV4c);

o Additional bed space created for COVID-19 patients (CV8);

e The building and the renovation of a number of laboratories with expanded capacity to test
for COVID-19 (CV9);

e Theincrease of the testing capacity supported to diagnose and test for COVID-19 (Including
antibody testing) (CV10);

e Thepurchaseofambulances and vehicles (CV11);

e The funding of R&D activities for the development of effective COVID-19 treatments and
medicines.

From analysis of the 2020 achievements, the first health emergencies that member states
attempted to address using Cohesion Funds at the outbreak of the pandemic were shortages of
ventilators (CV7) and PPE (CV6, CV1) and - to a lesser extent - increasing the number of tests to
diagnosethevirus (CV1).

Figure 1.3 Achievements 2020 (%) COVID-19 indicators — Health
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1.1.3 Focusonfinancial Instruments

This short analysis on the use of financialinstruments during the 2014-2020 programming period
is based on ‘Summaries of the data on the progress made in financing and implementing the financial
instruments for the programming period 2014-2020’, published in November 2021 by the European

Commission?. The data in this summary shows a substantial increase in resources committed to
financial instruments, together with a rapid acceleration in the implementation of financial
instruments in 2020, as part of the response to the pandemic.

Regarding ERDF and CF OPs, by the end of 2020 allocations to financial instruments increased by
EUR 3 billion, reaching EUR 20.8 billion. Given the late stage of the programming period and the
fact that most of theallocation had already been committed before February 2020, the scale of this
shift from other formsof supportis remarkable. Moreover, a significant EUR 4.6 billion was paid to
financial instruments in 2020, indicating thatimplementation of the instruments also progressed
quickly.

Most of the additional resources committed to financialinstruments, EUR 5.5 billion, were used to

support working capital of SMEs during the liquidity crisis caused by COVID-19. The repor’c5
indicates that, by the end 2020, financial instruments supported almost 557 000 final recipients, up
from 143 000 in 2019. Of the final recipients, 86% were SMEs (478 000), most of which were
microenterprises (369 000). The amount of working capital support related to the COVID-19
emergency in the form of financial instruments indicated in approved programmes has already
reached EUR 4.7 billion.

In terms of products, at theend of 2020 the largestamount of ESIF programme resources (EUR 109
billion) was committed to financialinstruments providing loans, while EUR 6.5 billion and EUR 4.5
billion were committed to those providing guarantees and equity, respectively. Compared to the
previous year, additional resources were committed mainly to guarantee and loan financial
instruments, amounting toEUR 3.6 billion and EUR 3.1 billion respectively. Although there has been
significant growth in the use of all financial instruments, guarantees seem tohaveplayed a key role
in supporting SMEs in the last year, increasing by 129% compared to 2019. The rationale behind
this approach is mainly because unfunded products, such asguarantees, require less initial support
than funded products, such as loans. This can maximise private investment without asking for
upfront public investment, enabling more final recipients to access credit. For this reason,
guaranteeswere often used to help enterprises continue their day-to-day operations.

4 https://eceuropa.eu/regional_policy/sources/thefunds/fin_inst/pdf/summary_data_fi_1420_2020.pdf

5 Ivi,p.29
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Figure 1.4 ESIF Programme amounts committed to financial instruments by product
2019 vs. 2020, EURDbillion
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Source: https://ec.europa.eu/regional_policy/sources/thefunds/fin_inst/pdf/summary_data_fi 1420 2019.pdf

Looking in more detail at the mostused financial instrument products in 2020 within ERDF and CF,
thedatainthereportrefer exclusively to resourcesinvested in final recipients. As with committed
amounts, guarantees had the highest increase in 2020, increasing by 165%, followed by loans and
equities, which increased by 118% and 60% respectively.

1.1.4 Impact of COVID-19 on 2014-2020 financial performance

The financial performance analysis for the 2014-2020 programming period and the comparison
with the 2007-2013 programming periodcarried outin the first report showed thatthe 2014-2020
period saw slower absorption for all Cohesion funds throughout all the seven years. This may be
caused by the shift from 'n+2"to ‘'n+3'. Also, no significant effect on OPs financial absorption could
be attributed to the pandemic. The analysis in this report has been updated by also considering
data from 2021.

Looking at the absorptionrates in Table 1, there wasa slight slowdown in OP spending in the eight
years of the 2014-20 period compared to the previous programming period. Looking at progress
over theyears, itis possible to notice how the 10% difference between year 6 and year 7 worsens
to 14% in year 8.
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Table 1.3 ERDF/ESF/CF Absorption Rate (Spent/Planned %) 2012-2014vs2019-2021°¢

| Absorption rate

| Programming Period 6™ Year 7" Year
2007 - 2013 47% 62% 77%
2014 - 2020 37% 52% 63%

Source: https://cohesiondata.ec.europa.eu/, own elaboration (2022)

This slowdown in absorptioncan also be seen in Figure 1.5, which compares the two programming
periods. Thefigurealso includes a simulation where the series for 2014-2020is moved forward by
one year to mitigate the effect of the shift from ‘n+2’ (adopted in the previous programming
period) to ‘'n+3'. Under this simulation, the absorption rate remains slightly higher than for 2007-
2013, despite a slower pace during 2021.

Itis interesting tonote how the slowdown in spending occurred in theyearfollowing the pandemic
outbreak. However, given the complexity of the situation and the many variables that may have
influenced financial absorption, it is difficult to attribute this slowdown to a specific reason. As
emerged from the analysis of the outputindicatortargetsreportedabove, a change in investment
strategy from being focused on emergency interventionsto ordinary expenditure could have led
to a slowdown in the pace of spending. At the same time, another plausible reason is that the
overlapping of different instruments, such as the RRF and REACT-EU overburdened authorities,
which could no longer maintain the high levels ofimplementation of previous years.

Figure 1.5 ERDF/ESF/CF Absorption (%) all member states
-2007-2014/2014-2021/2015-2021

80%
70%
60%
50%
40%
30%
20%
10%
0%
1st Year 2nd Year 3rd Year 4th Year 5th Year 6th Year 7th Year 8th Year
e Absorption Rate (%) 2014-2021 == Absorption Rate (%) 2007-2014
e A\hsorption Rate (%) 2015-2021

Source: https://cohesiondata.ec.europa.eu/, own elaboration (2022)

1.1.5 Was Cohesion effective in tackling the pandemic?

During the pandemic and the following social and economic crisis, Cohesion Policy proved to be
flexible enough to quickly make resources available to tackle the emergency. As already emerged

The comparison of the two programming periods, i.e. 2007-2013 and 2014-2020, is based on a study of the funds absorption rate
trends. The 2014 -2020 absorption rates were calculated as the percentage of total eligible spending of all member states (ERDF,
ESF, CF) of the total amount planned for each year. For 2007-2013 the annual absorption rates (%) were provided by Cohesion data
(database on historical trends). The data is available in aggregated form for all member states for ERDF, ESF and CF.
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in thefirst report, within afew months OPs were promptly modified by introducing new measures
and shifting resourcesto areas of interventionthatcovered the mostaffected sectors. In particular:

e EUR7.6 billion immediate increase of liquidity;

e 179 Cohesion Policy programmes opted for 100% EU co-financing;

e EURS5.7 billion transferred between fundsand between categories of regions;
e Over EUR20billion were reallocated with thematic reprogramming.’

Furthermore, the introduction of new measures was extremely important for some member states
that could use this option while they still had funding to cope with the emergency, especially in
the economicand healthcare sectors. A greatdeal of financial supportwas offeredto SMEs through
grants and financial instruments and to healthcare facilities to overcome the lack of resources. As
shownin Figure 1.6, almost all member states (except Czechia, the Netherlands and Austria), and
Territorial Cooperation OPs have adopted COVID-19 non-paperor national specificindicators. This
means that even without taking into account the additional resources provided by REACT-EU, a
large number of OPs managed to implementnew actions specificto the pandemic.

Figure 1.6 Use of ‘common’ and ‘specific COVID19 indicators by country
(excluding REACT-EU)

Use of "common" and "specific" COVID19 indicators by country
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Source: https://cohesiondata.ec.europa.eu/, own elaboration (2022)

It is also worth emphasising thatall these changes did not affect the financial performance of OPs
which could continue spending their resourcesdespite the severe difficulties, avoiding the risk of
significant decommitment.

Finally, analysis of sample output common indicator targets, shows that in the last few months
some Managing Authorities started programming resources following the principles of Cohesion
Policy again, as in the pre-pandemic period, bouncing back to normality. Some OPs resumed, at
least from a strategic perspective, investments in areassuch as energy efficiency and research and
development, which had been side-lined in the last two years. This is further evidence of the
flexibility of Cohesion Policy, making it an effective tool to overcome periods of crisis.

7 https://cohesiondata.ec.europa.eu/
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1.2 2021-2027: back to normality?

The second report focuses mainly on the effect of the pandemicon the 2021-2027 programming
period. In particular, the main aim of this work is to assess the effect of the pandemic on the
preparation of new programming, identifying new patterns in PAs and OPs for the 2021-2027
period compared to 2014-2020.

Theanalysis reviews:

e design of the new Programmes, including screening PAs and interviews with Programme
Authorities;®

e keyinnovative aspectsoftheCPR regulation2021-2027 which may contribute to recovery and
resilience.
1.2.1  Impact of COVID-19 on Cohesion Policy 2021-2027 strategicapproach
The document analysisfocuseson:
e economicand social challenges diagnosed in the documents;
e thestrategy, with newmeasuresand actions.

In the PA, the economic and social diagnosis emphasises that the pandemic has mostly
exacerbated weaknesses that were already intrinsic in some economic and social sectors in
member states, sheddinglight on their fragilities. Problems highlighted in the PAs include:

e Theacutecrisis for tourism and the dramaticimpact on regions highlydependentoniit.
¢ Increased unemployment, especially among young people.
¢ Increased need for digitalisation and more digital services.

e Widening gap between urbanand more developed areasand ruraland less dynamicones.

Insights from PA
Greece

In Greece, the resilience of tourism and cultural businesses was thoroughly tested during the
pandemic, revealing major weaknesses which had a significant impact on both businesses and
local communities.

The recession due to the pandemic was particularly intense in the Attica Region as it is very
dependent on particularly effected sectors, suchas trade, transport and tourism.

The island economy's heavy dependence on tourism has made local economies vulnerable to
fluctuations in global tourism.

Germany

After the pandemic outbreak the number of short-time workers rose to around six million.

The unemploymentrateincreased by 21.6% during 2020 (December 2020 year-on-year), while the
number of long-term unemployed rose by 33.2% over the same period.

The sources are the 10 PAs analysed (i.e. Austria, Denmark, Finland, Greece, Lithuania, France, Czechia, Germany, Sweden and Bulgaria)
and six interviews carried out by the study team (i.e. Portugal, Croatia, Interreg Central Europe, Malta, Austria and Italy).
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Bulgaria

The COVID-19 pandemic challenged both businessand public systems and exposed someof their
weaknesses and shortcomings. The insufficient level of digitalisation was one. This had a significant
effect on the emergency response that could have been much faster and more effective if the
economy was more digitalised. One of the main lessons of the crisis is that massive investments
are needed to digitise the private and public sectors.

In terms of strategy, the desk analysis showed that most PAs and OPs did not explicitly embed
innovative strategies or new approaches to build resilient systems. The strategy seems to be more
in keeping with 2014-2020. In other words, it appears that the PAs were not designed on the basis
of lessons learned from the pandemic.

Indeed, the PAs recognised the COVID-19 emergency as a major challengebut that it did not entail
a revision of the overall strategical approach of Cohesion Policy. Nonetheless,more emphasis was
put on interventions related to the above-mentioned areas - tourism, unemployment,
digitalisation, and territorial policies - most affected by COVID-19.

Also,during theinterviews some Managing Authorities confirmed that no specificnew measures
wereincludedin responseto the crisis. In general, duringthe programming phase they tried to:

e further strengthen plannedinvestments, e.g. digitalisation, cultureand tourism;
e design the program so the scope for action was as wide as possible to maximise flexibility.

Furthermore, for what concerns the new ESF+ funded interventions, the interviews showed that
no major changes in programme content were necessary compared to the previous programming
period. This can be attributed to the fact that the categories of people most affected by the
pandemic were already targetedby the ESF programmesin the pre-pandemic period.

France (PO1)

‘In the post-COVID 19 crisis context, economic and innovation players must adapt to support
economic, digitaland ecological transitions, contributing tothe competitiveness of territories. This
requires increased investment in research and innovation, digital development and the
strengthening and support of the sectors, particularlyin the areas of excellence of each region’.
Finland (PO4)

‘This increased demand for digital skills and learning opportunities generated by the COVID-19
pandemic will be handled though the ESF+ actions of the ‘Renewable and Skilled Finland 2021-
2027’ programmeand will be implemented under Policy Objective 4'.

Greece (PO5)

‘Using integrated interventionsto address the problems of dynamic outward-orientedareas, while
ensuring the equal participation of non-dynamic areas- especially rural and less outward-oriented
ones - in the process of economic reconstruction and social recovery. Spatial strategies designed
though a ‘bottom-up’ approachwill focus on mitigating the existing inequalities both at the inter-
and intra-regional levels. This objective will also be achieved through synergy with the
interventionsof the other 4 Policy Objectives and with the EAFRD and EMFF.’

Most investments aimed at counteracting the consequences of the social and health crisis seem to
flow into PO 4 'A more socialand inclusive Europe' and concern:
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e creating tourism infrastructure, which can attract private investment and strengthen
employment, contributing to sustainable growth and development in areas where tourism
contributes to localemployment,

e socio-economicintegration of vulnerable groups and related infrastructure,

e mitigating the negative effects of the pandemic on employmentand enabling all working age
peopleto enter the labour market. These changes require a new, moreflexible labour market,
investing in the ability of workers to adapt to new conditions (knowledge economy,
digitalisation).

Otherinvestmentsto counteractthe effects of COVID-19 will concentrate on:

e PO 1 ‘A more competitive and smarter Europe’ to support the digital transition, especially
applied to the most affected sectors e.g. tourism, healthcare.

e PO 5‘Europecloser to citizens by fostering thesustainable and integrated development of all
types of territories’ to invest in public meeting spaces and mitigating inequalities at inter-and
intra-regionallevels as well as theimplementation of integrated strategies.

One exception is investments in healthcare. The 2021-2027 Programmes have changed their
approach to the health sector by moving towards a more structured approach with long-term
impact such as financing new facilities (i.e. hospitals), reorganising health services, improving
disease prevention systems and e-health as well as facilitating access to health care for the most
vulnerable groups. The use of Cohesion resources in the healthcare sector was confirmed in
interviews with Managing Authorities, as well as at the Regional Reference Group.

Lithuania

Given the poor overall health of theLithuanian population, a review of thehealth systemis needed
to improve its efficiency. The COVID-19 pandemic has further highlighted the structural and
organisational problems of the health system, which have hampered its ability to respond
promptly to the challenges, especially for easy access to healthcare and the quality of services.

Furthermore, most member states decided to face pandemic-related challenges and invest in
developing and creating resilient systems through other dedicated instruments, namely:

e Theremaining resources of 2014-2020 made flexible by CRII/ CRII+;
e REACT-EU.

From an analysisof REACT-EU resource allocations amongintervention fields, mostresources were
allocated to funding emergency measures (i.e. 053 - Health infrastructure, 001 - Generic productive
investment in SMEs, 102 - Access to employment & labour mobility, 106 - Adapting of workers,
enterprises & entrepreneurs to change). Interviews also revealed that the unexpected number of
waves of the virus made it difficult to plan for remaining resources, making it essential in some
cases to draw on REACT-EU to deal with the emergency. However, many resources were allocated
to energy efficiency, capacity building and digitisation.

Theimpact of COVID-19is less evident in terms of interventionsand financial allocationson 2021-
2027, because Managing Authorities mostly used REACT-EU and 2014-2020 Programmes to
address theemergency.

Another aspect of the PAs is the connection with the RRF. The PAs and interviews did not provide
detailed information on coordination mechanisms. Despite this, the analysis showed that Cohesion
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Policy authorities are aware of the need to establish clear demarcation and coordination systems
to optimise the use of resources. The PAs and interviews confirmed how elements were included
to foster better resource management and lay the foundation for a well-functioning coordination
system:

e A comprehensive strategy encompassing EU funds and national public policy, allowing for a
long-term integrated approach as in Portugal.

e In somemember states, especially those with few programmesand centralised powersat the
nationallevel, such as Croatia and Malta, the same Ministry is usually the Managing Authority
of national programmesand oversees RRF programming and implementation.

e In Finland, the Managing Authorities will implement coordination mechanisms to secure
complementarity and prevent double funding when evaluating project selection and
payments. Similarly, the Czech PA indicates that coordination will take place at the level of the
programme authorities.

e In France, the Agence Nationale de la Cohésion des Territoires which is a national interfund
coordination authority, prepared a guide for the ‘articulation of the recovery and resilience
facility with European Cohesion Policy funds’. The same agency, in conjunction with the
Managing Authorities of Cohesion Funds andline ministries,was also responsible for drafting
the NRRP.

In conclusion, the pandemic has not triggered a radical change of perspective in programming
new strategicapproaches orsolutionsfor the2021-2027 period. National and Regional Authorities
perceive 2021-2027 Cohesion Programmingin continuity with 2014-2020 and, having tackled the
emergency, they got ‘backto normality’”.

1.2.2  Looking beyond the programmes: ‘resilient’ specific objective, territorial integrated
strategies and simplification.

As illustrated above, 2021-2027 programme strategies seem to have disregarded the lessons
learned from the pandemic, especially in terms of resilience. Indeed, there is no evident
‘discontinuity’ with the economic development models of the past programming period. One
lesson from the pandemic is the necessity to revise development models, to re-design them to
tackle future global challenges, and to change paradigm from ‘effectiveness and efficiency’ to
‘sustainable and resilient’ growth. Indeed, all Commission policy is forged around the concept of
transition.

The first proposals for the Cohesion Policy 2021-2027 regulatory framework were presented in
2018 (May), so almost two years before the pandemic. Amongthe several new featuresin Cohesion
Policy to counteract the effects of COVID-19 was an amended proposal tabled on 28 May 2020. The
revised draft law introduced amendments tothe scope and specific objectives of ERDF, reinfordng
support for the preparedness of health systemsand exploitingthe potential of culture and tourism.
Despite this, few specific changes referring to COVID-19 were introduced.

However, looking beyond the programme documents to the overall 2021-2027 Cohesion Policy
framework a different prospective emerges. In this regard, the emerging concept of ‘territorial
resilience’’ is crucial. The scientific debate largely agrees that resilience should be based on the

°  Brunetta, G.; Ceravolo, R; Barbieri, C.A.; Borghini, A; de Carlo, F.; Mela, A,; Beltramo, S.; Longhi, A; De Lucia, G,; Ferraris, S.; Pezzoli, A;
Quagliolo, C.; Salata, S.; Voghera, A. Territorial Resilience: Toward a Proactive Meaning for Spatial Planning. Sustainability 2019, 11,
2286. https://www.mdpi.com/2071-1050/11/8/22 86
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capacity of local actors to identify vulnerabilities and improve the transformation of socio-
ecological and technological systemsin an integrated way. In the next pages, we aim to
demonstrate that Cohesion Policy itself can play a decisive role in embedding ‘territorial resilience’
in development strategies at national, but more importantly, at local level.

The concepts of ‘resilience’ and ‘sustainability’ are embedded in the 2021/27 Cohesion Policy
strategy and more specifically in its sustainable and resilient objectives. The regulation
stipulates that 30 % of ERDF and 37 % of CF will be earmarked for climate objectives. One of the
five Cohesion Policy objectives refers to a 'greener Europe', while specificactions cover areas such
as energy efficiency, climate change adaptation, renewable energy, the circular economy and
sustainable urban development. The Just Transition Fund will also support climate transitionin
regions with high industrial emissionsand coal mining.

More specifically, ‘resilience’ and ‘sustainability’ are mentioned several times in the CPR
specific objectives, whilere-adapting the development model is embedded in PO4.

Table 1.4 ‘Sustainable and Resilient Specific Objectives’ in Regulation (EU) 2021/1060

‘Sustainable and ResilientSpecificObjectives’

SO 1.3 Enhancing sustainable growth and competitiveness of SMEs and job creation in SMEs, including
through productive investments

SO 1.4 Developing skills for smart specialisation, industrial transition and entrepreneurship

SO 3.1 Developing a climate resilient, intelligent, secure, sustainable and intermodal TEN-T

SO 3.2 Developing and enhancing sustainable, climate resilient, intelligent and intermodal national,
regional and local mobility, including improved access to TEN-T and cross-border mobility

SO 4.2 Improving equal access to inclusive and quality services in education, training and lifelong
learning through developing accessible infrastructure, including by fostering resilience for
distance and on-line education and training

SO 4.5 Ensuring equal access to health care and fostering resilience of health systems, including primary
care, and promoting the transition from institutional to family-based and community- based care

SO 4.6 Enhancing the role of culture and sustainable tourism in economic development, social inclusion
and social innovation

SO 5.1 Fostering the integrated and inclusive social, economicand environmental development, culture,
natural heritage, sustainable tourism,and security in urban areas

SO 5.2 Fostering the integrated and inclusive social, economic and environmental local development,
culture, natural heritage, sustainable tourism and security in areas other than urban areas

Source: Regulation (EU) 2021/1060 laying down Common Provisions on the ERDF, the ESF+, the CF, the JTF and the EMFAF

Likewise, interestingly, Cohesion offers several policy tools to deliver resilience in territories, i.e,
territorially integrated strategies' (i.e., Integrated territorial investments - ITl, Community-led
local development- CLLD), for more information see the box below. Member states are now
obliged to earmarkat least 5% of their national ERDF allocation (underthe Investmentfor Jobsand
Growth goal) to supportintegrated sustainable urban development strategies.

