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The European Union uses large-scale fiscal transfers through its Cohesion Policy Programmes to 
foster economic and social cohesion. Cohesion Policy is one of the key pillars of the European Union. 
The transfers are used to boost investment in infrastructure, R&D and human capital. In the 
programme period 2000 to 2006, more than € 250 billion was spent on regional policy structural 
instruments for the 15 old Member States, pre-accession aid and structural interventions for the new 
member states (NMS), approximately 37 percent of the EU budget.  

This paper provides a model-based assessment of the impact of structural funds and cohesion funds for 
the programming period 2000-2006 for all member states that receive large allocations of these funds. 
The model used in this evaluation is an endogenous growth extension of the QUEST III model, the 
dynamic stochastic general equilibrium (DSGE) model developed and used by the DG ECFIN of the 
European Commission.  

The model belongs to the class of micro-founded dynamic general equilibrium (DGE) models that are 
now widely used in economic policy institutions. These models have emerged in recent years as the 
latest step in the development of macroeconomic modelling and reflect the approach adopted now in 
most modern research in macro economics.  The focus in these models is on the economy as a whole, 
as an integrated system of economic agents that base their economic decisions over a range of 
variables by continuously re-optimising, subject to budgetary, technological and institutional 
constraints. These models are forward looking and intertemporal, i.e. current decisions are affected by 
expectations about the future.   

We use an endogenous growth extension of the model here that incorporates elements from the new 
endogenous growth theories. Traditional economic theories assumed economic growth was driven by 
exogenous technical progress, not affected by policies, and population growth. Endogenous growth 
theories emphasise how investment in research and development and in human capital can lead to 
innovations and new technologies, and make technical progress an endogenous variable. Our model 
applies the Jones (1995) semi-endogenous growth framework to explicitly model the underlying 
development of R&D. The endogenous modelling of R&D allows us to analyse the impact of R&D 
promoting policies on growth. Furthermore, the endogeneity of human capital accumulation in the 
model can capture the effects of policies promoting vocational education and training. 

The version of QUEST III used here is a global model which includes each of the EU27 member states 
and one block representing the rest of the world. The explicit modelling of cross-country linkages 
through bilateral trade relationships allows us to capture spillovers and interactions between EU 
member states, both beneficiaries and donor countries, of cohesion expenditure.  

Support to R&D is modelled as reductions in fixed costs and reductions in intangible capital costs for 
the intermediate sector, the users of the output of the R&D sector. The model employs the Dixit-
Stiglitz product-variety framework. Reducing fixed costs and intangible capital costs promotes entry 
of new firms and new products in the market. By supporting innovation, high skilled workers are 
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reallocated in the model from the production sector to the R&D sector. Initially, this reallocation 
reduces final goods production and has a negative impact on growth, but over time the positive output 
effects dominate as productivity increases, and this also stimulates physical investment. While it takes 
time for these effects to become apparant, the output gains are significant and, importantly, continue to 
increase long after spending is discontinued (reflecting the endogenous growth nature of the modelling 
approach). Expenditure on human resources includes is partly modelled as non-productive 
government spending and direct transfers to households, but the productivity enhancing effects are 
captured through their effects on skills. These effects take time to build up, when one takes into 
account cohort effects, and the gains are only becoming apparent in the medium term, but they are 
equally significant and highly persistent. The efficiency effects depreciate only slowly, according to 
the exit rate of working age population in the long run. Infrastructure spending is assumed in the 
model to have a positive productivity effect and accounts for a large share of the total output 
enhancing effects in the model simulations. In the medium term government investment raises 
productivity and the output enhancing effects of infrastructure investment become stronger in the 
following years. Spending in the category Technical assistance, agriculture, industry and services is 
partly modelled as reductions in fixed costs (lowering start-up costs and increasing entry of new 
firms). Part of this is modelled as lowering capital costs for tangible capital (increasing investment and 
capital accumulation). Yet another part of this spending is modelled as unproductive government 
spending, like e.g technical assistance, monitoring and evaluation costs.  

The analysis shows there are potentially significant long run benefits from EU Cohesion Policy 
spending in the less developed regions of the EU. These positive benefits become stronger in the 
medium and long run and are able to deliver a significant improvement in incomes in the regions 
supported. These interventions are likely to bear fruit only in the medium term and significant effects 
from these policies should only be expected some years after implementation. In the short run, the 
additional spending could give rise to crowding out of productive private investment due to 
intertemporal consumption-investment decisions. Also, R&D promoting policies could drive up wages 
of researchers and crowd out high skilled employment in other sectors. In addition, there is little 
benefit one can expect in the short run from training and other human capital investments. But in the 
medium term the productivity enhancing effects of infrastructure investment, R&D promoting 
policies, and human capital investments become gradually stronger and even when the programme is 
terminated and spending discontinued there are permanent positive output gains.  

Across all recipients countries, Spain and Greece appear to gain most in the medium term, relative to 
their share of spending. Other EU15 member states which do not receive Cohesion support face 
negative output effects due to the distortionary effects from higher taxes that are required to pay for 
EU cohesion policy.  

It should also be stressed that the results reported here are based on a macroeconomic analysis and the 
long run output gains reflect the assumed productive impact of investment in infrastructure, human 
capital and R&D in the model. Hence, this aggregate macroeconomic modelling approach gives an 
estimate of the potential effect of Cohesion spending as the results depend crucially on the underlying 
assumption that the money is spent efficiently. This modelling approach should be complemented with 
an analysis based on micro data from individual projects as only such a project-based analysis could 
shed light on the question whether these positive impacts shown here are achievable. 


