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1 Introduction 

In recent decades, economic activity within many industrialized countries has become 

increasingly concentrated in some regions, while other regions have seen only little 

economic growth. From globalization and technological change to agglomeration 

effects, a whole series of major economic trends have contributed to this development. 

The resulting regional inequalities bring with them various economic, social and 

political challenges and in many places, policymakers are responding with place-

based policies. The EU Cohesion Policy is one of the most prominent examples and, 

with almost 400 billion euros in the current funding period from 2021 to 2027, it is also 

one of the most extensive regional funding programs in the world. 

While economic disparities between the EU’s regions are considerable, there are also 

large income disparities within these regions. Many people at risk of poverty live in 

the richest regions of the EU. And even in the poorest regions of the EU, many 

residents are wealthy by European standards. Since funding from the EU Cohesion 

Policy is allocated based on place, the socio-economic background of supported 

individuals and households plays no role in eligibility. It is therefore possible that such 

funding primarily reaches the relatively wealthy within the funded regions while the 

poorer households living there benefit less from it. 

While territorial cohesion and the creation of equal living conditions across regions is 

considered a central objective of regional structural funding, public donors in general 

and the EU in particular often emphasize the socio-economic dimension of cohesion 

as a key objective of their regional policy. Until 2020, "promoting social inclusion and 

combating poverty" was one of eleven "thematic objectives" of EU Cohesion Policy and 

since 2021, "a more social and inclusive Europe" has been one of five "policy objectives" 

of the current funding period. Such objectives imply that EU Cohesion Policy should 

reach people at risk of poverty, particularly the vulnerable and the unemployed. From 

this perspective, the European Structural and Investment Funds should succeed not 

only in improving the average economic strength of funded regions, but also in 
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ensuring that jobs and wage increases reach the lower end of the income distribution.  

This paper examines the extent to which place-based policies in general and EU 

Cohesion Policy in particular achieve this goal. The chapter will therefore pay 

particular attention to the interpersonal distributional effects of interregional transfers. 

To this end, the chapter will first characterize both the interregional and intraregional 

dimensions of income inequality in the EU. Especially in recent years, research in this 

area has advanced significantly and is now able to put these two dimensions of 

inequality in relation to each other. The chapter will build on existing economic 

literature to examine the current state of research on the effectiveness of place-based 

policies. It will focus primarily on the extent to which such policy measures succeed 

in achieving the intended distributional effects. Do these regional structural subsidies 

boost economic development in the subsidized regions? And who in these regions 

benefits from the subsidies? In addition to studying the effectiveness of place-based 

policies for interregional redistribution and the promotion of regional economic 

development in the aggregate, the chapter will also focus on intraregional inequality 

and the mechanisms of how interpersonal distributional effects materialize.  

The focus will be on evidence on EU Cohesion Policy; however, the review will also 

include findings based on the analysis of other place-based policies if these are 

comparable to EU Cohesion Policy. In general, the chapter will deal with both the 

theoretical and empirical literature on the topic. A particular focus will be placed on 

the most recent econometric literature, which allows for causal analytical conclusions. 

This evidence base will then be used to draw conclusions on how EU Cohesion Policy 

can be further developed from 2028 onwards to achieve the desired interregional and 

interpersonal distributional effects as effectively and efficiently as possible. 

2 Regional inequality in Europe 

This section describes economic inequality in Europe from a regional perspective. It 

discusses how economic disparities between regions have developed in recent decades 

and it looks at inequalities within these regions. Building on this, European inequality 
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can be broken down into its interregional and intraregional components. This 

facilitates a better understanding of the challenges facing European regional policy in 

promoting social cohesion across Europe. 

a) Interregional inequality 

In general, economic research suggests that a number of major economic trends are 

currently working towards increasing rather than decreasing regional inequality. One 

such trend is globalization. In many countries it has helped particular industries and 

the regions in which they are located to achieve major economic growth(Topalova and 

Khandelwal 2011, Felbermayr and Gröschl 2013; Lang and Mendes Tavares 2023). At 

the same time, globalization brings about import competition, which poses major 

challenges for other regions (Autor, Dorn, and Hanson 2013; Pierce and Schott 2016). 

