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EXECUTIVE SUMMARY

Regional policy across Europe is being
shaped by an increasingly complex and
environment

unstable marked by

interlocking megatrends, structural
inequalities, and governance challenges.
Policymakers the dual

addressing long-term structural shifts while

face task of

responding to sudden crises and

heightened security concerns.

The megatrends of climate change,
demographic fransition and digitalisation
confinue to exert profound ferritorial
impacts, creafing both

opportunities. These are compounded by

risks  and
the effect of other significant drivers of
change, not least geopolitical instability
and security pressures, which shape the
context for regional policy making.

Spatial inequalities can be mapped and
understood through conceptual lenses
such as development trap, left-behind
places, lock-in and places that don't
matter. Each offer distinct insights but are
only partially infegrated info policy making

in practice.

Changes in regional policy strategies,
governance and fools, identified by EORPA
research over the past year, point to a
number of trends. In terms of strategic
direction, security confinues to rise up the
agenda with defence and resilience
shaping policy in Poland, Sweden, Finland
and ofthers. Place-based and mission-

oriented approaches continue to influence

policy, shaping the

governance as well as efforts to territorialise

approach  to

strategy design and implementation in
Austria, Norway and the Netherlands
among many others. Foresight and
anticipatory policymaking are gaining
traction, with Germany and Finland seeking
new indicator systems to support a more

future-oriented policy.

In governance, decentralisation trends are

ongoing, illustrated by England’s
devolution reforms and fiscal strengthening
of sub-natfional government in Poland,
Spain and Estonia. Coordination remains a
critical challenge, with new institutional
reforms in Slovenia, Czechia and Lithuania
designed to improve vertical and horizontal
policy
measures fo
administrative capacity can be seen in a

number of countries including Sweden and

alignment. Capacity-building
strengthen regional

Scoftland.

In terms of policy tools, changes over the
past year include the targetfing of funding

on most disadvantaged areas or
communities, including in Italy, and
measures to support regional
competitiveness including in  Hungary,

Romania and Belgium.

A fuller summary of all the information
covered in the report is provided in the
Concluding Overview.




1 INTRODUCTION

Over the past 12-18 months, developments in regional policy confinue to be impacted by
profound structural shifts and governance challenges. Megatrends - including digital
transformation, demographic shifts, climate imperatives and geopolitical instability - have
infensified debates around regional resilience, the risks of development traps and the political
and social implications of regions ‘left behind’. These dynamics have not only sharpened
conceptual discussions within policy and academic circles, but also spurred tangible
adjustments in the strategic orientations, governance mechanisms and policy instruments
underpinning regional development. This report provides a systematic assessment of these
developments, situating recent policy changes within broader theoretical debates and
evaluating their implications for the evolving regional policy landscape across Europe.

The report is structured into three main sections. The first looks briefly at the evolving impact of
the spatial ramifications of key megatrends, with a focus on climate, digitalisation and
demography as well as more recent trends of security and affordable housing. The second
section looks at approaches to mapping complex issues and patterns of inequality through
terminology such as development trap, left behind places and lock-in before considering
some of the policy implications. The final, and longest section, looks in more detail at concrete
regional policy developments which have emerged over the past 12-18 months across Europe.

This EORPA annual overview report is based on desk and fieldwork research in 30 European
countries undertaken or coordinated by EPRC in the first half of 2025 as well as previous EORPA
overview and wider thematic reports.
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2 INFLUENCE OF MEGATRENDS

The 2020 EoRPA regional policy overview report highlighted the territorial implications of
climate change, demographic fransition, and digitalisation, emphasising how these forces
create both opportunities for growth and risks of entrenched inequality.! Five years on, these
megatrends remain central to regional policy debates, with evidence of their continued and
uneven impact across different territories. At the same time, new megatrends are gaining
prominence in the European and internatfional policy context. Heightened security and
defence concerns, intensifying urbanisation and housing pressures, and a growing emphasis
on wellbeing and health have become increasingly visible drivers of territorial development.
These shifts reflect broader societal, economic, and geopolitical changes that intersect with
established challenges, requiring regional policies to adapt accordingly. This section analyses
briefly how both ongoing and emerging megatrends continue to shape the territorial
landscape.

2.1.1 Megatrends as a European toolkit

The definition and identification of megatrends is complex. A 2024 study by Naughtin et al
provides the first comprehensive review of megatrends literature over the past four decades,
highlighting that definitions are often formed ad hoc and tailored to the research context.2
However a consensus definition of a megatrend from this review is:

“A megatrend is a significant driver of change that is likely to have
transformative impact on individuals, organisations and societies.
Megatrends typically develop over a period of years or decades
and occur at the intersection of multiple political, environmental,
social, technological, legal and/or economic trends.”

The European Commission’s Competence Centre on Foresight has developed an information
hub around 14 global megatrends (see Figure 1) monitored by the Joint Research Cenftre in
order fo support long-term, anticipatory policymaking. This is operatfionalised through the
Megatrends Assessment Tool designed fo look at the long-term implications of trends in a
systemic way together with their interconnections/dependencies.

The identification of megatrends has also been undertaken at national level. The current 2030
edition of the Austrian Spatial Development  Strategy (Osterreichisches
Raumentwicklungskonzept, OREK), for example, identifies nine megatrends with high

I Ferry M and Downes R (2020) Mega-trends and development traps: how are regional policies
responding? EoRPA Report 20/1, EoRPA Regional Policy Research Consorfium, European Policies
Research Cenftre, University of Strathclyde

2 Naughtin C, Schleiger E, Bratanova A, Terhorst A and Hajkowicz S (2024) Forty years in the making: A
systematic review of the megatrends literature, Futures, Vol. 157



https://eprc-strath.org/publication/mega-trends-and-development-traps-how-are-regional-policies-responding/
https://eprc-strath.org/publication/mega-trends-and-development-traps-how-are-regional-policies-responding/
https://www.sciencedirect.com/science/article/pii/S0016328724000120
https://www.sciencedirect.com/science/article/pii/S0016328724000120
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relevance for spatial development: i) climate change and crisis; (i) digitalisation; ({iii)
globalisation; (iv) demographic change; (v) societal change leading to multilocality; (vi)
knowledge society; (vii) urbanisation and suburbanisation; (viii) increasing demand for energy;
and (ix) new trends in the spatial behaviour of people, households and companies.

Figure 1: Global megatrends

Accelerating technological

change and

Widening inequalities »

hyperconnectivity
Aggravating resource Expanding influence of
scarcity East and South
Changing security Increc_sing demographic
paradigm imbalances
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migration ®

4) Continuing urbanisation

Diversification of education Shiffing health challenges
and learning

Source: Adapted from Competence Centre on Foresight: Megatrends Hub

The monitoring of megatrends has the aim of highlighting risks but also identifying opportunities
and potentials arising from these complex drivers for change and their interrelationships. From
a regional policy perspective, an understanding of the strengths, opportunities, risks and
threats resulting from the impact of megatrends can help strengthen resilience, encourage
appropriate infegrated and place sensitive strategies, and help future proof places against
the impact of systemic shifts. The overlapping nature of many of the megatrends, and their
corresponding spaftialimpact, increases the focus on holistic regional development strategies,
policy coordination, the territorialisation of sectoral policies and suitable governance
structures — all frends that are clearly identifiable in recent regional policy developments (see
section 4).


https://knowledge4policy.ec.europa.eu/foresight/tool/megatrends-hub_en
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2.2 Already well known but ongoing impact

Despite shifting policy priorities and new emerging pressures, some megatrends have proven
persistent, continuing to shape Europe’s territorial development over decades. Climate
change, demographic transition, and digitalisation remain enduring drivers of regional
divergence, with impacts that evolve but do not diminish. Understanding the ongoing but
shifting impacts of these megatrends is central to the design and implementation of well
targeted and effective regional development policies.

2.2.1 Climate change and environmental degradation

Climate change has a persistent and long-
term influence on territorial development
across Europe with the challenge for
policymakers fo not only manage
environmental risks such as flooding, drought,
coastal erosion and extreme temperatures
but also harness opportunities linked to the
fransition to a low-carbon economy.
However, the impacts are territorially uneven:

some regions, particularly those reliant on
carbon-intensive industries or remote from functional urban areas (FUAs), face greater
structural and infrastructural challenges in adapting, while others are better placed to benefit
from renewable energy, green technologies and sustainable mobility investments.3

The potential impact of the green fransition as shown in the map in Figure 2, is calculated
through a combination of direct impacts (fossil fuel dependency and employment in phased-
out industries) and indirect impacts (agriculture, tourism, energy and fransportation indicators),
has distinct regional differentiation.4 Following fraditional development splits between East and
West and Northern and Southern Europe, the map also indicates that capital regions are less
vulnerable to negative impact and that regions already positioned for strong growth have
potential for stronger ‘green readiness’ to benefit from the transition.s This is visually clearest
when looking at the capital regions of Spain, Romania and Germany for example, which
indicate low levels of vulnerability compared to surrounding regions. Conversely, an increase
in ‘green discontent’ can be observed in regions where persistent deep-rooted economic,

3 Maucorps A, Rdmisch R, Schwalb T and Vujanovi¢ N (2023) The Future of EU Cohesion: Effects of the Twin
Transition on Disparities across European Regions, Research Report 467, WIIW and Bertelsmann Stiftung,
Vienna

4 Rodriguez-Pose A and Bartalucci F (2023) The green transition and its potential territorial discontents,
Cambridge Journal of Regions, Economy and Society, Vol. 17(2)

5 Maucorps et al (2023) op cit; European Commission (2024) Forging a Sustainable Future Together:
Cohesion for a Competitive and Inclusive Europe, Report of the High-Level Group on the Future of
Cohesion Policy, Publications Office of the European Union, Luxembourg
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https://wiiw.ac.at/the-future-of-eu-cohesion-effects-of-the-twin-transition-on-disparities-across-european-regions-dlp-6560.pdf
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file:///C:/Users/ylb18114/Downloads/forging%20a%20sustainable%20future%20together-KN0623048ENN%20(10).pdf
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social and institutional disparities are at risk of being exacerbated by uniform green fransition
measures and increasing political push back.é¢ Rural and remote areas are also partficularly
vulnerable, facing challenges such as reliance on polluting transport and industry, higher levels
of per capita emissions and greater vulnerability to energy poverty — although the potential
for renewable energy production also represents an economic opportunity, particularly in
some northern European regions. To increase societal acceptance and legitimisation of
fransition initiatives, the use of a spatially sensitive climate policy and objectives can address
local vulnerabilities and facilitate stakeholder engagement.

Sub-national governments can play an important role in the regional response to the green
transition. "It is sub-national governments in our cities and regions that hold the key fo many of
the solufions needed to reach net-zero, with levers over housing, transport, waste, water,
energy and land use".” Green targefs and actions at sub-national government level can
support the cohesive implementation of national goals and are best placed to incorporate
regional specificities and local action needs into national climate strategies. Regions are also
well placed to promote more integrated cross-sectoral action and embark on more locally
networked, experimental or inclusive and just approaches.

For regional policy, this implies a dual agenda. On one hand, there is a need to strengthen
resilience and preparedness for shocks, ensuring that disaster risk reduction and adaptation
mechanisms are integrated into regional development strategies. On the other, policy must
accelerate long-term decarbonisation and create conditions for new growth paths through
investment in sustainable transport, energy efficiency and the circular economy. Cohesion
Policy and national strategies can play a pivotal role in aligning climate objectives with
territorial development by mobilising funding, setting clear conditionalities and supporting
regions in transition. The changing risk profile of environmental threats, such as wildfires, has
also underlined the urgency of shifting from fragmented and reactive responses towards
shared, proactive frameworks that support long-term resilience and civil protection capacity.8

¢ Bourdin S, Molica F and Marques Santos A (2025) Too much or not enough? The dual nature of green
discontent and its geography, JRC Working Papers on Territorial Modelling and Analysis, No. 04/2025,
Joint Research Council, European Commission, Brussels

7 OECD (2023) Together for implementation, OECD Centre for Entrepreneurship, SMEs, Regions and Cities,
Paris

8 European Union Civil protection knowledge network, June 2025



https://www.econstor.eu/bitstream/10419/322072/1/1928959989.pdf
https://www.econstor.eu/bitstream/10419/322072/1/1928959989.pdf
https://civil-protection-knowledge-network.europa.eu/news/europe-moves-toward-unified-wildfire-strategy#:~:text=Brussels%2C%2027%20May%202025%20%E2%80%94%20As,resilience%20and%20civil%20protection%20capacity

&

Figure 2: Regional Green Transition Vulnerability Index (NUTS2)
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The megatrend of climate change and its various implications have become an all-pervasive
component of regional policy making. The mainstreaming of sustainability, climate targets,
climate adaptation strategies, thematic concentration, energy efficiency and ftransition
measures, business incentives, and clean housing and fransport are just some of the
approaches that are prevalent within regional policies themselves or in integrated cross-
sectoral approaches. The EORPA annual overview report of 2022 illustrates some ways in which
green transition is built intfo the design and delivery of regional policy specifically and these
trends have only continued and intensified in the subsequent period.? One recent example
from Italy, in a measure combining responses fo both climate and digitisation frends (see
section 2.2.3), is the Mini Development Contract which supports the implementation of
investment programmes for the development and manufacturing of STEP technologies
including digital and deep tech, clear and resource-efficient technologies and bio-tech. The

? Georgieva N (2022) Regional Policies in Europe: Managing Territorial Inequalities and Global Transition,
EORPA report 22/1, EORPA Regional Policy Research Consortium, European Policies Research Centre,
University of Strathclyde, Glasgow
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incentive seeks to improve supply security, system resilience and productivity by protecting
value chains and targets businesses of all sizes in regions in southern ltaly.

2.2.2 Increasing demographic imbalances

Ageing populations, shrinking workforces
and persistent out-migration from rural and
peripheral areas in particular confinue to
shape territorial disparities across Europe. The
territorial dimension of demographic
change is significant and well documented.

' : 4 At national level, most countries in Europe
S ; e i showed an overall increase in population in
i~ - : ; 2023, based primarily on positive migration,
L5 A B 0 with  most countries showing negative
natfural population growth. Af regional level, however, as illustrated in Figure 3, the picture is
far more complex with rural and eastern regions in particular showing greatest population
decline and population growth concentrated on capital cities, economically strong regions
and some coastal regions.

Declining populations in rural and peripheral areas are increasingly linked to risks of economic
stagnation, labour shortages and the erosion of public services.!© This has wide ranging
implications including for the attraction and retention of an appropriately skilled labour force
in the contfext of increased digitalisation (see section 2.2.3) and tfechnological change. Skills
shortages and a shrinking working age population also hold opportunities for
underrepresented groups to be used to a greater extent in the labour market, with policy
implications around the activation of women, people with disabilities, older people and young
people notin education or work.!m At EU level, the promotion of skills development and access
to quality jobs has been identified as a horizontal enabler in current debates around the
Multiannual Financial Framework (MFF) with the aim of ensuring that shrinking and ageing
workforces do not further constrain competitiveness.