19 Ref.Reg.CPR art. 28-34.
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INTEGRATED TERRITORIAL DEVELOPMENT

To engage regional and local policy makers designing regional policies for sustainable and
integrated territorial development, Art. 28 of the CPR (EU Reg. 2021/1060) provides for three
options;ITl,CLLD and anotherterritorial tool supportinginitiatives designed by the member state.

The implementation of these strategies requires that, once the geographical area is identified, a
territorial analysis of the development needs and potential should be carried out including the
economig, social and environmental links. The strategy, in addition to describing the integrated
approach, should also encompass a description of the partners involved in preparation and
implementation.

e [Tl allows member states to implement OPs in a cross-cutting way by receiving support from
different funds and to draw on funding from several priority axes of one or more OPs.

e CLLD,instead, has abottom-upapproach andfocuseson a sub-regional area. The local action
group composed of representatives of public and private local socio-economic interests
determines the strategy content and operationsfinanced underit.

e Member states can alsodesign a less structured territorial strategy, while respecting the above
principles.

These tools are designed to be applied at territorial level, where resilience should be grounded.
Indeed, the so called ‘territorial resilience’"" is based on the ability of local communities toadapt to
climate change. Therefore, territorially integrated strategies are an effective way to embrace
‘territorial resilience’, since localand regional authorities can access:

e Resources —financing from Cohesion programmes;

e Governance models - to design roles andinvolvement of stakeholders;'?
Analytical blueprints —to understand local needs and potential;

Delivery tools (i.e., forms of support).

Territorially integrated strategies are not completely new, and CPR 2021-2027 is not reinventing
the wheel. They were already used in the 2014-2020 period and can benefit from decades of
Cohesion Policy experience in working for local development, i.e, URBAN and LEADER.
Furthermore, these strategies provide a common playground for local and regional authorities
which enables exchanges of experience and practice at EU level, enriching the knowledge and
ability of local and regional authorities (e.g., Urban Development Network — UDN - and URBACT).
Anotherimportant elementofthe 2021-2027 Regulation is the attention given to simplification.
Simplification could greatly help national, regional, and local authorities to focus more on strategic
and innovative aspects, rather than burdensome administrative procedures. In the last ten years,
the European Commission has put simplification and an increased focus on results at the core of
its policy delivery mechanism.The CPR 2021-2027 embedded this effort (see figure below).

Brunetta, G.; Ceravolo, R, Barbieri, C.A,; Borghini, A.; de Carlo, F.; Mela, A.; Beltramo, S.; Longhi, A,; De Lucia, G,; Ferraris, S.; Pezzoli, A.;
Quagliolo, C.; Salata, S.; Voghera, A. Territorial Resilience: Toward a Proactive Meaning for Spatial Planning. Sustainability 2019, 11,
2286. https://www.mdpi.com/2071-1050/11/8/22 86

2 Ref.Reg CPRart. 29-33.
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Figure 1.7 The path toward simplification
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Source: Study team elaboration

One cornerstone of the simplification processis that SCOs are widely recognised as a very effective
simplification measure under Cohesion Policy. They simplify funding applications and reporting
procedures. The next step logically seems tobe FNLC. The main objective of such instrumentsis to
boost achievements, while reducing administrative burden and cost. FNLC belongs to the large
family of ‘payment by results™ instruments and could revolutionise the implementation of
Cohesion Policy (see more in the box below).

The adoption of SCOs and even more important of FNLC should be an incentive for EU public
authorities. They can dedicate more time to planning and programming rather than controlsand
administrative procedures. This might help embed a lesson from the pandemic in new, resilient
territorial strategies.

However, grasping Cohesionresilient’ specific objective opportunities, implementing territorially
integrated strategiesand exploiting simplification requires not only the active involvementof local
andregionalauthorities but also sufficientcapacity at localand municipal level.

For 2021-2027, Cohesion Policy will provide administrative capacity building differently from 2014
2020 period. Technical assistance might support capacity building in public administration, but

3 For example: https://www.nigp.org/docs/default-source/New-Site/global-bestpractices /performancebased.pdf?sfvrsn
https://www.researchgate.net/publication/236606749 PerformanceBased Contracting_as_an_Enabler_of Innovation
https://www.payforsuccess.org/learn/basics/
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under each programme rather than under Cohesion Policy TO11. So, technical assistance can be
delivered by the specific priority or, strictly linked to the investments, by each specific objective.'
Managing Authorities are also encouraged to develop a roadmap for administrative capacity
building. " These are strategic documents which rationalisethe different capacity building actions
under different sources and programmes (not only CPR or Cohesion but also RFF, for example).
They can include all types of capacity building to manage and use funds by combining options in
the CPR as well as national resources.

Roadmaps could be a unique opportunity for localand regional authorities to acquire knowledge
and skills toimplement territorially integrated strategies, optimise Cohesion Policy resourcesand
thus adopt a territorial resilience approach. However, the first drafts of the roadmaps are more
focused on ‘Cohesion delivery mechanisms’ such asfinancial flows, monitoring, controls, etc. rather
than strategic planning. Also, Roadmaps risk targeting bodies functional to OP implementation
morethan localandregional authorities. This is due partially to the new capacity building approach
which limits its scope to technical assistance and support to investment delivery. Although such
an approach is more pragmatic it also risks cutting off local and regional authorities from more
strategicskills and competencies.

1.3 NRRPs and Cohesion Policy: risks and opportunities

This chapter illustratesand further deepens the analysisin the first study on potential overlapping
and the consequent risk of displacing Cohesion Policy in relation to investments and reforms
planned in NRRPs. The six RRF policy pillars are tightly connected to the five Cohesion Policy
objectives. Several studies and articles'® have already pointed out the risks of not exploiting the
potential synergies and complementaritiesas well as the possible displacement of Cohesion Policy.
The lack of awareness and coordination among funds, political predominance and administrative
advantage could resultin overlaps and a waste of Cohesion Policy resources.

This chapter reviews potential complementarities between NRRPs and CohesionPolicy, as well as
risks or opportunities for member states exploiting, or not, financial resources to deliver and
implement NRRP and Cohesion Policy investments. This analysis considers governance modelsin
the NRRPs to favour collaboration and communication among publicand private actors involved
in NRRP and Cohesion Policy implementation.

The methodology for the analysisis illustratedin Annex4.1

1.3.1 Complementarity by policy area

This section illustrates potential complementarities between NRRPs and Cohesion Policy
interventions. The study team clustered 12 policy areas where interventions are likely to happen,
according to the RFF policy pillars and Cohesion Policy objectives. It then analysed and assessed
the NRRPs to investigate complementarity with Cohesion Policy, namely areas where member
states have planned interventions thatcould be realised through both instruments.

" Ref.Reg. CPRart. 36 - Reg ERDF art. 3.4.

> Ref.REG CRP recital 35.

' European Committee of the Regions, Valenza, A., Amichetti, C., lacob, A, et al,, Regional and local authorities and the national
recovery and resilience plans, European Committee of the Regions, 2021, https:/data.europa.eu/doi/10.2863/978895,
Implementation of the Recovery and Resilience Facility: The Perspective of Local and Regional Authorities. Results of the CoR-CEMR
targeted consultation, April 2022, Briefing note on the involvement of cities in the governance of National Recovery and Resilience
Plans, Eurocities, September 2021, CPMR analysis on the National Recovery and Resilience Plans. Technical note, June 2021.
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Table 1.3.1 Number of member states that include investments in each policy area
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The analysis shows that:

e Policy areas where member states have the most interventions are ‘Digital connectivity),
‘Green transition’,and‘Education, trainingand skills’. Digital connectivity and greentransition
arethe most strategic policy pillars forcurrentand upcoming EU policies. This is not surprising
as they requested an allocationat least 20% and 37%, respectively.

e Thereareother policy areaswhere mostNRRPs envisage severalinvestments, namely ‘Climate
change and adaptation’, ‘Access to health care services’ and ‘Transport networks and urban
mobility’. The relevance and prioritisation givento ‘Access to health care services’ in the NRRPs
is strictly linked to the pandemic emergency. The pandemic has highlighted the importance
of the health sector, but also the need to upgrade and improve health institutions and their
governance.

¢ ‘Integration of third-country nationals, including migrants, refugees, asylum seekers’ has very
few interventions planned in NRRPs, even though migration has affected Europe for several
decades and has been at the centre of severalinvestments and reforms.

Allinall, 15 member states have high or very high potential complementarities between Cohesion
Policy and NRRP policy areas, in particular Czechia, Spain, Italy, Poland and Romania have planned
investmentsin almostallthe policy areas.

1.3.2 Demarcation

The analysis considers the quality and quantity of information provided, namely whether the
NRRPs identify also beneficiary(ies) and policy tool(s) to implement the interventions. This level of
analysis is relevant becausethe policy areas have been selected accordingto 2021-2027 Cohesion
Policy objectives and the RFF policy pillars with beneficiaries and policy tools identified according
to the 2021-2027 CPR. So, identifying NRRP beneficiaries and policy deliverytools could be relevant
for policy and decision-makers. This is significant tofully understand which complementarities and
synergies can be exploited and which areas of intervention should be closely monitored.

The table below illustrates the complementarity and the level and quality of information per
member state (demarcation).
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Table 1.3.2 Complementarity and information scores

MEMBER Level of Level of
STATE | Complementarity demarcation
AT HIGH
BE HIGH
BG HIGH
cy HIGH
(074 VERY HIGH
DE LOW
DK VERY LOW
EE VERY LOW
ES VERY HIGH
Fl HIGH
FR HIGH
GR MEDIUM
HR HIGH
HU MEDIUM
IE LOW
IT VERY HIGH
LT MEDIUM
LU LOW
LV MEDIUM
MT VERY LOW
NL HIGH
PL VERY HIGH
PT MEDIUM
RO VERY HIGH
SE LOW
S| HIGH
SK HIGH

Source: Study team elaboration

The EU member stateswith ‘very high’ demarcation mostly detail beneficiaries and policy delivery
tools in their NRRPs. When both the complementarity and information are ‘high’and ‘very high’,
the strategic document delineates that NRRP and Cohesion Policy programmes could potentially
interveneinthe same policy areas, and the actors and policy toolsare clearly defined.

1.3.3 Coordination

The level of coordination in the NRRPs refers to the institutional and administrative organisation
planned for NRRP implementation and monitoring to ensure coordination and communication
between the actors to manage NRRP and Cohesion Policy funds. The level of coordination is
measured throughcollaborationand communication.

The term collaboration refers to the structure created to manage and implement the NRRPs and
whether the plan envisages a system of coordination with the structures implementing Cohesion

Policy funds. The term communication refers to datamanagement and exchanges of information
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between the NRRPand Cohesion Policy administrativestructures. A high level of collaboration and
communication are assigned if the NRRP has a permanent structure managing governance and
communication which explicitly involve Cohesion Policy staff.

The coordination score is given by the compound values of collaboration and communication
where the former is assigned more weight. A permanent management structure and
implementation of the plan is considered moreimportantfor synergies betweenthe funds. Indeed,
theclear division of responsibilities and level of collaboration inimplementation is a prerequisite
for avoiding overlapping measures anddisplacement.

Thefollowing table presents the resultsfor each memberstate:

Table 1.3 Level of coordination of the NRRPs

MEMBER Level of Level of MEMBER Level of
STATE Collaboration Communication | ™—) STATE Coordination
AT LOW LOW AT LOW
BE HIGH HIGH BE VERY HIGH
BG HIGH MEDIUM BG VERY HIGH
cYy MEDIUM LOW cy MEDIUM
(o4 HIGH HIGH cz VERY HIGH
DE LOW MEDIUM DE MEDIUM
ok LOW DK VERY LOW
EE HIGH HIGH EE VERY HIGH
ES MEDIUM LOW ES MEDIUM
FI LOW LOW FI LOW
FR MEDIUM HIGH FR HIGH
GR HIGH MEDIUM GR VERY HIGH
HR MEDIUM HIGH HR HIGH
HU HIGH HIGH HU VERY HIGH
IE LOW LOW IE LOW
IT LOW LOW IT LOW
LT LOW LOW LT LOW
LU MEDIUM HIGH LU HIGH
LV HIGH NA LV MEDIUM
MT HIGH MEDIUM MT VERY HIGH
NL MEDIUM HIGH NL HIGH
PL HIGH MEDIUM PL VERY HIGH
PT HIGH MEDIUM PT VERY HIGH
RO HIGH MEDIUM RO VERY HIGH
SE LOW MEDIUM SE MEDIUM
SI MEDIUM MEDIUM Sl HIGH
SK HIGH HIGH SK VERY HIGH

Source: Study team elaboration

As can be seen in the table above, many of the plans have good coordination with 16 member
states having a high or very high score. Only sixplans have a low or very low level of coordination.
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1.3.4 Riskand opportunities

This section provides an overview of the potential level of synergy between the NRRPs and
Cohesion Policy funds. In the previous sections, the analysis delineates themain policy areas where
both policy instruments could intervene, how the member states delineate who will carry out the
interventions, and whether the member states have governance models that ensure the
institutions in charge of NRRP and Cohesion Policy interventions coordinatetheir actions.

Theintersection of all these aspects reveals the potential risks and opportunities formember states
in ensuring policy complementarities and exploitationof synergies to carryout interventionsand
benefit from the massive financial resourcesat their disposal until 2026.

The 'best-case scenario’is when member states have high complementarity - NRRPand Cohesion
Policy programmes could potentially intervenein same policy areas -and there are clear details of
who will oversee the implementation of investments and how they will ensure coordination
among the policy instruments to avoid overlapping anddouble funding.The more informationthe
NRRPs provide regarding the quality and quantity of investments, the governance model to
implement them andthe waytheyintendto avoid overlapping with Cohesion Policy interventions,
the lower the risk of implementation uncertainty. The ‘best-case scenario’ therefore, delineates
distinct demarcation between the policy instruments, with well-structured mechanisms to
implement interventions in the same policy areas and avoid double funding. In this scenario,
opportunities to pool financial resources for long (Cohesion Policy) and short (NRRP) term
investmentsare likely, and the displacementof funds is not a risk.

On the other hand, a ‘high-risk scenario’ is when the NRRP registers potentially high
complementarity with Cohesion Policy programmes, but the quantity and quality of information
on beneficiaries, policy tools to implement investments, as well as coordination among the actors
in charge of the respective policies are not detailed. In this case, the governance modelis unclear
and national, regional and local actors do not have a clear idea of how to manage interventions.
This scenario presents a high potential for double funding and displacement of resources, as the
NRRP actor(s) do not delineate the demarcation. Neither the criteria to guide which investments
fall under NRRP, and which under Cohesion Policy, nor the coordination mechanisms are clearly
presented.

Figure 1.8 Potential synergies between NRRP and Cohesion Policy - risks and opportunities

Demarcation and Coordination
Complementarity

very low very high
very low ° DK ° EE MT
: IE : DE SE : LU
: LT ) Lv : GRP_||:|U
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Source: Study team elaboration
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The figure above positions each member state according to complementarity, demarcation and
coordination.

Czechia, Poland and Romania, followed by Belgium, Bulgaria and Slovakia have the ‘best-case
scenario’, as:

e the NRRP intervenes in most of the policy areas, demarcation for beneficiaries and policy
delivery instrumentsare detailed,

e thegovernanceas wellastheinstrumentsto ensureinformation and data exchange between
NRRPand Cohesion Policy programmes are detailed, and

e the NRRP specify how national and/or regional institutions should coordinate to avoid
overlapping.

The ‘high-risk scenario’ could be in Italy, followed by Austria, Finland, as wellas Cyprus and Spain.

These countries have designed interventions in most of the identified policy areas, thus the
potential complementarities between NRRP and Cohesion Policy are high. However, the quality
and quantity of information on recipients and policy tools to deliver investments, as well as
coordination mechanisms between NRRP and Cohesion Policy governanceis not detailed, and in
some cases is not even mentioned in the strategic documents. Governance models are not clear,
and actors do not know ‘who-does-what-and-how’.

1.3.5 Preliminary takeaways fromthe analysis

The analysis illustrates that investments planned in NRRPs largely coincide with Cohesion Policy
strategic objectives and financial resources, thus political will is concentrated in specific policy
areas, namely green transition and digital connectivity, followed by climate change and adaption,
education andtraining, and accessto health care services.

The high complementarity between NRRPs and Cohesion Policy does not always match highly
detailed governance mechanisms described in NRRPs to ensure coordination and collaboration
between NRRPs and Cohesion Policy. The intersection of the two elementsdiscloses the relevance,
as well as the necessity, for regional, national and European actors to coordinate carefully and
thoroughly inimplementing NRRP and Cohesion Policy. These actors should also closely monitor
theinterventions to ensure theycan intervene in the same policy areas at the same time, and bring
different value added in terms of timing, territorial coverage, typology of beneficiaries and target
groups.

1.4 Cohesion Policy ata crossroads

Cohesion Policy has proved to be flexible enough to support member states tackling the global
crisis generated by the pandemic. Resources have been shifted from long term investments (eg.
large transport infrastructure, R&D, renewable energy facilities) to short term response measures
(e.g. personal protective equipment, ventilators, medicines). Cohesion proved to be particularly
effective in supporting SMEs during the economic crisis through traditional tools such as grants
and financialinstruments.

For the programming period 2021-2027 programmes authorities are designing the new strategies
adopting a ‘back to normality’ approach. In other words, it seems that the need generated by the
pandemicto create new development models was disregardedand the strategiesare based onthe
same logicas the pre-pandemic period.

34



The impacts of the COVID-19 pandemic and the war in Ukraine on EU cohesion

However, going beyond the programmes and looking at the new Cohesion framework, ‘territorial
resilience’ is embedded in ERDF-ESF specific objectives. Furthermore, territorial resilience could
also be boosted using territorially integrated strategies through a more simplified and result-
oriented frameworkthanksto SCO and FNLC.

However, Cohesion Policy, to become a territorial resilience-driver, should tackle two main
challenges, oneinternaland the otherexternal:

e Theinternalchallengeis the lack of capacity and skills to fully exploit the opportunities offered
by the 2021-2027 framework in terms of policy orientation (i.e. specific objectives), territorially
integrated strategies and simplification. In this context, roadmaps oriented toward local and
regional authorities and a territorial resilience approach can play a decisiverole.

e The external challenge is the RRF. In the short term, a lack of coordination can bring unfair
‘competition’ between the two tools. NRRPs require less administrative effort and no co-
financing. Furthermore, they have the advantage of starting earlier. Therisk is that Cohesion
Policy interventions might be not only overlapped but also displaced. In the long run,
although superficially perceivedas more efficient, RFF mightsubtractresourcesor jeopardise
post 2027 Cohesion Policy. Indeed, for some aspects, RFF is more effective than Cohesion
Policy, e.g.in supportingnational reformor largeinfrastructure. Onthe otherhand, to address
the need to prepare and adapt EU communities and policies to future global challenges,
Cohesion is still the most adequate policy driver due to its multilevel governance and
territorial dimension.

35



IPOL | Policy Department for Structural and Cohesion Policies

2 ANALYSIS OF COHESION IMPACTS

KEY FINDINGS

e Thepandemicandthewar in Ukraine risk furtherreducing cohesion in Europe and increasing
disparities between places and people.

e Gross Value Added (GVA) change in 2020 allows for a first insight into the impacts of the
pandemic. The least decline in GVA is around the Baltic Sea, as well as in the Netherlands,
Ireland, Luxembourg, Romania, Poland and some regionsin Bulgaria. In many cases this seems
togohandinhand with less COVID-19 related restrictions.

e Potential impacts of the war in Ukraine are visible in the emerging energy crisis. The places
most sensitive to this include regions in Finland, Estonia, Poland, Czechia, Slovakia, Hungary,
Bulgaria and Slovenia.

e Thefocusonenergydoes not provide thefull picture. Adding other regional sensitivities such
as trade with Ukraine, Russia and Belarus, war refugees, people at risk of poverty and those
working in highly affected sectors, shows that regionsin Finland, the Baltic States, Poland,
Romania, Bulgaria, Greece, the south of Italy, and the south of Spain are highly sensitive.

o Thediscussion of mega-trendspointsto the risk of increasing inequalities between places and
peoplein Europe, i.e.less cohesion,and an overall risk of a poorer, more unstable and insecure
future.

e To cope with the increasing disparities and increase the capacity to react to unexpected
changes, strengthen recovery and proceed with a green, digital and just transition, resilience
atall levels of governance needs to be increased.

Cohesion Policy is an important instrument to steer Europe towards more cohesion. However,
there are many more factors shaping local and regional development in Europe and possibilities
to decrease disparities between places and people. Most of these are exogenous factors over which
policy makers have very limited influence - if any. The impacts of the pandemic, Russia’s war on
Ukraine and a range of mega-trends will affect Europe’s pathway to more or less cohesion in the
medium-term.

To better understand the expected impacts, this chapter provides further insights based on
existing literature.

Chapter 2.1 looks at the impacts of the pandemic on different types of regions. It first measures
regional exposure to external shocksand then assesses the regional sensitivities. Following up on
last year’s work'” on potential regional impacts of the pandemic, this year’s study looks at actual
impacts in terms of GVA changes and policy measureslinked to this crisis.

In light of the war in Ukraine, Chapter 2.2. offers first reflections on possible impacts the war may
have on local and regional developmentin the EU. This chapter looks at the impacts for different
types of regions, it estimates regional sensitivities related to their energy dependences and their
socio-economic profiles. The impacts of the war in Ukraine are mainly negative. However, a few
sectors also experience an upswing and see no potentialemerging in the wake of the war. These
arereflected in a first attempt to consider potential positive sensitivities.