Formerly successful industries in advanced economies that are exposed to such import 

competition are often unable to keep up with competitors from emerging economies 

that produce at lower costs. Classic examples of this trend are the American Rust Belt 

or the former industrial strongholds of the United Kingdom. Globalization thus leads 

to rising average incomes, but also to greater income inequality (Lang and Mendes 

Tavares 2023). The simultaneity of globalization-driven booms in some regions and 

"import shocks" in others tends to lead to increasing regional disparities. 

The structural change towards a knowledge economy has similar regionally 

asymmetric effects. Many better-paid professions in modern knowledge economies 

now require long and intensive training. Driven by technological change, digitization 

and automation, jobs in the manufacturing sector are declining and new jobs are being 

created in knowledge-intensive sectors such as high-tech and modern services 

(Acemoglu and Restrepo 2018; Ehrlich and Overman 2020; Moll, Rachel, and Restrepo 

2021). At the same time, well-educated workers are now much more likely to move to 

urban and metropolitan regions than to the countryside. This is the case in 25 out of 26 

OECD countries. And in 19 out of 25 countries, the urban-rural divide in the 

proportion of those with tertiary education has increased further over the last decade 
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(Moretti 2012, 2022; OECD 2023; Südekum 2021). Both classic agglomeration effects 

and the fact that companies in cities often find a more suitable workforce to increase 

their productivity mean that the economy in cities and metropolitan regions often 

grows faster than in rural regions (Dauth et al. 2022). 

In view of these developments, it is not surprising that a trend towards greater 

regional inequality can be observed in many countries. For example, the OECD (2023) 

recently published a study showing that 15 out of 27 OECD countries surveyed with 

sufficient data have recorded an increase in regional inequality over the last two 

decades. An increase in regional inequality can be observed in Belgium, Denmark, 

France, Sweden, the UK, Estonia, Italy, Japan, the USA, the Czech Republic, Hungary, 

Lithuania, Poland, Slovakia, and Slovenia. A decrease can be seen in Finland, Norway, 

Latvia, Turkey, Greece, Portugal, Austria, Germany, the Netherlands, Korea, New 

Zealand, and Spain. Bauluz et al. (2023), who focus on wage inequality between labor 

market regions since the 1970s, find a slight decline in France and increases in 

Germany, Canada, the United Kingdom, and the USA. This increase in regional 

inequality is particularly pronounced in the USA, a finding also highlighted by 

Gaubert et al. (2021). For the EU as a whole, von Ehrlich and Overman (2020), who 

examine GDP in NUTS3 regions, show a constant trend for the EU-28 and a slight 

increase for the EU-15 since the 2000s.  

It should therefore be noted that trends in regional inequality differ from country to 

country and that the results depend on the operationalization of key concepts (regional 

unit, income concept, inequality measure, etc.). All in all, increases in interregional 

inequality can currently be observed more frequently than decreases. 

b) Intraregional inequality 

In view of the findings of rising regional inequality in many countries, it might seem 

obvious to design policies that combat inequality between regions by redistributing 

from wealthy to less wealthy regions. However, it is first necessary to take a look inside 

the regions. How much of the overall inequality results from inequality between 
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regions? How unequally distributed are incomes within regions? Is poverty more 

concentrated in poorer than in wealthier regions?  

Before these questions can be answered, it should be noted that the evidence base on 

this question is much more limited than the evidence on inequality between regions. 

The reason is obvious: while interregional inequality can be studied with aggregate 

regional data, analyzing intraregional inequality requires household-level or 

individual-level data with a sufficient number of data points for each region to 

calculate intraregional inequality measures. Until recently, such evidence was only 

available for a couple of countries: For the United Kingdom, Gibbons et al. (2014) find 

that inequality between labor market regions explains about 6 percent of British 

inequality. For Italy, Briskar et al. (2022) state that inequality between Italian provinces 

accounts for less than four percent of total Italian inequality. For France, Combes et al. 

(2008) use a slightly different method to find that interregional inequality contributes 

13 percent to overall French wage inequality. With such studies on individual 

countries it is difficult to meaningfully compare across countries because they use 

different methods, data sources and territorial units. 