10 OECD (2025) Shrinking Smartly and Sustainably: Strategies for Action, OECD Rural Studies, Paris

1 European Commission (2023) The impact of demographic change — in a changing environment,
Commission Staff Working Document, Brussels 17 January 2023
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Figure 3: Population development in Europe 2014-2024
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For regional policy, demographic change requires both mitigation of risks and proactive
mobilisation of opportunities. Crucially, these responses need to be sensitive to the diversity of
demographic trajectories across Europe, ensuring that policies strengthen cohesion while
adapting to the specific needs and endowments of regions. The concept of ‘smart shrinking’


https://www.bbsr.bund.de/BBSR/DE/veroeffentlichungen/bbsr-online/2025/bbsr-online-031-2025-dl.pdf?__blob=publicationFile&v=2

or ‘smart adaptation’ is relevant in this context.'2 A smart shrinking approach, which can be
applied to areas of rural depopulation and fowns and cifies facing population decline,
acknowledges that some areas will continue to lose residents for a variety of reasons and seeks
to support regions and communities in adapting sustainably to population loss in a productive
way. Instead of policies trying to reverse population decline at all costs, a smart shrinking
approach may use strategies such as right sizing infrastructure, repurposing land and buildings,
focusing on wellbeing and quality of life and encouraging community-driven planning to allow
regions to adapt to new demographic realities more positively.

The strategic and financial weight given to tackling the demographic challenge is well
illustrated in the case of Spain’s National Strategy to Combat the Demographic Challenge (see
Box 1). In tferms of the regional policy changes highlighted by EoRPA research over the past
year, another prominent example is in Portugal where there has been further reinforcement of
the existing positive discrimination for the low density (interior) territories. These measures, over
many years, have had demographic aims and objectives to aftract and retain population, as
well as wider socio-economic aims fo aftract investment, develop the business environment
and promote cohesion and territorial competitiveness. In October 2024, the government
announced that 40 percent of all European investment funds for Portugal 2030 must be
earmarked for low density territories, as well as a 20 percentage point increase in the non-
repayable component in these territories. This targeting is designed to further support interior
territories in having greater capacity to attract investment and boost local economies. In
December 2024, further positive differentiation favouring low density territories was infroduced
within certain incentive schemes including increased allocations for dedicated calls and more
favourable financing rates. Demographic aims and objectives also underlie policy changes in
Croatia, Slovenia and Greece (see section 4) and are key driving forces in regional
development strategies in Norway, Finland and Sweden.

12 OECD (2025) Shrinking Smartly and Sustainably: Strategies for Action, OECD, Paris
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Box 1: Spanish National Strategy to Combat the Demographic Challenge

e~ The National Strategy to Combat the Demographic Challenge is a
ﬁ.ﬁ% comprehensive, cross-sectoral strategy, supported by a multi-level
1= governance model, aimed at combating the negative impact of
- demographic frends, tackling depopulation and ageing, revitalising
lagging rural areas and supporting territorial and social cohesion. In a reflection of the
interlocking impact of megatrends and the need for coordinated action, the Plan of
Measures for the implementation of the Strategy contains 130 measures around ten
pillars of territorial action:

e Supporting ecological transition e Promoting entrepreneurship

e Digital transition and full connectivity e Strengthening public services and

e Territorial development and supporting decentralisation
innovation e Social well being and the care

. . . econom
e Boosting sustainable tourism Y

« Supporting equal rights  and e Promotion of culture

opportunities (particularly women e Regulatory and institutional reforms
and young people) addressing the demographic
challenge

A multi-level governance and active social participation model underlies the Strategy
and its implementation. This includes inter-Ministerial work at national level together
with the involvement of regional and local governments and wider stakeholders. This
is facilitated through working groups and forums at different territorial levels and open
governance mechanisms designed fo promote public-private cooperation and
linkages with education, research and citizen involvement.!3

Within the framework of the Strategy, the Territorial Cohesion and Transformation Fund
(Fondo de Cohesidn y Transformacion Territorial) was created in 2022 which seeks to
counteract demographic decline and promote equitable development across the
country, partficularly in rural and peri-urban areas experiencing depopulation.
Measures include investment in essential services and endogenous resources such as
local entrepreneurship, digital infrastructure and sustainable agriculture.

In addition to the Territorial Cohesion and Transformation Fund, the ca. €10 billion of
funding for the Plan of Measures comes from other domestic government sources, tax
incentives, public-private collaboration and EU funding (including both RRF and
Cohesion Policy).

13 La Moncloa March 2021; Ministry of Territorial Policy and Democratic Memory
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2.2.3 Digitalisation and Al - Accelerating technological change and
hyperconnectivity

Digitalisation has become an increasingly
defining driver of regional development
trajectories, shaping productivity,
competitiveness and the delivery of services.
Investment in connectivity and digital skills
can create new opportunities for economic
diversification, industrial  tfransition and
innovation. The digitalisation of services, of

particular importance in remote and rural
areas, is becoming increasingly widespread, with new technologies holding the potential to
transform access to public administration, health, education and welfare. Digital
fransformation in the public sector can modernise service delivery and foster interregional
cooperation through shared platforms and interoperability.’* Supported by sufficient
infrastructure, digitalisation can support inclusive growth and reduce inequalities — the Council
of European Municipalities and Regions, for example, has underlined the principle of “digital
services for all”, calling for inclusive, interoperable platforms that strengthen, rather than
fragment, territorial cohesion.!s

However, persistent spatial disparities highlight the risk of a widening digital divide with
dynamic metropolitan regions increasingly able to harness digitalisation for growth while many
rural and structurally weaker regions struggle to adapt, despite the potential benefits of
digitalisation for improved regional aftractiveness and competitiveness.'® The spread of Al
technologies is reshaping employment and technological structures, particularly in
manufacturing and routine service sectors, requiring significant reskilling and upskiling of
workers. EU-funded Al investments between 2014-2020, however, were highly spatially
concentrated, favouring regions with stronger innovation systems, ICT specialisation and
institutional quality.'” In rural areas, in addition to lower levels of investment, infrastructure and
connectivity, more jobs are atrisk of automation than in urban areas. These trends risk widening
territorial disparities, underscoring the need for balanced investment in digital skills and
infrastructure, and competition to ensure Al supports cohesion as well as growth.

14 Varisco L and Pattinson M (2024) Digital transformation of public services, Policy Brief, Intferreg Europe
Policy Learning Platform, Lille

15 CEMR (2022) Digital services for all: Principles for a digital transition in European local and regional
governments, CEMR position paper, Council of European Municipalities and Regions, Brussels

16Vironen H and Kah S (2019) Meeting the Challenges of Digitalisation: Implications for Regional and Rural
Development, European Policy Research Paper, No. 111, European Policies Research Centre, University
of Strathclyde, Glasgow

17 Marques Santos A, Molica F and Torrecilla-Salinas C (2025) EU-funded investment in Artificial Intelligence
and regional specialization, Regional Science Policy & Practice, Vol. 17 (7)
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“the rise of Al, with its far-reaching implications, could significantly
exacerbate regional disparities and left-behindedness, with serious
consequences for social, economic and democratic stability '8

Similarly, innovation and competitiveness are increasingly tied to regional capacity to
integrate digital technologies into industrial ecosystems. Empirical studies again point to
agglomeration effects, with Al and Industry 4.0 investments clustering in strong regional hubs.1?
Digitalisation is also a potential lever for accelerating net zero transitions, addressing labour
shortages, and sustaining growth but stresses the need to manage significant spatial impacts.20

Overall, digitalisation represents a megatrend with deep territorial implications. It creates
opportunities for competitiveness, industrial fransformation and better services, but also poses
risks of exacerbating regional divides. The New Regional Policy 2024-31 in Switzerland, for
example, includes a new emphasis on cross-cutting themes including digitalisation with a key
objective being the digitalisation across all economic sectors and inifiatives to raise awareness
and enhance networking to prevent regional disparities in a digital age. Estonia provides
another recent example of where digitalisation has impacted the provision of physical
services, as several key public institutions were withdrawn from smaller regional centres during
2024 with growing acceptance that digital connectivity can now suffice. For regional policy,
the challenge lies in shaping a place-sensitive digital fransition combining investment in skills,
infrastructure, and innovation systems with institutional strengthening and inclusive service
provision to ensure that digitalisation serves not only as a catalyst for growth but also as a driver
of cohesion.

2.3 Emerging Megatrends

The majority of the megatrends identified by the European Commission’s Competence Centre
on Foresight (see section 2.2.1) have relevance to the conditions and prospects for sustainable
and long-term socio-economic development in regions. This section illustrates briefly the
impact of two frends which have seen a recent shift in regional policy approaches in many
European countries in an attempt fo combat their spatial impact: security and defence, and
affordable housing.

18 Marques Santos et al (2025) op cit
19 Igboanua C O, Sinkovics R R and Kuivalainen O (2025) The role of regional policy for Industry 4.0
adoption: A stud yof Finnish South Karelia, European Management Journal

20 Calvino F, Dechezleprétre A and Haerle D (2025) How can the digital fransformation affect the net-
zero fransition?: A conceptual framework for the ‘twin’ transition, OECD Science, Technology and
Industry Working Papers, No. 2025/17, OECD Publishing, Paris
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Geopolitical instability and growing
security concerns have placed questions
of defence, resilience and strategic

2.3.1 Security and Defence

autonomy firmly on the regional policy
agenda. Territorial impacts are increasingly
visible: defence-related industries and
military supply chains provide critical
sources of employment and innovation in
some regions, while others face adjustment
pressures linked to restructuring in these

sectors. Beyond industrial effects, there is
heightened awareness of the importance of protecting critical infrastructure, ensuring energy
and cyber security and strengthening civil protection systems at sub-national level. While these
concerns are Europe-wide, regions along the eastern border of the EU are particularly affected
by the economic impact of the border closures and by concerns regarding security and
defence which is reflected in both EU and domestic policy responses.2!

Defence and security have become prominent issues at European level. A new ReArm Europe
Plan/Readiness 2030 was announced by the European Commission in March 2025, proposing
to leverage over €800 billion in defence spending, a new €150 billion loan instrument SAFE for
joint procurement, expanded European Investment Bank support and, importantly for regional
policy, a potential redirection of Cohesion Policy funding to support defence capabilities.?2
Revisions to Cohesion Policy made in April 2025 shifted to new funding priorities including
defence and security and the Eastern border regions, as well as competitiveness, affordable
housing, water resilience and energy transition (emphasising ‘security’ in a broader definition).
In terms of defence, the revisions further enable Member States to use Cohesion Policy funding
to build resilience infrastructure to support military mobility, as well as the productive capacities
of businesses in the defence sector supported by preferential pre-financing and co-financing
rates. The importance of a strong regional involvement in the approach to preparedness and
security in Europe is emphasised by a Joint Communication from the European Commission
and the High Representative of the Union for Foreign Affairs and Security Policy in March 2025.23

Geopolitical concerns and the shift in policy and strategic emphasis at European level have
also raised the profile of defence related concerns in domestic regional policy across Europe.
The EoRPA 2024 annual overview report pointed to the rising prominence of security-related

21 European Parliament (2025) EU regions bordering Russia: Targeted support, EPRS, February 2025

22 Eyropean Parliament (2025) ReArm Europe Plan/Readiness 2030, EPRS Briefing, April 2025

23 European Commission (2025) Joint Communication to the European Parliament, the European Council,
the Council, the European Economic and Social Committee and the Committee of the Regions on the
European Preparedness Union Strategy, European Commission and High Representative of the Union for
Foreign Affairs and Security Policy, 26 March 2025
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objectives in regional policies and developments over the past year and the initial crisis
reaction appears to be becoming a more embedded trend in this policy direction.?4 The
current development of a new medium-term development strategy in Poland provides a
stfrong example of the influence, not just of security issues, but also of other megatrends on
longer term strategic thinking (see Box 2).

Other examples of the impact of security on recent regional policy-related developments
across European countries include:

¢ Comprehensive security has become a key regional development issue in Finland. This
includes the consideration of issues such as security of supply, cyber security, people-
specific security issues and the role of the business sector in security. However, the exact
role of security issues in regional development is still being discussed and defined. The
regional development discussions of March 2025, for example, focused on regional
and mental resilience in crisis situations, to gain a common understanding and
examine how this could be supported through regional development. The Programme
for East Finland is also infended to play a broader strategic role in the promotion of
security of supply which impacts the country as a whole and as a region with EU level
strategic security priority.

e Research info the impact of defence forces on regional economies was recently
undertaken by the Centre for Applied Social Sciences in Estonia. The study concludes
that, although the overall economic footprint is stafistically modest, the presence of
defence forces do influence local economic structures through the generation of jobs
and higher-paid positions. However, such jobs often require specialised skills not readily
available in rural areas, increasing commuter migration. One of the most notable
benefits is to regional infrastructures through the Ministry of Defence supporting road
maintenance and infrastructure development with benefit to local communities.

e Anupdated definition of economically and socially threatened territories in Czechia in
2024 includes municipalities in the territory of former military installations and those
impacted by them e.g. brownfields.

e A number of countries have used Cohesion Policy options to support targeted
investment on defence and dual use technologies, including through STEP.

e The increased budget in Norway to develop business sector growth and benefits for
local communities in Finnmark, which borders Russia, is motivated partly by issues of
geographical security and resilience in the North. The creation of four
inferdepartmental working groups covering security and preparedness, local
communities, competence and education, and business development in Eastern
Finnmark also inform strategy in the North against the backdrop of geopolitical
tensions. Similarly in Sweden, themes of security and defence are expected to feed
info the ongoing review of regional and rural policy.

24 Downes R, Ferry M, Maguire R and Bachtler J (2024) Regional Policy in Europe: No Place Left Behind,
EORPA Report 24/1, EORPA Regional Policy Research Consortium, European Policies Research Centre,
University of Strathclyde
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In ltaly, security and energy concerns, linked to geopolitical insecurity, have influenced

the restructuring of the Single Economic Zone strategy towards energy autonomy and

resilience infrastructure.

Box 2: Poland - Impact of security concerns on new medium-term strategy for
regional development

As part of a significant review and revision of regional policy objectives,

the Ministry of Development Funds and Regional Policy (MDFRP) is

finalising a new medium-term strategy, provisionally entitted The New
' Balance Strategy (NBS) — Poland’s Development Strategy Until 2035. The

planned date of adoption of the NBS is the end of 2025. The aim is to find
a new balance between the competitiveness of the economy, social cohesion and
the security of the country. The NBS will define the basic conditions, objectives and
direction of the counftry's social, economic and spaftial development for 10-15 years
and set out detailed actions for an initial four-year period.

