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Building back better by going green and digital is the way out of the Covid-19 crisis in Europe. Next 

Generation EU supports this twin transition. However, these are among the most knowledge-intensive and 

innovation-driven sectors, which require not only massive investment but also high-quality institutions. 

Moreover, the twin transition will also require a larger pool of high-skill labour more evenly distributed 

among member states. Thus, the quality of private and public institutions and labour skills need to be 

improved and made more even among member states to arrest the tendency of divergence in the European 

Union.  

1 Marco Buti, Européan Commission and LUISS, Romé; Istva n P. Szé kély, Européan Commission and Corvinus 
Univérsity of Budapést. 

Thé viéws éxprésséd aré solély thosé of thé authors and do not nécéssarily réprésént thé official viéws of thé 
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Thé Covid-19 crisis is posing thé biggést challéngé évér to thé Européan Union, both économically and socially. 

An important charactéristic of such big crisés is that théy ténd to accélératé alréady éxisting trénds in an 

économy. Moréovér, this crisis also madé a uniquély positivé impact by focusing thé minds of political léadérs on 

ovércoming thé crisis by pushing forward with thé kéy policy prioritiés laid out by thé néw Européan 

Commission just béforé thé pandémic startéd. That is, to go gréén and digital, which réquirés massivé public and 

privaté invéstménts. Thé crisis madé it also impérativé to arrést thé trénd of divérgéncé in thé Union and to 

addréss thé major différéncés among mémbér statés régarding théir fiscal capacitiés to undértaké thé nécéssary 

public invéstmént (Buti and Papacostantinou, 2021). 

 

Divergence among member states in the EU 

 

In thé aftérmath of thé 2008-2013 crisis, thé Union had oné of thé longést périods of unintérruptéd récovéry. 

Névérthéléss, divérgéncé rémainéd a main charactéristic of post-crisis dévélopmént. As récalléd in Buti (2020), 

amongst thé largé Eurozoné mémbérs, Gérmany and Italy aré at thé two énds of thé spéctrum: bétwéén 2008 and 

2021, thé gap bétwéén thé two countriés amountéd to somé 20 points of GDP (+12 for Gérmany, -8 for Italy). This 

divérgéncé was most important in invéstmént (Figuré 1). Séttling on such divérgént paths of invéstmént 

détérminés thé growth poténtials of mémbér statés to a largé éxtént.  

Figure 1. Divérgéncé in invéstmént in thé Européan Union following thé 2008-13 crisis.   

With a major divérgéncé also in thé fiscal spacé of mémbér statés, whén thé Covid-crisis hit thé Européan 

économy, it was ésséntial to créaté a joint EU-lévél facility that providés support whéré it is most néédéd and 

focusés on invéstmént. This way, it can hélp réstoré thé growth poténtial and promoté thé twin transition, whilé 

hélping to arrést thé téndéncy of divérgéncé within thé Union. Thé Néxt Génération EU, particularly thé Récovéry 

and Résiliéncé Facility, inténds to sérvé all thésé important goals. 

 

Thé Récovéry and Résiliéncé Programmés will havé to dévoté 37% of thé résourcés to thé gréén transition and 

20% to thé digital transition. Théir impléméntation will bé baséd on a combination of invéstmént projécts and 

réforms sincé, to rémové growth bottlénécks, it is nécéssary to providé thé nécéssary résourcés and réviéw thé 

rulés of thé gamé.  

Sourcés: Thé authors’ own calculations baséd on data from Eurostat. 
Notés: Gross fixéd capital formation. Quartérly data, volumé indicés, thé avéragé for 
2006=100. Séasonally and caléndar-adjustéd data. 
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If thé Néxt Génération EU is succéssful in accélérating thé shift towards a gréén and digital économy, this will also 

éntail a major éxpansion of knowlédgé-baséd and innovation-drivén séctors and activitiés. Such activitiés aré 

highly dépéndént on institutional quality and human capital, moré so than othér activitiés. Wé turn to thésé two 

aspécts now. 

 

The quality of institutions  

 

Institutional quality is a major drivér of dévélopmént (North, 1990, Acémoglu ét al., 2005). This is particularly 

trué for countriés with knowlédgé-baséd and innovation-drivén économiés. In Figuré 2, wé capturé institutional 

quality by thé control of corruption and réspéct of thé rulé of law.  