Chapter 2.4 summarises the results of sections 2.1 and 2.2 by type of region. The chapter shows
there are severe differences in the expected negative impacts of the shocks on regions. However,

17

Kai Bohme et al.,, 'The Impacts of the COVID-19 Pandemic on EU Cohesion and EU Cohesion Policy’ (Brussels: Policy Department for
Structural and Cohesion Policies, 2022).
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there are also potential positive effects in some areas. Findings have been cross-analysed to
geographical types of regions (according to the Terms of Reference) and Cohesion Policy types of
region.

Types of NUTS2 region

The ‘Impacts by type of region’ sections are based on two types.As the data on exposure and
sensitivity are only available at NUTS2, the typesare applied at that level to allow cross-analysis:

e Cohesion Policy regions. These are the official categorisations of more developed, transition
and less developed regions used in Cohesion Policy. As there are some differences between
the 2014-20 and 2021-27 programme periods, both typologiesare used.

e Geographical regions. This typology differentiates between urban, intermediate, rural,
coastal,island, outermost, very sparsely populated, sparsely populated, mountain and border
regions. A single NUTS2 region can be attributed to several types, e.g. be both urban and
mountainous. Details on the types are in the annex.

Chapter 2.3looks into some medium-termtrends which will shape Europe’s development beyond
the current focus on recovery and green, digital and just transitions. Many of the ecological,
demographic, economig, societal, technological and political trends have been altered by the
pandemicand the war in Ukraine. Some have accelerated and others paused. The chapter provides
an overview of some mega-trends. This is followed by a discussion of how these trends affect
different types of regions and what that meansfor cohesion. Finally, there is a section on possible
wildcards which may alter Europe’s developmentin unexpected ways.

2.1 Cohesion impacts of the pandemic

The COVID-19 pandemic affects local and regional development, and thus cohesionin Europe. To
better understand the regional diversity of these impacts, this chapter looks first at the territorial
impacts of the pandemic through an exposure and sensitivity analysis, illustrated by a map (see
section 2.1.1). Then it looks at theseimpacts by type of region (see section0).

2.1.1  Territorialimpacts of the pandemic

A widely discussed impact of the pandemicis the excess deathrate.®In Europe, excess death rates
arelargely related to a region’s geographical and institutional characteristics.Larger metropolitan
areas were usually more vulnerable, as well as areas with less effective national governments.
Regional income levels or the quality of regional governments have been less decisive. Although
there some variations related to the level of devolution and multi-level governance across
Europe.' Furthermore, regions with comparably high shares of elderly people are more likely to
have experienced higher excess death rates.”

For the debate abouttheimpactson cohesion,however, the focusis not the pandemicimpacts on
death rates, but rather on the socio-economic development and prospects of regions in Europe.

see e.g. Philip McCann, Raquel Ortega-Argilés, and Pei-Yu Yuan, ‘The Covid-19 Shock in European Regions’, Regional Studies 56, no.
7 (2022): 1142-60, https://doi.org/10.1080/00343404.2021.1983164; ESPON, ‘Territorial Impacts of COVID-19 and Policy Answers in
European Regions and Cities - Interim Report’ (Luxembourg: ESPON EGTC, 2022).

McCann, Ortega-Argilés, and Yuan, ‘The Covid-19 Shock in European Regions'.

Eurostat, Eurostat Regional Yearbook: 2021 Edition. (Luxembourg: Publications Office of the European Union, 2021),
https://data.europa.eu/doi/10.2785/894358.
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Earlierin 2022, Eurostat published regional dataon GVAin 2020. This allows a comparative regional
analysis of changes in the wake of the pandemicand not just on sensitivities and impacts. In very
rough terms andwithoutcontrolling for other development factors, cross-analysing the change in
GVA in 2020 with the stringency of COVID-19 related restrictions reveals short-term economic
impacts of the pandemic.”

The picture of economic change during 2020, suggests that these impacts are worstin Southern
Europe, while large parts of Northernand Eastern Europe were less affected.

The lowest declines in GVA are around the Baltic Sea, as well as in the Netherlands, Ireland,
Luxembourg, Romania and some regions in Bulgaria. In many casesthis seemsto go handin hand
with less COVID-19 related restrictions. Still, this data is for 2020 only. Changes in development
during 2021 and early 2022 are not taken into account.

The GVA changes in the wake of the pandemic are similar to the economic impacts of the 2008
financial crisis. This confirms earlier findings, that the pandemic risks reinforcing existing North-
South imbalances and inequalities in the EU. Existing differences may also widen at lower
geographical levels between places, groups of society and people. Convergence in the EU may be
reversed.

Labour market figures for2021 show that 5.2 million jobs were created and nearly 3.5 million more
people moved into the labour market, unemployment rates fell. This strong performance was
broad-based across countries, sectorsand socio-economic groups.?

Nevertheless, this strong economic focus risks ignoring social impacts of the pandemic. The
pandemic also impacts people’s wellbeing and quality of life while the economic disruption
inevitably threatens vulnerable groups of society more. The pandemic has brought underlying
social value conflicts to the surface.

2 CoR, The State of the Regions, Cities and Villages in the Areas of Socio-Economic Policies. (Luxembourg: Publications Office of the

European Union, 2022), https://data.europa.eu/doi/10.2863/00247.

European Commission, ‘European Economic Forecast. Summer 2022 (Interim)’ (Luxembourg: Publications Office of the European
Union, 2022), https://economy-finance.ec.europa.eu/document/download/cbc24af5-782d-461c-aabd-
312793120e2e_en?filename=ip183 en.pdf.
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Map 2.1 Impacts of the COVID-19 pandemic, May 2022
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Furthermore, the pandemic will affect local and regional development beyond the more obvious
immediate effects. Medium-term impacts will be shaped by more durable effects on some sectors
and structural elements which affect how quickly an area can recover. Regions heavily dependent
on tourism might need several years to recoverfrom the pandemic, especially many mountainous,
coastalandislandregions.

Exposure to COVID-19 related restrictive measures

Places have been subject to different restrictions for different periods of time, which affects the
impacts on local and regional development. The strictness of lockdowns is one of three factors
accounting for mostofthe differences. Furthermore, the regional diversity of lockdown measuresis
essential to understand a region’s structural sensitives. A European-wide comparative analysis of
exposure can only capture some elements of regional exposure to restrictive measures but
unfortunately not the regional diversity of exposure within individual member states. Map 2.1 is
based on comparable data sets addressing different types of exposure to COVID-19 restrictions:
Overallstringency (1 March 2020 to 31 December 2020); Working hourslost (2021).

Sensitivity to COVID-19 related restrictive measures

Restrictions and lockdowns in the wake of the pandemic have had negative effects on local and
regional development throughout Europe. However, there are considerable regional variations for
these impacts based on two factors. Firstly, the severity of restrictions varied, which has been
captured in the exposure assessment. Secondly, some economic sectors and social groups have
been more heavily affected by restrictions than others. So, structural characteristics affect how hard
a region has been hit by the pandemic.

Focusing on the economic impacts, Eurostat data on GVA in 2020, for the first time enables
discussions of actual changes instead of sensitivities at NUTS2 level. Change in GVA was the only
economic indicator available at regional level suitable for the analysis. GVA is a measure of
contribution to GDP. It is equivalent to the region’s production output (at basic prices) minus the
value of goods and services consumed by theproduction process. The change in GVA is the relative
difference between each region’s GVA in 2019 and 2020. Thisillustrates each country’s development
compared to previousyears, excluding taxes butincluding subsidies.

Nevertheless, thisis only arough estimate, as it does notcontrol for changes in GVA caused by non-
pandemicfactors. Furthermore, it does not take into account impacts not reflected in GVA, such as
theincreasein public debt, or other social aspects and long-term perspectives.

2.1.2  Impacts of the pandemicby type of regions
Theimpact of the pandemicwas calculated using only the percentage change in GVA.

Cohesion Policy regions.” The GVA change median values are constant across different cohesion
policy regions, between -5and -10% (see Figure 1).In otherwords, allregions seemto have suffered
a similar negative impact from the pandemic. More developed regions in the 2014-2020 period,
outliers of more developed regions for the 2021 - 2027 period and transition regions for the 2021-
2027 period, are the only ones with a positive change in GVA between 2019 and 2020. However,
these regions make up less than25% of each type.

3 Cohesion Policy regions and geographical regions are defined in the Types of NUTS2 regions’ box, on page 42.
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Geographical regions.” The pandemicimpact on GVA seems tohave been strongest in island and
outermost regions.Very sparsely populated, sparsely populated and rural regions seem to have
been least affected. The largest spread in GVA change is for island regions, underlining the huge
diversity of this geographictype, as it includes both the largest positive and negative change. Very
sparsely populated regions seem to have been the least impacted by the pandemic, with the
narrowest spread and highest median value. Other sparsely populated regions and rural regions,
also have higher median values than the other types. Urban regions seem to mimic the sum of all
EU27 regions, with all quartiles in the same quadrants.

Figure 2.1 Impacts of COVID-19 by type of region (change in GVA2019-2020)

Real growth rate of regional gross value added (GVA) at basic prices,
percentage change between 2019 and 2020, by policy typology

B e
EU More developed regions Transition regions Less developed regions More developed Transition regions Less developed regions
(2014-2020) (2014-2020) (2014-2020) regions (2021-2027) (2021-2027) (2021-2027)

Real growth rate of regional gross value added (GVA) at basic prices,
percentage change between 2019 and 2020, by geographic typology

B e e e e
EU Urban regions Intermediate Rural Coastal Island Outermost Very sparsely Sparsely populated Mountainous Border
regions regions regions regions regions populated regions regions regions regions

* The data is from 25 of the 27 EU countries, due to the lack of regional data for Poland and Hungary.

Source: Study team elaboration

2.2 Cohesion impacts of the warin Ukraine

Thediscussion of possible regional impacts of the war in Ukraine, first looks atthe territorial impacts
of the war through an exposure and sensitivity analysis (see section 2.2.1). The analysis is split into
sensitivities based on a region’s energy dependency and a region’s socio-economic profile. This is
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followed by an assessment of the impacts by type of region in section 2.2.2. Finally, sections 2.23
and 2.2.4 show potential positive territorialimpacts by type of region respectively.

2.2.1  Negativeterritorialimpactsofthe war in Ukraine

Increasingly theimpactsof the pandemicare side-lined by theimpact of the war in Ukraine. This will
change a wide range of future development perspectives and trends. The impacts on local and
regional development will affect cohesion in Europe. This raises the question of whether it is still
possible and sensible to focus solely on the impacts of the pandemic on cohesion, as this would
ignore new realities.

TheEIB report ‘How bad is the Ukrainewar for the European recovery'** and the European economic
forecast from Summer 2022% expect severe impacts on the European economy and its recovery
from the pandemic. Estimates for GDP growth in Europe have been revised downwards a number
of times since the war started. EU firms — especially smaller ones — which have suffered from the
pandemic, are at particular risk from the impacts. Their vulnerabilities are exacerbated by: (1)
reduced exports, (2) lower profit due to higher energy prices, and (3) difficulty finding funding as
banks avoid risk. % In addition firms depending on gas or high energy inputs for their production
are particularly challenged by increasingenergy prices and the expected energy crisis. The impacts
arealso clearly felt by citizens, not at least due to inflation which in particular hits households with
lower incomes and those already at risk of poverty.

While most of the European analysis ofimpacts of the war are at macroeconomicor nationallevel,
thefollowing sections will depict differences between regions.

As long as the nature and timing of the war’s end and the geopolitical situation after the war is
unknown, thereis a considerable uncertainty aboutthe future. A first aggregated picture of regional
sensitivities to the consequences showsa clear East-West divide.Running fromFinland in the North
to Greece in the South, almost all regions in countries along the eastern border of the EU and
Czechia are highly sensitive. Regions with medium high sensitivities are mainly along the
Mediterranean, including Cyprus, most of Italy, large parts of Spain and Portugal, but also in
Germany.

This assessmentpresents,in Map 2.2 and Map 2.3, first inputs tothe discussion onregionally diverse
implications of the war in Ukraine. These are however affected by the limited availability of data at
regionallevel (for mostindicators only national datais available) and the weight givento individual
indicators. The maps on the left side show single sensitivity indicators and the map on the right
shows the aggregated picture.

Exposure to the warin Ukraine

Places have been exposed in various ways. Bordering Ukraine or Russia certainly means a different
level of exposure than being in the far west of the EU. Beinga former part of the Soviet Union implies
morerisk, as is being outside NATO. In short, there arevarious levels of exposure.

However, one single exposure factor dominates all others, an act of war on one’s own territory.
Therefore, werun this first potentialimpact analysis based on whether a country is involved in the

* EIB, ‘How Bad Is the Ukraine War for the European Recovery? (Luxembourg: European Investment Bank, 2022),
https://data.europa.eu/doi/10.2867/945503.

European Commission, ‘European Economic Forecast. Summer 2022 (Interim)’.

EIB, ‘How Bad Is the Ukraine War for the European Recovery?’
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war or not. This means only Ukraineis directly exposed, whereasall EU member states areindirectly
exposed.

Negative sensitivity to the war in Ukraine

Afirst assessmentofthe national vulnerability to impactsof the war are in the European economic
forecast (summer 2022). This focuses on energy, trade & value chains and assets at national level.
Latvia, Estonia, Bulgaria, Lithuania, Czechia, Slovakia, Hungary, Poland, Slovenia, Cyprus, Croatia and
Greece are the most affected countries.” Focusing on the vulnerability of firms, the EIB estimates
particularly high stress levels for Lithuania, Greece, Latvia, Poland, Hungary, Croatia and Spain.”®
Further developing this to address regional rather than national vulnerabilities requires a broader
understanding of sensitivities to the effects of the war.

A region’s sensitivity is extremely multifaceted and depends largely on its socio-economic profile
and energy dependency. For each of these we selected a few sensitivity indicators to provide first
insights.

Energy dependency. The war has sent energy prices to new heights, which particularly affects
energy intensive industries. Furthermore, the war illustrates Europe’s dependency on energy
imports from Russia, especially gas. This hasbeen translated intofive sensitivity indicators®: Energy
intensity; share of gas importsfrom Russia; share of oilimports from Russia;shareof solid fossil fuel
imports from Russia; and the share of employment in energy-intensive manufacturing sectors.
According to the OECD*, the five most energy-intensive manufacturing industries are coke and
refined petroleum products, chemicals and chemical products, basic metals, paper and paper
products, and non-metallic minerals. These sensitivities have been translated into indicators for
which EU-wide data is available and brought together in a combined energy-related negative
sensitivity indexdisplayed in Map 2.2.

The envisaged energy - or rathergassupply —crisis shows how vulnerable the economy is to checks
in commodity markets. Possible shortages of gas, increasing prices and risks of rationing show the
vulnerability of Europe’s economy?'. To better illustrate which regions are particularly sensitive to
these developments, energy relatedsensitivities have been mapped separately.

Poland seems to be the most sensitive to the energy crises. Bulgaria is also highly sensitive,
especially due to high energy intensity and a high share of gas and solid fossil fuels imports from
Russia. Finland has a high share of gasand oilimportsfrom Russia, and a high share of employment
in gas-intensive manufacturing sectors in most of its regions, resulting also in high energy-related
sensitivities. Other highly sensitive places are in Greece, Slovenia, Hungary, Slovakia, Czechia,
Germany and Estonia.

Theleast sensitive regionsare in Ireland, Spain, France, the region around the Tyrrhenian Seain Italy,
Cyprus, Zagrebregionin Croatia, parts of Austria, the north of Germany, all of Denmark, andregions
around Stockholm and Gothenburgin Sweden.

27 European Commission, ‘European Economic Forecast. Summer 2022 (Interim)’.

EIB, ‘How Bad Is the Ukraine War for the European Recovery?’, 16.

Information on indicators composition and sources is provided in the annex.

OECD, 'How Vulnerable Is European Manufacturing to Gas Supply Conditions? A Regional Approach’, 22 July 2022, https://www.oecd-
ilibrary.org/docserver/01278ba3-
en.pdf?expires=1660230598&id=id&accname=guest&checksum=75F6CA13FF465DB7C87CB2E3775568CF.

European Commission, ‘European Economic Forecast. Summer 2022 (Interim)’.
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Socio-economic profile. The war in Russia affectsa wide range of economic operators. In particular
those trading with Ukraine, Russia and Belarus are affected since their value chains are very
disrupted because of the war orsanctions. Furthermore, impacts affect a range of economic sectors
including agriculture and tourism. This has been translated into four sensitivity indicators®: Trade
exports to Ukraine, Russia and Belarus; trade imports from Ukraine, Russia and Belarus; share of
employment in agriculture; andtourismdependentareas with a high share of flights affected by the
war.

The countries with the highest share of exports to Ukraine, Belarus and Russia are Finland, Estonia,
Latvia, Lithuania, and Poland. These, along with Bulgaria, also have the highest shares of imports
from Ukraine, Belarus and Russia. It is also important to mention thatthe countries with the largest
share of imports and exports to/from Russia are not, however, the ones with the largest foreign
directinvestmentflows. According todatapublished by EUROSTAT** the largest of these flows from
Russia go to the Netherlands. The largest directinvestmentsin stocksand incomefrom Russia go to
Cyprus.

The highest shares of employment in agriculture arein regions in the south of Spain, the south of
Portugal, the south of Italy, Greece, Bulgaria, Romania, parts of Croatia, Hungary, Poland, Lithuania,
Finland, and Ireland. And the highest share of affected tourism areas are seen also in the south of
Portugal, across Spain, Cyprus, Greece, Bulgaria, Croatia, Slovenia, Hungary, Austria, Italy and
Finland.

There are strong human and social impacts in the EU. This is especially the case for refugees, also
affecting the cities and regions they go to. It also affects people living in the EU by increasing
inflation, which makes life more difficult especially for the less well-off. The social dimension has
been translated into two sensitivity indicators®: People at risk of poverty; and main destinations of
Ukrainian refugees.

Theregions with the highest sharesof people at risk of povertyarein the south and north of Spain,
the south of Italy, Greece, Bulgaria, Romania, eastern Poland, Lithuania, Latvia, Estonia and the
central part of Sweden.

The largest numbers of Ukrainian refugees registered for temporary protection or similar national
protection schemes are in Poland, Germany, and Czechia.** To accommodate such large numbers
of refugees it is necessary to invest in access to health, education and child protection. Since
February, thousands of Ukrainian children have flooded the school system in Warsaw, challenging
education professionals and infrastructure.® Other regions, further from the borders, which also
prepared to receive large numbersof refugees have seen theirinvestments underutilised. Flanders
only received one third of the expected number of Ukrainian refugees.

These sensitivities have been translated into indicators for which EU-wide data is available and
brought together in a combined socio-economic negative sensitivityindex. This index is displayed
in Map 2.3 and shows accumulated socio-economic negativesensitivity.

32 Information on indicators composition and sources is provided in the annex.

¥ Eurostat, ‘EU Direct Investment Positions, Flows and Income, Breakdown by Partner Countries (BPM6), BOP_FDI6_GEO. [Dataset]’,
2022, https://ec.europa.eu/eurostat/databrowser/view/BOP_FDI6_GEO _custom_3191489/default/table?lang=em.

Information on indicators composition and sources is provided in the annex.

UNHCR, ‘Ukraine Refugee Situation, Operational Data Portal.’, 2022, https://data.unhcr.org/en/situations/ukraine.

The Wall Street Journal, ‘Scale of Refugees From Ukraine War on Display in Poland’s Public Schools’, 25 April 2022,
https://www.wsj.com/articles/s cale- of-refugees-from-ukraine-war-on-display-in-polands-public-schools-1165088 4400.
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Poland and the Baltic countries are especially sensitive. Other very sensitive regionsare in Romania,
Bulgaria, Greece, the northof Finland, the south of Italy, the south of Spain, some regions in Austria
andHungary.

Allregionsin Belgium and Denmark seemto be the least sensitivewith no high valuesfor any of the
socio-economicindicators.Other less affected regionsareDublin, across the Netherlands, the centre
and north of Italy, the north of France, the region of Lisbon, theregion of Madrid and the northwest
of Spain, the region of Athens, Bucharest, the surrounding areas of Budapest, Prague and Vienna
and theregion of Stockholm.
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Map 2.2

Energy-related regional sensitivities to the war in Ukraine, August 2022
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Source: own elaboration based on the following data inputs

Sensitivity

Energy intensity (Eurostat 2022), share of gas imporis from Russia
(Eurostat 2022), share of cil imports from Russia (Eurostat 2022), and
share of solid fossil fuels from Russia (Eurostat 2022), and share of
employment on gas-intensive manufacturing sectors (Eurostat 2022).

Exposure

Exposure assessment describes countries being directly affected by the
war, resulting in high exposure and countries being indiretly affected,
described by low exposure.
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Map 2.3 Socio-economicregional sensitivities to the war in Ukraine, August 2022
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2.2.2  Negativeimpacts of the war by type of region

The negative impacts of the war by type of region were analysed by energy dependency and socio-
economic profile.

Energy dependency

The different types of negative regional impacts related to energy dependencies are a result of
aggregating different energy related sensitivity indicators. Each indicator was normalised and
weighted based on perceived relevance. The transformed indicators were summed, resulting in a
regional sensitivity score.The higher the score, the higher the negative sensitivity. The indicators®” used
to calculate negative sensitivity are: Energy intensity; share of gas imports from Russia; share of oil
imports from Russia; share of solid fossil fuel imports from Russia; and the share of employmentin
energy-intensive manufacturing sectors (coke and refined petroleum products, chemicals and
chemical products, basic metals, paperand paper products, and non-metallic minerals).