The NBS responds to several geopolitical and international issues which emerged since
the launch of the current medium-term development strategy in 2017. The migration
crisis, the Covid pandemic and the war in Ukraine have all posed new development
challenges and required strengthened strategic thinking to ensure greater flexibility in
the implementation of planned actions. Certain state functions, such as the ability to
mobilise resources in the event of a crisis, have become particularly important with
the corresponding challenge of building resiience and security to support
development processes.

The draft NBS emphasises the need to achieve balance between four objectives and
associated priorities:

e Mitigation of and adaptation to demographic change (Priorities include:
increased access to housing; inclusive labour marketf; active ageing;
responsible migration policy)

e Creating conditions for a competitive and fair economy that respects the
environment and climate (Priorities include: development of transport and
telecommunications infrastructure; new ecosystems for business growth and
innovation; energy transition; environmental protection; quality of life; new
technology support)

o Strengthening the security, resilience and efficiency of the State (Priorities
include: systematic increase in Poland’s intfernational position; strengthening
defence potential; building resilience of state/society to crises; food safety;
effectively functioning administration)

e Polycentric development of the country as a horizontal objective (Priorities
include: functional-spatial structure model; actions to promote spatial policy
at regional as well as national level; actions to maintain polycentric nodes).
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2.3.2 Affordable housing

Housing affordability and access have
increasingly emerged as an issue deeply
impacting regional development and growth. In
the context of ongoing urbanisation,
metropolitan regions continuing to attract
population,  investment and  innovation
capacity. While there are many growth
advantages for metropolitan areas from this

process, the negative impacts include housing

costs, congestion and pressures on infrastructure
and services in high-growth cities. Housing prices have risen significantly in most Functional
Urban Areas (FUAs) over the past decade, with prices in the largest FUASs rising by nearly 68
percent, impacting affordability and the burden on household incomes.25 Housing availability
and affordability is also a critical component of regional attractiveness needed to attract and
retain population and labour force in smaller towns and rural areas threatened with, or already
undergoing, negative depopulation.

Housing affordability and access cuts across economic, social and environmental dimensions.
From a competitiveness perspective, companies in some areas experience difficulties in
attracting labour force due to lack of available housing. High prices in large urban areas can
impact the ability to aftract essential public sector workers, and shortages of social housing
can exacerbate poverty and threaten social cohesion. Environmentally, the renovation of old
housing stock which is energy inefficient is costly, putting particular burdens on poorer or
structurally weaker regions.

Increasingly, regional development strategies seek to promote more balanced ferritorial
development by strengthening secondary cities, improving commuting links and embedding
sustainable housing and urban planning within wider cohesion goals. The importance of the
housing issue is reflected at European level. Affordable housing was one the key priorities in
the European Commission’s mid-term review of Cohesion Policy, highlighting affordability (and
associated poverty risk), environmental and competitiveness issues.26. As a result, legislative
changes were proposed which widened the options for reprogramming Cohesion Policy
programmes to invest in affordable housing.

The importance of affordable housing as a regional development priority is increasingly
reflected in different ways in policy developments across European countries. In Estonia, a
recent Consolidated Study of Seftlement Development Scenarios by the Ministry of ECconomic

25 OECD (2024) Regions and Cities at a Glance 2024, OECD, Paris

26 Eyropean Commission (2025) A modernised Cohesion Policy: the mid-term review, Commission from
the Commission to the European Parliament and Council, Strasbourg, 1 April 2025
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Affairs and Communication emphasised the importance of creating a range of suitable
housing opportunities in both cities and peri-urban areas within national spatial planning. The
study emphasised the need to take demographic mobility trends into account in the planning
of suitable housing to help support return migratfion to rural areas and smaller centres and
enhance quality of life in these regions. Similarly in Sweden, housing is one of the key
considerations for municipalities preparing for the economic impact of large-scale green
fransition investment in the north of the counitry. In Czechia, the Ministry of Regional
Development has prepared a Housing Promotion Act with the aim of bringing a systemic
solution to reducing the number of people in housing need by 30 percent within a ten-year
period. The Act was approved by the Lower House of Parliament in April 2025 and is now being
debated in Senate. The measures would be supported through both domestic and EU funds.
The National Strategy for the Demographic Challenge in Spain (see section 2.2.2) includes
action on housing as one of the key areas needed to revitalise depopulated rural areas. The
2024 UK White Paper on English Devolution includes the roll-out of integrated multi-year budget
seftlements to replace fragmented departmental pofs and empowering local decision-
making, including in housing.
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3 MAPPING INEQUALITIES: EMERGING FRAMEWORKS AND
RELEVANCE FOR REGIONAL POLICY

The previous section highlighted how known and emerging major global frends have complex,
interlocking and spatially differentiated impacts. In Europe, concerns about these uneven
impacts have intensified as regional convergence has slowed, or, in some cases, reversed.
Growing gaps in economic opportunity, demographic decline, and worsening social
conditions are now seen as contributing to new patterns of divergence and broader political
and social instability.27 In this context, concepts such as development traps, left-behind places,
and places that don’t matter have gained prominence. While these terms may reinforce a
negative spatial imaginary by framing places in deficit ferms, they help make place-specific
problems more visible within the broader context of rising spatial inequality and uneven
territorial transformation.28 The need for these new terms alongside older ones such aslagging,
underdeveloped or disadvantaged regions is fo capture deeper, more complex redlities.
Therefore, these concepts combine economic, social, political and cultural factors in different
ways across places to emphasise multi-dimensional challenges. The objective of employing
these new concepfs is to provide a clearer basis for diagnoses and indicator choice to design
more targeted, effective, and proactive policy responses.

These concepts sit within a broader family of lenses on spatial inequality and development
challenges. Some supply the analytical foundations (e.g. middle-income traps; lock-ins).
Others have emerged as extensions or nuances of the newer thinking. For example, the
development trap lens is complemented by more specific dynamics that explain why certain
places become stuck over time (e.g. captured by terms like talent traps or institutional traps),
while the left-behind lens connects to peripheralisation and inequalities that it produces,
highlighting social and civic dimensions that growth metrics can miss. Figure 4 provides an
overview of these related but non-identical concepts in the broader family.

27 MacKinnon, D., Béal, V., & Leibert, T. (2024). Rethinking ‘left-behind’ places in a context of rising spatial
inequalities and political discontent. Regional Studies, 58(6); Velthuis S et al (2025) Regional varieties of
‘left-behindness’ in the EU15, Regional Studies, 59(1)

28 Pike A et al (2023) ‘Left behind places’: a geographical etymology, Regional Studies, Vol 58
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Figure 4: Conceptual map of interrelated terms
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3.1 Recent definitions and indicators

3.1.1 Regional development trap and middle-income trap

The concept of the regional development frap describes a
specific economic and spatial condition. It draws inspiration from
\ the middle-income trap, which refers to national economies
whose growth slows after reaching middle-income status -

typically due to rising production costs not matched by gains in
productivity, skills, or innovation.2?

While both concepts build on the logic of productivity as a key factor in identifying traps, the
regional development trap differs in the variety of ways that regions may fall intfo such traps.
Regions can start from very different levels - wealthy, in transition, or lagging - and still enter a
persistent slowdown. This can occur through multiple trajectories such as declining

22 Diemer A, lammarino S, Rodrigues Pose A and Storper M (2022) The Regional Development Trap in
Europe, Economic Geography, 98(5); European Commission (2020) Falling into the Middle-Income Trape
A Study on the Risks for EU Regions to be Caught in a Middle-Income Trap, LSE Consulting, Publications
Office of the European Union, Luxembourg
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manufacturing shares, weakening of employment dynamics or difficulty creating new jobs
during structural change.30

Given the need to capture these distinct drivers of development blockage, a prominent
approach operationalises the regional development trap via a composite index that
benchmarks GDP per capita, labour productivity and employment against the region’s past,
their respective country and the EU average.3!

Both the middle-income frap and the regional development frap are associated with
common structural issues: human capital deficits, inefficient resource allocation, limited
access to advanced infrastructure, and weak institutional capacity or rigid institutions. This has
givenrise to related “trap” concepfts - such as the talent trap, where regions struggle to attract
or retain skiled workers, or the institutional/rigidity trap, which reflects “inflexible and self-
reinforcing institutions that limit certain kinds of action opportunities”.32 These sub-categories
help capture the fact that some regions face multiple, overlapping traps, impeding their ability
to break out of long-term stagnation.

3.1.2 Lock-ins and evolutionary-theory-based trap typology

One evolutionary perspective fies the idea of a “frap” to path
dependency: some regions are more exposed to getting locked
info an industrial or technological trajectory that limits future
adaptability, even if that frajectory once drove growth.33 Traps are

framed as structural lock-ins that hinder structural change and
innovation diversification. Unlke more established definitions,
relatedness metrics (economic complexity, technological
relatedness, skill relatedness) are used to establish whether a region’s current specialisation
makes it easy or hard to diversify info more productive activities. Applying this matrix reveals
different types of regional fraps including:

¢ Low-complexity economic trap driven by specialisation in low-complex activities and
a diversification potential primarily in low-complex activities.

¢ Low-relatedness trap: defined by specialisation in complex activities, but with low
relatedness to other high-value activities, making transition difficult.

30 Diemer et al (2022) op cit

31 Diemer et al (2022) op cit; European Commission (2024) Ninth report of economic, social and territorial
cohesion, Publications Office of the European Union, Luxembourg

32 Sarkki, Simo, et al. (2025) Polytraps in European rural mountainous regions: an expert view. European
Planning Studies, 33(5), 757-777; Diemer et al (2022) op cit

33 Balland, P and Boschma, R (2024) An Evolutionary Approach to Regional Development Traps in
European Region, Papers in Evolutionary Economic Geography 24.20, Utrecht University
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e Structural trap: defined by current economic specialisations in low complexity, with a
lack of real diversification opportunities. These places are likely to stagnate.

3.1.3 Left-behindness

The terms development trap and left-behind places are related
/ but differ in conceptual focus and in their policy use and
implications. Broadly, the term ‘left-behind’ refers to places that
have experienced long-term economic decline,

E“AJ deindustrialisation and disinvestment - evidenced by limited
public services - and often accompanied by political alienation or

social discontent.34 While the concept is Anglo-American in origin, similar terms are prominent
in domestic contexts: e.g. “peripheral France” (la France périphérique), “suspended regions”
(abgehdngte Regionen, Germany), “inner areas” (Aree Interne, Italy), “shrinking areas”
(Krimpgebieden, Netherlands), "the hollowed-out Spain” (la Espana vaciada, Spain) or
globally “legacy cities” and “rust-belt regions” in the United States and “spatial poverty traps”
in China, Peru and Indonesia.3> The concept of left-behind places moves the debates beyond
economic disparities to emphasise demographic and social dimensions that are important
from a regional welfare and social well-being perspective.3¢

In recent literature, left-behindness is framed as a dynamic process driven by macro-level
forces such as globalisation, technological change, demographic shifts, centralisation and
climate change (see section 2), mediated by governance.’?” These drivers filter down to the
regional level, producing different manifestations of left-behindness. A key policy-relevant
insight is that left-behindness is not a fixed state but emerges through cumulative processes of
‘peripheralisation’, where economic, social and political weight is drawn toward core
regions/metropolitan areas, leaving others increasingly marginalised. Peripheralisafion is
relational: it results from long-term patterns of investment, infrastructure, and institutional
concentration that gradually reduce the influence and opportunities available to some
places.38

In terms of how these dynamics take shape on the ground, four key dimensions of
peripheralisation have been identified for Germany (1) selective migration, (2) dependence
on decision-making centres and fransfer payments, (3) disconnection from economic systems

34 MacKinnon et al. (2024) op cit; Pike A et al (2024) ‘Left behind places’: a geographical etymology,
Regional Studies, 58(6)

35 MacKinnon et al (2024) op cit; Jalan, J., & Ravallion, M. (1997). Spatial poverty traps? (p. 5). Washington,
DC, USA: World Bank, Development Research Group.

36 Velthuis et al., (2025) op cit; Royer J and Leibert T (2024) Suspended in time?2 Peripheralised and “left
behind” places in Germany, Geographica Helvetica, Vol 79

37 Velthuis et al., (2025) op ci
38 Royer J and Leibert T (2024) op cit
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and political decision-making and (4) deprivation.3? These show that regions are affected in
varying combinations, with two distinctive clusters of left-behind places (1) mostly rural districts
characterised by a very unfavourable demographic situation, combined with deprivation and
very low human capital, and (2) mostly urban districts characterised by slightly higher levels of
human capital, pronounced deprivation, a favourable demographic trajectory and a certain
degree of economic cenfrality. Similarly, in a cross-country analysis at NUTS-3 level in EU15,
three broad clusters of left-behind places were identified (i) places in economic decline and
deindustrialisation; (i) demographic decline and aging; and (iii) disconnected, high poverty
places.40

3.1.4 Places that don’'t matter

- Another prominent but distinctive concept in the broader family of
spatial inequality and territorial discontent is “places that don't
matter”. It is closely associated with “"geography of discontent”.
Places that don’t matter is a thesis that policy neglect of territorial
inequalities produces entrenched economic deterioration and,
ultimately, political backlash.4! It's a causal narrative with a strong
rhetorical character. The drivers cited for “places that don’t matter”

mirror those in the regional development trap and left-behindness literatures. They vary by
place but commonly produce similar symptoms such as long-term stagnant productivity,
service loss and out-migration.

A complementary term - “geography of discontent” - refers to the patterned distribution of
political dissatisfaction produced by inequalities. The geography of discontent literature maps
and tests where that discontent shows up and which territorial factors correlate with it (e.g.
long-run industrial decline, ageing, low skills, weak accessibility). Empirically, it is typically
captured through indicators such as support for anti-establishment parties, turnout changes
and trust-in-institutions surveys.

In summary, Table 1 provides an overview of the core concepts discussed above, compared
across key dimensions. The concept of places that don't matter is omitted because, while
rhetorically powerful and politically relevant, it often builds on or overlaps with concepts like
development traps and left-behind places, which are included and better suited for
systematic comparison.

32 Royer J and Leibert T (2024) op cit
40 Velthuis S ef al (2025) op cit

41 Rodriguez-Pose A (2018) The revenge of the places that don't matter (and what to do about it),
Cambridge Journal of Regions, Economy and Society, Vol. 11(1)
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Table 1: Comparison between concepts

&

Dimension Regional development Lock-ins and evolutionary  Left-behind places
trap traps
Core Persistent structural Economic  lock-in, low Long-ferm decline and
definition economic stagnation in  relatedness/diversification  perceived neglect; socio-
context of past own /adaptability economic and service
growth and present erosion
national growth
Primary Deceleration of growth Industrial/tech structure Social and demographic
lens and productivity and future diversification conditions + disinvestment
potential and peripheralisation
Typical Multi-dimensional. GDP  Mulfi-dimensional. Multi-dimensional. Social
indicators per capita/income; Relatedness/economic (e.g. poverty), economic
productivity; complexity, (income/employment
employment tech/skill/industry proximity  gaps), demographic,
(sometimes skills, infrastructure indicators +
innovation) qualitative (perceptions
(benchmarked) related TQ quoll.‘ry of life,
frust, participation)
Scale Mostly NUTS 2 or 3 NUTS 2 or 3 regions Often  sub-regional/local
regions (structure of specialisation)  (fowns, small cities, rural
areqs)
Typical Flat productivity, weak Narrow specialisation, low  Economic decline; service
symptoms job creation, relative adaptability, greater loss, out-migration, ageing,
and drivers income slippage vulnerability to shocks higher poverty, low frust
Common Structural /e.g. Path dependency; thin Disinvestment,
constraints  connectivity; relatedness networks; cenfralisation, accessibility

infrastructure gaps; thin
innovation
capacity/industrial
structure/, institutional
and demographic
(ageing, out-migration).

ecosystem weakness

gaps; institutional neglect

Policy
focus

Place-based
productivity support;

Access to (higher)
skilled workers and
connectivity, digital
infrastructure.