More recently, a number of studies have examined intraregional inequality across 

several countries and put it in relation to interregional inequality. All of these studies 

find that inequality between regions only explains a very small proportion of overall 

inequality. For example, Bauluz et al. (2023) examine wage data within small labor 

market regions for five Western democracies and find that inequality between regions 

contributes between 3 (Canada and Germany) and 7 percent (United Kingdom) of total 

inequality. France and the USA rank in between with 4 and 5 percent, respectively. 

Inequality within regions accounts for the remaining share of more than 90 percent. 

Königs et al. (2023) come to a similar conclusion for Austria, Belgium, Hungary, Italy, 

and Slovakia: in all these countries, the authors find that inequality between regions 

contributes less than 5 percent to overall inequality. While these two studies calculate 

shares of national inequality, Lang et al. (2023) examine intraregional and interregional 

inequality within the EU as a whole. Using a slightly different method and larger 

https://onlinelibrary.wiley.com/doi/full/10.1111/obes.12043#obes12043-bib-0005
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regional units, this study also confirms that interregional inequality only makes a 

small contribution to overall European inequality. In addition, a comparison over time 

shows that the share of interregional inequality has tended to decrease from the 1990s 

to the present day, and that intraregional inequality is thus making an increasingly 

large contribution to inequality within the EU (see Figure 1). 

Figure 1 - Inequality within and between EU regions 

 

The figure decomposes European inequality into its interregional and its 
intraregional component. Source: Lang, Redeker, Bischof (2023). 

 

To visualize this inequality within EU regions, Figure 2 shows the annual equivalized 

disposable household income for different percentiles of the intraregional income 

distributions of EU regions based on Lang et al. (2023: 8). The regions are ranked 

according to average income. Notably, Figure 2 shows that the poorest groups in richer 

EU regions are poorer than middle segments in poorer EU regions. At the same time, 

there aremany households with relatively high incomes in relatively poor regions. 

These data underline the consistent finding within the existing body of literature that 

inequality between regions accounts for only a small proportion of overall inequality. 
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Figure 2 - Inequality in the EU 

 

The figure shows the annual disposable household equivalent income for different 
percentiles of the intraregional income distribution within the EU. Source: Lang, 
Redeker, Bischof (2023: 8). 

 

This result has implications for the distributional effects of regional structural funds. 

If inequality across the regional units between which financial resources are 

redistributed only accounts for a small proportion of overall inequality, then the 

redistributive effects of such policy measures are limited. Whether place-based 

policies reduce not only interregional but also interpersonal inequality – thereby 

contributing to the often-desired goal of poverty reduction – is thus not guaranteed. 

This crucially depends on how structural support affects people with different income 

levels within the regions. This question is the focus of the following sections. 
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3 Objectives of place-based policies 

Generally speaking, place-based policies are designed to correct certain types of 

market failure. Based on Duranton and Venables (2018) and Juhasz, Lane and Rodrik 

(2023), three different types of market failure can be distinguished as justifications for 

such policy measures: 

1. Externalities of regional inequality. Structurally weak regions are often 

characterized not only by low productivity, low wages, and high 

unemployment, but often also suffer from the social and political consequences 

of this. These include crime (Pierce and Schott 2017), an underfunded public 

sector that has deficiencies in providing public goods (Charles, Hurst, and 

Schwartz 2018), political extremism (Colantone and Stanig 2018, Autor et al. 

2020), and the fact that people who grow up in such regions are less productive 

throughout their lives than people who grow up in structurally strong regions 

(Chetty et al. 2016, Chyn and Katz 2020). 

2. Coordination failures. Certain economic sectors only establish themselves 

locally if complementary economic sectors are also present. Under certain 

circumstances, this can lead to equilibrium results in which neither of the two 

economic sectors establishes itself locally, although both would have a chance 

in doing so provided that the other was already present. With regional 

structural policy, this bad equilibrium can be avoided by using incentives, and 

the socially optimal equilibrium in which both economic sectors settle locally 

can be achieved (Juhasz, Lane and Rodrik 2023). 

3. Local public goods. Many sectors require input factors that require public 

funding (Juhasz, Lane and Rodrik 2023). Infrastructure, education, housing, an 

attractive environment, employment agencies and effective public 

administration are examples of this. Against this background, regional 

structural policy can also contribute to local growth by taking care of the 
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provision of such public input factors and focusing particularly on those that 

are important for local economic sectors. 