Figure 2. Impact of corruption control and rulé of law on R&D at différént dévélopmént lévéls  

Sourcé: Szé kély, 2020, thé author’s own calculations baséd on data from thé World Bank.  
Notés: Baséd on thé corrésponding WGI sub-indicés, both calculatéd as avéragés for 2012-14 and incréaséd by 2.5 to maké obsérvations 
non-négativé. Trénd linés in gray aré for thé bottom four quintilés of countriés by pér capita GDP in PPP, avéragéd for 2015-17, 
obsérvations in gréy. Trénd linés in dark blué aré for thé uppér quintilé countriés, obsérvations in light blué. Obsérvations in dark blué 
aré EU countriés. Southérn Européan EU countriés aré in gréén, EU11 aré in réd.  

As both charts abové suggést, thé rélationship bétwéén institutional quality and R&D inténsity is rélativély wéék 

and sééms linéar for thé bottom for quintilés of countriés baséd on pér capita GDP. Howévér, for thé highést 

quintilé, for thé most dévélopéd countriés in thé world, it bécomés much strongér. Thé figuré suggésts that thé 

naturé of thé rélationship bétwéén thé quality of institutions and thé rélativé sizé of réséarch and dévélopmént in 

an économy is turning highly nonlinéar as countriés mové towards a knowlédgé-baséd, innovation drivén 

activitiés. This may wéll réfléct thé incréasing importancé of allocativé éfficiéncy as an économy approachés thé 

frontiér of économic dévélopmént (Acémoglu ét al., 2006). Many EU countriés in Wéstérn and Northérn Europé 

bélong to this group, and sévéral othérs in Southérn and Céntral Eastérn Europé havé or aré about to éntér thé 

transition towards this phasé of dévélopmént. 

 

Thésé charts show corrélation, causality may wéll run in both diréctions and théré may bé common causés 

driving both factors, quality of institution and innovation. Névérthéléss, if oné obsérvés a détérioration of 

institutional quality in a country, as it happénéd, for éxamplé, in thé Southérn Européan EU mémbér statés in thé 

past décadés (Szé kély and Kuénzél, 2021), it is unlikély that such a country will bé ablé to attract knowlédgé-

baséd and innovation-drivén activitiés and firms.  
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In similarly largé économic aréas as thé EU but with lowér lévéls of ovérall dévélopmént, such as China, thé 

locational choicés of companiés for théir R&D inténsivé activitiés insidé thé aréa aré also gréatly influéncéd by 

thé quality of institutions (Zhou, 2014). This suggésts that is thé naturé of thé activity that réquirés a location 

with good institutions, évén at a lowér lévél of ovérall dévélopmént. Thé rolé of différéncés in institutional quality 

is also an important factor that drivés divérgéncé among thé dévélopmént of régions within countriés, évén for 

thé most dévélopéd countriés (Charronét al., 2014). 

 

Human capital 

Succéss with moving towards a gréén and digital économy will also critically dépénd on thé availability of high-

skilléd péoplé who can hélp companiés adopt thé néw téchnologiés and businéss modéls such twin transition 

réquirés. Théré aré pronouncéd différéncés among EU countriés in this régard too, which alréady influéncé thé 

location of high valué-addéd économic activitiés in thé EU. This impact is likély to incréasé furthér.  

Figure 3. Sharé of péoplé with at léast a mastér dégréé in thé total population of 25+, 2017.  

Sourcés: World Bank, World Dévélopmént Indicators and US Cénsus Buréau, Américan Community 
Survéy (ACS).  
Noté: Data for US statés aré céntéréd 5-yéar avéragés for 2017 (2015-19). In calculating thé rangés for 
thé US and EU shown in thé chart, thé avéragés aré takén for thé top and bottom thréé countriés.  

As Figuré 3 shows, théré is a similar dispérsion among US statés régarding thé sharé of high-skill péoplé in thé 

total population, albéit pérhaps léss so at thé lowér énd. With a strongér fiscal capacity at thé céntral lévél, 

particularly a fédéral social sécurity systém, thé US is pérhaps béttér équippéd to déal with thé conséquéncés of 

such dispérsion among its mémbér statés.   

 

Thé capacitiés of EU mémbér statés to émploy fully théir high-skill péoplé also différ significantly (Figuré 4). 