Building strategic and
administrative
capacity.

Related diversification;
Ecosystem ‘orchestration’.

Combination of place-
based and people-
centred dimensions.

New development
pathways/renewal;

Foundational economy;

Social infrastructures,
community wealth-
building;

Local capacity building;
Decenftralisation/inclusive
governance.

Source: Own elaboration

23 I ———



&

3.2 Policy implications

The common policy implication of the concepts
discussed in this chapter is that they argue
against a centralised, one-size-fits-all
‘ approach. Research aiming to spatially locate
development traps, path dependency and left-
behind places - often through multi-dimensional
analysis - shows that these frameworks are useful
for capturing the variety of factor combinations
that explain why a region falls info a trap or

becomes left behind. These factors help identify the constraints that limit a (sub)region’s ability

to participate in, or benefit from, wider economic fransformations. Generic policy stimuli risk

underperforming if they ignore these territorial specificities, strengthening the case for more

effectiveness-oriented, territorially targeted, or place-sensitive national policies.

Despite these shared implications, there are differences in the analytical underpinnings and,

thus, in the focus of the policy messages. It is particularly valuable to compare and distinguish

between implications stemming from development fraps and left behindness.

The development trap approach is useful as a diagnostic tool, helping to understand
past and current economic performance and to identify territorial conditions (often
structural, institutional, or demographic/human capital related) that constrain
performance. This can provide the basis for more targeted regional growth strategies.
An evolutionary perspective on fraps adds a dynamic angle, highlighting the
adaptability potential of a region’'s economic base and the importance of fostering
related diversification intfo higher-complexity activities.

The left-behind places concept brings a different emphasis. Its value lies in reframing
how geographical inequalities have been interpreted and addressed since the 2008
financial crisis. Distinguishing between different types and degrees of left-behindness
across economic, social, cultural, and political dimensions “offers the prospect of
interpreting their predicaments and potentials in new ways”.42 This debate also raises
policy arguments for embedding territorial impact assessments into national
policymaking, and for developing new spatial policies that more directly address
regional inequality.43

“Differentiated situations in ‘left behind places’ are left largely
unrecognized in more general ‘one-size-fits-all’, top-down and
nationally designed policies focused on specific types of place 44

42 Pike
4 Mac
44 Pike

A et al (2023) op cit
Kinnon et al. (2024) op cit
A et al (2023) op cit
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The literature also stresses that responses must go beyond tackling economic decline or service
gaps. They should intentionally plan for sustained care, through committed financial resources,
stronger community engagement and trust-building, and decentralisation. In this perspective,
the qualitative effect of interventions on communities, reversing narratives of neglect and loss
of potential, is as important as the physical investments themselves. Measures therefore need
to be people-oriented. Finally, because left-behind places are also territories with endogenous
potential, policy approaches must help fo identify and foster new development
opportunities.4s

These insights from the literature raise the question of how far the concepts of development
traps (DT) and left-behindness (LB) are taken up in practice. The following observations are
drawn from EoRPA country research over the past year:

¢ Most countries have not directly used the concepts of DT or LB in their spatial typologies
or in the allocation of funding. Where the concepts are acknowledged by practitioners,
they are usually linked o existing national categories, such as structurally weak regions
or areas undergoing industrial restructuring (structural change). This is not unexpected:
changes in established typologies and (re)distribution mechanisms tend to evolve
gradually. Moreover, national actors may prefer locally grounded terms compared to
those driven from international settings and potentially stigmatising.

o There are partial exceptions, where existing methodologies can be seen to
align with DT/LB concerns, even if this was not the explicit intention of public
administrations. For example, in ltaly, the National Strategy for Inner Areas
(SNAI) uses the term ‘inner areas’, referring to internal regions facing risks of
marginalisation based on a significant distance from the main centres offering
services. The tferm ‘inner area’ is seen as a national equivalent to the broader
concept of left-behind places, although territories are not identified based on
the full mix of metrics as in the literature. In Bulgaria, municipalities are graded
info fiers, and funding from territorial instruments is channelled in ways that
encourage investment constellations involving both central (higher tier) and
more peripheral (lower tier) municipalities. This tiered approach indirectly
reflects strategic thinking on core—periphery dynamics, a theme emphasised in
LB literature.

o Af the same time, awareness of, and reference to, DT and LB concepts (or similar) is
evident in some regional policy institutions and policy-support documents. In Austria,
while practitioners view the methodology deployed in the 9h Cohesion Report with
caution, the DT concept is viewed as interesting as an analytical tool. In Croatia, the
methodology deployed by the European Commission on development fraps is viewed
as a valuable diagnostic framework. In the UK, the term ‘left-behind’ communities was
used in the context of the previous Government’s ‘levelling up' agenda. In Portugal,
the concept middle income frap has gained recognition in documents including the
first Cohesion and Development Report (2018) and the forthcoming second Report.

o In Germany, the social discontent and political alienation aspects of the ‘left-
behind’ and ‘places that don’'t matter’ concepts were reflected in the
outcome of the first Equivalent Living Conditions Report published by the

45 MacKinnon et al. (2024) op cit

25 |



federal government in June 2024. The analysis included both a quantitative
statistical analysis of living conditions across the country and an extensive
public consultation covering similar areas. The report show that there was often
a discrepancy between objective data indicating convergence in regional
condifions and the subjective experience/perceptions of the population
regarding the quality of regional living conditions.

In many countries, there is growing awareness of development challenges that
resemble the symptoms and causes described in academic literature on development
fraps or left-behind places, even if these terms are not explicitly used in policy. Some of
these challenges are long-standing. One example are the former industrial regions in
the UK, where economic decline driven by de-industrialisation, globalisation, and
economic concenfration has led to persistent underperformance.4¢ These areas face
a self-reinforcing cycle of economic, social, and spatial challenges - including low
levels of educational attainment, limited access to quality employment, poor
connectivity, and underinvestment in both physical and human capital - exacerbated
by fragmented governance and limited fiscal autonomy.47.48

o In other cases, signs of vulnerability are more recent, as some of the underlying
condifions associated with being left behind or falling info development trap -
such as demographic ageing, declining service provision, or economic
restructuring - have only emerged more recenftly or are still unfolding. In France,
forces of economic cenfralisation and metropolisation have intensified in
recent decades, while interregional cooperation in strategic sectors remains
limited. This has contributed to widening territorial disparities. Recent data
illustrate significant gaps between urban and rural areas in indicators such as
access fto affordable housing, healthcare, and education, with current
disparities in France exceeding the EU average. In Bulgaria, most peripheral
municipalities are noted as increasingly vulnerable to exclusion, experiencing
significant population, service and falent loss, despite not being labelled as
‘left-behind’. Portugal offers an example of a context where some of these
dynamics, particularly demographic tfrends, are unfolding and marked by
considerable uncertainty. While recent population growth signals a reversal of
earlier decline, this shift has occurred only since the end of the pandemic and
is driven entirely by net migration, not by a recovery in natural population
growth. These migration flows have changed in both origin and scale, reflecting
altered economic conditions post-pandemic. As a result, it remains unclear
whether this trend reflects a sustained demographic turnaround or a temporary
response to external shocks, and what the longer-term implications will be for
places and regional development.

When considering whether regional policies respond with concrete instruments to
development traps, most references point to the core regional policy tools in place for
current programme periods. These instruments address objectives such as productivity,
innovation, industrial restructuring, jobs, poverty reduction and service provision, all
areas broadly linked to the development trap and left-behindness debates. In
practice, some regional policy programmes include a wide range of measures that
collectively address challenges associated with both development fraps and left-
behind places e.g. Wallonia’'s Plan de relance de la Wallonie, a large-scale recovery

46 https://researchbriefings.files.parliament.uk/documents/LLN-2021-0027/LLN-2021-0027 .pdf

4 McCann P, Yuan P-Y (2022) The productivity performance of different types of UK regions and the
challenges of levelling up, National Institute Economic Review, 261:1

48 hitps://researchbriefings.files.parliament.uk/documents/LLN-2021-0027/LLN-2021-0027.pdf
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and fransformation initiative launched at the end of 2021. Others have dedicated
instruments that target specific dimensions (e.g. innovation) more narrowly but are still
part of the broader policy response e.g. the Regional Innovation System instrument
within Switzerland’s New Regional Policy, which focuses on strengthening innovation
capacity. In other cases, responses are more ad hoc and tailored to specific local
circumstances. For instance, in Finland, the government provides case-by-case
support for structural economic change through the national Sustainable Growth and
Vitality Fund (AKKE), which funds employment, economic, and regional development
measures agreed in partnership between government, regional and local authorities,
and affected businesses.

e The increased adoption of territorial instruments and territorially targeted national
policies is also being interpreted as a response to the challenges associated with
development traps and left-behindness.4? Such instruments can channel greater
financial support to specific places, raise both actual and perceived policy attention,
strengthen local community engagement, and tailor services to local needs - all areas
emphasised in LB literature — and illustrated in the Dutch example in Box 3. However,
their effectiveness in addressing the root causes of development traps and left-
behindness is not guaranteed, making ongoing review and adaptation essential.

Box 3: Dutch National Programme Vital Regions

rafionale: “Doing justice to all regions in the Netherlands and their

distinctive strengths is important to the cabinet, because every region

matters”. Targeted regions are peripheral and border regions, often far

from major economic centres, facing challenges with shrinking or aging
populations, service withdrawal and limited labour market dynamism.

‘ The National Programme Vital Regions (NPVR) has an explicit inclusivity

The NPVR will be operationalised through a long-term partnership between the
national government and each of the eleven regions, including the Kop van Noord-
Holland, North and East Groningen, Southeast Friesland, Noard-Fryslan, South and East
Drenthe, Twente, Achterhoek, North Limburg, Central Limburg, South Limburg, and
Zeeuws-Vlaanderen. Within the partnership, each region will develop a regional plan,
followed by an action agenda. This process will also involve other governmental
bodies, social partners, market parties, and community initiatives.

The programme focuses on three main themes:

e Safe and liveable regions: investing in housing, restructuring, sustainability, and
a healthy, green living environment.

e Sustainable and accessible public services: ensuring access to education,
healthcare and other essential services.

e A hedlthy and opportunity-rich future: supporting healthy childhood
development and creatfing opportunities for jobs, education and
enfrepreneurship.

While NPVR facilitates local tailoring of activities and promotes multi-level
governance, the actual financial support comes from existing instruments, rather than
a dedicated stream. Ifs future will depend on the policy priorities of the government
formed following the October 2025 elections.

49 OECD (2025) Place-Based Policies for the Future, OECD Regional Development Studies, OECD
Publishing, Paris; Ferry, M. and Downes, R. (2020). Mega-trends and development fraps: How are regional
policies responding? European Policies Research Centre, University of Strathclyde.
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Territorial impact assessments (TIAs) are one tool highlighted in the LB literature as useful
to monitor and adjust policies to help prevent regions from being left behind. While
overall the uptake of TIAs remains limited, there are recent examples of their use in a
regional development context. In Poland, the new National Development Concept
incorporates innovative elements which aim to strengthen the territorialisation of
development policy, including support for TIA in the development of legislative and
strategic initiatives.

¢ The use of DT and LB as diagnostic tools to identify future-oriented risks or vulnerabilities
appears underexplored in public policy. While the DT concept has been adopted in
studies by key international organisations, including the European Commission, the use
of these concepts in national settings is found mainly in academic rather than policy
circles.® In practice, evidence suggests that policy support to regions at risk of falling
into development traps mostly occurs when this risk is relatively imminent (e.g. the
case-by-case support for regions experiencing sudden structural change in Finland).

In conclusion, while the terminology of development fraps and left-behind places is not used
explicitly in most national regional policies, the policy implications of these conceptsis certainly
evident in practice. This can be seen in the increased emphasis on place-based policies,
infegrated strategies, foresight activities and governance developments which are outlined in
more detail in Section 4. However, the multi-dimensional and systematic nature of these
approaches to mapping the complex drivers behind spatfial inequality, spanning a mix of
economic, social, demographic, institutional and cultural factors, is very challenging to
franslate info genuinely integrated policy responses.

50 Royer J and Leibert T (2024) op cit
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4 REGIONAL POLICY TRENDS ON THE GROUND: RECENT
DEVELOPMENTS

“In many countries, the economic geography challenges facing
policymakers nowadays are far more complex than was previously
understood, and the political ramifications of these issues are
deep.”s1

How are all the complex influences impacting the growth (and decline) prospects for regions
across Europe being reflected in regional policy responses? The following sections draw on the
EoRPA country work of the past year to illustrate frends in policy responses through more
specific examples.

4.1 What is changing in strategic direction?

The ‘place-based’ or ‘place-
sensitive’ approach to regional
development and policy is well
documented and widely used in
regional policy literature and
practice. The approach emphasises
the design and implementation of
strategies tfailored to the unique
assets, challenges and needs of
specific localities in order to stimulate

endogenous potential. Success relies
on strong multi-sector partnerships which bring together a range of different government,
business, research and community stakeholders underpinned by robust governance structures
and implementation capacity.