The basic idea behind regional structural policy is therefore to solve these different 

types of market failures. To this end, it either promotes public projects or uses public 

funds to create incentives for the private sector to become more active in the regions 

receiving support. If this is successful, local economic growth should pick up. The 

following section provides an overview of the current state of research on the 

effectiveness of such policy measures.  It focusses on empirical literature and on 

contributions analyzing EU regional policy. 

4 Evidence on the effectiveness of structural policy 

Most studies initially look at the direct effect of regional structural support on regional 

growth. While older literature was often skeptical about such an effect, more recent 

economic literature contains a large number of studies that identify positive growth 

effects (for reviews, see: Neumark and Simpson 2014, Duranton and Venables 2018). 

Kline and Moretti (2014), for example, find positive growth effects of the Tennessee 

Valley Authority program in the USA. Criscuolo et al. (2019) identify similarly positive 

effects of the Regional Selective Assistance (RSA) program in the United Kingdom. 

Von Ehrlich and Seidel (2018) document positive income effects of the place-based 

support for a special region in Germany. Siegloch et al. (2023) analyze the “Joint Task 

for the Improvement of Regional Economic Structures (GRW)” in Germany and also 

document positive local welfare gains. With regard to EU regional policy, several 

studies identify significant positive growth effects (Becker, Egger, Ehrlich 2010; 2013; 

2018; Mohl and Hagen 2010; Pellegrini et al. 2013; Giua 2017; Bachtrögler-Unger et al. 

2022, Lang et al. 2023). Other studies show insignificant or very small effects, but they 

make up the minority of literature in this field (Fagerberg and Verspagen 1996; 

Dall'Erba and Le Gallo 2008; Dall'Erba and Fang 2017). 

There is also some evidence that job gains go hand in hand with these growth gains. 

The previously cited studies by Criscuolo et al. (2019), Kline and Moretti (2014) and 
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Siegloch et al. (2023) all find positive effects on local employment rates. With regard 

to EU Cohesion Policy, Becker, Egger, Ehrlich (2010), Giua (2014; 2018) and Lang et al. 

(2023) provide empirical evidence of job creation in the supported regions. At firm-

level, Bachtrögler-Unger et al. (2020) and Cerqua and Pellgrini (2022) also find such 

effects of EU Cohesion Policy. 

Conversely, evidence on whether regional policy not only creates jobs but also 

increases productivity is less clear. Criscuolo et al. (2019), for example, find no effect 

of the British RSA on total factor productivity (TFP). Brachert et al. (2019) also see no 

productivity gains from the German GRW. Both Albanese et al. (2020) and Bachtrögler 

et al. (2020) analyze EU Cohesion Policy in this context and find relatively small effects 

on TFP in certain local contexts. In contrast, Kline and Moretti (2014) and Garin and 

Rothbaum (2024) report positive effects on productivity. 

The two latter studies also confirm long-term positive and persistent economic effects 

of regional funding. However, the two regional policy measures considered in these 

analyses are quite large in scale. In the context of EU regional policy, where funding 

amounts are often significantly lower in relation to local economic output, the 

evidence tends to indicate that positive effects can only be observed for the period of 

funding: When regions lose access to EU funding (such as Abruzzo in Italy or South 

Yorkshire in the UK), it is found that higher growth rates can only be observed for the 

period of active funding (Barone, David, de Blasio 2016; Di Cataldo 2017). Becker et al. 

(2018) and Lang et al. (2023) also look at regions that lose EU structural funds and do 

not find persistently higher growth rates in the longer term, but rather a decline after 

the funding ends. Cerqua and Pellegrini (2021), on the other hand, find positive long-

term effects only in subsamples and not on average. 

In sum, positive economic effects are found for a whole range of regional structural 

policies. Growth rates in supported regions are increasing and jobs are created in many 

cases. Some particularly extensive regional measures also appear to have a longer-

term impact on local productivity. For many other regional policy measures, however, 
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such long-term and productivity-enhancing effects have hardly been identified to 

date. 

5 Heterogeneous effects of place-based policies 

While such average effects indicate that regional support programs can reduce 

interregional inequality, this leaves open the question of who benefits from them 

under which circumstances and whether they can also reduce interpersonal inequality 

and poverty. Studies that look at the heterogeneous effects of regional structural policy 

can provide an initial indication of this. 