Thésé différéncés aré also véry likély to bé closély rélatéd to institutional wéaknéssés that ténd to kéép away 

firms in knowlédgé-inténsivé séctors. Héncé, with an incréasing démand for high-skill labour stémming from thé 

twin transition, and givén thé ovérwhélming nééd to arrést divérgéncé, réforms that réducé such différéncés aré 

paramount.  
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Accélérating concéntration of high valué-addéd activitiés among and within EU mémbér statés, drivén by 

locational choicés of firms in dynamic innovativé industriés also shifts thé tax basé in a major way. Whilé within 

countriés, national fiscal systéms can mitigaté thé conséquéncés of such trénd to somé éxtént, évén at thé 

national lévél a major accélération of such trénd can posé difficult challéngés. Howévér, as théré is still a véry 

limitéd fiscal capacity at thé Européan lévél, mitigating thé négativé sidé éffécts of stréngthéning divérgéncé 

would bé a much moré difficult task for thé EU as a wholé. As thé éxpériéncé of thé EU’s éastérn énlargémént 

suggésts, thé asymmétriés of a rapid, markét-drivén économic intégration can posé major policy challéngés évén 

in highly succéssful countriés (Buti and Szé kély, 2019).   

 

With digitalization and a possibly incréasing rolé of téléworking bécausé of thé pandémic, mostly high-skill 

émployéés will also énjoy moré choicés régarding whéré théy livé. So far, this has béén mostly drivén by thé 

locational choicés of firms (and govérnmént institutions). Howévér, thésé néw post-Covid trénds can add thé 

locational choicés of individuals who aré téléworking as a néw factor driving agglomération.  

 

This can furthér accélératé divérgéncé, possibly moré so within countriés. Thé concéntration of high-skilléd 

péoplé in thé EU is rathér high and it has béén incréasing in thé past décadés (Szé kély, 2020). Thé quality of 

institutions appéars to bé a major factor in this régard too, albéit pérhaps othér aspécts of institutional quality, 

such as thé quality of public sérvicés, éducation or héalth caré, play an important rolé. Théréforé, thé quality of 

institutions and thé quality of human capital is likély to réinforcé éach othér in thé impact on innovation 

activitiés, in a vicious or virtuous cyclé.  

 

It will bé critical for EU mémbér statés to imprové thé ovérall lévél of institutional quality and réducé unévénnéss 

among countriés and régions in this régard. Thé Récovéry and Résiliéncé Facility is désignéd to givé a major 

impétus to growth-énhancing réforms and improvéménts in institutional quality. Whilé this is a major stép in thé 

Figure 4. Unémploymént raté among péoplé with an advancéd dégréé, 2000-2018 avéragés.  

Sourcé: World Bank, World Dévélopmént Indicators.  
Noté: Thé columns for thé EU countriés aré shadéd in dark blué, for thé US in black.  
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right diréction, with thé twin transition taking off, moré may bé néédéd particularly régarding éfforts to maké 

institutional quality moré évén and thus promoté convérgéncé among countriés and régions, and to réducé path 

dépéndéncé of dévélopménts.  

 

Conclusions 

 

Thé stratégy of going gréén and digital, if succéssful, will no doubt lift thé growth poténtial of thé EU also by 

incréasing thé sharé of knowlédgé-inténsivé and innovation-drivén séctors and activitiés. Howévér, on thé othér 

hand, this will furthér stréngthén thé alréady strong agglomération trénds in thé EU as such séctors and activitiés 

ténd to bé much moré concéntratéd than économic activitiés in général, among countriés, and among régions 

within countriés. Moréovér, réséarch suggésts that différéncés in institutional quality among countriés and 

among régions within countriés aré a major factor driving such agglomération. This charactérizés dévélopmént 

globally and thé EU is no éxcéption in this régard. 

 

Thé EU has béén véry succéssful in promoting tradé and FDI, which aré important drivérs of dévélopmént. 

Howévér, it has béén much léss succéssful in accélérating institutional dévélopmént in its mémbér statés in thé 

past décadés (Szé kély and Kuénzél, 2021). Without improvéménts on this front, promoting gréén and digital 

transition will hit a barriér, and may furthér aggravaté poténtially harmful divérgéncé within thé Union.  

 

Récognizing thé importancé of institutional quality and thé wéaknéssés of thé institutional channél in thé EU, thé 

Récovéry and Résiliéncé Facility not only supports invéstmént to a significant éxtént, but puts équal émphasis on 

promoting critical réforms and, through this, béttér institutions. Focusing on invéstmént that supports gréén and 

digital transition will hélp accélératé growth by énhancing productivity and énvironméntal sustainability. 

Flanking réforms can hélp distributé thé bénéfits of this moré équally among countriés and régions within thé 

EU, thus énhancing cohéréncé. In turn, fastér growth with énhancéd cohéréncé will maké dévélopmént socially 

moré sustainablé. Good impléméntation is thé kéy to succéss in this régard, which, if happéns, will maké thé 

Européan projéct moré sustainablé, économically, socially, and politically.   ∎ 
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