The emphasis on place-based policymaking is still both relevant and very prevalent but more
recently there has also lbeen increasing discussion around the usefulness and
operationalisation of a ‘mission-oriented’ approach to policy making. While the approach has
originated from innovation studies, it challenges the more fraditional view on innovation
investments to promote competitiveness, and, instead, directs strategic thinking towards
transformative interventions with broad(er) public value. “A mission-oriented approach shifts
policy focus from strictly economic and technological objectives to addressing broader

51 Garcilozo E and McCann P (2025) The case for place-based policy: economic divergence,
governance infegrity and climate change mitigation, Regional Studies, Vol. 59
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societal challenges through strategic, coordinated efforts”.52 The approach takes an active,
problem-solving stance where governments set clear and outcome driven goals (‘missions’)
with a long-term perspective and then mobilise resources, institutions and stakeholder
partnerships and policies to achieve them. Key features of this approach include
governmental directionality, horizontal policy coordination, broad stakeholder engagement
and measurable targets.s3

While the mission-oriented approach in itself is not new, the way it has been applied has raised
critiques pointing to strategic, governance and operational challenges. A key concern is the
tendency to overlook geography, despite the fact that the strategic orientation of missions
depends on how they engage with place.5 This resonates with earlier experience in regional
policy where the recognition of the limits of ‘spatially blind’ approaches to development
prompted a shift towards those place-based strategies that mobilise local actors, capacities
and governance. For a mission-oriented approach, territorial grounding is essential: it ensures
that missions are designed in ways that engage with local contexts and actors, and that they
respond to locally understood transformations with public value in mind.>> One example is the
effort to connect missions to regional development through their infegration info Smart
Specialisation strategies.s¢

“societal challenges vary [....] in how they are geographically
anchored. The effectiveness of missions will depend on how well
they are rooted in specific places through stakeholder engagement,
place-based leadership and local legitimacy, ensuring that broad
directionality is transformed into context-specific actions that
resonate with local priorities and resources. %7

Austria’s recent Regional Innovation and Transformation project offers an example of how the
mission-oriented approach is being explored from a regional policy perspective, with attention
to clear mission definition, multi-level governance and the role of intfermediary actors (see Box
4).

52 Molica F, Cappellano F, Makkonen T and Hassink R (2025) Smart Specialisation Strategies and Mission-
Oriented Approach: Bridging theory and practice, JFC Working Paper Series on Transformation Territories,
No. 1/2025, Joint Research Centre, European Commission, Brussels

53 Normann H E, Svartefoss S M and Thune T (2024) Behind the scenes: Politics and pragmatism in
formulation mission-oriented innovation policies in a national context, Environmental Innovation and
Societal Transitions, Vol. 52

54 Uyarra E, Bugge M, Coenen L, Flanagan K and Wanzenbdck | (2025) Geographies of mission-oriented
innovation policy, Environmental Innovation and Societal Transitions, Vol. 56

55 Uyarra E, et al (2025) op cit; Henderson D, Morgan K and Delbridge R (2024) Putting missions in their
place: micro-missions and the role of universities in delivery challenge-led innovation, Regional Studies,
Vol. 58(1)

56 Molica et al (2025) op cit
57 Uyarra et al., (2025) op cit
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ox 4: ‘Regional Innovation and Transformation’ project in Austria: Learning,
Box 4: ‘R 1 t dT f t ject in Austria: L
experimentation and mission

2 OROK, the Austrian Conference on Spatial Planning, which coordinates
spatial planning and regional policy issues in Austria initiated a project in
- May 2023 entitled “Regional innovation and transformation™ (RIT). Running
until mid-2025, the project looked at innovation and transformation from a
regional policy perspective with the aim of contributing to future policy making within
the Austrian multi-level system.

RIT had three themes: (i) Regional Innovation Systems — Transformative (RIS-T); (ii)
Transformation and Bioeconomy, Circular Economy, Networks; and (iii)j Technical
Preparation for the EU Financial Period Post-2028.

The final project workshop took place in June 2025 and included discussions with
stakeholders at national and regional level as well as the academic and policy
practitioner communities. The event emphasised the importance of experimentation,
the role of intermediary actors, the definition of clear missions and learning-oriented
management approaches. The findings include an argument for fransformative
regional and innovation policy that:

e Aims to address societal challenges;

e Addresses far-reaching innovations to fundamentally change structures, practice
and rules (“breaking path dependencies”)

e Requires a broad, networked understanding of innovation and coordination, or
interaction, interventions;

e Relies on a broad mobilisation of stakeholders to comprehensively explore user
needs; and

e Requires a dual strategy — disseminate new ideas while also dismantling old ones
and adapting structure.

The next steps include the development of a policy paper on Cohesion Policy and
two short expert inputs breaking the broader theme intfo specific topics of energy
fransition in the regions and circular economy or role of cities.

The implementation of spaftially targeted mission-oriented policies requires the translation of
broad ((inter)-national) challenges into locally relevant goals, strategies and actions, while
ensuring legitimacy through local leadership. So-called ‘micro-missions’ is one emerging
approach to support locally defined forms of innovation rather than larger national ‘grand
missions’.%® Micro-missions target small but tangible ‘wins’ that can be scaled up over time and
involve broad collaboration built from the bottom up to involve actors at the forefront of social,
economic and ecological challenges.

Such approaches inevitably raise governance questions: local anchoring involves assessing
“which actfors, at which levels of governance, are responsible for the problem, and who
decides about possible solutions”.?” The governance and leadership challenges around a

58 Henderson et al (2024) op cit

52 Uyarra E, Flanagan K and Wanzenbdck | (2023) The spatial and scalar implications of missions:
Challenges and opportunities for policy, Manchester Institute of Innovation Research, Manchester
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mission-oriented approach, with its demands for cross-sectoral and multi-stakeholder
engagement, are similar to those faced by place-based strategies. Addressing them requires
strong capacity in public administrations (at whatever level missions are defined or
coordinated) to steer joint action towards agreed goals, manage power imbalances so
missions are not captured by established innovation agendas, and ensure that suitable
funding stfreams and mix of policy instruments are in place. Recent research undertaken in the
German contfext on a mission-oriented approach to policy highlights how much time and
resources need to be dedicated to steering and coordinating governance tasks, including
fostering dialogue and engagement to increase ownership and buy in.¢0 Similarly, recent
OECD research on the governance of missions emphasises the critical role of proactive and
purposeful governance, the need to break free from silos, and the importance of the freedom
to experiment and adapt. It lays out a framework for mission governance incorporating five
core principles: structure, orientation, coordination, implementation and resources.s!

Experiences from Norway's Rural Growth Agreements — territorial instruments whose approach
resembles a mission-oriented approach - show that governance and particularly cooperation
arrangements and local capacities can be challenging. Yet they also demonstrate that,
through practice, more adaptive and novel structures can emerge (see Box 5). The strategic
value of these instruments is compounded by the governance shift they bring towards more
infegrated, adaptive and locally anchored arrangements that enable regional policy to
tackle complex, long-term challenges.

Infegrating a mission-oriented perspective into regional policy implies a shift in timescales:
moving beyond short electoral and budgetary cycles to align with longer-term transformation
goals. This longer-term view is also important in the context of the megatrends where rapid
technological change and recurring global disruptions make the future more uncertain and
contested, and historic trends and established models provide fewer reliable guides for action.
To remain effective, regional development approaches must therefore engage more
deliberately with the future, moving beyond reliance on conventional trajectories.¢?

¢ Lindner, R, Hummler, A, Wittmann, F and Posch, D (2025) Missionsorientierte Politik in Deutschland: Wie
wir vorankommen, Bertelsmann Stiftung, GUtersloh

61 OECD (2024) Designing Effective Governance to Enable Mission Success, OECD Science, Technology
and Industry Policy Papers, no. 168, OECD, Paris

62 Evenhuis E et al (2025) Rethinking Regional Development in Polarised Times: Towards new Regional
Futures2, Cambridge Journal of Regions, Economy and Society
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Box 5: Rural Growth Agreements in Norway: Collaboration, continuous learning and
policy refinement

Rural Growth Agreements in Norway provide a framework for cooperation
‘ A between some of the smallest municipalities in the country with the

regional and national government levels on local challenges and solutions.
‘ y Reflecting the move of regional policy to take the impact of major drivers

of change as well as foresight activities into account, the Rural Growth
Agreements look at fufure major challenges such as access fo housing in rural
communities and a competent and appropriately skilled workforce and their impact
for addressing challenges ranging from civil planning to health care. The coordinated,
cross-sectoral and regionally tailored approach of the Agreements is considered vital
to stem the tide of rural population decline. In 2024, new funding for the Agreements
was made available representing a significant budget increase from NOK 25.3 to NOK
76.9.

Experience with the implementation of the Rural Growth Agreements has shown that,
on the one hand, there are major challenges in terms of how the different actors
cooperate but, on the other hand, this is the area of greatest success as a range of
Ministries, county governments and other actors have found novel ways to work
together. Other difficulties in implementing the Agreements include limited awareness
of the role and capacities of municipalities; the tension for sectoral ministries between
addressing national needs and engaging with specific territories; and the challenge
of developing plans that extend beyond a single government or budgetary term.

Overall, however, the implementation of the Rural Growth Agreements represents a
possible strategic advancement in the development of regional policy by fostering
more integrated and adaptive governance structures. In 2024 and 2025, a total of ten
Agreements have been signed incorporating 35 municipalities and seven counties.
Other key stakeholders also play an active and engaged role. The Agreements serve
as formal frameworks for collaboration across governmental levels and sectors and
enable municipadlities to articulate locally grounded challenges and co-develop
tailored responses with their partners. Collaboration, rather than finance, has been
shown fo be the key in the framework of the Agreements. Through iterative processes
anchored in annual action plans and structured polifical dialogue, the Rural Growth
Agreements facilitate continuous learning and policy refinement also at regional level.

Widening discontent, especially in ‘leftf behind’ or frapped regions (see section 2), underscores
the urgency of a new more future-oriented approach. In many areas facing economic
hardship, people can experience a sense of ‘futurelessness’ or a belief that life will not
improve.¢3 Strong backward-looking narratives can impede the shaping of a shared regional
vision, critical fo place-based or mission-oriented approaches. ¢4 Addressing these dynamics
can place further demands on authorities driving regional strategies to build and
communicate positive, forward-looking visions of the future that will have resonance with
stakeholders and encourage collective engagement. This adds to the governance and

63 |bid.

¢4 Roessler, M (2024) Untangling regional development traps through narratives, Regional Studies,
Regional Science, 11(1)
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leadership complexities associated with mission-oriented and place-based strategies (see
section 4.2).

In this context, regions and cities can become important sites for shaping new imaginaries of
development, provided the right institutional and governance conditions exist. High-level
policy goals oriented to the future, such a ‘building forward better’, do exist but the risk is that
they remain aspirational unless supported by practical tools and processes that help regional
actors think ahead and envision futures differently. This can include ways of questioning what
future scenarios for a region are possible (based on current capacities and potentials),
probable (what is most likely or expected) or desirable (including looking at alternative
development scenarios). In attempting to determine desirable scenarios, it is possible to
question the assumption that all new industrial or economic activities are automatically
beneficial for a region and which would align more with long-term well-being, how trade-offs
between economic, environmental and social objectives can be better addressed and how
the vision of a regional future can be collectively supported by a range of stakeholders.

A practical example of a response to these challenges is the publication by the OECD
Observatory of Public Sector Innovation (OPSI) of a guidebook and governance training
model in 2024 for policymakers and leaders on strategic foresight and anticipatory capacity in
government. These tools are designed to support decision makers with the knowledge, tools
and skills needed to support more future-oriented policy making.¢> It identfifies that: “The
fransition to more anticipatory and innovative governance models is not without its challenges.
It requires culfural, method, and process development within public institutions, embracing risk
and uncertainty as integral to policymaking. It requires the development of new skills and
capacities among public officials, including systems thinking, strategic foresight, and the ability
fo design and implement policy experiments™.

In practice, this is reflected in efforts to develop new indicators and criteria that go beyond
traditional approaches used to allocate Cohesion Policy or domestic regional policy
instruments. Two examples from Finland and Germany illustrate how this is being approached
in practice, particularly in relation to the definition of indicators (see Box 6).

65 OPSI (2024) Building Strategic Foresight and Anticipatory Capacity and Knowledge in Government,
OECD Observatory of Public Sector Innovation, Paris
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Box é: Foresight and anticipatory approaches in regional policy: Finland and
Germany

In Finland a government appointed Working Group (June 2022 and

December 2024) was tasked to form a view of how certain key development

frends are expected to impact regions in the near future (2020s /2030s). The

idea was to understand how these trends (e.g. population ageing, migration,
multi-location living and working, climate change, nature loss, changes in the
economic structure, digitalisation, changes in transport and logistics, and renewable
energy production) should be taken into consideration in the targeting of regional
development funding. The aim is to form a common vision on the opportunities of
domestic and Cohesion Policy instruments for strengthening sustainable growth in
Finland (including how the regional development instruments can balance some of
the regional impacts caused by these trends, but also how they can develop the
existing regional strengths and opportunities). Based on this work, the Working Group
will prepare a proposal on the criteria and indicators which are expected the help
determine regional differences, problems and development potentials. The key
purpose is o have a commonly accepted tool for the allocation of domestic and EU
regional development resources which will be used as a starting point in the
preparations for the post-2027 Cohesion Policy programme period.

Similarly in Germany, the now Federal Ministry of Economic Affairs and

Energy commissioned a study in early 2025 to look at the indicator system

for the designation of the assisted areas map post-2028. The context for the

study is the recognition that the process of area designation in the past has

primarily used indicators which reflect past economic development or the
current situation of a region. Indicators which could reflect anticipated future
challenges or areas of need, such as demographic change, digitalisation and green
fransition, have played a much less important role. The aim of the study is to provide
an empirical basis for a set of indicators with strong explanatory power to define
structural weakness to support a more proactive, anticipatory approach for targeting
support under the GRW, the main regional policy incentive in Germany. The study will
include four main components:

e Analysis of what constitutes ‘regional structural weakness’ from a more
scientific perspective and how this has been operationalised and quantified in
the past. This includes more fraditional socio-economic characteristics but also
factors such as weak adaptation mechanisms within regions to economic
change.

e Examination of which existing indicators, the majority of which reflect historical
development, are most suitable for capturing regional structural weakness in
the present. New indicators will also be identified to assess the extent fo which
they could strengthen a future orientfed assessment of regional structural
weakness and therefore a more preventative approach to regional
development policy.

e Analysis of how the future designation of assisted areas can be as spatially and
territorially targeted as possible. The work will look at spatial options for area
designation which best reflect heterogeneous development conditions and
identify ad- and disadvantages of the use of more territorially targeted data.

e Development of concrete proposals for a regional indicator model for the
post-2028 GRW area designation process. The proposals should include options
for potential individual indicators as well as for their combination and relative
weighting.
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4.1.1 Policy in Practice

Much of the activity in ferms of current planning and
preparation for future legislative or strategic change
in a range of European countries continues to reflect
the impact of megatrends and a place-based or
mission-oriented approach to future policy. This is
well illustrated in the case of a recent government
report on the operation and effectiveness of regional
policy Finland (see Box 7) but can also be seenin a
number of other countries presented below. The
direction of policy travel also has governance
implications which are discussed further in section 4.2.

Preparations for forthcoming changes in national strategies and legislation in both Bulgaria
and Croatia also clearly indicate the shift towards territorial targeting and the forming of policy
based on territorial characteristics associated with a place based approach.

e In Bulgaria, a new National Concept for Regional and Spatial Development 2026-40 is
under development. The Concept sets out the vision, strategic objectives and priorities
for future regional and spatial development in the country. While no major changes
are anticipated, the updated Concept will reflect a new policy context shaped by the
infegrated territorial investment approach and the evolving priorities with European
Cohesion Policy including: stronger support for regional convergence; programme
support more tailored to specific regional characteristics; support for a polycentric
model of development; and measures to tackle the increasing impact of the green,
digital and demographic transition.