The average level of education in a region appears to play an important role. Becker et 

al. (2013), for example, find that positive growth effects can only be found in regions 

with a high level of human capital. Other authors find stronger positive effects in 

regions with a higher population density (Albanese et al. 2020) or in suburban areas 

near metropolitan areas (Gagliardi and Percoco 2017); in Europe, these areas are 

usually those with a higher level of education. These findings could indicate that 

regional structural support is particularly beneficial to workers with a certain level of 

education.  

The role of local institutions is also considered in the literature. Ederveen et al. (2006) 

argue that EU regional policy requires a functioning institutional framework and that 

without this it remains largely ineffective. Since regional administrations play an 

important role in the allocation and administration of regional funding such as EU 

Cohesion Policy, an efficient and well-trained public administration is a key 

prerequisite for effective regional funding. Inefficient and poorly managed institutions 

in particular are likely to select more ineffective projects and are more likely to suffer 

from corruption and rent-seeking and therefore make poorer allocation decisions 

(Accetturo, de Blasio, and Ricci 2014; de Angelis, de Blasio, and, Rizzica 2018). Some 

studies do indeed find stronger positive effects in regions with higher quality local 

institutions (Albanese et al. 2020, Becker et al. 2013). The empirical result of Crescenzi 

and Giua (2020) also supports this finding, as the authors find that the positive 
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economic effects of EU Cohesion Policy are largely driven by German and British 

regions. From the perspective of development economics, such results are not 

surprising. In this literature, it has long been argued that development cooperation is 

more effective under better institutional and political conditions (Burnside and Dollar 

2000, Svensson 2002).  

What does this imply for the interpersonal distributional effects of regional structural 

policy? In most countries and within the EU, a strong correlation can be observed 

between the quality of public administration and economic strength. Taken together, 

this would mean that regional structural policy faces the greatest institutional 

challenges and has the least chance of success in the economically weakest regions, 

where most poor and unemployed people live. 

The connection between local economic conditions and the effectiveness of regional 

structural policy has also been studied directly, albeit much less frequently. In this 

context, the research results are somewhat more optimistic with regard to the 

possibility of reaching structurally weaker regions. Di Cataldo and Monastiriotis 

(2020) and Bachtrögler et al. (2020) even find stronger effects of EU Cohesion Policy in 

low-income regions in some cases. Austin et al. (2018) and Bartik (2020) also argue that 

structural support should focus on the regions with the highest unemployment rates 

because it can be more effective there. This argument is in line with the Keynesian idea 

that public spending is particularly effective when labor is not fully utilized as a 

production factor. Under these conditions, as this line of argument goes, public 

funding – for example as part of a place-based policy – is more likely to provide an 

incentive to use this locally underutilized factor of production, thereby reducing local 

unemployment (Chodorow-Reich 2019). 

Overall, research on the heterogeneous effects of regional structural support does not 

allow us to draw a clear conclusion as to what interpersonal distributional effects can 

be expected from it. Although structural policy could be more effective in the context 

of low incomes and high unemployment rates, the same regions often also suffer from 
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lower levels of education and inefficient administrations, which are expected to 

undermine the effectiveness of structural policy.   

6 Intraregional effects 

Up to this point, regions supported by place-based policies have been considered as 

aggregates. This allows conclusions to be drawn about the question in what regions 

structural policies are most likely to be effective. However, what findings emerge 

when we look into the regions and disaggregate economic units within them? Which 

distributional effects can be identified? 

The intraregional distributional effects of regional structural policies depend on which 

segments of the local economy benefit from them. These economic segments can be 

analytically differentiated in different ways. 

Firstly, a distinction can be made between the production factors of labor and capital. 