Figure 2.2 Energy-related regional sensitivity to the war in Ukraine by type of region

Regional energetic sensitivity to the war in Ukraine, by policy typology

EU27 More developed regions Transition regions Less developed regions More developed Transition regions Less developed regions
(2014-2020) (2014-2020) (2014-2020) regions (2021-2027) (2021-2027) (2021-2027)

Regional energetic sensitivity to the war in Ukraine, by geographic typology
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regions regions regions regions regions populated regions regions regions regions

Source: Study team elaboration

Cohesion Policy regions. > Less developed regions are the most sensitive to energy supply changes.
They have the highest median value, aswellas the highestthirdand fourth quartiles. Transition regions
aretheleast negatively sensitive, with the smallest spread (2014-2020 period) and lowest medianvalue
(both periods).

Geographical regions.* Outermost regions are the leastsensitive to energy supply changes, followed
by island regions, with median values far below the EU average. Border regions have the highest
median value, i.e.arethe most sensitive.

¥ Information on indicators composition and sources is provided in the annex.

Cohesion Policy regions and geographical regions are defined in the ‘Types of NUTS2 regions’ box, in page 42.
Cohesion Policy regions and geographical regions are defined in the ‘Types of NUTS2 regions’ box, in page 42.
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Socio-economic profile

The negative socio-economic impacts of the war by type of region are illustrated by aggregating the
socio-economic sensitivity indicators. Each indicatorwas normalised andweightedbased on perceived
relevance. The transformed indicators were summed, resulting in a regional sensitivity score. The
higher the score, the higher the negative sensitivity. The indicators* used to calculate negative
sensitivity are: Trade exports to Ukraine, Russia and Belarus; trade imports from Ukraine, Russia and
Belarus; share of employment in agriculture; tourism dependency; share of population at risk of
poverty; and the main destinationsof Ukrainian refugees.

Figure 2.3 Regional socio-economicsensitivity to the war in Ukraine by types of regions

Regional socio-economic sensitivity to the war in Ukraine, by policy typology
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Cohesion Policy regions.*' Less developed regions are again the most sensitive, with a median far
higher that the EU average.In addition to the highest median, they have the highest third and fourth
quartiles. More developed regions are the least sensitive, with the smallest spreads (variation across
the same type of region) and lowest median in both periods.

Geographical regions.* Urban regions are the least negatively sensitive socio-economically to the
war. The sensitivity of ruralregionsvarious greatly, which is shown by the spread (variation across the
same type of region). The highest median for socio-economic sensitivities are for sparsely populated
and mountainous regions.

“Indica Information on indicators composition and sources is provided in the annex.
T Cohesion Policy regions and geographical regions are defined in the Types of NUTS2 regions’ box, on page 42.
2 Cohesion Policy regions and geographical regions are defined in the ‘Types of NUTS2 regions’ box, on page 42.
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2.2.3 Potential positive territorialimpacts of the war in Ukraine

The war has considerable negative impacts on local and regional development in Ukraine and to
a certain degree also in the EU. At the same time, some regions might benefit from the war. These
potential positive sensitivities are certainly not of the same magnitude as the negative ones,
furthermore, they concern specific economic sectors. The potential positive dimension has been
translated intothefollowing indicators*: Military supplyand weapon industry (measured by the values
of export licences); potential renewable energy production; energy efficiency; potential agricultural
replacement; and potential labour force frominflow of Ukrainian population.

These sensitivities have been translatedinto indicators for which EU-wide datais available and brought
together in a combined potential positive sensitivity index. This index is displayed in Map 2.4 and
shows accumulated potential sensitivity. Some indicators were only available for the 2013 version of
the NUTS 2 level, therefore Map 2.4 was produced with the same definitions.

France and Spain are expected to profit the most with their weapons industries, as these had the
highest values of armsexport licences.The war in Ukraine hasraised theawareness of several countries
for military protection, increasing militaryequipmentproduction. Even though the weapons industry
is largely profitable, the political context might dictate the trade, therefore, some European countries
might have lost revenue due to EU sanctions on Russiaafter the occupation of Crimea in 2014.

Long term impacts. Some of the positive impacts are medium to long term, in opposition to the
negative impacts. While the gas crisis is already heavily affecting the economy, renewable energy
adaptation will be costly and lengthy, however it’s great benefits will be long term. Regions with the
highest potential for solar energy production are in the south of Portugal, across Spain and Italy, the
northwest of France, parts of Belgium, the Netherlandsand Greece, Cyprus, the north of Bulgaria, the
south of Romania and the south of Hungary. Potential wind energy production is seen across Spain,
France, Ireland, the Netherlands, Denmark, Lithuania, Latvia, the south of Italy, and the south of Greece.
Potential for energy production from biomass is in the north of France, Belgium, the Netherlands, the
north of Germany, westof Poland, acrossHungary, parts of Romania, and the north of Italy.

Countries with low energy intensity might benefitin the shortterm, since these will be less affected by
the increase in the energy prices. These are Spain, France, Italy, Austria, Luxembourg, Germany,
Denmark, Sweden, and Ireland.

Therefugee inflow might also bring mediumto long term positive impacts, as new Ukrainian residents
might be a positive addition to regional labour markets. They may also lead to better staffing and
equipment for international organisations, such as theEU, NATO andthe International Courtof Justice.
However, this could raise a moral dilemma of possible labourand brain drain harmin postwar Ukraine.

Another potential is for agricultural replacement. Since Ukraine is one of the greatest producers of grain
and otherfoods, the reductionofits exports might opendoors for other countries to enter the market.
Regions with large amounts of agricultural land might benefit and expand their market shares. Such
regions areinlreland, acrossFrance, the north of Belgium, the Netherlands, Denmark, across Germany,
Lithuania, the east andthe centre of Poland, the centre of Czechia, west of Slovakia, Hungary, the south
of Romania, the north of Bulgariaandin Italy.

“  Information on indicators composition and sources is provided in the annex.
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Regions with the highest positive sensitivityare in the centre of Spain, the centre and north of France,
the south of Italy, the north of Belgium, the Netherlands, Denmark, the north of Germany, Lithuania,
Poland, Czechia, the west of Slovakia, Hungary, the south of Romania, and the north of Bulgaria.

2.24 Potential positiveimpacts of the war by type of region

Positive sensitivity to the war in Ukraine was calculated using different indicators. Each indicator was
normalised and weighted, based on perceived relevance. The transformed indicators were summed,
resulting in a regional sensitivity score. The higher the score, the higher the positive sensitivity. The
indicators* used to calculate positive sensitivityare: Solar energy potential production; onshore wind
energy potential production; potential energy production from biomass; military supply and weapon
industry (value ofarmsexport licenses); energy efficiency; potential agricultural replacement (share of
agriculturalland); and potential labour force frominflow of Ukrainian population.

Cohesion Policy regions. Transition regions are the most positively sensitive to the war, followed by
less developed regions. These have the highest median, as well as third and fourth quartiles. More

developed regions have the lowest median, seemingly less positively affected.

Geographical regions. The most positively sensitive are intermediate regions, followed by border
regions. Island regions have the shortest spread and the highest third and fourth quartiles,
demonstrating also positive sensitivity. There is not enough data for outermost regions, or for very
sparsely populated regions.

“ Information on indicators composition and sources is provided in the annex.
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Map 2.4

Potential positive regional sensitivities to the warin Ukraine - August 2022
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Figure 2.4 Potential positive impacts of the warin Ukraine by type of region

Positive sensitivity to the war in Ukraine, by policy typology
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2.3 Changing future trends

Human beings have always wanted to know what will happen in the future. Nevertheless, it is stil
hard for people to think long-term and take forward-looking decisions about longstanding
challenges. The future is seen as a ‘tempus nullius’, ‘nobody’s time’, resulting in political myopia
where short sighted political decisions may jeopardise the future of following generations.

Approaches like foresight and scenario building may be an antidote to presentism, helping to look
into different big picture futures. Horizon and trend scanning in particular can stimulate future
thinking and help decision makers have a more informed understanding about the present and the
future, as well as take more sound and future-oriented decisions. Lookingat different trends, either
mega-trends with big socio-economic challenges, or other trends with longer- or shorterterm
consequences, can help show what is ‘out-there’ and how different elements can be influenced.
Whatis more, in today’s interconnected and interdependent world, changes take place constantly,
influencing people and territories in different ways, influencing theeconomy, policies and the global
power balance.
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Recent examples of suddenchanges are the COVID-19 pandemicand the warin Ukraine, which have
shown how much two unexpected events can influence and change personal lives and global
events:

The COVID-19 pandemichas been the most disruptivecrisis in living memory for most Europeans.
It has had dramatic consequencesfor many regionsand further consequences forlocaland regional
development, leaving scars on our lives and behaviour. The pandemic has not so much created new
socio-economic and development trends, but slowed existing trends (e.g. cruise tourism, business
travel) and accelerated emerging trends (e.g. digitalisation, home working, streaming, online
shopping). Digitalinfrastructure and literacy have helped people and businessesget a head startor
face transition challenges.

The Russian invasion in Ukraine proves that big changes can happen at any time and bring
tectonicshifts in the global world order.The war has already putits markon global changesand our
daily lives. Although it is too early to judge how things will develop, the immediate trends and
changes have substantially influenced the economic, political and social spheres. Examples are the
emerging energy crisis and the Finnishand Swedish applications for NATO membership.

Despite those short-term developments, depending of course on the duration of the war, they have
so far brought immense changes from which the world may need years to recover and for which
political leaders need to takeimportantdecisions.

In addition to these external shocks general developments also make trends emerge or disappear.
Already some of the trends hyped during the pandemic may become obsolete while others continue
and new ones pop up. The pandemic and the war in Ukraine have influenced mega-trends in
different ways. Existing or seed trends have been accelerated or decelerated, changing global and
local balances.

Therefore, both eventsshould not be seen inisolation, but in the context of other factors andtrends.
Itis important to highlight thattrends should notbe seen alone. Theyare elements in an interrelated
andinterconnected system, combining with othertrendsand developments they are influenced and
caninfluence others.

The following section provides an overview of some mega-trends addressing the main areas of
global trend research, i.e. ecological, demographic, economic, societal, political and technological
changes. For eachof these dimensionskeytrendsare highlighted which will shape local and regional
development in Europe in the medium-term. Discussionof the trends is followed by a section linking
them to different types of territories and showing how much they may have positive or negative
effects on development in various types of territories. The discussion focuses on territories with
particular socio-economic characteristics as well as geographical types. The trends do not tell the
future, as unexpected events change development paths, e.g. pandemics and war. Therefore, the
section on wildcards opens the eyes to possible events which are unlikely to happen but which
would have substantialimpacts if they did. Finally, the chapter closes with a short reflection on what
the trends mean for cohesion.

Overall, the discussion points to therisk of more inequality between places and people in Europe,
i.e. less cohesion,and an overallrisk of a poorer,more unstable and insecure future.
2.3.1 Ecologicalchange-Who likes it hot?

The consequences of climate change, with allits effects in terms of extremeweather, heatwaves and
sea level rises will affect local and regional development in the coming decades. The effects of the
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Anthropocene era, the latestepoch where humansare responsible for climatic changes, has caused
dramatic consequences for the environment. Increased growth, overproduction and
overconsumption, overexploitation of natural resources, pollution and high energy demands all
characterise this era. Humans have failed to engagein a sustainable way with nature, theirdemands
exceed what nature can supply, putting future generations at risk.* This human induced climate
change hasincreased the frequency of extreme andintense events such as floods, droughts, forest
firesandincreased earthand sea temperatures, damaging both nature and people. In the short term,
global warming will cause multiple climate hazards, putting ecosystems and people at risk. Even if
thereisimmediate action, not alldamage can be fully reversed.*

In addition to climate change, the loss of biodiversity will shape the future of our environmentand
affect people’s livelihood. Human activities, including pollution and soil sealing, have caused a
continuous andrapid declinein biodiversity. Current extinctionsare 100-1 000 times higherthan the
baseline. Many ecosystems have beendegraded beyond repair or are at risk of ‘tipping points’ which
can be catastrophicfor theeconomyand wellbeing.* In addition, the threat of pollinator extinction
due to environmental pollution, climate change, intensive agriculture and land use change poses
additional risks for global food production, as well as the production of cotton, linen, biofuel and
construction material. Insects are vital for 78% of wildflower species and 84% of crop species seed
production.®®

Ecological gap year. The pandemic briefly paused humanactivities contributingto climate change
and biodiversity loss, it could be considered as an ‘ecological gap year’. However, these changes
were not lasting. The war in Ukraine, in addition to environmental damage from the war itself on
land and at sea®, has affected existing trends that influence climate change.

Emerging energy and food crises

In the wake of the war, trends towards a green transition in Europe - especially linked to renewable
energy - to address climate change have a new impetus. On the one hand the war has underlined
the necessity to save energyand acceleratethe productionof renewable energy. Onthe otherhand
it has also meant postponing phasing out for some coal power plants. This increases challenges
towards a greener future, at least in the short to medium-term.

Increasing energy insecurity. The energy shocks caused by the warin Ukraine are profound. Energy
prices are soaring due sanctions on Russia, the EU’s main oil, gas and coal supplier. Prices are the
highest since the 1973 oil crisis and the World Bank expectsa 50% risein 2022.°° The war hasreversed
the trend of lower energy prices from the beginning of the pandemic and shown the high
dependency of the EU on Russian energy.>' This may impact the EU’s climate policy and carbon

*  Partha Dasgupta, The Economics of Biodiversity: The Dasgupta Review: Full Report, Updated: 18 February 2021 (London: HM Treasury,
2021).

“ IPCC, ‘AR6 Climate Change 2021: The Physical Science Basis’, 7 August 2021,

4 Dasgupta, The Economics of Biodiversity.

“  European Parliament, ‘What's behind the Decline in Bees and Other Pollinators?’, European Parliament News, 9 June 2021,
https://www.europarl.europa.eu/news/en/headlines/society/201911295T067758 /what-s-behind-the-decline-in-bees-and-other-
pollinators-infographic.

*  Marc Santora, ‘Dolphins Dying in Black Sea, and May Be Casualties of War, Scientists Say’, The n, 2 June 2022,
https://www.nytimes.com/2022/06 /02/world/europe/dolphins-dying-ukraine-war.html?smid=url-share.

0 Larry Elliott, ‘Ukraine War ‘Will Mean High Food and Energy Prices for Three Years”, The Guardian, 26 April 2022,
https://www.thequardian.com/business/2022/apr/26/ukraine-war-food-energy-prices-world-
bankhttps://www.thequardian.com/business/2022/apr/26/ukraine-war-food-energy-prices-world-bank.

' European Parliament EPRS, ‘Future Shocks 2022. Addressing Risks and Building Capabilities for Europe in a Contested World’, April
2022.
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neutrality plans for 2050, as high energy prices could reduce the capacity and willingness of
consumers and businessesto cover the energy transition costs or subsidise clean energy projects. It
could also challenge governments choosing energy sources, taxation and subsidies.** Further
negative effects regard the delayin the green transition, with several member states prolonging coal
production.>* The EUis already planning to label as ‘green’energy production fromgas and nuclear
investments to speed up the Green Deal*, while at a global level, OPEC has agreed to increase oil
production, after US pressure.*

Increasing shift to renewables. On the other hand, these developments may have an opposite
effect and accelerate the green transition. The shift towards more renewable energy production
finds itself at a ‘'make or break’ point. The EU has already published a plan, RePowerEU, aiming to
reduce energy dependency on Russia, increase the uptake of renewable resources, accelerate
hydrogen production and decarbonise industry.”® Such investments and actions should consider
biodiversity, as energyinstallationsand infrastructure may pose risks to natural habitats.

Exacerbated food crisis. Food security is also a higher risk. Although this is already challenged by
climate change, extensive droughts and intense agriculture, the war has exacerbated the risk.
Ukraineis a key food basket providing the EU and large parts of the world with cereal. Exports and
production are currently limited, while Russia is a key exporter of both cereal and fertilizers but faces
sanctions. This may cause a globalfood crisis, with higher food prices and inflation alsoin the EU.

Behavioural changes shaping environmental developments

Ecologicaltrends are closely linked to humanbehaviour and ouruse of natural resources. Changing
lifestyles and humanbehaviourtowards more sustainable living may have consequencesfor climate
change. Afew examples are presented below.

A new age for transport. Driven by our behavioural changes, post-pandemic scenarios project
important transformations in transport.In particular, a decrease in road passengers while the market
for electric vehicles is projected to grow by 65% over the next decade. In such a scenario, electric
vehicles would constitute 16% of the fleet by 2030. This trend is clearly accelerated in comparison to
a no-pandemic scenario, but its certainty remains tied to many parameters.> The trend could be
mitigated by an expected decline in private car ownership.® Air passenger transportis projected to
decrease by 21% by 2030 compared to a no-pandemic scenario. This would be due to energy

2. European Parliament EPRS.

53 Aneta Zachova, ‘Some EU Members Turn Back to Coal to Cut Reliance on Russian Gas’, Climate Home News, 15 March 2022,
https://www.climatechangenews.com/2022/03 /15 /some-eu-me mbers-turn-back-to- coal-to- cut-reliance-on-russian-gas/.

% Kate Abnett and Simon Jessop, ‘EU Drafts Plan to Label Gas and Nuclear Investments as Green’, Reuters, 1 January 2022,
https://www.reuters.com/markets/commodities/eu-drafts-plan-label-gas-nuclear-investments-qreen-2022-01-01/.

*  Financial Times, ‘Opec Agrees to Accelerate Oil Production Following US Pressure’, Financial Times, 1 June 2022,
https://www.ft.com/content/bb130bb9-4b75-4626-96 1a-2c1ed9b0e7f9.

%6 European Commission, ‘Communication from the Commission to the European Parliament, the European Council, the Council, the
European Economic and Social Committee and the Committee of the Regions. REPowerEU: Joint European Action for More Affordable,
Secure and Sustainable Energy. COM(2022) 108 Final’, 8 March 2022.

7 European Commission. Joint Research Centre., Global Energy and Climate Outlook 2020: A New Normal beyond Covid 19&Estimating the
Effects of the Pandemic on the Energy System, with a Focus on the Transport Sector. (LU: Publications Office, 2021),
https://data.europa.eu/doi/10.2760/608429.

8 ESPAS, ‘Global Trends to 2030: Challenges and Choices for Europe’ (European Strategy and Policy Analysis System, 2019).
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efficiency and declining activity, as technological innovation in aviation such as electric or hydrogen
powered aircraft is expected to have animpact only from 2030 on.**

Local food systems. During the pandemic mobility was restricted and many shops closed so people
often turned to local producers who developed their offer for local customers, sometimes starting
localdelivery services. This changeinitiated in consumer behaviour and producers reorganised their
businesses. Shorter agricultural production chains andlocal circuits could continue, especially if this
is supportedby local policies.®

2.3.2 Demographicchange -The morethe merrier?

Aging and demographic decline are a growing challenge for European municipalities, regions and
even countries. Eurostat’s long-term population projections are for a small population increase in
the EU-27, from 447 million inhabitants in 2019 to peak around 449 million in 2026. Thereafter
numbers are expected to decline, gradually decreasing to 441 million in 2050 and 416 million in
2100.%" In territorial terms, this means by 2050, 77% of European NUTS3 areas will be dealing with
population decline or shrinkage.®* These demographic changes influence the labour market, health
and social care, the quality of life of citizens, the housing market, education andchildcare, as well as
the EU’s place in the world.

At the same time, Europeans live longer, healthier and safer lives.® Life expectancy at birth has
increased by about 10 years, while the projection for 2070 is expected to reach 86.1 years for men
and 90.3 for women.* This trend highlights that the EU is on the verge of a silver tsunami, where
elderly occupy the majority of the demographic picture. By 2070, an estimated 30% of people will
be over 65, while the working age population is projected to decrease to 51% by 2070. At the same
time, the birth rate continues to decrease, making it difficult to keep a constant population size in
the absence of migration.®

Certainly, all this puts pressure on public budgets, social inclusion, educationand the labour market.
It also sets further challenges to the position of the EU in the world, with Europe’s share of world
population reducing while, at the same time, thereare implicationson its GDP.

The pandemic has already influenced healthcare and life expectancy. At the same time, the
pandemic might also help some areas postpone an expected decline as some people moved from
metropolitan areas to smallurban or rural areas.

The war in Ukraine also challenges existing EU demographictrends with an influx of migrants. The
first short-term trends show an increase in migration, from Ukraine the Middle Eastand Africa, which
may put additional pressure on the labour and welfare system in the EU. On the other hand, the
influx may in the long run not only have a positive effect on economic growth, by increasing the
labour market power, but also reverse the negative agingtrend.

% European Commission. Joint Research Centre., Global Energy and Climate Outlook 2020: A New Normal beyond Covid 194 Estimating the
Effects of the Pandemic on the Energy System, with a Focus on the Transport Sector. (LU: Publications Office, 2021),
https://data.europa.eu/doi/10.2760/608429.

% Serafim Bakalis et al., ‘Perspectives from CO+RE: How COVID-19 Changed Our Food Systems and Food Security Paradigms’, Current

Research in Food Science 3 (2 June 2020): 166-72, https://doi.org/10.1016/j.crfs.2020.05.003.

See https://ec.europa.eu/eurostat/statistics-explained/index.php?oldid=497115#Population projections

62 See https:/steadyhg.com/en/spatialforesight/posts/99a3b4a3-00f5-47f8-a45d-d 1c36ea631e0

% European Commission, ‘European Commission Report on the Impact of Demographic Change’, 2020.

European Commission.