¢ InPoland, the new National Development Concept (KRK 2050) was formally presented
to the Council of Ministers at the end of June 2025 and will subsequently be presented
to the Polish government. The KRK is a guideline to inform Poland’s development
strategies (including the new medium-term strategy — see Box 2) through the
identification of key global and natfional frends in shaping economic, social,
environmental and spatial development and indicating a set of key future challenges
in order to formulate potential development scenarios. This is designed in part fo create
space to make faster strategic choices and a better organised preventative response
to potential crises. The KRK contains several innovative elements including: (i)
strengthened territorialisation of development policy and sustainable use of
functionally developed space; (i) use of foresight activities including support for
Territorial Impact Assessments in the development of strategic and legislative initiatives;
and (iii) the use of more parficipatory instruments in the process of draffing the KRK o
move beyond traditional methods of cooperation and infroduce new innovative
techniques and tools for participatory planning.

1 36



Box 7: Preparation for legislative reform in Finland: Expansion of themes and support

for collaboration

The Finnish Government submitted a report to Parliament in June 2025
providing an assessment of the operation and effectiveness of the regional
development system and financing as a basis for forthcoming legislative
reform in 2026. The report focuses on different components of the regional

development model, the development and implementation of the EU programme,
the roles of authorities, the different forms of aid and eligibility and cost models. The
report draws a number of key conclusions including:

Objectives are relevant but emerging themes need to be considered. While
the objectives of the current regional development law remain relevant,
emerging themes including security, biodiversity and regional differentiation
should be considered as part of the reform.

Collaborative and agreement-based approaches are working. The multi-actor
and collaborative approach combining different administrative sectors in
regional development has been successful. Similarly, the agreement-based
approach is working, although the requirement for close, multi-stakeholder
dialogue, means that involvement is limited to a smaller group of actors. The
report therefore recommends the parallel use of other, more commonly used,
tools.

Regional development requires longer-term strategic planning. Regional
development work is longer-term and justifies longer planning horizons at both
natfional and regional levels. However, this must be balanced with the need to
connect to political decision-making (which is bound by terms of office) and
be flexible enough to respond to emerging changes.

Interaction is stronger, which is beneficial. The dialogue within and between
different levels of administration as well as within and between regions is sfrong
and, as a result, the government is befter informed on the situatfion of the
regions and their needs (e.g. through the regional development discussion
framework — see Finnish country report). Recommendations for future regional
development discussions include increasing the impact and reducing the
administrative burden. Other governance structures such as the Committee
for Regional Renewal is also noted to have added value in bringing different
viewpoints and joint discussions on topics of relevance to regional
development.

Coordination of EU and national regional policy is effective at regional level.
The current legislation aimed to reconcile the two policy areas which has
worked most notably through the regional strategic programmes at regional
level. It has been less successful at national level, in part due to the mismatch
of programme periods. The EU programme was assessed fo respond to
regional needs but has brought a range of specific implementation
complexities.
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¢ In Croatia, a new Law on Regional Development is anticipated by the end of 2025
which is expected to infroduce changes to enhance the fairness and efficiency of
regional policy. It should align with the Strategic Planning Act to ensure coordinated
national and local development efforts, clarify the institutional framework and
strengthen the role of regional coordinators and development agencies. A new
methodology is being developed to calculate the Development Index to ensure a
fairer distribution of resources based on actual needs. In terms of spatial targeting, the
new Law is expected to infroduce territorial strategies tailored to specific areas and
expand the ITl mechanism to all county centres in order to support balanced urban
development.

¢ In Hungary, a fundamental revision of the regional policy framework is ongoing (as
described in more detail in the 2024 EoRPA report Regional Policy in Europe: No Place
Left Behind). The new regional policy concept will reinforce territorial logic in policy
planning and implementation, support the vitality of rural areas and include measures
to unlock the potential of functional areas.

In terms of new legislation that has been adopted across Europe over the past 12-18 months,
there is also evidence of links to the earlier themes highlighted in this report. ‘Mission-oriented’
policies are most commonly associated with innovation policy and support, and this focus is
stfrongly reflected in the new legislative programme in Belgium which was ushered in following
government elections in 2024. In Flanders, the 2024-29 coalition government agreement builds
on the previous agreement and aims to make Flanders a frontrunner in the field of smart and
innovative regions, using data and technology to address regional or local societal challenges
such as mobility, environment, water, urban renewal and inclusion. Within the Smart Region
initiative, the Enterprise Agency Flanders (VLAIO) will focus on stimulating innovation in the
Flemish ecosystem by providing support and advice to stakeholders with an emphasis on data-
drive innovation, matchmaking supply and demand and facilitating the rollout of new
applications.

In Wallonia, the elections of May 2024 resulted in a greater change in focus of regional policy.
In the 2019-2024 government period, regional policy objectives shifted from a focus on physicall
investments to more sustainability and social inclusion goals. In a similar direction to Flanders,
the 2024-29 Regional Policy Declaration aims to revive the industrial base of Wallonia,
decarbonise smartly, cut bureaucracy and, similarly to Flanders, retool its economic
infrastructure to foster a productive, innovative and inclusive regional economy. The Smart
Specialisation Strategy provides the core framework guiding investment in innovation and
industrial growth.

In Greece, an amendment to the Development Law, the main regional policy instrument in
the country, primarily reflects the importance of the demographic challenge in Greece as well
as a move towards greater spatial targeting of some regional development support. The
amendment included the ‘mitigation of social and regional disparities’ as a stated objective
as well as the use of the Development Law fo tackle acute demographic problems. The
amended Law infroduces three new aid regimes: Modern Technologies (encompassing
previous regimes of digital and technological business transformation and research and
applied innovation); Social Enfrepreneurship and Handicraft; and Special Aid Areas. The first
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two regimes are available across the country, but the Special Aid Areas regime has been
broadened from previous targeting to include: border areas in northern Greece; areas where
GDP per head is below 70 percent of the national average; and lignite coal phase out areas.

4.2 What is changing in governance?

“Recent advancements in theory and empirical research suggest
that the quality and efficiency of local institutions and governments
may be as, if not more, important for territorial development than the
factors traditionally considered as the main drivers of development,
like infrastructure, human capital and innovation. "¢

There is a considerable body of policy
and academic literature pointing to the
importance of institutions and institutional
quality in regional economic growth and
transformation. Institutions impact
economic performance in a variety of
ways including through their involvement
in the networks and processes which
promote economic growth,
encouraging innovation and

enfrepreneurship, improving uptake and
productivity of regional policy programmes and influencing the nature of the environment for
development.s” A European Central Bank study in 2024 emphasised the importance of the
quality of regional institutions in promoting economic growth and concluded that “sound
institutions are particularly conducive towards efficient economic policy reactions to major
adverse shocks...but also region-specific shocks”.¢¢ Other studies have shown that there is a
direct effect on economic growth and that the impact of improving regional government
quality can be substantial in ferms of additional GDP and jobs generated.s?

There is still much debate about the exact definition of ‘institutions’ but o common
differentiation lies between ‘formal’ or ‘hard’ institutions (fransferable and documented rules
such as constitutions, laws and regulations as well as aspects such as the rule of law or property
rights) and ‘informal’, ‘tacit’ or ‘soft’ institutions (norms, traditions and social conventions,

¢ Rodriguez-Pose A, Bartalucci F, Lozano-Gracia N and Davalos M (2024) Overcoming left-behindedness.
Moving beyond the efficiency versus equity debate in territorial development, Regional Science Policy
and Practice, Vol 16

67 Rodriguez-Pose A et al (2024) op cit

¢ Filip M-D and Sefzer R (2024) The impact of regional institutional quality on economic _growth and
resilience in the EU, Working Paper No. 3045, European Central Bank, Frankfurt am Main

¢ Barbero J, Christense M, Conte A, Lecca P, Rodriguez-Pose A and Salotti S (2023) Improving
Government Qudlity in the Regions of the EU and its System-Wide Benefits for Cohesion Policy, Journal of
Common Market Studies, Vol. 61(1)
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networks and interrelationships which are often not formalised or codified).”0 Literature
examining the impact and role of formal institutions often focuses on decenftralisation, the
extent and shape of regional governance autonomy and the quality of regional government,
while discussion on the impact of informal institutions focuses more on issues such as frust,
networking and cooperation and the role of leaders.”! Understanding of the differing impact
of formal and informal institutions, and the interplay between them, has profound implications
for the nature of the policy response designed to support and improve institutional quality for
regional economic fransformation.

The spatial level of operation of formal institutions in particular has an important impact. The
national institutional context determines the extent to which countries have decentralised and
fiscally empowered sub-national governments, a fopic covered in more detail in the 2024
EoRPA annual review paper.’2 A 2025 study on institutional quality in the context of the
hierarchical structure of regions and countries highlights the fact that sub-national institutions
only design and implement policies within the broader national framework which is responsible
for determining key policy framework conditions, concluding that “although institutional
quality at all levels is important,..the broader institutional framework established at the country
level exerts a more dominant influence than subnational institutions”.”3

Arguably, the quality of informal institutions is more important at regional and local levels
where social norms and interactions are more directly felt and influenced within the wider
formal institutional context: “frust...is a relational region-specific asset that defines the
character of a place and differs from one region to another”. The ongoing moves towards the
decentralisation of responsibilities, the empowering of sub-national actors and multi-level
coordination are all indicators of this (section 4.2.1).74

70 Rodriguez-Pose A (2013) Do Institutions Matter for Regional Development2 Regional Studies Vol. 47(7);
Pike A (2013) Institutions, institutions, institutions, Centre for Urban and Regional Studies, Newcastle
University

71 Muringani J (2022) Trust as a catalyst for regional growth in a decentralised Europe: The interplay
between informal and formal institutions in driving economic growth, Journal of Regional Science Vol.
62(5)

72 Downes R et al (2024) op cit

73 Aparicio-Péres D, Balaguer-Coll M T, Peiré-Palomino J and Tortosa-Ausina E (2025) On the Relative
Contributions of National and Regional Institutions to Economic Development, Journal of Regional
Science.

74 Muringani J (2022) op cit
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Box 8: English Devolution White Paper: A move to more integrated, localised control

d ’) Aiming to accelerate and standardise earlier stages of devolution reform,
the English Devolution White Paper (Power and Partnership: Foundations
- B~ for Growth)”> was published in December 2024. The White Paper
< represents a fransition from a ‘deal-by-deal’ or ad-hoc system to a
legislated model of devolution, shifting the governance model from selective deals to
‘devolution by default’ across England.”é The White Paper aims to deliver universal
coverage of Strategic Authorities across England, defined as either Mayoral Strategic
Authorities (including existing mayoral Combined Authorities and London) or
Foundation Strategic Authorities (hon-mayoral combined or county authorities).

Replacing separate departmental funding pots, Mayoral Strategic Authorities are o
receive integrated multi-year budget settlements covering, inter alia, fransport,
housing, economic growth, skills, regeneration and climate.”” All two-tier areas (with
separate county and district councils) and failing small unitary councils are to be
reorganised into larger unitary authorities, typically serving af least 500,000 residents.”8
If approved, the English Devolution and Community Empowerment Bill, infroduced to
Parliament in July 2025, would translate these policies into law.”? Joining Greater
Manchester and the West Midlands, which already have integrated settlements, the
approach will be expanded to the Greater London Authority from 2026-27 and to the
North East, West Yorkshire, South Yorkshire and Liverpool City Region from 2026-27.

The White Paper represents a shift o a more place-based approach to economic
development in England. Along with controling multi-year integrated funding
settlements, Strategic Authorities are given responsibility for developing Local Growth
Plans tailored to their area's economic strengths and needs, together with
responsibilities for coordinating infrastructure, transport, housing, skills and
regeneration funding.

The White Paper also foresees rationalising and consolidating the existing landscape
of Devolution Deals, City Deals, and Growth Deals under one statutory framework,
creating clearer economic geographies and improving policy coherence.

In addition, the ‘unashamedly place-based’ new Industrial Strategy published in June
2025 includes several Funds targeted aft flexible local growth investment and support
for neighbourhoods.

75 MHCLG (2024) English Devolution White Paper: Power and Partnership: Foundations for Growth. Policy
paper, 16 December 2024

76 NHS Confederation (2024) English Devolution: what you need to know. Briefing [Online]
77 hitps://dwfgroup.com/en/news-and-insights/insights/2025/2/the-english-devolution-white-paper
78 hitps://www.sharpepritchard.co.uk/latest-news/summary-of-the-english-devolution-white-paper/

79 Hansard (2024) English Devolution, Volume 759, UK Parlioment, 16 December 2024.
https://hansard.parliament.uk/Commons/2024-12-16/debates/24121647000013/EnglishDevolution;
https://www.gov.uk/government/news/landmark-devolution-bill-brings-new-dawn-of-regional-power
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There is recent literature on the role of institutions in terms of the impact and response of
megatrends at regional level. A 2025 paper, for example, looks at the role of formal and
informal institutions in how influencing how digital technology impacts income inequality at
NUTS2 level across Europe.& It concluded that the nature of local institutions plays a very
important role in the spatial impact of technological progress where strong institutions can
‘buffer’ against technology-led polarisation. This implies that digital progress does need
automatically to exacerbate income disparities if supportive institutional conditions can be
encouraged - with implications for policy makers of combining institutional capacity building
measures info regional policy measures supporting technological and digital development.
Similarly, in terms of the green fransition, the OECD Centre for Entrepreneurship, SMEs, Regions
and Cities has noted that "it is subnational governments in our cities and regions that hold the
key to many of the solutions needed to reach net-zero, with levers over housing, fransport,
waste, water, energy and land use” 8!

The role and influence of institutions in regional socio-economic development (and indeed
the definition of what constitutes ‘institutions’) is multi-faceted and complex, and the move
towards place-based approaches has reinforced the range of different ways that institutions
can play arole. The place-based approach also emphasises the variability of the institutional
framework and the fact that institutions themselves are influenced by the national and locall
context, history, geography and specific paths of economic development. There are
formidable practical implications of this complexity for regional and local institutions and
place leadership. Traditional approaches to regional economic development, siloed
departments, rigid budgeting and short political cycles allimpact the extent to which effective
place-based approaches can be embedded and developed in governance structures.
Capacity and training issues for staff is a key factor and is offen most serious in structurally
disadvantaged regions where the need is greatest. This is often true for established processes
of regional economic strategy development and implementation, never mind building in new
approaches to forward looking visions and scenarios (see section 4.1) and associated
challenge of bringing the regional and local stakeholders, actors and citizens along with them.
Which actors/participants to involve to which end is a highly complex process with potentially
different outcomes, requiring informed and visionary leadership.82 Institutional structures must
also have greater capacity for experimentation, very often not the case in embedded
governance structures and processes.