Since capital owners have, on average, higher incomes than workers, differential 

effects in this context would have clear distributional consequences. Do the gains in 

local economic output promoted by structural policy primarily go to workers or to 

owners of capital? The partly positive effects on the number of local jobs indicate at 

least some gains for the labor factor. However, the factor capital could record even 

greater gains. According to a prominent argument, in the case of an inelastic supply of 

local real estate, a large part of the gains for workers will benefit property and capital 

owners due to increasing rents and real-estate prices (Bartik 2020). Freedman (2013) 

provides evidence of this effect in the context of “enterprise zones” in Texas. Similarly, 

it is unclear how financial subsidies for companies that create jobs are distributed 

within the companies. Do management compensation and the volume spent on share 

buybacks, dividends and profits increase within the company at the same time? If 

companies have (local) market power, they can keep wages low and generate higher 

profits (Azar et al. 2017, Autor et al. 2020). This would tend to benefit the owners of 

capital. Empirical evidence shows, for example, that capital-intensive sectors benefit 

more from special economic zones than labor-intensive sectors (Lu et al. 2019). At the 
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company level, however, Benkovskis et al. (2019) find the opposite result for funding 

from the EU's European Regional Development Fund (ERDF): EU regional policy 

tends to increase productivity in companies that are less capital-intensive. 

A second important analytical differentiation is to compare different economic sectors 

and look at how the positive effect of place-based policies varies between them. There 

are good reasons to focus regional structural policy on export-oriented industries and 

high-tech sectors. In these sectors, one can hope for stronger productivity gains and 

larger job multipliers (Bartik 2020). Particularly in sectors that rely on local suppliers, 

the expansion of production in one company can also create jobs in downstream 

suppliers via spillover effects (Bartik 2020). However, if job and wage growth is 

primarily concentrated in such particularly productive sectors, it is less likely that the 

economic stimulus will also reach the lower end of the local income distribution to the 

same extent. This would only be the case if spillover effects also have an impact on 

other sectors. Siegloch et al. (2023) document such spillover effects, at least for the case 

of the German GRW. Here, one job in the manufacturing sector leads to around 0.5 

jobs in the retail and construction sectors.1 This effect size corresponds closely to the 

estimates of Bartik and Sotherland (2019), who find average "local job multipliers" of 

jobs in export-oriented firms between 1.3 and 1.7 (i.e., 0.3 to 0.7 additional jobs in other 

sectors per job). From this perspective, place-based policies that create jobs in 

productive sectors also reach lower income classes via a spillover effect; however, for 

multipliers smaller than 2 as in this case, the relatively larger increase in income is 

nevertheless to be expected at the upper end of the local income distribution. 

Furthermore, it is unclear who will take on newly created jobs. If employees move 

from non-subsidized regions or commute from these regions to the subsidized region 

for newly created local jobs, local job gains are not necessarily synonymous with a 

decline in the absolute number of unemployed in subsidized regions. 

 
1 However, Falck et al. (2019) do not find any such spillover effects for another German regional 
policy, "Innovative regional growth cores". 
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Another analytical distinction concerns the type and size of companies that benefit 

from regional structural support. Public donors often aim to support small and 

medium-sized enterprises. The EU also emphasizes this goal. However, empirical 

analyses of EU Cohesion Policy show that on average larger companies receive more 

EU structural aid than smaller ones (Bachtrögler-Unger et al. 2020, Benkovskis et al. 

2019). As larger companies are often more productive, more export-oriented, pay 

higher wages and are more likely to have market power, it is natural to expect that 

these companies might use the funding in different ways than smaller and medium-

sized companies. Evidence for this is provided by Criscuolo et al. (2019). Theyfind, for 

example, that the RSA regional policy in the UK only led to more jobs for smaller 

companies. Larger firms accepted the subsidy without measurably changing their 

economic activities. La Point and Sakabe (2021) also find a difference between smaller 

and larger companies with multiple production sites. The structural subsidy that these 

authors analyze led to more jobs, but the number of jobs created was six times greater 

in locations of the same firms that were not located in the subsidized region.  These 

results indicate that large companies may not use the subsidies solely for the intended 

purposes. 

Taken together, there are both theoretical reasons and empirical evidence that regional 

structural promotion does not have the strongest effects on the lowest-income 

segments of the supported regions. The discussed differences in distributional effects 

between production factors (labor vs. capital), between sectors (export-oriented 

industry vs. local economic sectors) and between companies (large vs. small) even 

point in the opposite direction: place-based policies may well bring greater income 

gains for the wealthier groups of the supported regions. 