European Commission.
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Increasing number of migrants from Ukraine. Millions of Ukrainians have fled their country since
the outbreak of war. By early August 2022, about 11 million people had left their country, with over
six million going to Europe.®In the short term, such an influx puts additional pressure on EU
countries hosting refugees. In addition, support requires extra efforts from administrations and
peoplein the regions where they arrivefirst and then where theyend up living. However, as stated
above, in the medium- to long-term the refugees might also be a welcome addition to the labour
market and cushion some effects of demographicaging and decline.

Increasing number of migrants due to the impending food crisis. Large migration waves from
neighbouring countries are also expected. The war risks initiating a food crisis, triggering major
migration waves from Africa and the Middle East to Europe. Half of Africa’s wheatimports come from
Ukraine and Russia, which also suppliesfertilisers.®” This worsens the situation, creating a shockwave
in food markets and exacerbatingexisting global hunger. This hasdirect implications for poorer and
famine-hit places in the world that highly depend on Russian and Ukrainian imports.®® To
counterbalance the trend, more support from the EU to these countries may be necessary to cope
with destabilisation and mass migration.

2.3.3 Economicchange-From growth to de-globalisation?

Economic changes are subject to external and internal shocks and global interrelations. Already
before the pandemic and the outbreak of war, new economic and trade trends were under
discussion. Notions such as de-globalisation or slowbalisation® have appeared in recent years.
Technological developments that replace low-skilled staff, in combination with the gradual
convergence of unskilled workers between Europe and Asia, as well as the overall U-turn of public
opinion against globalisation, evident in elections and protectionist choices, have made de-
globalisation a current trend. Proposing to move towards a less connected world, with powerful
nation states,deglobalisationbecame more popular afterevents such as BREXIT and Trumpism.”®

At the same time, the pandemic has brought a shock to the global economic outlook, with
commodity prices and global value chainsbeing disrupted, lowering EU growth.The war in Ukraine
worsens these trends by increasing inflationand upsetting global markets.

Increasing de-globalisation. Although the seeds of this trend were seen earlier”’, the pandemic
and then the war in Ukraine have accelerated it. Sanctions on Russia, disruptions in value chains,
increased energy prices and the unavailability of productshave increasedthe impacts of this trend.
Already during the pandemic, companiesstarted to reorganise their value chains due to increasing
costs and unpredictable delaysin supply chains. Increasing global tensions, the outbreak of war and
increasing competition have pushed companies to focus on specific economic blocs and shorten
their supply chains.”? This has increased repatriation, onshoring, reshoring and nearshoring for

% See https://data.unhcr.org/en/situations/ukraine

¢ Eddy Wax, ‘Get Ready for ‘Hell, UN Food Chief Wamns amid Ukraine Shockwaves’, POLITICO, 22 March 2022,
https://www.politico.eu/article/world-food-programme-eu-fund-us-food-aid-ukraine-russia/.

% Wax.

%  European Parliament Research Service, ‘Slowing down or Changing Track? Understanding the Dynamics of ‘Slowbalisation”,
December 2020.

7 Markus Kornprobst and Jon Wallace, ‘What |Is Deglobalisation?, Chatham House, 18 October 2021,

https://www.chathamhouse.orqg/2021/10/what-deglobalization.

Kai Bohme, ‘What Does ‘Slowbalisation’ Mean for Intra European Flows and Cooperation?’, KREMER - the Territorial Thinkers’ Blog (blog),

2019, https://territorialthinkers.eu/id-2019-05-kremer.html.

The Economist, ‘Slowbalisation. The Steam Has Gone out of Globalisation. A New Pattern of World Commerce Is Becoming Clearer -

as Are Its Costs’, 24 January 2019, https://www.economist.com/leaders/20 19/01/24/the-steam-has-gone-out-of-globalisation; Edgar
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strategicgoods, returningto the nationstate as the key economic power. Already such effects were
noticed during the pandemic, which accentuated the strategic importance of value chains for
material such as medical equipment, microelectronics and batteries. This reduced globalisation,
including within Europe with the repatriation, onshoring and nearshoring of production and
building moreresilience.”

Increasing stagflation. Inflation in the euro area is expected to surge to 10% in September 2022,
the highest in recent history, mainly due to surging energy and food prices, as well as supply and
logistics bottlenecks.The latter are projected to increasefurtherand challenge growth stability.”” In
addition, the war has magnified the slowdown in global growth, which is expected to fall from 5.7%
in 202110 2.9% in 2022, withimmense consequences for middle and low income economies.” Such
developments intensify stagflation, as inflation peaks and growth decreases, risking a global
recession.

Increasing economic state power. To counterbalance the economic effects measureswill need to
be taken including tighter subsidy and monetary policies.”” There may also be stricter national
policies, with more involvement to ensure economic and political stability, as well guarantee sodial
welfare and related benefits.

Shortage of production materials. For sometime the supply of severalresources has clearly been
depleting due to population growth, environmental stress, etc.”® The war in Ukraine affects
agricultural products, but also materials necessary for industrial production, such as palladium and
neon.” Shortages of wood have led to slowdowns in construction and a lack of microchips has
affected car production. Temporary shortages of parts and raw materials may continue if we have
seen a ‘peak of everything'.

Working from anywhere. A completely different trend concerns people’s working life which
changed during the pandemic. Further effects on the economy may come from thechanging nature
of work, whose effects and consequences may only be visible in the very long-term. Working from
home or teleworking is a trend that accelerated substantially during the lockdowns. Demand has
increased over the decades, with more than 54% of the workforce already in the 2020s looking for
more opportunities to work from home.® With the support of technology, some people can work
from anywhere,anytime, putting a new geography of workin place, while many countries areseeing
tests for a 4-day workweek.

2.3.4 Societalchange-Who are more equalthan others?

Tribalism, cocooning or ‘home-nesting’, digitalisation of society or e-society and inertia to change
are just some of the overarching social trends shaping future developments. Discussions about

Wong and Ana Swanson, ‘Ukraine War and Pandemic Force Nations to Retreat from Globalisation’, The New York Times, 22 March
2022, https://www.nytimes.com/2022/03/2 2/us/politics/russia-china-global-economy.html.
Committee of the Regions., The State of the Regions, Cities and Villages in the Areas of Socio-Economic Policies: Contribution to the 2021 EU
Annual Regional and Local Barometer. (LU: Publications Office, 2021), https://data.europa.eu/doi/10.2863/153679.
Eurostat: Harmonised index of consumer prices (HICP) - monthly data (annual rate of change)
https://ec.europa.eu/eurostat/databrowser/view/prc_hicp_manr/default/table?lang=en
European Commission, ‘European Economic Forecast. Spring 2022. Institutional Paper 173./, May 2022.
World Bank Group, ‘Global Economic Prospects’, June 2022.
World Bank Group.w
Institute for Futures Studies and Technology Assessment, ‘Meetings and Conventions 2030: A Study of Megatrends Shaping Our
Industry’ (German Convention Bureau, 2014).
European Commission, ‘European Economic Forecast. Spring 2022. Institutional Paper 173.
& World Economic Forum, The Future of Jobs Report 2020’, 2020.
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increasing inequalities haverisen in recent years in the EU. The economiccrisis and BREXIT are two
examples which triggered inequalities. Discourses over ‘places thatdon’t matter’ and ‘leaving noone
behind’®" have dominated, reflecting people’s dissatisfaction with different policies. This
dissatisfactionhas been evident in electionsand the rise of populismacross the EU. This hassparked
a fresh way of thinking, with a new approach to policies, adding the ‘just’ element to their design.
Examples are the green and just transitions, where ‘just’ aims at not leaving anyone behind in the
transition process,and the territorialagenda thataims for a green and just Europe.

Atthe sametime,trendsand developments have emergedsuch as the ‘the tyranny of merit’, arguing
that the pursuit of meritocracy has betrayed the working class, putting them aside. A populist
backlash is a revolt against this ‘tyranny’, which implies that if one has not succeeded it is due to
one’s lack of abilities.®* This hasimplications on the way people see inequality in a wider perspective,
alsoin relation to their work.

Although the increase in inequalities is not a new phenomenon, the pandemic added new
challenges, while further discussions even pointed at ‘new social contracts’ towards a better and
more equal world. The pandemic has also been the spark for new ideas about the working
environment,while the war has intensified inequalities, mainly through higher living costs.

Increasing social unrest. A possible trend due to thewar is an increased risk of poverty. The surge
in commodity prices including energy and food is bringing higherliving costs and possibly a risk of
‘social instability’ driven by the high prices.®* An example is the widespread social unrest of the
‘vellow vest’ movement in France, where people protested against high prices.

Civil society opposing sustainable development policies. Another take on social unrest is how
much change people are willing to accept to shift towards a more sustainable society. Often this
boils down to how much people are ready to sacrifice. Electionsin recentyearsacross the world have
shown that people have the power to change systemsand make an impact ondecision making.The
decade prior to the pandemic saw a rise in civil society opposition to sustainable development
policies, such as the ‘yellow vests’in France in 2018.%* These movements concern policies targeting
households but alsosometimes economicactivities, suchas truck drivers mobilising against carbon
taxes. Although very uncertain, this could be influenced by pandemic-related trends, such as
increasing social, economicand spatial disparities, or growing awareness of the need for a transition
toward sustainability. However, this trend seems notto be highly affected by the pandemic.

Increased focus on wellbeing. Another trend that points toa shift in the way of life, is the increasing
focus on people’s wellbeing. Especially during the pandemic and continuing today, people have
realised theimportance of a goodquality of life. There is talk even about the ‘end of ambition’ where
employees quit their jobs in pursuit of better or less stressful ones, changing the presumption that
work is the mostimportant thing in life.®

8 Andrés Rodriguez-Pose, ‘The Rise of Populism and the Revenge of the Places That Don’t Matter, LSE Public Policy Review 1, no. 1 (20

July 2020): 4, https://doi.org/10.31389/Iseppr.4.

Julian Coman, ‘Michael Sandel: ‘The Populist Backlash Has Been a Revolt Againstthe Tyranny of Merit”, The Guardian, 6 September
2020, https://www.theguardian.com/books/2020/sep/06/michael-sandel-the-populist-backlash-has-been-a-revolt-against-th e-
tyranny-of-merit.

Joshua Askew, ‘How Is the War in Ukraine Affecting the Cost of Living Crisis?’, euronews, 1 June 2022, https://www.euronews.com/my-
europe/2022/05/31/how-is-the-war-in-ukraine-affecting-th e-cost-of-living-crisis.

Thomas Douenne and Adrien Fabre, ‘French Attitudes on Climate Change, Carbon Taxation and Other Climate Policies’, Ecological
Economics 169 (1 March 2020): 106496, https://doi.org/10.1016/j.ecolecon.2019.106496.
% Noreen Malone, The Future of Work Issue. The Age of Anti-Ambition., The New York Times, 15 February 2022,

https://www.nytimes.com/2022/02 /15/magazine/anti-ambition-age.html?referre =masthead.
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2.3.5 Political changes —World order or disorder?

In recent decades the global world order has been shifting to the east with China becominga global
economic player. This has changed the predominant western power status quo, with the US
considering China as one of the biggest threats.

The war in Ukraine further adds to global power imbalances, creating precedents for countries to
claim different territories, but alsoinitiating a new global nuclear balance.

Increasing global instability. The Russian invasion may trigger further global instability and
increased global tensions. Discussions have increased about a potential invasion of Taiwan by
China.® Atthe sametime, Turkeyis planningan attack on Syria to push back Kurdish fighters, taking
advantage of the war in Ukraine to push its own goals.?’

New world nuclear balance. Nuclear weapons have for longbeen a balancing actfor global powers.
The Russian invasion puts a new element to this nuclear order, as Russia has repeatedly used a
nuclear attack as a threat. This threat was growing before the Russian invasion, with North Korea,
Iran, Pakistan and China expanding their arsenal. The war adds to this, putting no-nuclear countries
more at risk and possibly adding incentives to ‘go nuclear’ or create additional precedents for
countries with nuclear weaponsto attackothers.®

2.3.6 Technologicalchange-Enteringanewera?

Technological developments are inevitable and currently involve especially artificial intelligence,
automation and bio-tech. Technological developments can happen rapidly and they constantly
influence people’s lives and work. Already the world finds itself in a technological realm, with virtual
reality mingling with real life. The Internet of Things and artificial intelligence pick up more and more,
while job automation and high internet connectivity change people’sdaily lives.

Accelerated digitalisation: Omnichannel future. The pandemic restrictions gave a tremendous
boost to digitalisation in Europe. This ranges from home working, videoconferencing, online
education and e-governance to online shopping and e-entertainment. In some areas, the push
towards digital solutions might be temporary and fade with the pandemic. In other areas, long
anticipated developments have accelerated and changed mainstream behaviour, which will be
further shaped in years to come. An increasing shift towards a co-existence of digital and physical
offers will be pronounced in the retail sector. The pandemic has brought a shift to omnichannel
retail, led by digital shopping, which will be further developed and refined. Omnichannel
approaches are also expected to be used morein education, in particular tertiary education.

New technologies. New technologies and a 4™ industrial revolution blurring the lines between
physical, digital and biological systems are expected to be disruptive. Working methods, social
engagement as well as industry, health andeducation will be transformed. Industrial transformation
is expected to accelerate ‘winner takes all’, fuelled by low institutional capacity in many lagging

8 Stuart Lau, ‘Ukraine War Highlights Stakes of Chinese Attack on Taiwan’, POLITICO, 7 June 2022,
https://www.politico.eu/article/ukraine-war-highlights-stakes-of-china-attack-on-taiwan/.

& Bassem Mroue and Zeynep Bilginsoy, ‘Explainer: What Is behind Turkey’s Syria Incursion Threats?’, Associated Press, 3 June 2022,
https://apnews.com/article/russia-ukraine-islamic-state-group-politics-middle-east-a1293989 c40712ae4a789311f88bcb45.

8  The Economist, ‘A New Nuclear Era’, The Economist, 2 June 2022, https://www.economist.com/leaders/2022/06/02 /a-new-nuclear-
era.
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places.® Early adoptersare likely to lead the way. In addition, new digital environments, such as the
metaverse, a combination of virtual reality and a digital second life,® will change social interactions
substantially.

Technological trends influenced by the war are especially linked to securityand protection.

Increasing cyber-attacks and e-insecurity. Increasing cyber security is necessary, including
reducing third party dependence.” Attacks concern notonly the digital world, but also the physical
(e.g.infrastructure and technological supply chains).*

Increasing splinternet events. Frictions between governmental territoriality and technical fluidity
fuels expectations of the internet moving from a word-wide-web into a splinternet or cyber-
balkanisation. Here, parallel transnational networks connect like-minded parts of the world.*
Splinternet events may notbe new, however they may intensify in future. Internet fragmentation or
‘splinternets’ based on politicaland commercial interests may put different restrictions on free use
of the tool. This may also lead to different limits to services, or risks of complying with regulations,
such as the General Data Protection Regulation.**

2.3.7 Trendsandhowthey affect different types of regions

As seenin the previous chapter, regions can be categorised according to their socio-economicand
geographic type. Each region is likely to fit more than one type, i.e. one region can be urban and
coastal, innovative and global. Therefore, the same trend might affect a region positively and
negatively.

How trends affect a place depends onits exposure tothe trend aswell as its sensitivity to the change
the trend brings about.”> Summing up key characteristics of specific territories as well as key features
of selected trends enables a discussion of what future trends might bring to specific territories.

The following two Sankey charts illustrate how the trends discussed above might affect different
types of regions. Figure 2.5illustrateshow trends mightaffect socio-economicareas, and Figure 26
illustrates possible effects on geographical areas. The mostly negative influences are in red and the
mostly positivein blue. The Sankey chartsare based ona qualitative assessment of how trends affect
different types of socio-economicareas, focussing on the most prominent effects. In a second step
the socio-economicareashave beenlinked to differenttypes of geographical areas. This allowed for
a rough estimation on the most relevant effects a trend may have on a particular type of
geographical area.? The charts are by no means all comprehensive, in particular as most trends
affect all types of areas albeit to different degrees and each types comprises a vast diversity of

8  Dominique Foray, Kevin Morgan, and Slavo Radosevi¢, ‘From Rivalry to Synergy: R&l Policy and Cohesion Policy’ (European

Commission, 2018), http://ec.europa.eu/regional_policy/en/information/publications/brochures/2018 /from-rivalry-to-synergy-r-i-
policy-and-cohesion-policy.
@ X. Brian Chen, ‘What's Al the Hype about the Metaverse?, The New York Times, 18 January 2022,
https://www.nytimes.com/2022/01/18/technology/pers onaltech/metaverse-gaming-definition.html.
European Parliament EPRS, ‘Future Shocks 2022. Addressing Risks and Building Capabilities for Europe in a Contested World'.
European Commission, ‘Al. The Future of Work? Work of the Future! On How Attificial Intelligence, Robotics and Automation Are
Transforming Jobs and the Economy in Europe.’, 30 April 2019.
Kai Bchme et al., ‘The State of the Regions, Cities and Villages in the Area of Socio-Economic Policies. Contribution to the 2021 EU
Annual Regional and Local Barometer' (Brussels: Committee of the Regions, 2021), https:/op.europa.eu/en/publication-detail/-
/publication/d497d413-53ec-11ec-91ac-01aa75ed71al/language-en/format-PDF/source-2448 09746.
European Parliament EPRS, ‘Future Shocks 2022. Addressing Risks and Building Capabilities for Europe in a Contested World'.
Frank Holstein, Kai Bohme, and Christian Luer, ‘Future-Oriented Approaches - the Case of Territorial Foresight, in Building the next
Generation of Research on Territorial Development, ed. ESPON, 2019, 76-81.
For more information on the rationale behind the trend assessment see chapter4.2.3 in the annex.
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different places. The main purpose of the charts is to highlight the territorial diversity of possible
impacts future trends by pinpoint the mostimportantinfluences to be expected.

Regions that are considered socio-economically poor seem to be the most negatively sensitive to
thetrends (see Figure 2.5). The population at risk of poverty is more likely to suffer from stagflation,
the increasing energy insecurity, and the food crises. As prices go higher, basic needs will become
less affordable, reducing overall quality of life and hindering daily activities. Such type of pressure
mightalsoresultin anincreaseof social unrest, as previously mentionedin the example of the yellow
vests, in France. The watering down of the Schengen agreement would also affect socio-
economically poor regions, by reducingthe redistribution of resources, therefore affecting measures
for social cohesion, increasing disparities within countries, and across the EU. Poor regions tend to
be urban, rural, or/and outermost (see Figure 2.6).

Innovative and e-frontrunner regions are also mostly negatively affected by cyber-attacks and e-
insecurity, as their connected nature increase their susceptivity. Splinternet eventsare alsoa relevant
threat, considering the possible fragmentation, and eventual raise of limits and regulations, over
systems that were designed to be world-wide. These can reduce the markets and the reach power
innovative and e-frontrunner regions own at the moment. Similar consequences mightresult from
thetightening of subsidiesand monetary policies, characterised by an increasing state power in the
economy (see Figure 2.5). These regionsare mostly urban areas (see Figure 2.6).

Old industrial and energy intensive regions will be mostly negatively affected as well, specially by
energy insecurity, due to their low energy efficiency and strong energy dependence. These
characteristics make them more susceptible to increases in the energy prices, and pushes these
regions further awayfromthe carbonneutrality objectives (seeFigure2.5). Old industrial and energy
intensive regions can be intermediate, urban, rural,and/or sparsely populated (see Figure 2.6).

Regions well connected to the global economy will likely be negatively affected by the increasing
global instability, as these could become targets to attacks due to their visibility, and role in the
globaleconomy. These regionsare also susceptive tocyber-attacksande-insecurity,notonly caused
by global instability, but also due to the international nature of their businesses and, therefore,
highly reliance on e-tools. The wateringdown of theSchengenagreement would also have negative
impacts since these regions are strongly dependent on international networks of resources and
trade.However, they might be positively affected by repatriation of research and development, and
strengthening of the EU in the wake of de-globalisation (see Figure 2.5). The regions that are most
well connected to the globaleconomy are more likely to be urban areas (see Figure 2.6).

Agricultural regions will most likely benefit from the food crisis and the increasing number of
migrants. The prices of the commodities should increase, increasingthe appreciation of agricultural
production and giving people with access to agricultural production a comparative advantage,
along with anincrease in the labour force generated by the migration. However, the agricukural
regions might suffer from energy insecurity, due to costly network connections and infrastructure,
which can, eventually, increase social unrest (see Figure 2.5). These regions are generally rural and
sparsely populated; but they can also be intermediate, coastal, mountainous, island border and/or
outermostregions (see Figure2.6).

Bio-economies and regionswith high potential for renewable energy production will mostly benefit
from theincreasing shift to renewables and the food crisis (see Figure 2.5). The demand for energy
andfood will increase, and renewable resources willbe most valued, in order to achieve the carbon
neutrality objectives. These regions’ strongest characteristics will assist other regions to solve the
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negative impacts of these trends. These regions can be rural, intermediate, coastal and/or sparsely
populated (see Figure 2.6).

Some border regions, especially along external borders of Eastern Europe, will benefit from the
increasing number of migrants from Ukraine. Even though the support for the migrants might be
costly, the benefits of the new labour force will be relevant in the long-term. It will soften the effects
of demographicaging and increase the averages of highly educated workers.Borderregions might
be urban, rural, orintermediate geographical regions (see Figure 2.5).

Southern and Mediterranean regions will benefit from the increasing shift to renewables, due to
their advantageous geographical position, and natural resources suitable for the production of
renewable energy. These regions will also benefit from the increasing number of migrants, similarly
to the border regions. In the long-term, the impact of the population aging will be softened by the
increasein labour force, which will also increase the rates of highly educated population (see Figure
2.5). The Southern and Mediterranean regions might be urban, rural, or intermediate, also coastal,
island, or mountainous(see Figure 2.6).