80 Antonietti R, Burlina C and Rodriguez-Pose A (2025) Digital technology and regional income ineguality:
Are better institutions the solution2 Papers in Regional Science, 104

81 OECD (2023) Together for implementation: No net zero without our citfies, regions, businesses,
enfrepreneurs and social innovators, Policy Perspectives, OECD, Paris

82 Neuhoff R, Simeone L and Laursen, L H (2023) Forms of participatory futuring for urban sustainability: A
systematic review, Futures, Vol. 154
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4.2.1 Policy in Practice

The range of policy developments related to governance
and institutions over the past 12 months in many European
countries illustrates the importance of this area for the
effective design and implementation of regional policy.
Building on the discussion in the 2024 EoRPA regional policy

overview report,83 decentralisation frends are ongoing or
proposed in a number of countries. In addition to changes
in the UK (see Box 8), the new Law on Regionadl
Development in Croatia, anficipated by the end of 2025, is
expected fo increase the responsibilities of cities and counties to grant them greater
autonomy in planning and using EU funds as well as strengthening the role of regional
coordinafors and development agencies. In Poland, the current debate on the future of
European Cohesion Policy is being taken info account in the evolution of regional policy
governance, given its decisive influence in the growing role and capacity of regional (and
more recently, local) governments in steering development in their own territories. Regional
governments in Poland are currently responsible for managing around 44 percent of Cohesion
Policy funding and the continuation of this role, and the embedding of sub-national
experience and capacity for both future EU Cohesion and domestic regional policy and
management, is seen as a very important issue.

The fiscal component of decentralisation has been addressed in a number of countries. In
Spain, for example, the government has expressed a commitment to revise the regional
financing system with plans underway to convene a Fiscal and Financial Policy Council to
develop a new framework, taking the unique characteristics of each autonomous community
info account. From an equity perspective, there is also a proposal to double the budget of the
Inter-territorial Compensation Fund. The Polish parliament adopfed a new Law on revenues of
local government units in October 2024. The aim of the new regulations is to increase the
financial stability of individual types of local government unit, in particularly by increasing their
own revenues. In 2025, the income of local governments is expected to increase by PLN 24.8
billion in comparison to the current system, with income of each type of local government
increasing by between 4-12 percent. The overall aim is to increase the motivation of self-
government authorities to support economic development in attracting investors, supporting
new jobs and streamlining administrative procedures serving entrepreneurs and citizens. In
Estonia, new legislation anticipated in 2026 will aim to strengthen the financial autonomy of
municipalities fo move away from the current highly centralised system and allow local levels
to generate more income from local economic activities, particularly with important spatial
and environmental impacts.

83 Downes R et al (2024) op cit
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In Hungary, in 2025, fiscally stronger local governments who are eligible to pay a solidarity
confribution under the country’s fiscal equalisation scheme are now required to pay an
additional pre-defined amount of local business tax revenue into a newly created Territorial
Development Fund. These contributions have been used to finance a Competitive Districts
Programme, launched in 2025 to improve the quality of life, attraction and retention of
residents in rural communities and promote balanced development of urban and rural areas.
Overall, the Territorial Development Fund is part of an attempt under the current reform of
Hungarian regional policy to create a more predictable dedicated financial framework to
support the delivery of medium- and long-term investment programmes.

The process of decentralisation, however, can also be contentious. The debate around
differentiated autonomy for regions in ltaly, for example, highlights some of the challenges and
complications associated with greater decentralisation. Important changes to regional
autonomy were made under a new Law in June 2024 which gave regions more decision-
making authority over certain issues. However, while the economically stronger northern
regions are strongly in favour of greater regional autonomy, the structurally weaker regions of
the south are concerned that differenfiated autonomy could actually increase regional
disparities. This is related in part to the greater fiscal strength on the northern regions, allowing
them to offer more services and more effectively exploit regional powers, resulting in southern
regions falling further behind. There is a concern that wealthier regions retaining more fax
revenue could result in lower levels of financial contribution to the national equalisation fund,
negatively impacting financial transfers to underdeveloped areas. The Law has been
challenged, and the Constitutional Court declared a number of key provisions unconstitutional
in December 2024, requiring the Parliament to amend these provisions accordingly. Formal
negotiations have begun between the government and the four northern regions of Veneto,
Lombardy, Piedmont and Liguria which are all seeking expanded powers and a Draft Law was
approved in May 2025 granting the government authority fo determine Essential Levels of
Performance, which is a key precondition for the transfer of additional competences under
the constitution.

Similarly in Romania, the 2025-27 government programme explicitly identifies decentralisation
and the increased efficiency of local public administrations as a strategic objective. The
strategic intention is to streamline administration and undertake an impact assessment on the
transfer of competences to regional and local levels. However, the decenftralisation debate
has proved contenfious and the political commitment to decentralisation has not been
matched by willingness among central government Ministries to transfer competencies to sub-
natfional authorities.

The importance of well-functioning formal and informal institutional infrastructure at sub-
nafional level is reflected in a number of the governance related policy developments over
the past year.

e In Scotlland, the ongoing implementation of the National Strategy for Economic
Transformation, which promotes a wellbeing economy, includes support for Regional
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Economic Partnerships (REPs) which are tasked with creating long-term economic
strategies. The 2025-26 Programme for Government commits to working with regionall
and local partners to identify how best to formally devolve further elements of decision-
making and delivery to the REPs and will present options before the end of the current
Parliament in May 2026.

¢ In Hungary, the new National Development Centre started operation in August 2024
with overall responsibility for the implementation of both EU Cohesion Policy and the
RRF. In addition to the objective of improving coordination between funding streams
and simplifying implementation, the Centre is designed to improve adminisirative
capacity throughout the implementation system through the retention, training and
pooling of expertise. Similarly, a new Regional Policy Service Network is envisaged with
the aim of creating a two-tier structure including both a central unit and local service
providers. This is designed fo address inequality between countfies in terms of
development planning and management capacity and reinforce skills and
knowledge for the implementation of the new Territorial Development Fund.

o Supportis being offered to the regions in Sweden by a number of national and county
level organisations to help strengthen the ability of regions to take planning processes
infto account when developing regional development strategies and coordinating
efforts fo implement these strategies. The support is being provided by the national
development agency (Tillvaxtverket), the national Board of Housing, Building and
Planning (Boverket), the Swedish tfransport administration (Trafikverket) and the County
Administrative Boards. Support will include knowledge and methodological input and
facilitation of collaboration between relevant state authorities, regions and other
stakeholders.

e In Latvia, there is a shiff towards enhanced municipal involvement in regional
development strategies, particularly through smart specialisation and green innovation
in ERDF and ESF+ instfruments. In a similar vein, Planning Regions are to have a greater
influence in the ITl approach in conjunction with the central Ministry. The underlying
rafionale is to increase regional and municipal involvement to ensure greater tailoring
of strategies and solutions to specific regional/municipal circumstances.

Institutional and policy coordination is critical to the successful implementation of many of the
place-based and mission-oriented approaches discussed in this report. The real life challenges
of achieving coordination, however, are reflected in a number of policy developments over
the past 12-18 months.

¢ In Lithuania, a new Ministry of Regions is proposed in the 2024-28 government
programme. The responsibility of the new Ministry would be to oversee regional policy,
including taking on regional governance responsibilities currently held by the Ministry
of Interior as well as policy functions from some other Ministries. The need for such a
Ministry has emerged from a lack of vertical cooperation between regional authorities
and national government. The new Ministry would represent the regional voice within
central government, facilitate the implementation of EU funded projects through
Regional Development Councils, and provide methodological support at both
national and regional levels.

¢ In Finland, the focus and effectiveness of multi-level collaboration, networking and
agreement based approaches has been emphasised in a recent Government report
prepared as the basis for forthcoming legislative reform (see Box 7). The use of
collaboration to support the effectiveness of regional policy is also pertinent in the
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context of a more restricted budgetary environment, a development also seen in the
Netherlands.

e In Slovenia, the Draft Act amending the Act on Promotion of Balanced Regional
Development was submitted for public consultation in June 2025. The proposed
amendment is focused primarily on ensuring a more effective territorial dialogue
between natfional and regional levels to enhance coordination between the
government and the development regions and improve the identification of key
measures and projects cenfral to regional development and transformatfion. The
amendment proposes that regional policy planning at both national and regional level
should be the result of inter-ministerial and territorial dialogue with development regions
aligned with the duration of the Slovenian Regional Development Strategy and not the
programming period or multiannual financial framework of European Cohesion Policy.
Moves to strengthen dialogue between the government and coal regions also
underlies the rationale for the creation of the Transformation Committee as a working
body of the Regional Policy Committee in Czechia.

¢ In Sweden, the ongoing enquiry info the future of regional development and rural
policy, with recommendations anficipated by June 2026, highlights the need for
improved clarification of roles for actors involved with regional development and
better policy coordination.

¢ In Crodtia, as part of efforts to join the OECD, the need for a more integrated approach
to regional development as well as recommendations to clarify responsibilities across
tiers of government and development national and sub-natfional coordination
mechanisms have been raised.

An interesting example of policy experimentation in the balance of responsibilities between
national and sub-national governments can be found in France. Recent legislative change
has encouraged local authorities to make better use of experimental cooperation initiatives
and ‘territorial differentfiation’ in how specific policy tasks can be implemented by different
individual authorities. The most prominent example is the five-year agreement signed between
the département of Seine-Saint-Denis, one of the poorest departments in mainland France,
and the State. The agreement involved the renationalisation of the Active Solidarity Income
(RSA) which is a social benefit guaranteeing minimum income and encouraging workforce
infegration. The financial burden of paying RSA benefits was returned to the central State in
exchange for a commitment from the département council to double investment in social
and professional integration services for beneficiaries. The experimental model was designed
to give the département more financial flexibility to implement robust, localised integration
policies while the State covers the cost of the basic income benefit. Three years info the
experiment, the agreement has been considered successful in ferms of the value added of
localised implementation and targeting appropriate support for beneficiaries with a positive
knock on impact on employment. The experiment has been extended to two further
départements - Pyrénées-Orientales in 2022 and Arieége in 2023.
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- Y ey The classification of a ‘regional policy instrument’
is becoming increasingly challenging given the
wide range of influences and factors impacting
the development of regions and places and the
disparity patterns within and between countries.

There has been a broad shift away from the more

PP

@\

more on subsidies, state aids and hard capital investments, particularly in infrastructure,

fraditional approach of compensating lagging
\A regions for locational disadvantages, relying

towards a much greater mix with ‘soft’ capital support such as networking and consulting,
capacity building, knowledge fransfer activities and business support. This is in line with the
move tfowards a place-based approach designed to develop the under-utilised potential in
all regions, address long term structural weakness and ‘traps’ and foster endogenous growth.

Regional preconditions for prosperity and growth are impacted by a mulfitude of factors.
“Many ‘left behind’ areas have remained extensively disadvantaged because neither the
workings of the market or mainstream government departments have been able to transform
land uses, overcome dereliction, secure new infrastructure and retrain and re-skill their
residents” .84 The role of wider sectoral policies on the development conditions and prospects
of regions has long been recognised but arguably is growing in importance with the increasing
recognition of the impact of global megatrends on regional disparities. Wider national
framework conditions, as well as natfional policies pursuing goals of the transition to net zero
and climate adaptation, digitalisation and the supply of broadband infrastructure, defence
spending, technology and innovation support, housing, urban and rural development policies
impact atregional level. There is a growing move to encourage the territorialisation of ‘spatially
blind’ national policies to ensure that region specific impacts and needs are taken into
account. As highlighted by the High-Level Group on the Future of Cohesion Policy: “Cohesion
is far too important to be left to Cohesion Policy alone. It should operate in concert with other
EU and national policies, as these are mutually dependent and must work together to reach
their collective goals. Economic, social and territorial cohesion cannot be achieved without
other policies taking into account their uneven territorial impact”.85 Policy coordination at
nafional and regional level, and the breaking down of policy silos, has long been attempted
and often proves extremely challenging to achieve in practice.

84 Fiorentino S, Glasmeier A, Lobao L and Martin R (2024) ‘Left behind places’: What can be done about
them?e Cambridge Journal of Regions Economy and Science, Vol. 17(2)

85 European Commission (2024) Forging a Sustainable Future Together: Cohesion for a Competitive and
Inclusive Europe, Report of the High Level Group on the Future of Cohesion Policy, European Commission,
Brussels
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Similarly, the move towards place-based, or mission-oriented approaches seeks to develop
infegrated and holistic strategies which include a coordinated mix of policy instruments and
actions and align sectoral policies with local and regional development goals. This is
accompanied by many governance and leadership challenges as highlighted earlier. A
further important issue is that many existing funding sources are too rigid for a more place
based, collaborative and integrated approach: “Many existing funding sfructures are not
designed to support long-term, cross-sectoral, and experimental policy interventions, which
are crifical to MOA....[there is often] disconnection between strategic fransformative
aspirations and the practical tools designed to achieve them”.8

4.3.1 Policy in Practice

In comparison to strategic and governance related
developments, there have been relatively few concrete
changes to regional policy instruments over the past 12
months emerging from EoRPA research. There is ongoing
evidence, highlighted in previous EORPA overview

reports, of regional policy instruments being adapted to
better respond to the regional impact of drivers for
change including climate, digitalisation, demographic
change and defence. Specifically, over the past year,
developments in regional policy instruments overall show a targeting of most deprived or
disadvantaged areas through investment support for industry, insfitutional cooperation, and
social infrastructure as well as more traditional infrastructure and investment support.

e The 2025 Budget Law in ltaly infroduced a ‘new’ Decontribution in the South which will
come into effect from 2025-29. The Decontribution in the South was an important regional
policy measure infroduced in 2020 to support the maintenance of employment levels. The
‘New' Decontfribution supports businesses employing permanent staff in the South, primarily
through a social security contribution exemption. Under the Industrial Transition Plan 4.0
and 5.0 which aim to support investment in digitalisation and green tfransition in businesses,
the 2025 Budget Law allows a cumulation of support with other national and EU funded
incentives including the tax credit for the single Special Economic Zone. This flexible
layering of incentives is designed to help reduce territorial disparities and ensure all regions,
and particularly the South, have access to the industrial policy benefits of Transition 5.0.

¢ In Hungary, a new Competitive Districts Programme was established in 2025 to improve the
quality of life, retention and attraction of residents and rural communities and promote
balanced development of urban and rural areas. The Programme requires the
involvement of at least three local governments to be eligible for support fo encourage
inter-seftlement cooperation. Eligibility is limited to districts with GDP per capita below 120
percent of the EU average and the programme is financed by payments from local
governments with stronger taxation capacity (see section 4.2.1).

86 Molica et al (2025) op cit
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In Flanders, four new economic zones were created in 2024, extending the uptake of the
federal initiative to establish economic aid zones.

In Croatia, the Regional Development Support Programme was introduced in 2025 to
promote balanced territorial development and is targeted at the lowest development
quartile of regions. The Programme is designed fo strengthen infrastructure, attract
investment and foster socio-economic growth.