To date, little research has explicitly investigated the question of intraregional 

distributional effects. There are four notable studies: Reynolds and Rohlin (2015) find 

that a US regional policy (the "federal empowerment zones") did not bring about any 

economic improvement for impoverished households. Instead, higher-income 

households have benefited significantly from it. Picarelli (2016) analyzes "export 
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processing zones" in Nicaragua and also confirms stronger effects at the upper end of 

the income distribution. In addition, there are two studies on EU regional policy. 

Albanese et al. (2023) study the reduction of EU structural funds in an Italian region 

and observe a decrease in inequality in this region after the funds were cut. Lang et al. 

(2023) analyze the overall income distribution in funded regions of the EU and find 

that income increases for richer households are significantly larger than income 

increases for poorer households. As a result, intra-regional inequality increases in 

these regions. Figure 3 illustrates the estimated effects of the study and shows that the 

incomes of the richer deciles of the intraregional income distribution benefit 

significantly more from the place-based policy than lower income classes. The analysis 

of channels in Lang et al. (2023) suggests that better-educated people in particular 

benefit more from the EU structural funds. As far as long-term effects are concerned, 

there is no empirical evidence in these studies to suggest that any second-round effects 

would counteract these distributional effects. 

It should be noted that to date there is overall little evidence on the intraregional 

distributional effects of regional structural support. However, the existing research 

results suggest that income increases through regional structural support are 

somewhat stronger at the upper end of the local income distribution. Poorer 

households do not suffer any measurable economic damage from the place-based 

support, but do not benefit as much as richer households. 
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Figure 3 - Effects of EU Cohesion Policy for different income groups 

 

The figure shows the estimated effects of EU Cohesion Policy for different 
income groups of the intraregional income distribution in assisted regions. 
Source: Lang et al. (2023: 23). 

 

7 Conclusions and policy recommendations 

A number of conclusions can be drawn from the current state of research on the 

distributional effects of place-based policies. Under certain conditions, place-based 

policies succeed in stimulating economic growth in the regions receiving support. 

Among other things, this promotes local investments and creates jobs. The average 

income level of the funded regions increases. At the same time, however, there is little 

evidence to suggest that supported regions record long-term productivity gains. 

Nevertheless, these income gains can reduce inequality between regions. Importantly, 

this is not synonymous with a reduction in overall inequality, because income 

inequality within the regions contribute more to overall inequality than inequality 

across regions. Regional structural funding has been shown to have a regressive rather 

than a progressive effect on such intraregional inequality, as people at the upper end 

of the income distribution in the funded regions usually benefit more from the funding 

than those at the lower end. 
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How can European regional policy be reformed to address the interpersonal 

dimension of inequality and thus promote social cohesion in addition to territorial 

cohesion? Firstly, the support provided should be more targeted. If the political goal 

is to particularly support vulnerable households, the current allocation based on the 

European NUTS2 level is clearly too coarse. The size of NUTS2 regions means that 

even relatively affluent areas within these regions receive funding. An allocation at the 

NUTS3 level or at an even smaller scale would make the funds more targeted. This 

could also enhance the efficiency of the funds, as structural policy can be more effective 

in the context of lower wages and higher unemployment. With this more targeted 

approach, European structural funding could concentrate on a smaller number of low-

income regions and in these regions providelarger per capita amounts, which would 

be a more effective way of improving the situation of vulnerable households. 

Secondly, if the political goal is to maximize the economic efficiency of the funds used, 

care should be taken to ensure that the subsidies actually create jobs. This is most likely 

to succeed if the policy supports industries from which large job multipliers can be 

expected, for example in export-oriented sectors. At the same time, smaller companies 

should be given preference over larger companies because evidence suggests that 

larger companies tend to use the subsidies for purposes other than creating local jobs. 

Thirdly, the potential of place-based policies to reduce interpersonal inequality is 

limited. This is partly because inequality within regions contributes more to overall 

income inequality than inequality between regions.  And it is partly because it is 

difficult to provide targeted support to low-income groups within the funded regions 

as long as eligibility is defined exclusively on a regional basis. Place-based policies 

alone will therefore hardly achieve the goal of social cohesion in the EU. A stronger 

focus on investments in public social infrastructure can help to create more equal 

living conditions regionally. However, if the political goal is to reduce interpersonal 

income inequality in the EU, European regional policy would have to be combined 

with a "people-based policy" that defines eligibility based on socio-economic 

characteristics of individuals. 
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