Some of the mentioned trends might bring benefits for regions that are generally less cohesive, to
balance current socio-economicissues, such as the ageing population.However, most of the trends
have a general negative impact. The regions most negatively impacted are the ones considered
socio-economically poor, and the global economies. These twotypes of socio-economicregions are
translated into mostly urban geographical type of regions. This means urban regions are the ones
most negatively affected by all types of changes: ecological, demographic, economic, social,
political, and technological.
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Figure 2.5
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Figure 2.6 Potential trend impacts on Geographical types of regions
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2.3.8 Possiblewildcards

Wildcards are speculations or warnings about the future of improbable but deeply disruptive and
sudden events. They underline the uncertainty of future developmentsas low probability but high
impact events can cause sudden and fundamental changes.”’

Examples are the fall of the Berlin Wall in 1989, the 2008 financial crisis, the Eyjafjallajokull volcano
eruptionin 2010, the Fukushima nuclear disaster in 2011, the COVID-19 pandemicin 2020 and the
war in Ukrainein 2022.

The war in Ukraine is expected to have fundamental impacts on globalisation and global value
chains, energy security, the future of the energy sector in Europe and the transition to carbon
neutrality, as well as the future of a wide range of other sectors such as agriculture & food
processing, chemistry, pharmaceuticals and manufacturing. Shortage in supply chains and rising
prices for arange of products are just the firstimmediately visibleimpacts.

The discussion of wildcards aims to provoke thinking out-of-the-box and engage in discussions
about different possibilities for significant change.*

Below are several wildcards that may influence the future in the EU.

e A new ‘May of 1968, i.e. a big social movement with people reacting to social inequality in
different regions across the EU.

e A sudden baby boom, i.e. experiencing a new baby boom after several crises, which would
counterbalance aging and the birth deficit.

e A major cyber world war, influencing elections and threatening democratic procedures, but
alsotheeconomy and peoples’ everyday work.

e Theend of thedigitalage, i.e. becoming fed up with theimmense technological changes that
challenge ethics and human development leading to a shift towards analogue solutions.

¢ Nuclear fusion technology, aninnovation in energy production producing immense amounts
of energy, with little environmental consequences, which could bring a breakthrough in energy
production.

¢ Anuclear war with the use of nuclear weaponsin a new conflict, jeopardising peace and global
health.

e Major outmigrationfrom the EU of young and skilled people, with economicgrowthin the EU
stagnating and unemployment rising, young and skilled people search for new opportunities
on other continents.

e Thecollapseof the United States as a global power, with the shift of global powers to the east.

e The collapse of the flora and fauna ecosystem, where increasing use of natural resources
without taking any action towards climate change and restoring biodiversity may have severe
consequences on ecosystems.

e Conflicts and wars over access to fewer and fewer natural resources,including water.

e Russiaentering a period of democratisation and peaceful cooperation with its neighbours.

Angela Steinmiiller and Karlheinz Steinmiiller, Ungezdhmte Zukunft: Wild cards und die Grenzen der Berechenbarkeit (Miinchen: Gerling

Akademie Verlag, 2003).
European Strategy and Policy Analysis System, ‘Global Trends to 2030: Can the EU Meet the Challenges Ahead?’ (European Strategy
and Policy Analysis System, 2015).
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2.4 Cohesion needs resilience

The pandemic and the war impact Europe’s cohesion prospects as they risk further accelerating
existing disparities between places and people. Looking towards the future, trends and their
possible territorialimplications point to increasing instability and insecurity. In short, cohesion has
suffered from the pandemic, suffersfurthermore from the war in Ukraine and will not be helped by
future trends which bring more instability.

To address the risks of growing disparities, and the prospects of an increasingly unstable and
insecure future, regions need to become moreresilient. They need to be better equipped to react
to changes and have the flexibility to adapt and navigate underuncertainty. This should reduce the
risk that future external shocks, majortrendsand societal transitions increase disparities.

2.4.1 Risks ofincreasing disparities

The following provides a quick summary of the analysis of different impacts per type of region (see
above).Figure 2.7 shows therisk that a region is affected by the pandemic or the war in Ukraine. At
NUTS 2 level it appears that rural, island, coastal, mountainous and less developed regions of the
2014-2020 and 2021-2027 periods are more generally at risk. However,as NUTS 2 regions are large
and do not well match the geographical types of regions — and as impacts vary even between
neighbourhoods (and not just regions)-this is only a rough indication.

Theresult of adding the negative impact of the pandemicand the war is likely to be a less cohesive
European territory. Mediterranean regions suffered most during the pandemic, while Eastern and
Baltic countries seem to be more negatively sensitive to the war. Greece, especially, suffered
strongly from the pandemicand is very negatively sensitiveto the war.

Geographical regions.” Among the geographical types of regions, sparsely populated and
mountainous regionsseem to be the mostly negatively affected and also have the lowest positive
sensitivity. Ruralregionsare also strongly negatively sensitive, howeverthere is some mild positive
sensitivity. Even though all of these regions are very diverse within their own typology, generally
they seem to have been strongly affected by the pandemics and the war and do not show strong
positive sensitivities. Intermediate regions have the strongest positive sensitivities, with mild
sensitivity to the war and the pandemic.

% Cohesion Policy regions and geographical regions are defined in the ‘Types of NUTS2 regions’ box, in page 42.
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Figure 2.7 Potential cohesion impacts by type of region
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Cohesion Policy regions.’® Among the cohesion policy regions, less developed regions are the
most negatively affected. Transition regionswere strongly sensitive to the pandemic, however less
sensitive to the war in Ukraine. Less developed and transition regions have higher positive
sensitivities thanmoredevelopedregions, nevertheless, it is mostlikely thattheir recovery fromthe
negative impacts will be more difficult than recoveryfor more developed regions.

Overall, the pandemicand the war in Ukrainerisk increasingregional disparitiesin Europe. In many
regards more developed and better off regionsare less affected by these external shocks than less
developed regions. This is clear fromanalysis by type of Cohesion Policy region, but it also concerns
geographicalregions, suchas urban regionsthatare lessaffected than ruralandsparsely populated
regions. As shown earlier,in many casesthese were alsoregions particularly hard hit by the finandal
crises in 2008.

24.2 Increasingly unstable outlooks

Looking beyond recentdevelopmentsshaped by the pandemicand the war in Ukraine, trends and
wildcards help to ignite out-of-the-boxand creative thinking. They do not aim to make predictions
or provide an accurate prognosis of the future.Trends help to see what future developments could
be and then make good choices and take appropriate action. Itis in the hands of policy makers to
observe and have a better understanding of trendsand developmentsand make the most beneficial
choices for their citizens.Thesechoices matter for the generationstocome, to create more a positive
future.

The trends in this chapter are largely affected by the war, while additional trends show further
developments.Trends linked to the war highly depend onits duration as well as the decisions and
actions taken as a consequence.

Following the trend review, the future seems more unstable, more insecure and more challenging
for the welfare of people. Development depends on decisionsand choices tobe made in the coming
years, as humanityfinds itselfin a world of dilemmas. Should world and Europeanleaders focus on
protection of the environmentand biodiversity, atthe expense of renewable energy? Or should they
invest in clean energy, bearing the cost of putting biodiversity under threat? Should the global
economy be stabilised with the risk of putting more people at risk of poverty? Would the
maintenance of global power for several countries be of greater importance than internal power
and the common good of their people? How willing should people be to sacrifice their way of life,
in view of resource 70carcityy, price increases and foodshortages?

All these pose ethical questions which people and policy makers need to reflect on and take action.
In theend, it is all about our choices, howto turn the gloomyshort-term picture into a bright long-
term future.

The trends also raise questions concerning the future of cohesion in Europe. Many trends risk
accelerating disparities between places and people. Should policy makers give more emphasis to
cohesion to avoid a fragmentation of the EU? Or should Europe rethink its cohesion objective and
vision for the future to accommodate increasing disparities between places and people? Would it
be possible to identify trends which address disparities between places and people and accelerate
thesetrends in the context of a digital, green and just transition?

1% Cohesion Policy regions and geographical regions are defined in the ‘Types of NUTS2 regions’ box, in page 42.
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243 Needforresilience

To address the risks of growing disparities and the prospects of an increasingly unstable and
insecure future, policies at all levels need to be resilient.

Resilienceis often understood as the ability of a system to ‘bounce-back’ or return to its pre-shock
state.For regional development, resilience describes aneconomy’s adaptive capacity, which affects
its ability to maintain long-term growth. Accordingly, key ingredients in the resilience debate are
economic diversity and openness, innovation, social capital, quality of governance and access to
funding andresources.

However, the pandemic and the war have shown that external shocks shape new realities which
make the idea of bouncing back to a pre-shock state obsolete.’' Decision makers have to accept
and embrace the newrealities. This means resilience mustbe about the ability to reorganise aftera
shock to the system. Thinking about increasing resilience along these lines leads to completely
different conclusions:'®

e Resilience requires decision-making recognising that costs and benefits can be separated by
long time-lags.

e Resilienceimplies handling complexintertwined social-economic-ecological systems.

e Resilience is about added value which goes beyond the unilateral ‘single-best efforts’ of any
player.

This also means that resilience is the ability to react to changes with the flexibility to adapt and
navigate under uncertainty. This requires the capacity to understand emerging topics and the
willingness to change.

Strengthening this type of resilience in all regions may also help to reduce the risk that future
external shocks or wildcards, majortrends and social transitionsincrease disparities. Strengthening
resilience in terms of the ability to react to changes with the flexibility to adapt and to navigate
under uncertainty at alllevels of governance might be the best way to support cohesion between
places and peoplein the EU.

" CoR, The State of the Regions, Cities and Villages in the Areas of Socio-Economic Policies. (Luxembourg: Publications Office of the

European Union, 2022), https://data.europa.eu/doi/10.2863/00247.

Andreas Duit et al.,, ‘Governance, Complexity, and Resilience’, Global Environmental Change, Governance, Complexity and Resilience,
20, no. 3(2010): 363-68, https://doi.org/10.1016/j.gloenvcha.2010.04.006; Bdhme et al,, ‘The State of the Regions, Cities and Villages
in the Area of Socio-Economic Policies. Contribution to the 2021 EU Annual Regional and Local Barometer'.
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3 CROSS ANALYSIS & RECOMMENDATIONS

KEY FINDINGS

e Cohesion Policy helped to address the immediate needs caused by the pandemic. Therefore,
addressing new challenges and crises by setting up new EU funding instruments, should only
be considered when existing instrumentsare unable to respond.

e Toincreaseresilienceand address future cohesion challenges, Cohesion Policy needs to adjust.
It needs to refocus from short-termemergenciesto long-term projects and strengthen cohesion
and governance capacity at local, regional, nationaland programme levels.

e A review of the interplay between NRRPs and Cohesion Policy programmes, the strategic
orientation of policies post-COVID and the long-term orientation of Cohesion Policy
programmesshould inform a broad reflection on possible reorientation towards more strategic
long-term needs, alreadyin 2023.

e Cohesion Policy post 2027 can be radically different from today. It could be the driver for
transition and policy integration in a new era. Cohesion Policy could also become a narrowly
focused funding scheme among an increasing number of purpose-built policies. Or, Cohesion
Policy might be phased out as it lacks the agility and flexibility to adjust to changing
circumstances. Now is the time to shape the debate about Cohesion Policy post 2027.

e Assessing possibilities for FNLC, stronger capacity building at all levels, an ambitious long-term
perspective and the interplay between NRRPs and Cohesion Policy can provide important
steppingstones to shape the future of Cohesion Policy.

Taken together the analysis in previous chapters shows that Cohesion Policy helped address
immediate needs in the wake of the pandemic. However, to address cohesion challenges lying
ahead and use the crises as a chance to realise a green, digital and just transition, Cohesion Policy
needs to adjust.

This study supports calls for a more resilient Europe post COVID-19 in an earlier paper by the
European Parliament.’® Focusing on cohesion and Cohesion Policy this study provides additional,
more detailed reflections and recommendations. These are further developed in the following
sections, also building on the conclusionsfrom thefirstpart of this study.'*

3.1 Therole of Cohesion Policy

The pandemic and the war on Ukraine were two major shocks putting many people, enterprises,
public authorities including municipalities and regions at risk. Clearly, there was — and still is - no
blueprint for handling external shocks suchas these and needsvary considerably across Europe.

In many regards the crises have accelerated fragmentation between societal groups and between
places. Many impacts point to the risk of increasing inequality. The worst and most direct impacts
have been avoided by swift policy action. In this context Cohesion Policy also played a role.

Cohesion Policy responded very quickly to the pandemic, with increased flexibility to allow the use
of funding for the most urgent needs. The continued high absorption rate and speed of directing

1% European Parliament, Directorate-General for External Policies of the Union, Directorate-General for Parliamentary Research Services,
Finance, S., Schmertzing, L., Bentzen, N., etal., Towards a more resilient Europe post-coronavirus: Options to enhance the EU's resilience
to structural risks, Debié, F.(editor), Bassot, E.(editor), European Parliament, 2021, https://data.europa.eu/doi/10.2861/675160

% Kai Bhme et al, ‘The Impacts of the COVID-19 Pandemic on EU Cohesion and EU Cohesion Policy’ (Brussels: Policy Department for
Structural and Cohesion Policies, 2022).
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resources toimmediate needs illustrate that this was a successful strategy. It shows that Cohesion
Policy can respond to unexpected crises with swift changes and increased flexibility. This certainly
played a role in cushioning some of the most devastating effects of the pandemic, including by
helping the healthcare sector to manage and by keepingcompanies afloat.

Member states with funding to allocate made most use of the increased flexibility, and most
countries facing the most severe impacts of the pandemic benefitted from the new Cohesion Policy
rules.

In light of the war in Ukraine, instruments such as REPowerEU have been launched to support the
diversification of energy sources, accelerate the productionof clean energy and incentivise energy
saving. The financing of REPowerEU builds largely on RRF, especially in terms of loans to member
states.

As pointed out in the previous study,'® even a scenario where all EU emergency funding was
scheduled via Cohesion Policy mechanisms rather than new instruments, such as the RRF, would
probably have worked. Using a systemthatis in place and has the capacity and flexibility to react to
the crisis might have the advantage of avoiding new administrative procedures and workloads for
new instruments. Such a scenariowould also have avoided EU fundinginstruments overlappingand
possible competition between instruments. Indeed, the pandemic has accelerated trends towards
creating new EU policy instruments that partially overlap with existing Cohesion Policy instruments.
This risks weakening the role of Cohesion Policy and increases the complexity of EU policy
instruments. In the worst case, increasing complexity counteracts efforts for administrative
simplification, increases confusionabout the multitude of fundinginstruments, creates competition
between these instruments and affects citizens’ general acceptance and understanding of EU
policies.

Table 3.1

Recommendation

Policy Recommendation: Cohesion Policy can respond to crisis
Possible actions by the European

Parliament

The NRRPs clearly risk overlapping with
Cohesion Policy or of even replacing Cohesion
Policy in the long run.

Responding to new challenges and crises by
setting up new EU funding instruments should
only be considered when existing instruments
(e.g. Cohesion Policy) are not in a position to
react. To avoid duplicate administrative
structures and competition between funding
instruments, priority should be given to
enlarge and adjust existing instruments, rather
than setting up new ones. In future debates
about setting up new EU policy and funding
instruments, the European Parliament should
assess how much the new instruments could
be fulfilled by (adjusting) existing instruments,
e.g. Cohesion Policy.

The summary report of the Commission (CPR

Art. 53(1)) might be an opportunity for EU
institutions to discuss the effectiveness of
current Cohesion Policy programmes in facing
the crises.

The European Parliament should ask for an
assessment of the coordination and synergy
potential between NRRF incl. the RRPs and
Cohesion Policy. To understand whether the
emerging multitude of policies is justified, such
an assessment needs to work in both
directions, i.e. in terms of integrating funds and
policies in Cohesion Policy and NRRPs.

The European Parliament should investigate
how much a new instrument could be fulfilled
by (adjusting) existing instruments, e.g
Cohesion Policy.

1St
quarter
2023

1% Bshme etal.
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3.2 Cohesion Policy 2021-2027

While Cohesion Policy reacted swiftly and smoothly to the emergency, it isimportant not to stay in
emergency mode forlongerthannecessary. To allow for swift responses, funding has been diverted
from strategiclong-termneeds tomore short-term ones and decision-making processes have been
simplified, often meaning even more decision making at national level.

It is important to shift gear and start considering the crises as a chance to accelerate the transition
toa moresustainable, digitaland cohesive future. Thereis a risk that thischance might be missed.

Shift focus from short-term emergency to long-term cohesion projects. The pandemic
emergency favoured existing trends of prioritising quantity (absorption) over quality for spending
Cohesion Policy funding. This was appropriate during the crisis which required immediate action
and a strong focus on short-term support. However, as the emergency eases it is important to
refocus on long-term perspectives addressing structural change with high quality spending,
including ‘micro-spending’ favouring small players and small places. Otherwise, Cohesion Policy
risks increasing inequalities to the disadvantage of small towns and rural places. This would also
increase cohesion challenges for people living in these areas. In light of the growing impacts of
climate change and the war in Ukraine on the energy sector in Europe, more focus on a green
transition is needed even within Cohesion Policy. A stronger alignment of all Policy Objectivesto a
green transition is needed to combat the impacts of climate change, reduce Europe’s energy
demands, as wellas increase energy efficiency and the use of renewable energy. As outlined in the
EU Strategic Foresight Report,'® to be successful the green and digital transitions must work
together. Cohesion Policy can be pivotal to support this twin transition and even ensure cohesion
andajust transition, withoutwhich a grand social transition will not be possible.'”

Table3.2 Policy Recommendation: Shift focus from short-term emergency to long-term
cohesion projects

Possible actions by the European

Recommendation X
Parliament

The focus on high quality projects with a
clear cohesion perspective needs to be
strengthened again as the need for
emergency interventions  decreases.
Funding place-based projects in smaller
towns and rural areas is important for long-

In the context of the European semester,
economic dialogue, the European
Commission country reports (and, more
specifically, Annex D) are pivotalin the life-
cycle of Cohesion Policy. The European
Parliament may invite the President of

] znd
term cohesion. In the context of the|the Commission or the relevant uarter
European  semester, the  European|Commissioner to discuss the Cohesion 2023

Parliament should address the need for a
long-term perspective targeting structural
change towards a green, digital and just
transition, with high quality spending, when
debating country reports and country
specific recommendations.

prospective and, if needed, advocate the
possibility for reprogramming.

1% European Commission, ‘2022 Strategic Foresight Report. Twinning the Green and Digital Transitions in the New Geopolitical Context’,

June 2022.

97 See https://steadyhqg.com/en/spatialforesight/posts/353cb 14d-b526-4a27-95f5-61ac0100ba90
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Cohesion needs multi-level governance. Cohesion challenges are becoming increasingly
complexand granular. Inequalities and fragmentation that challenge cohesion are not justa matter
between member states or between regions in Europe. Increasingly, inequalities are growing
between places and between societal groups. Increasing complexity calls for insights from a wide
range of players in decisions about how to best address cohesion challenges. Local and regional
levels are especially important for understanding how to best strengthen cohesion, is holds
especially true for cross-border regions. At the same time, decision making during the crisis seems
to haveincreasingly movedto the national level with decreasing influence andinvolvement of local
andregional decision makers. Thisis notable with theNRRPs. More centralised decision making may
enable swifter reactions in times of crises. However, centralisation risks increasing the distance
between cohesion problems and the decision-making level. This will make it more difficult to
address cohesion challenges with place-based responses understanding the particularities of an

area.

Table 3.3

Recommendation

Policy Recommendation: Cohesion needs multi-level governance

Possible actions by the European

Multi-level governance and partnership
principles are important cornerstones of
Cohesion Policy and need to be ensured and
re-emphasised where they have weakened.
In the context of the European semester, the
European Parliament should address the role
of the local and regional level - and cross-
border structures —in Cohesion Policy and in

Parliament

In the context of the European Semester,
the European Parliamentshould address the
role of the local and regional level in
Cohesion Policy and in NRRPs. The European
Parliament should promote ‘active
subsidiarity’ EU-wide with the aim of
achieving full endorsement by member
states and European Commission, of the

the National Recovery and Resilience Plans | Code of Conduct on the involvement of the | Every
(NRRPs). local and regional authorities in the|year as
European Semester. Particular attention |of2023

More generally, also the way of how civility
society and citizens are considered in the
governance of Cohesion Policy deserves
more reflections. This does also include the
function of the Structured Dialogue at EU-
level.

should also be paid to cross-border

structures.

The European Parliament should also ask the
European Commission for an assessment of
how the European Code of Conduct on
partnershipis applied in the implementation
of Cohesion Policy.
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Administrative capacity constraints can impact the quality of new programmes. Responding
to the crisis and adjusting to emergency needs in countries, regions and municipalities have often
demanded significant administrative resources from programme authorities and other players
contributing to the success of Cohesion Policy. Reprogramming, sometimes for regional and
national support schemes, as well as NRRPs drained already stretched administrative capacities in
terms of manpower.This also led to constraints—in terms of time and staff available — to programme
a strategic and forward-looking 2021-27 period. There is a risk that particular programmes, which
were already lagging behind andfightinga lack of staff and time priorto the pandemic, face cascade
effects of this pressure, leading to less strategic programming. To ensure high quality programmes
and programme management, administrative capacity support and ‘simple’ reprogramming
options might help.