In the UK, the Shared Prosperity Fund is to be extended for a final transition year but with
increased focus on the most deprived communities. A new Plan for Neighbourhoods will
replace the Long-Term Plan for Towns and support 75 communities with a ten year plan
and an increased focus on social rather than physical infrastructure and areas of greatest
need.

In Romania, two new incentive schemes were infroduced in mid 2024 with the aim of
alleviating territorial imbalances, generating economic growth and creating/maintaining
employment in less developed and intermediate regions. The schemes support regional
development through investment stimuli and support the manufacturing industry through
investment support for new economic activity. The schemes are available nationwide but
with differentiated award rates for less developed regions and the requirement to
demonstrate ‘stimulus effect’ through at least 25 percent own financing.

In Slovenia, the demographic challenge is reflected by amendments made in September
2024 to the Programme of Development Incentives for Border Problem Regions 2022-25.
New measures emphasise the tourism sector, including the construction of public tourist
infrastructure and higher quality accommodation. The introduction of new public
infrastructure development measures targeted at municipalities and addressing a range
of programme objectives have the overarching goal of improving demographic trends
and revitalising border problem areas.
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5 CONCLUDING OVERVIEW

“The complexity of place-based policy is driven by the breadth of
issues that are addressed, regulatory requirements in relation to
policy implementation (procurement, state aid, environmental

legislation) and the range of different actors. The need to operate in
financially and institutionally weak lagging or distressed areas and
communities that have little capacity compounds the risks. 87

Regional policy makers face very considerable challenges in how to design and implement
effective policy to transition, grow and future-proof regions and places in an ever more
complex and unstable environment. There are a significant number of identified megatrends,
or major drivers of change, all of which have (often interlocking) territorial impacts and over
which regional policy makers often have very limited influence.

Megatrends: complex mix of ongoing and emerging spatial
»I impacts

Climate change, demographic transition and digitalisation are megatrends which have been

impacting regional disparities and conditions for growth for many years, but their evolving
impact continues to be very important. The changing risk profile of environmental threats and
sudden crises are drawing aftention to the need for shared, proactive frameworks supporting
long-term resiience next to ongoing policy imperatives to accelerate long-term
decarbonisation and create conditions for new green based growth. Demographic change
similarly requires both mitigation of risks and proactive mobilisation of opportunities. Concepts
such as ‘smart shrinking’ are emerging which focus on adapting sustainably o population loss
in a more productive way. The spatial implications of the digital divide are becoming
increasingly important with differing regional capacity to integrate digital fechnology into
industrial ecosystems and Al technologies reshaping employment and fechnological
structures, but also with potential for digitalisation to support net zero transition and address
labour shortages.

The policy response to geopolitical instability and growing security concerns has been one of
the most marked trends over the past 12-18 months. Territorial impacts are increasingly visible

and include both positive impacts, such as the provision of critical employment and innovation
from defence-related industries and military supply chains and negative impacts, such as the
socio-economic impact of border closures and spending pressures to increase protection on
critical infrastructure and strengthen civilian protection systems. Other drivers of change with
increasing spatial prominence include the availability of affordable housing both in high
growth metropolitan areas and as a factor in regional attractiveness needed to attract and

87 Berkowitz P, Storper M and Herbertson M (2025) Place-Based Policies of the European Union: Confrasts
and Similarities fo the US Experience, NBER Working Paper 33513, National Bureau of Economic Research,
Cambridge
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retain population and labour force in smaller towns and rural areas threatened with
debilitating depopulation.

—» Mapping inequalities: making the complexities of place-specific
I problems visible

The use of terms such as ‘development frap’, ‘left behind places’ and ‘places that don't

maftter’ have gained prominence to help capture the more complex realities facing regions
more fraditionally described as ‘underdeveloped’, ‘lagging’ or ‘disadvantaged’. These
concepts form a group of complementary lenses on spatial inequality which attempt to
diagnose the different combination of challenges that various types of region face, based on
a mix of indicators, and time horizons, and help design targeted, place-based responses.

A comparison between these currently prominent frameworks (in Table 1) has shown that these
lenses are related but distinct. Regional development traps (and the middle-income frap)
provide a growth/productivity diagnostic anchored in benchmarking; evolutionary/lock-in
approaches are forward-looking, identifying structural patterns that limit diversification and
resilience, which may lead to traps; left-behind places draws aftention on social, demographic
and service-access condifions and questions of territorial fairness; and places that don't
matter/the geography of discontent connect territorial conditions to political outcomes and
legitimacy. Because places face different combinations of drivers, like deindustrialisation and
centralisation, capability and innovation gaps, demographic change, accessibility and
service deficits, each lens brings different indicators (e.g. GDP/productivity/employment;
social and service metrics; relatedness/complexity) and reviews different fime horizons (5-year
windows, decade-long trajectories, or prospective risk analysis). Consequently, these lenses
direct policy towards a different combination of responses, although rooted in the common
argument against a centralised, one-size-fits-all approach.

In practice, evidence points to growing awareness, and in some cases formal recognition, of
these lenses (or domestic equivalents) across countries, but limited use as comprehensive
diagnostics for strategy or programme design. Future-oriented use of these lenses, to flag
shock vulnerability or anficipate structural traps, also remains rare.

How are regional policies responding? Developments over the
»I past year

In the context of such complexity, what does the EORPA research over the past 12 months
point fo in ferms of the practical regional policy response across European countries? How are
regional policy makers attempting to target the areas, both spatial and thematic, where a
policy impact can be made?
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—» Strategic direction: megatrends, missions, territorialisation and

I foresight

Policy response to the spatial impact of megatrends continues to be widespread. The impact

of security concerns on regional policy design and delivery has been the most prominent area
of change in the past year. Strengthening the security, resilience and efficiency of the state is
a centfral component of the new Polish medium-term strategy for development until 2035, and
will also inform the ongoing review of regional and rural policy in Sweden. In Finland, regional
development discussions have focused on regional and mental resilience in crisis situations to
determine what can be supported through regional development and the preparation for
legislative reform emphasises the need to consider new themes, including security, in addition
to current objectives. Military and defence consideratfions can also be seen in changes to
policy measures, targeting and finance in Estonia, Czechia, ltaly and Norway.

The extensive intfegration of climate and environmental related components to regional policy
across all European countries can be seen in the mainstreaming of sustainability, climate
targets, adaptation strategies, thematic concentration, energy efficiency and fransition
measures, business incentives to name a few. The impact of demographic challenges has
motivated legislative and policy instrument change in Greece, Slovenia and Crodatia in the
past year and in Portugal the long-standing support of low density (interior) territories has been
further reinforced with the earmarking of 40 percent of all European investment funds and
other forms of positive differentiation for these areas. In Spain, the National Strategy to Combat
the Demographic Challenge represents a cross-sectoral strategy, supported by a multi-level
governance model, aimed at combating the negative impact of demographic frends and
contains measures based around ten pillars of territorial action. Affordable housing is a related
driver for change with impact both on congested urban areas and demographically
endangered rural areas and can be seen reflected in recent policy changes in a number of
counftries including UK, Sweden, Czechia and Estonia.

‘Place-based’ or ‘place-sensitive’ policy approaches continue to characterise strategic
developments in regional policy. The updated National Concept for Regional and Spatial
Development 2026-40 in Bulgaria is shaped by a more integrated territorial investment
approach while the revision of the regional policy framework in Hungary reinforces the
territorial logic in policy planning and implementation and includes measures to unlock the
potential of functional areas. In Poland, the new National Development Concept presented
to the Council of Ministers in June 2025 identifies key global and national trends which shape
future economic, social, environmental and spatial development as a framework for wider
strategic planning and also strengthens the territorialisation of development policy. New
legislation in Belgium is strongly focused on innovation and industrial growth, using data and
technology to address regional and local societal challenges and retool economic
infrastructure.

A 'mission-oriented approach’ is also evident in some counftries within the sphere of regional
policy. Originating in innovation studies, this approach addresses broader societal challenges
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through strategic and coordinated efforts, encouraging clear government directionality,
horizontal policy coordination, broad stakeholder engagement and measurable targets.
Austria’s recent Regional Innovation and Transformation project offers an example of how this
approach is being applied from a regional policy perspective. The final workshop of the
project emphasised the importance of experimentation, the role of intermediary actors and
broad mobilisation of stakeholders, the definition of clear missions and learning-oriented
management approaches. A territorial grounding of the mission-oriented approach ensures
that missions are designed in ways that engage with local contexts and actors, in a similar way
to a place-based policy. The Rural Growth Agreements in Norway represent one example of
this. The Agreements serve as formal frameworks for collaboration across government levels
and sectors and enable municipalities to articulate locally grounded challenges and co-
develop tailored responses in the confext of megatrends such as demographic and climate
change. They have fostered more integrated and adaptive governance structures and new
ways to work together on major issues impacting future development.

The importance of foresight and a future-oriented approach to policy has gained prominence.
Megatrends, rapid technological change, geopolitical uncertainty and global crises all make
the future more uncertain and make historical frends and models less effective as guides for
policy action. In many structurally weak or ‘trapped’ areas, there can be a sense of
‘futurelessness’ or belief that things cannot change or populations have been forgotten. This
requires tools and approaches to help regional policymakers to think ahead and envision
futures differently as well as identify ways of identifying what more future-oriented and
anticipatory policy measures might be. In Germany, the former Federal Ministry of ECconomic
Affairs and Climate Action has commissioned a study to look at the indicator system for the
designation of post-2028 assisted areas. The study has the objective of identifying a set of
indicators with strong explanatory power to define structural weakness to support a more
proactive, anticipatory approach for targeting support. In Finland, a Government appointed
Working Group was tasked to form a view of how certain key development trends are
expected fo impact regions in the near future in order to see how they should be taken into
account in targeting regional development funding. Similarly to Germany, the Group will
propose criteria and indicators which can help determine regional differences, problems and
future development potentials.

—» Governance: decentralisation, informal institutions and policy

| coordination

The governance implications of the strategic frends in regional policy highlighted above are

very significant with formidable practical implications for authorities at all levels and for
effective place leadership for territorialised, place-sensitive strategies. Siloed departments,
rigid budgeting, short political cycles, the identification and involvement of different
stakeholders and multi-level coordination all impact the design and operation of effective
institutional structures. Capacity building is critical, particularly in more structurally
disadvantaged areas where the need may be greatest.
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The importance of this area is reflected in the fact that the majority of policy developments of
the past 12 months across Europe are related to governance and insfitutions in some way.
Decentralisation trends continue to be evident in a number of countries. In the UK, the English
Devolution White Paper represents a fransition to a legislated model of devolution or
‘devolution by default’ across England. This includes proposals for integrated, multi-year
budget settlements and Local Growth Plans tailored to the economic strengths and needs of
local areas. The fiscal component of decenftralisation has been reinforced in a number of
countries. In Poland, a new Law on the revenues of local government units aims to increase
the financial stability of individual types of local government unit. Similarly in Spain, the
government has committed to revise the regional financing system taking the characteristics
of each autonomous community info account. In Estonia, changes anticipated in 2026 will
strengthen the financial autonomy of municipalities to move away from the current centralised
system. In Hungary, fiscally stronger local governments who pay a solidarity contribution into
the national fiscal equalisation scheme are required in 2025 to pay an additional pre-defined
amount of local business tax revenue info a newly created Territorial Development Fund. An
example of policy experimentation in the balance of responsibilities between national and
sub-national governments can be found in France. In a five-year agreement between the
Seine-Saint-Denis département and the State government, a key social benefit has been
renationalised so that the State carries the financial burden but the département increases
investment in social and professional integration services for beneficiaries, increasing flexibility
for localised implementation targeting need.

The debate around differenfiated autonomy for regions in ltaly has proved contentious.
Structurally weaker regions in southern Italy are concerned that changes to regional autonomy
made under a new Law could actually increase regional disparities. This is related in part to
the greater fiscal strength of the northern regions, allowing them to more effectively exploit
additional regional powers, and concern that wealthier regions regaining more tax revenue
could negatively impact financial fransfers to underdevelopment areas. Similarly in Romania,
although the 2025-27 government programme includes decentralisation as a strategic
objective, the debate has been fractious and there is a lack of wilingness among central
government Ministries to tfransfer competencies to sub-national authorities.

The need for institutional and policy coordination has long been an issue within regional
development policy, further heightened within a holistic place-based or mission-oriented
approach. Correspondingly, a number of developments have emerged in this area over the
last year. A new Ministry of Regions is proposed in the 2024-28 government programme in
Lithuania, faking on some policy functions from other Ministries to have full oversight of regional
policy. The need for the Ministry has arisen mainly from a lack of vertical cooperation between
central and regional government. The need to ensure more effective territorial dialogue
between national and regional levels to enhance coordination is at the heart of the Draft Act
amending the Act on Promotion of Balanced Regional Development in Slovenia and a
Transformation Committee has been created in Czechia o strengthen dialogue between the
government and coal regions in transition. In both Finland and Sweden, improved policy
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coordination, clarification of roles and multi-level collaboration are being emphasised within
current legislative and strategic reform processes. As also emphasised in the Netherlands, the
use of enhanced collaboration to increase the effectiveness of regional policy is all the more
important in the context of restricted budgets.

Finally, capacity building measures to support the effective operation of regional institutions is
evident in a number of countries. Examples include the support being offered by the national
development agency in Sweden fo County Administrative Boards to take planning processes
info account when developing regional development strategies and the work of the newly
established National Development Centre in Hungary to improve administrative capacity
throughout the regional policy implementation system in the retention, training and pooling of
expertise.

e Policy tools: continued targeting of the most disadvantaged areas
»I and competitiveness incentives

The increasing focus on integrated and holistic regional development strategies tailored to
particular areas has emphasised a more coordinated mix of policy instruments and an
alignment of sectoral policies with regional and local development goals. This can prove
challenging where funding structures are rigid and/or short-term. The concrete changes to
regional policy instruments over the past year in fact point more to targeting of the most
deprived and disadvantaged areas, institutional cooperation and measures to enhance
competitiveness.

The 2025 Budget Law in ltaly infroduced a ‘new’ Decontribution in the South which will come
intfo effect in 2025-29 and builds on an existing Deconfribution to support the maintenance of
employment levels in the South. The Law also allows cumulation of support with other national
and EU funded measures to allow flexible layering of incentives. The new Competitive Districts
Programme established in 2025 in Hungary also supports the retention of residents in rural
communities and associated quality of life. The Programme requires the involvement of at least
three local governments in any project to support inter-settlement cooperation. The Regional
Development Support Programme created in Croatia in 2025 targets investment support and
infrastructure in the lowest development quartile of regions and similarly in the UK, the Shared
Prosperity Fund has been extended for a final year but with increased focus on the most
deprived communities. In terms of competitiveness, in Flanders four new economic zones were
created in 2024 while in Romania, two new incentives schemes were infroduced to generate
economic growth and competitive manufacturing industry in the less developed regions.
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