Table 3.4 Policy Recommendation: Administrative capacity constraints risk the quality of
new programmes

Possible actions by the European

Recommendation

Parliament
The European Parliament should verify (and
advocate) efforts for administrative

support to programme authorities and
simplification in scrutinising country reports

To ensure good quality and strategic
programmes and to overcome recent
capacity constraints, the European
Parliament should advocate efforts for

administrative support to programme
authorities and ensure that simplification
efforts are carried out (also considering that
any changes in regulations usually increase
administrative workload before resultingin a
reduction). Furthermore, for programmes

and country specific recommendations as
part of its involvement in the European
Semester. The Parliament should focus on
ANNEX D of the country reportand verify the
commitment of member states and support
provided by the European Commission for

Every
year as

which could not devote the expected efforts of2023

to programming for the 2021-27 period, the
option for a voluntary mid-term review and
possibility for reprogramming in 2023
should be considered.

capacity building and simplification.
Another occasion for the Parliament is the
annual monitoring report on the
implementation of the Structural Reform
Support Programme. This might provide a
view of how much and how far local and
regional authorities are supported to
enhance their capacity.

Attention to areas with slower recovery and transition prospects. COVID-19 and the war in
Ukraine have not made long-term challenges such as cohesion, climate change, energy transition,
digitalisation or biodiversity disappear. At the same time, the impacts of these crises on local and
regional development vary between different types of regions. Forthe pandemic, recovery outlooks
vary considerably. For the war in Ukraine, the severe impacts in terms of gas shortages and
skyrocketing energy prices, might only be felt by business and inhabitants in winter 2022/23. This
may impact in particular regions with energy intensive industries and rural or peripheral regions
with higher transport needs. This includes many mountainous, coastal and island regions including
smalltowns —and most of allregions with a high share of people at risk of poverty.
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Table 3.5

Recommendation

Possible actions by the European

Parliament

Policy Recommendation: Attention to areas with slower recovery prospects

To reduce risks of increasing regional
inequalities due to different recovery
speeds, including the expected energy
crisis and risks of an economic recession,
Cohesion Policy should help regions with
less prospects to both recover and deliver
on long-term challenges (structural
change, climate change, digitalisation,
biodiversity, etc) including regions
particularly affected by the war in Ukraine.

In
evaluation of 2014-2020 Cohesion Policy will
become
opportunity for the European Parliament
together with the Committee of the Regions to

late 2023 first results of the ex-post

available. This might be an

strengthen the focus on regions with slower
recovery and transition prospects and to
verify the commitment of the Commission
concerning 2021-2027 Programmes.

3rd
quarte
r2023

Strengthening regional resilience. The increasing number of crisesand external shocks underline
the need to become moreresilient. Climate change, loss of biodiversity, the financial crisis in 2008,
migration crisis in 2015, the on-going pandemicand war in Ukraine, and the expected energy and
migration crises in 2022/23, have very diverse impacts on local and regional development and thus
on cohesion in Europe. Given the complexity of these developments, it is impossible to have
blueprints which work forall parts of Europe andfor all external shocks. The main lessonto be drawn
from this is the need to increase resilience at all levels of governance. In this case, resilience is the
ability to adapt to changing situations (rather than bouncing back to a previous equilibrium).’®
Cohesion Policy, in particular PO5, should be used to help local and regional authorities in Europe
toincrease their capacities to deal with unexpected shocks and become moreresilient.

Table 3.6

Recommendation

Policy Recommendation: Strengthening regional resilience

Possible actions by the European

Parliament

Make better use of territorial tools such asl
and CLLD to strengthenlocal and regional
resilience, by building up capacities and
designing transition strategies which are
future-oriented and flexible  living
documents that can respond to emerging
changes.

The European Parliament could raise
awareness about the territorial tools in
Cohesion Policy to boost governance
innovations which help local and regional
authorities to become more resilient. This
could include a roadmap among regions,
member states andManaging Authorities on
how to boost the use of territorial tools to
increaseresilience.

As
2023

of

The existing roadmaps on capacity building
(ERDF article 3.4) are not only intended to
increase efficiency of programming but also
to support capacity building for local and
regional governance, i.e. to help plan better
and more.

The European Parliament should ask the
European Commission for an assessment of
how much article 3.4 has been used to
boost capacity building - e.g. in PO5 - to
improve administrative capacities beyond
Cohesion Policy, i.e. strengthen local and
regional capacities to plan better and plan

Late
2023/
early
2024

1% See https://steadyhqg.com/en/spatialforesight/posts/75c41b20-24f2-4593-8b08-532d 1c9fb 857
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Recommendation

Possible actions by the European

Parliament

more. This could be done in preparation for
reprogramming in 2024.

As the future is uncertain, increased
flexibility is needed to respond to
unexpected developments. Allowing for
more flexibility in Cohesion Policy needs to
balance accountability with a strategiclong-
term perspective. Otherwise, flexibility risks
undermining the credibility of Cohesion
Policy.

The European Parliament should ask the
European Commission for an analysis of
Cohesion Policy regulations concerning
flexibility and how they are used, also
considering long-term cohesionobjectives.

2023

Strengthen cohesion as an underlying value. Both the pandemic and the war in Ukraine
challenge cohesion in Europe and broaden the gaps between prosperous and lagging regions.
Many of the mega-trends affecting local and regional development in Europe are expected to
further accelerate these increases in disparities. Cohesion Policy must offer a platform for regions
which risk being left behind to increase their capacities to develop desirable future perspectives for
their areas and forward-looking projectsfunded by Cohesion Policy.

Table 3.7

Recommendation

Remember the cohesion objective of
Cohesion Policy. Cohesion Policy is not only
important as a funding scheme, but also
because it provides tools to tackle
emergencies, as well as local and regional
development linked to economic, social and
territorial cohesion. However, there is a risk
that thefocus on otherpolicy objectives and
the need for simplification sideline the
purpose of Cohesion Policy

Policy Recommendation: Strengthen cohesion as an underlying value

Possible actions by the European

L TET L

The European Parliamentshould advocate a
shift in the predominant narrative of
Cohesion Policy. This needs to go from
administrative simplification to a narrative
focusing again on the need for cohesion
and place-based policy-makingin Europe.
The debate should be about how, to whom
and for what money is distributed, and less
about simply how much money is handed
out and how. This could be done in
cooperation with the Committee of the
Regions who are already stressing the need
for cohesion as avalue.'”

As of
2023

With a new narrative Cohesion Policy will still
need to balance cohesion objectives and
efforts to keep administrative costs and
burden in check. Possible lessons from the
NRRPin terms of FNLC could be learned.

The European Parliament could advocate
the use of parametric governance to balance
results (not outcomes) related to cohesion
objectives, and the simplified management
of funds. It could launch a study analysing
options for stronger parametric
governance in Cohesion Policy and
develop a proposalfor Cohesion Policy post
2027.

As of
2023

% European Committee of the Regions et al., Cohesion as an Overall Value of the European Union (Luxembourg:Publications Office, 2021),

https://data.europa.eu/doi/10.2863/9390.
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Possible actions by the European

Recommendation i
Parliament

Furthermore, the European Parliament could
push the European Commission to
increasingly use CPR article 95 to
experiment and develop guidance on how
to use parametric governance (FNLQ
(following a similar path to the evolution of
SCO).

3.3 Cohesion Policy post 2027

The fate and direction of Cohesion Policy post 2027 is still to be decided, although the debate has
already started. To support municipalities, regions and member states responding to unexpected
external shocks and mega-trends, shape Europe’s green, digital and just transition, as well as face
increasing competition from funding instruments which appear simpler to manage such as RRF,
Cohesion Policy will have to change. This change could take radically different directions.'*Based
on the findings presented above, three radically different future scenarios can be imagined for
Cohesion Policy post 2027:

¢ A New Era for Cohesion Policy. In this scenario, EU policy making is driven by an economic
mission approach" which is underpinned by optimisticoutlookstowards a green, digital and
just transition, i.e. moving ‘from what is to what if "%, This also means that recovery and
resilience are not seen as bouncing back to equilibrium. They are rather understood as a
constant need to find new ways to balance theneeds for stability and flexibility. Most of all this
requires the capacityto react tochanges, while keeping to the overall mission of a green, digital
andjust transition. Cohesion Policy is animportant driverin this transitionand can be a ‘policy
integrator’. Its shared management approach and focus on local and regional development
ensure that the potential of all places and regions are utilised. It also helps to substantially
increase governance capacity to navigate under uncertainty at all administrative levels.
Balancing flexibility, accountability and long-term transition and cohesion objectives, Cohesion
Policy turns into an agile multi-stakeholderinstrument with a strong involvement of local,
regional,and cross-borderrepresentatives. It also learns fromthe experience with the RRF and
integrates some of the positive features. In addition, it gradually becomes a parametric
governance system providing fundingnot linked to costs (FNLC) butfor clear outcome-impact
objectives. Defining measurable outcome (not result) indicators for transitionand cohesion has
been a bumpy road. However, experimentaltrials have finally succeeded and the patternfor a
more simplified but accountable policy delivery seemsto be there. The financing not linked to
costs (FNLC) approach is a breakthrough in policy delivery. This is key to Cohesion Policy
becoming essential to Europe’stransition mission and being able to respondto future crises. It
manages to steer towards targets, involve local, regional and national players, ensure
economic, socialand territorial cohesion which keep the EU together, as well as progressively
reduce administrative costsand burden but maintain accountability. Allin all, it allows Europe

"0 See https://steadyhqg.com/en/spatialforesight/posts/0c45f6b7-e45c-4aae-a839-71e4aff5 cag7

" Mariana Mazzucato, Mission: Economics: A Moonshot Approach to the Economy (London, UK: Allen Lane, 2021).

Rob Hopkins, From What Is to What If: Unleashing the Power of Imagination to Create the Future We Want (White River Junction: Chelsea
Green Publishing, 2019).
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to moveforward and becomes an important vehicle in Europe’s transitionand fit for the future
ambitions, including a more cohesive EU.

¢ Cohesion Policy, primus inter pares. In this scenario, the EU has learned from its handling of
the COVID-19 pandemicand the war in Ukraine. This meansit got better and swiftly responded
to new external shocks, mega-trends and changing circumstance, by targeted emergency
policies and initiatives. The growing numberof such emergencieshas led to arange of new EU
policies, each of which demonstrate the capability to respond to challenges and come with
their own funding and governance arrangements. In this environment of purpose-built polides
various sector policies grow stronger and more influential, e.g. for innovation, SMEs, the
environment,digitalisation, etc.In a way it resembles the proposalin the ‘Spair report’?in the
early 2000s. However, instead of challenging Cohesion Policy, it allows Cohesion Policy to focus
again on its main purpose of economic, social and territorial cohesion, rather than being a
financing vehicle for all sorts of policy objectives and priorities. Regaining its core objectives
also helps concentrate the CohesionPolicy narrativeand energy oncohesion objectives, rather
than on misunderstood attempts at administrative simplification. This allows Cohesion Policy
to become an important ‘flanking policy’"* which ensures that despite all the shocks and
changes, Europe is not breaking apart. Afterall cohesion is the glue which makes the EU, its
people and places, hold together and ensures a shared management approach involving also
local and regional levels. Still, there are some disputes between Cohesion Policy and smart
innovation and SME policies about who is most important to keep all regions in Europe alive.
These are however friendly. Allin all, the emerging melange of policies allows the EU to stand
out as agile and active, as new policies and instruments are launched, while Cohesion Policy
ensures thatitallhangs together in the background. Also in this scenario the management of
Cohesion Policy has evolved and includes elements of FNLC.

e Post Cohesion Policy. In this scenario, Cohesion Policy sticksto its principles.lt perceives itself
as the last guarantor of financial accountability, shared management, measurable outcomes
monitoring, long-term thematic objectives, and - in short - evidence-based and stable policy
making. From the outside these merits are increasingly considered as lacking agility and
flexibility to react to changing circumstances, and unnecessary administrative burdens. This
became a particular challenge in the mid-2020s when Europe experienced increasing societal,
economic and territorial fragmentation driven by mega-trends and crises challenging
cohesion. Cohesion Policy was not strong enough to ensure cohesion and keep Europe, its
people and places together in these times. Consequently, Cohesion Policy was no longer
considered adequate and wasreplaced by a range of other policies after 2027. The fading away
of Cohesion Policy also implies a diminishing of local and regional governance levels in
European policy making, as most of the new policies are centrally managed. Indeed, many of
the new policies were modelled on the experiences gained from the RRF and other thematic
emergency policies e.g. covering energy and migration. As Cohesion Policy loses its foothold
in the European communityand is phased out, the idea of cohesion also falls out of fashion. In
the beginning there are still strong arguments for cohesionremainingan important objective
of EU policies, as economic, social and territorial cohesion are mentioned as aims of the EU in

3 André Sapir et al., ‘An Agenda for a Growing Europe. Making the EU Economic System Deliver.’, 2003,
https://www.ine.pt/ngt_server/attachfileu.jsp?look_parentBoui=1432177 15&att_display=n&att_download=y

" Marjorie Jouen, The Single Market and Cohesion Policy Dyad: Battered by the Crisis of Globalisation’, Policy paper (Paris: Jacques
Delors Institute, 2014), https://institutdelors.eu/wp-content/uploads/2020/08/singlemarketandcohesionpolicy-jouen-ne-jdi-apri4-
Lpdf.
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the Treaty (Art. 3 TEU). Still, soon it became evident that having cohesion mentioned in the
treaty without a clear policy to ensure it, does not help. Economic, social and territorial
disparities increase at all levels from the sub-localto the European, and more and more people
and places in the EU feel left behind.'"> However, this does notunderminethe fundamentals of
the EU, as larger upheavals of this sort are recognised as crises by policy-makersand met with
new purpose-built policy initiatives.

Thethree scenarios may exaggerate some of the recent developments concerning a possible future
of Cohesion Policy.In doing so, they showcase possible pathways the debate about Cohesion Policy
post-2027 may take. Each of the three scenarios can either be perceived as a risk or an opportunity.
This largely depends on a person’s values and political standpoint.Indeed, the future of Cohesion
Policy —in generalandin relation to other EU policies - is very much a political issue. The European
Parliamentis an appropriate place to shape thisdebate.

Based onthefindings of the report, the sections below put forward recommendations on features
which can help to shape the debate, for consideration by Parliament.

Need for ambitious long-term perspective. To use the recent crises as a chance for change and
transition it is important that Cohesion Policy programmes have clear strategic orientations and
ambitious long-term perspectives. The programmes can play a crucial part in adjusting local and
regional development to the post-pandemic ‘new normal’ and start the transition towards future-
wise and more cohesive socio-economic developments. This requires efforts and resources to
identify place-specific paths towards a sustainable, climate neutral and digital vision for the area
and engage with citizens, projects and financial instruments which are more complex and
cumbersome. Both programmes and beneficiaries must explore the possibilities, including
territorial tools such asITlor CLLD —and develop new territorial tools corresponding to the particular
context of cross-borderregions-evenin thelight ofless burdensome funding possibilities.

Table 3.8 Policy Recommendation: Need for ambitious long-term perspective

Possible actions by the European
Parliament

According to the 2021-2027 CPR (Artide
8(5)), at least once a year the European
Commission should consult organisations

Recommendation

Cohesion  Policy @ programmes and
beneficiaries need a long-term vision for
their areato ensurethetransition towardsa

cohesive green and digital future which
brings Europe closer to citizens. The
European Parliament should request a
strategic framework (or long-term vision for
Europe) to underpin Cohesion Policy post
2027, e.g. comparable to the Europe 2020
strategy for the 2014-20 programming
period, though with a stronger territorial
perspective. Furthermore, the European
Parliament should promote and support

work on long-term place-based

which represent partners at Union level
on the implementation of programmes,
and report to the European Parliament and
Council on the outcome. This represents an
opportunitywhere the EuropeanParliament
could advocate a European strategic
framework (or long-term vision)
underpinning Cohesion Policy post 2027, as
well as place-based development visions at
the level of programmes, and the use of

Every
year as
of 2023

5 Simin Davoudi, ‘From ‘Left behind’ to ‘Kept behind’ Places: Re-Imagining Territorial Cohesion’ (Key note speech, ESPON Seminar on
the role of functional areas for territorial cohesion, lasi, Romania, 19 June 2019),
https://www.youtube.com/watch?time_continue=3799&v=9XgHhgZbA34; Lewis Dijkstra, Hugo Poelman, and Andrés Rodriguez-

Pose, ‘The Geography of EU Discontent’, Regional Studies 54, no. 6 (2020): 737-53, https://doi.org/10.1080/00343404.2019.1654603.
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Recommendation

development visions at the level of
programmes, and the use of territorial tools
such as ITlI or CLLD - including also new
territorial tools more suitable for cross-
border regions - across the EU, to better
reflect Europe’s territorial diversity and bring
Cohesion Policy closer to citizens.

Possible actions by the European

L TET L
territorial tools to bring Cohesion Policy
closer to citizens.

The European Parliament might also
advocate the development of larger place-
based visions for cross-border, transnational
or macroregional contexts, drawing on
lessons learned from the transnational
spatial visions under Interreg lic. Such visions
could offer positive future outlooks which
coalesce the objectives of European
integration, green, digital and justtransition.

Capacity on theground. As anticipated above, Cohesion Policy offers local and regional authorities
uniquetools and methods to forge a long-term vison and design resilient territorial strategies, not
only through territorial development (CPR articles 28-34) and PO 5 a ‘Europe closer to citizens’ but

also with other schemes such as smartspe

cialisation.

However, these toolsand methods,including ITI, CLLD and integrated territorial strategies, demand
skills and competences at local level. Cohesion Policy has developed capacity building tools at
centrallevel (e.g., Regio Community of Practices, TAIEX, Transnational networks) andat national and
regionallevels. But looking at the targets and object of these tools, they are more oriented toward
managing programmesratherthandeveloping strategies. To exploit all the opportunities toensure
resilience in the territories, an additional effort to steer capacity building tools towards local and

regionalneeds is crucial.

Table 3.9 Policy Recommendation:

Recommendation

Cohesion Policy capacity building tools
should target not only Programme
Authorities and implementation issues.
They should also involve local and
regional public authorities designing
territorial strategies.

The European Parliament should also
include in the scope of Cohesion Policy
monitoring capacity building schemes
atEU, nationaland regional levels.

Capacity on the ground

Possible actions by the European

ETTET

The REGICommittee should include a specific
focus in relation to Cohesion Policy capacity
building tools delivered at national level as
required by the CPR (article 8 (2)) in the work
agenda: ‘Member states shall, where
relevant, allocate an appropriate
percentage of the resources coming from
the Funds for the administrative capacity
building of social partners and civil society
organisations.’

More specifically the REGI Committee should
enquire if the national and regional
programme authorities provide sufficient
support (CPR reg 36, reg ERDF article 3.4)
to local and regional authorities for
‘territorial development’ (ref. reg CPR articles

Every year
as of 2023
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Possible actions by the European

Recommendation .
Parliament

28-34) also through the roadmaps (ref. CPR
recital 33). To strengthen European
integration, this should also involve Interreg
programmes.

At the same time the REGI Committee could
ask the Commission (DG REGIO) if
centrally managed capacity building also
targets local and regional authorities and
territorial resilient strategy design.

2023 as a moment to reflect. Many of the responses to the current crises have drained
administrative capacities needed for strategic developmentin the 2021-27 programme period. By
2023 most of the additional pressure caused by the pandemic should be gone and thefirst results
of the efforts should become visible. There should alsobe more clarityabout the impacts of the war
in Ukraine on the energy sector, economic stagflation and other developments in the EU. This is a
good opportunity to step back and see what kind of readjustments might be needed. Such a
reflection should review (a) the effects of NRRPs on Cohesion Policy, and (b) thestrategic orientation
of national and European policies, including the transition to a green, digital and cohesive future
which could be donein the context of the European semester.

Table3.10 Policy Recommendation: 2023 as a moment to reflect

. Possible actions by the European
Recommendation i
Parliament

In 2023, insights into the interplay | The European Parliament should ask the
between NRRPs and Cohesion Policy | European Commission to address these
programmes, and the strategic| points in the country reports and country-
orientation of policies post-COVID| specific  recommendations in 2023,
should inform a broad reflection on| Furthermore, it should launch an EU-wide
possible re-orientations towards more [ assessment on the interplay between
strategic long-term needs. The| NRRPs and Cohesion Policy, and lessons to
European Parliament should ask the| be learned from the RRF for future Cohesion
European Commission to address| Policy (e.g. FNLC, performance budgeting,
these points in the country reports and| reconciliation of flexibility and structural| 2023
country specific recommendation in| change, Vvisibility of RRF, multi-level
2023. Furthermore, it should launch an | governance, handling of the programming
EU-wide study about the interplay | negotiations  within ~ the  European
between NRRPs and Cohesion Policy | Commission). It should also advocate the
programmes, and lessons to be| possibility for a voluntary mid-term review
learned from the RRF for future|and the possibility for re-programming in
Cohesion Policy. 2023, for programmes which could not
devote the efforts envisaged to
programming for the 2021-27 period.
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Rediscovering cohesion post 2027. Largerstructural and cohesion challenges have become more
pressing in recent years. This includes structural issues such as societal and territorial inequalities,
climate change, loss of biodiversity, energy supply and transition, as well as the green, digital and
justtransition. At the same time, the need for emergency actions oftenmeantcohesion asa guiding
principle or overall value of Cohesion Policy was simplified, if not forgotten. To meet the increasing
and increasingly complex cohesion challenges exposed andaccelerated by the pandemic, Cohesion
Policy - if not all EU policies — should consider a reorientation towards cohesion. This may even
include a broader debate on the understanding of cohesion in relation to today’s challenges.
Following the EU Strategic Foresightreport 2022, this implies a twin green and digital transition."'®
Given theincreasing cohesion challenges this should probably be extendedto a triplet transition of
green, digitaland just.'” As outlined in a recent study by the European Committee of the Regions,
it might be worthwhile stressing the interpersonal, digital and ecological dimension of cohesion
beyond the economic, social and territorial dimension. ''® Given the need to support place-based
development in smaller and shrinking places, even micro-enterprises might be considered.
Furthermore, multi-level governance of policies delivering cohesionis important to ensure a place-
based approach which addresses the increasing complexity and granularity of cohesion challenges.

Table 3.11 Policy Recommendation: Rediscovering cohesion post-2027

Possible actions by the European

Parliament Ras

Recommendation

For Cohesion Policy post 2027, a Europe-wide
debateon the understanding of cohesion and
needs to mitigate increasing territorial and
societal fragmentation might be required. The
European Parliament should join forces with
the European Committee of the Regions which
has taken first steps in this direction. Among
others, the Parliament could initiate a broad
European debate about howto modermise the
idea of cohesion, both in terms of topics which
are important for cohesion beyond GDP,
growth and jobs, and in terms of the
understanding of cohesion. Such a debate
should involve all levels of governance from
local to European, and address citizens and
civil society players.

The European Parliament could,
among others (e.g. the
#CohesionAlliance), keep alive a
European-wide debate on how to
modernise the idea of cohesion -
both in terms of topics and
understanding of cohesion. The
European Week of Regions and
Cities might be an occasion where
the Parliament, together with the
Committee of the Regions, can have a
vibrant political debate on the need
torediscover Cohesion as a value.

3rd
quarter
2023

Better European data. To increase understanding of cohesion challenges as well as impacts of
various policies (e.g. Cohesion Policy) and major events (e.g. COVID-19 pandemic, the war in
Ukraine, energy dependencies) on cohesion in Europe, the granularity of European data needs to
be improved. For this study comparable analysis of most Europe-wide quantitative datainformation
relied on NUTS2 data and NACE level 2. European statistics enabling more detailed NACE levels at
NUTS3 would allow for more nuanced Europe-wide analysis of cohesionand cohesionchallenges.

6 European Commission, ‘2022 Strategic Foresight Report. Twinning the Green and Digital Transitions in the New Geopolitical Context’,

June 2022.
See https://steadyhqg.com/en/spatialforesight/posts/353cb 14d-b526-4a27-95f5-61ac01 00ba90
See https://cor.europa.eu/en/engaqge/studies/Documents/Cohesion-as-an-Overall-Value-of-the-European-Union/cohesion -

spirit.odf
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To support policy makingfor cohesion, more Europe-wide dataat NUTS3 level is needed, especially
for more detailed NACE levels. This would be a task for Eurostat, JRCand ESPON.
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4 METHODOLOGICAL ANNEX

The following provides further insights intothe methodologies applied for the analysis of
Cohesion Policy and cohesion impacts, as well as the regional reference group.

4.1 Methods of Cohesion Policy analysis

Interventions financed under the RRF and CPR funds framework intersect with each other when
intervening in same policy area. This could offer a great opportunity to implement integrated and
more effective strategies, but it also requires a major effort to coordinate governance mechanisms
and build strategicand operational complementarity.

For this reason, the study team has identified 12 policy areas to consider when assessing the level
of coordination and complementarities between CPR funds and RRF investments. These thematic
fields coincide with the main areas of Cohesion Policy intervention and cover all the main themes
addressed by Cohesion Policy fund Specific Objectives provided for in the CPR Regulation.” The
policy areas are:

e Research andInnovation

¢ Digital connectivity

e SME competitiveness

e Greentransition

e (limate change and adaptation

e Transportnetworksand urbanmobility

e Employmentandlabourmarket

e Education, training and skills

e Accesstosocialservices

e Accessto health caresystem

¢ Integration of third-country nationals, including migrants, refugees, asylumseekers
e Localandurban development(excluding mobility and transport)

The threefactors addressedthroughthis analysis are:

o Complementarity which entails strategicintegrationat the level of policy themes.

¢ Demarcation which assesseswhether theNRRP gives complete information on the use of RRF
and ESI funds when the two instrumentsintervene in the same thematicareas.

e Coordination concerning institutional arrangements / administrative mechanisms or
procedures put in place to align the implementation.

The study team has assigned evaluation criteria to assess these factors based textualanalysis of the
NRRPs.

4.1.1  Evaluation criteria for complementarity and demarcation

Along with policy areas, the study team has alsoidentified beneficiariesand policy toolsin line with
the CPR 2021/2027.*° The beneficiaries are entities that manage the funds to implement the
investments.

9 Regulation (EU) 2021/1060 laying down Common Provisions on the ERDF, the ESF+, the CF, the JTF and the EMFAF.
20 bid.
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The table below shows an example of this kind of analysis, where the investmentin R&l, in the form
ofa grant, is managed by a nationalinstitution:
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1.Research and Innovation Grant

The study team also reports where the beneficiary or policy tool is not identified. The first level
evaluation of complementarity is based on the number of policy themes where the NRRP foresees
an intervention, even if the beneficiary or policy tools are not specified. Every member state is
therefore classified by the degree of complementary whose scale is: very low, low, medium, high,
very high.

The second step entails identifying the level of demarcation. This is assessed as the quality of
information the member state provides considering the policy themeswhere the NRRP intervenes.
This aspectis also analysed on a graded scale between very low and very high. The rating is based
on the percentage of measures that do not indicate beneficiaries or policy tools, as this missing
information causesuncertainty and possible overlapping of the measures.Wherethe NRRP includes
all information regarding beneficiary(ies) and policy tool(s) for its investments, showing no level of
uncertainty, its demarcation score is very high.

4.1.2 Evaluation criteria for Coordination

The level of coordination is based on two aspects: collaboration and communication. The scoring
method is presented in the tables below:

Scoring for Collaboration

HIGH There is a permanent structure also involving Cohesion Policy members with a
clear description of the governance and decisional mechanisms

MEDIUM There is a permanent structure also involving Cohesion Policy members but
without a clear description of the governance and decisional mechanisms

LOW Thereis a permanent structure, but Cohesion Policy is not mentioned

N/A Thereis no permanent structure

Scoring for Communication

HIGH Thereis a structured communication systemalso involving Cohesion Policy and
its mechanism is clearly described

MEDIUM Thereis a structured communication systemalso involving Cohesion Policy but
its mechanism is not clearly described

LOW Thereis a structured communication system but this does notinvolve Cohesion
Policy
N/A Thereis no communication system
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To merge these two types of information and define a total level of coordination, the following
numerical scores are assigned:

Collaboration | Communication Collaboration + | Score
Communication | Coordination
HIGH 4.5 3 6-7.5 VERY HIGH
MEDIUM 3 2 45-6 HIGH
LOW 1.5 1 3-45 MEDIUM
N/A 0 0 1.5-3 LOW
<15 VERY LOW

The collaboration score has a higher weight, as it is considered more important. The sum of the
collaboration and communication scores provides a scale of values for coordination.

4.1.3 Methodology forassessing riskand opportunities

The taxonomy elaborated for complementarity, demarcation and coordination reports crucial
information on the possible risk of displacement of funds or conversely the opportunity for synergy
between NRRPs and Cohesion Policy. An overview of these combined scores is presented to show
possiblerisks and opportunities:

Complementarity Demarcation & coordination
very low very high
very low Low opportunities for Opportunities for synergies
synergies on limited areas
High risk of overlapping High opportunities for
very high measures synergies

The infographic above shows the possible combination of complementarity against demarcation
and coordination. The value of demarcation & coordination is assessed by calculating the average
maximum values of demarcation, collaboration and communication.

For each member state, the combination of complementarity scores and demarcation plus
coordination scores highlights possible risks or opportunities to exploit NRRPand Cohesion Policy
financialresources to implementinterventions in the same policy areas.

4.2 Cohesion impactanalysis

The assessmentoftheimpact on cohesion builds on two quantitative approaches. This is firstly the
method to assess theimpacts of the COVID-19 pandemicand the war in Ukraine and secondly the
regionaltypology used to analyse impacts by type of region.
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4.2.1 Quantitativeimpactassessment

The method for assessing potential regional impact of the pandemic was developed by Spatial
Foresightin early 2020 and further developed in various studies for the European Committee of
the Regions and the European Commission.

21 Kai BShme and Flavio Besana, ‘Understanding the Territorially Diverse Implications of COVID-19 Policy Responses’, Spatial Foresight

Brief (Luxembourg: Spatial Foresight, 2020).
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Table 4.1 Data sources and composition of sensitivity indexes
Data sources and composition of sensitivity indexes
Index Indicator Name Exactindicator Source Level Year of the data Scoring Weight
VA f
Impacts of COVID-19 CGhangeercentage ° Percentage change on previous year's GVA Eurostat: NAMA_10R_2GVAGR. NUTS 2 2020 1
Share of population at . . I
. Percentage of population at risk of poverty Eurostat: ilc_li41. NUTS 2 2021 2
risk of poverty
Share of emplovment in Percentage of persons employed in the agricultural
aericulture pioy sector at NUTS 2 level, based on total employed and Eurostat: LFST_R_LFE2EN2. NUTS 2 2021 1
J people employed in agriculture.
Trade exports and
|mpo.rts to/from Percentage exports and |rT1ports to/from Ukraine, Belarus Eurostat: DS-645593. NUTS 0 2022 Exports: 1.
. . Ukraine, Belarus and and Russia against global imports and exports Imports: 1.
Socio-economic K .
Russia Each indicator has
UNHCR: number of refugees been divided into
Main refugee Main refugee destinations according to country of arrival registered for temporary UNHCR: NUTS UNHCR: 2022 three categories
destination based on (UNHCR 2022) distributed to NUTS 2 level according to protection or similar national 0. Eurostat: Eurosta‘t' 2015; based on the 1
density density (EUROSTAT 2019) protection schemes. Eurostat: NUTS 2 ’ European
demo_r_d3dens. average; Low,
Flight sales affected by the war, by country of destination Forwardkeys: Medium, and
. L . Forwarkeys: 2022. High di
Tourism dependency (Forwarkeys, 2022), distributed according to NUTS2 Forwarkeys and JRC 2022 IRC: 2020 igh. Medium 1
tourism dependence (JRC, 2020) JRC:NUTS 2 ’ covers the
] ] Energy intensity of GDP in chain linked volumes (high ] ) interval between
Energy intensity valussy). ¥ J Eurostat: nrg_ind_ei. NUTS 0 2020 the EU average 2
Percentage of natural gas imported from Russia based on and +/- half the
Gas imports from Russia | the total imported by each country and that imported Eurostat: NRG_TI_GAS. NUTS 0 2020 sta.ndfard 1
Energy dependenc DMILs | deviation:
gy dep ¥ Percentage of oil and petroleum products imported from o
Oil imports from Russia Russia based on the total tons imported by each country Eurostat: NRG_TI_OIL. NUTS 0 2020 Low is below the 0,25
and those imported from Russia. lower threshold:
Solid fossil fuels imports Percentage of solid fossil fuels imported from Russia Hiah i <b h
from Russia P based on the tons imported by each country and those Eurostat: NRG_TI_SFF. NUTS 0 2026 I BElgee dne 0,25
imported from Russia. upper threshold:
— >
Mil I
litary éupp i EITC Values of arms export licences. COARM NUTS 0 2020 1
weapon industry
Share of agricultural Per.centage of agricultural land over total land in each COPERNICUS NUTS 3 2018 1
land region
Positive sensitivity Solar energy production Potential solar energy production in GWh/km? JRC NUTS 2 Projection for 2050 1
Onshore wind energy i X L L
X . Potential wind energy production in GWh/km? JRC NUTS 2 Projection for 2050 1
potential production
Potential energy
production from Potential energy production from biomass in GWh/km? JRC NUTS 2 Projection for 2050 0,3
biomass
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Index Indicator Name Exactindicator Source Level Year of the data Scoring Weight
Share of employment in

g o A Share of workers reglf)nally employed in gas-intensive Eurostat: SBS_R_NUTS06_R2 and NUTS 2 2019 2
. sectors over total regional employments LFST_R_LFE2EN2.
manufacturing sectors
Potential labour force in country of arrival for Ukrainian UNI.-ICR: number of refugees
. registered for temporary UNHCR: NUTS
. refugees (UNHCR 2022) distributed to NUTS 2 level . o . UNHCR: 2022.
Potential labour force according to share of economically active population protection or similar national 0. Eurostat: Eurostat: 2021 1
s v pop protection schemes. Eurostat: NUTS 2 : :

(EUROSTAT 2019) LFST_R_LFP2ACT.

Energy intensity of GDP in chain linked volumes (low

Energy intensity e

Eurostat: nrg_ind_ei NUTS 0 2020 1
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4.2.2 Regionaltypologies

‘Nomenclature of territorial units for statistics’ (NUTS) is a hierarchical systemto divide the territory
of member states and EFTA countries. Its purpose is to collect, develop and harmonise European
regional statistics. Data is collected at different levels: NUTSO: national, NUTS1: major socio-
economicregions, NUTS2: regions for the applicationof regional policies and NUTS3: small regions
atdistrict level.

Analysis of NUTS2 datais most meaningful for EU regional policy decision-making processes. Recent
studies analyse the territorially differentiated effects of public measures in response to the
pandemicat NUTS2 level. Information at this level shows the statusand past developments of many
socio-economic indicators, e.g. employment in certain sectors, education level, people at risk of
poverty or social exclusion, etc.

In this study, we look at different types of regions based on geographic, demographic, economic or
policy characteristics.Such types, often referred toas ‘territorial typologies’, group regions based on
a shared affiliation in one or more categories. These categories can describe different features such
as geographical (e.g. settlement patterns) or policy features (structural funds distribution). An
analysis of policy measures in response to the pandemic helps to understand what types of
territories havebeen particularly affected by measures.

However, territorial typologies, such as mountainous areas, proximity to coast or urban / rural
characteristics are mostly geographical. This means their territorial extent is limited. The
Commission and international researchers gatherthis information at NUTS3 level, resulting in more
granularity.

Therefore, we are dealing with information at two NUTS levels with socio-economic statistics to
support regional decision-making processes at NUTS2 and information on territorial typologies at
NUTS3. The availability of information at different NUTS levels makes matching the information
impossible.

Dueto theinterlinked nature of the NUTS system, datafrom NUTS3 can be transposedto the NUTS2
level and vice versa. In this case, disaggregating socio-economic information fromNUTS2 to NUTS3
would result in a statistical bias. Aggregating information from NUTS3 to NUTS2 provides higher
reliability but is a suboptimal solution. For this process it is the best choice, as no other method to
harmonise the information could be used.

For theanalysis of results, indicators showing differentvalues per territorial typology at NUTS2, are
likely to show even more differencesat NUTS3. This isbecause NUTS2 regionsinclude different types
of NUTS3.

Anaggregation at NUTS2is also a form of normalisation. By choosingan approach thatrenders the
distribution ofa phenomenon more regular (e.g. throughthe procedure described below), extreme
observations are softened and a distribution is more reliable due to less influence of extreme
observations.

These reasons resulted in the authors of the study aggregating information about territorial
typologies from NUTS3 to NUTS2:

To upscale most information on territorial typology from NUTS3 to NUTS2, the 2019 NUTS3
population figuresare used asa proxy.If more than 40% of the population in a NUTS2 regionresides
in NUTS3 regions with a shared territorial typology, the population was upscaled from NUTS3 to
NUTS2.
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This way, NUTS3 territorial typologies provided by the Commissionand European research
projects have been produced at NUTS2 for a) urban-intermediate and rural regions for settlement
patterns, b) coastal regions for proximity to the coast, c) mountainous regions regarding the
geography,andd) regionsthatborderanother country.

Otherinformation has been upscaled withoutusing population figures asa proxy. Thisincluded the
same territorial typologies for all NUTS3 (e.g. an island for Azores). These concern insular and
outermostregions.

Other territorial typologies were provided at NUTS2 including a) Sparsity of regions, measured
through low population densities (<=12.5 and <=50 inhabitants persquare kilometre), b) cohesion
regions as more developed, transition and less developed regions for the 2014-2020 ESIF
programming period and c) cohesion regions forthe 2021-2027 ESIF programming period.

A boxplot chart shows numerical indicators foreach of theseterritorial types. These charts show the
maximum spread of distribution for each territorial type, with the lower and upper quartile as well
as the median.
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Map 4.1 Overview of Cohesion Policy typologies
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Map 4.2 Overview regional typologies
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4.2.3

Mega trends and specific territories

Summing key characteristics of specific territoriesas well as key features of selected trends enables
a discussion of what future trends might bring to specific territories. Figure 4.1 illustrates how
climate, demographic, urbanisation, economic, energy transition and connectivity changes can
affect mountain, island and sparsely populated areas. This figure, from a Spatial Foresight exercise
in 2019, illustrates the rationale to territorialise trends,and was the base for the development of the
two Sankey charts,Figure 2.5and Figure 2.6, presentedin Chapter 2 - Analysis of Cohesion Impacts.

Figure 4.1 Overview - Mega Trends and Specific Territories
:"leégcatigends Climate change | [ Demographic Urbanisation | |Economic @ Energy K Connectivity
e’ change 2 ] transition transition
o~ it | ok & = 3=

All of Europe is
affected by climate
change though the
exact impact and
magnitude of the
impacts varies
between places

EU population is
expected to
stagnate or decline
in the decades to
come. This affects
in particular regions
outside main
agglomeration

Approx. 75% of the
EU population live
in urban areas and
this share is

expected to

increase in the
years to come

Economic growth in
Europe is expected
to be accompanied
by a shift towards
new tecnologies
and greener
economic models

Shift towards green
energy prodution
and reduced energy
transition

The importance and
level of connectivity
between people and
things increases,

both in digital and
physical terms

Specific territories

3

Mountain areas

NUTS3 regions with at least 50%
of their population living in
topographic mountain areas

'\

)

Islands

NUTS3 regions completely
covered by islands, except those
with a fixed link to the mainland

Sparsely populated areas

NUTS3 regions with a population
density less than 12.5 inh. per
km?

J

Particularly fragile &
valuable eco-
systems &
environments

Highly exposed and
vulnerable to the
effects of climate
change

Local and regional
economies
depending particular|
environmental
assets

Population density
mostly below EU
average

Median age mostly
above EU average

Many areas with
history of
demographic
decline and aging

Below average
share of urban
population

Some leading areas
for economic
transition

Above average
share of shrinking
cities

Many non urban
areas with history
of demographic
decline and aging

Remote and rural
areas with limited
critical mass

Particularly fragile
& valuable eco-
systems &
environments

High share of
remote areas with
particular transport
needs

Below EU average
population density
and scattered
settlement patterns

High share of
places suitable for
renewable energy
production

Below EU average
multimodal
accessibility

Higher costs for
network
infrastructure

h share of areas
with low population
density

© Spatial Foresight, 2019

Source: Spatial Foresight, 2019

4.3 Regional reference group

The regional reference group has four aims: validating the desk research findings, identifying
causality links, forecasting possible future consequences and designing solutions. The Regional
Reference Group supports properreflection of the localand regional perspective.

This group meets six times via Zoom in the course of the study to discuss the findings, providing
insights from different parts of Europe, thematic backgrounds and types of territories. At these
meetings study findings are presented and discussed. Inputs fromthe group memberscan also be
used for regionalflashlights (e.g. textboxes with regional insights or examples) in the reports.

The six meetings are divided into two sequences of three meetings. Each meeting has a thematic
focus. Meetings 1 and 4 focused on cohesion impacts of the pandemic, meetings 2 and 5 focused
on Cohesion Policy in thelight of the pandemicand meetings 3 and 6 focused on conclusions and

recommendations.
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Thetiming of the meetings is:

Meeting 1 (Thursday, 30 September2021; 14h00- 17h00 CET):
Cohesionimpact assessmentofthe pandemic.

Meeting 2 (Monday, 18 October 2021; 14h00- 17h00 CET):

Appraisal of Cohesion Policy responsesto the pandemic.

Meeting 3 (Wednesday, 17 November afternoon; 14h00-17h00 CET):
Forecathon on conclusionsand policy recommendations.

Meeting 4 (Monday 20 June 2022 morning; 09h30- 12h30 CET):
Cohesion impact and development trends.

Meeting 5 (Tuesday, 19 July 2022 morning; 09h30-12h30 CET):
Cohesion Policy & beyond for recovery.

Meeting 6 (planned 28 September 2022 morning; 09h30- 12h30 CET):
Forecathon on post-pandemic policy needs.

Among the members of the regional reference group are Andrea Pellei (Marche), Anna Olofsson
(Orebro), Dolores Ordénez (Balearic Islands), Edgars Sadris (Latvia), Franceso Molica (CPMR), Gyula
Ocskay (CESCI), Jean Peyrony (MOT), Luminita Zezeanu (Sud Muntenia), Marcin Wajda
(Mazowieckie), Marianne Denoeu (Interreg 2 Seas), Marine Gaudron (CEMR), Melinda Benczi (CESCI),
Nick Brookes (CPMR), Peter Hansen (Syddenmark-Nordholstein), René van der Lecq (Flanders),
Roland Engkvist(Gotland)and Tayrne Butler (BalearicIslands).
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The impacts of the COVID-19 pandemic, the war in Ukraine and a range of
mega-trends affect Europe’s pathway and exacerbate vulnerabilities for many
places and societal groups. They risk accelerating disparities between places
and people.

Cohesion Policy proved to be a highly flexible instrument, reacting quickly and
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To address cohesion challenges ahead and ensure the crises result in a green,
digitalandjust transition, Cohesion Policy has to adjust.
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