PolicyBrief

February 2026

Fund or Fumble -
How to Make the European
Competitiveness Fund Work

Lucas Resende Carvalho and Anna Heckhausen

The proposed European Competitiveness Fund (ECF) represents a material shift in both the design and
governance of EU industrial policy. By consolidating fragmented instruments, concentrating resources
within strategic policy windows, reinforcing annual work programmes and bringing grants and financial
instruments together under a single framework, the ECF could become the anchor of a more coherent
industrial policy at European level. Yet crucial elements of the ECF proposal remain politically contested.
Fault lines are emerging over the fund’s overall scale, the balance between merit-based allocation and
geographical distribution, the depth of strategic prioritisation and the scope of European preference
provisions. At the same time, critical governance interfaces - notably between Horizon and the ECF, and
between grants and financial instruments - require clearer definition. The ECF must also strike a credible
balance between flexibility and effective oversight. Against the backdrop of intensifying negotiations,
this paper assesses the European Commission’s proposal and advances recommendations to ensure that
the ECF evolves into a genuinely transformative instrument of industrial policy rather than a rebranded
consolidation of existing funding streams.
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1. Introduction

The European Competitiveness Fund (ECF), proposed
by the European Commission in July 2025, has en-
tered a decisive phase of negotiation. In December,
the Danish Presidency tabled an initial negotiation box
alongside a draft Council position, placing the file at
the centre of discussions on the 2028-2034 Multian-
nual Financial Framework (MFF). The coming months
will determine whether the EU establishes a credible
vehicle to finance industrial policy and innovation, or
simply rebrands and repackages existing programmes.

At present, EU support for innovation, industrial capa-
bilities and strategic investment is dispersed across a
dense landscape of instruments, each operating under
distinct rules, governance arrangements and report-
ing requirements. As Mario Draghi has argued, such
fragmentation dilutes strategic direction and hampers
the Union’s ability to reallocate resources swiftly in
response to technological disruption or geopolitical
shifts. The ECF is designed to address these structural
weaknesses by consolidating programmes within a
single framework, concentrating funding in a limited
set of policy windows and enabling more responsive
programming across the seven-year budget cycle.

Yet the features that give the ECF its transformative
potential are also the source of political contention.

In parallel, several design elements require further
clarification - in particular the interface with Horizon
Europe, the governance of built-in flexibility and the
operational relationship between grants, procurement
and financial instruments.

Seven principles could guide Member States and
the European Parliament as negotiations on the ECF
intensify:

m  Protect scale: Resist cuts to the ECF. Should re-
ductions prove unavoidable, ensure they are pro-
portionate to adjustments elsewhere in the MFF.

m  Hold the merit line: Keep allocation under the
ECF fully merit-based. Pursue cohesion objectives
through the first MFF heading rather than import-
ing a distributive logic into the ECF.

m Maintain strategic focus: Preserve a targeted
approach that concentrates support on a limited

number of strategically selected technologies with
high innovation potential. Attach clear transforma-
tion and decarbonisation conditionalities to sup-
port for hard-to-abate industries.

m  Anchor value in Europe: Equip the ECF with flex-
ible European preference instruments to reduce
critical dependencies where they matter most..

m Clarify the links between Horizon Europe and the
ECF: Retain curiosity-driven research within Hori-
zon and industrial development support within
the ECF to avoid blurred mandates. Connect both
through clearly defined transition points.

m Reconcile flexibility with control: Promote flexi-
bility through more responsive annual work pro-
grammes, while strengthening Member State and
independent expert input, transparency and dem-
ocratic scrutiny.

m  Use the right tool for the job: Deploy the appro-
priate support instrument at each stage of the
investment cycle and avoid privileging financial
instruments by default. Operationalise the ‘single
toolbox’ so that projects can move coherently be-
tween the ECF's grant-based and financial compo-
nents.

2. The ECF at a glance:
what it does and what
It changes

With the ECF, the Commission proposes a far-reach-
ing restructuring of how the EU finances industrial
policy and innovation. Together with the successor

to Horizon Europe, the ECF sits at the core of one of
only three principal pillars of the next MFF: Pillar 2,
dedicated to competitiveness. In EU policy discourse,
competitiveness has evolved into an umbrella term en-
compassing a cluster of interlinked objectives: raising
productivity, strengthening economic resilience and
strategic autonomy in the face of external shocks, and
accelerating both the digital and green transitions.

The ECF is the Commission’s direct response to the
structural and financial weaknesses weighing on the
EU’s competitiveness, as identified in Mario Draghi’s
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report. The central diagnosis is that funding for indus-
try and innovation remains fragmented across multiple
programmes and guided by an incoherent mix of par-
tially overlapping objectives. In practice, this fragmen-
tation gives rise to three persistent shortcomings that
the ECF seeks to remedy:

m  First, fragmented funding dilutes strategic direc-
tion: resources are dispersed rather than concen-
trated on clearly defined industrial and technologi-
cal priorities.

m Second, programme-specific rules and procedures
create complexity: each instrument operates
under its own governance and reporting require-
ments. For beneficiaries, particularly SMEs and
smaller firms, the system is difficult to navigate.
Administrative burdens raise entry barriers and
impede the scaling of promising projects.

m  Third, the existing architecture lacks flexibility:
funding priorities are largely pre-determined and
adjustments require time-consuming procedural
steps. This constrains the EU’s ability to respond
swiftly to emerging technologies or shifting geo-
political conditions.

The ECF would consolidate funding within a single
framework and organise expenditure across four
policy windows and one cross-cutting window. The
intention is to simplify access while enabling more
purposeful strategic allocation. At the same time,
the proposal concentrates operational responsibility
within a limited number of Directorates-General and
moves decision-making closer to the Commission
through more flexible programming instruments. In
doing so, the Commission aims to strengthen its ca-
pacity to react to shifting challenges and adjust fund-
ing over time.

2.1. What is new: three structural reforms that matter

TABLE 1

MFF 2021-2027 model
(separate programmes)

Reform lever

MFF 2028-2034
(a single fund)

Consolidation

Multiple programmes with distinct legal
bases, eligibility criteria, committees and
timelines. Applicants navigate different
rulebooks and reporting systems depending
on the programme.

14 programmes integrated within a

single framework. One common set of
participation and reporting rules and a more
coherent programming cycle, designed to
reduce administrative burden and facilitate
scale effects.

Thematic focus

Obijectives dispersed across multiple
instruments. Budgets divided into numerous
small envelopes, often duplicating efforts
and limiting scale in priority sectors.

Funding structured around four policy
windows with indicative envelopes. The
window architecture aims to concentrate
EU spending on a defined set of strategic
sectors rather than diffusing support across
too many objectives.

Governance and steering

Separate governance and committee
structures for each programme.

Legislation pre-defines spending priorities at
the beginning of the MFF cycle, with limited
scope for substantive reallocation via annual
work programmes.

InvestEU financial instruments operate
alongside grant programmes with limited
operational integration and distinct decision
channels.

Greater reliance on the annual budgetary
cycle and work programmes, supported
by a streamlined committee structure

to increase flexibility within the MFF
period. InvestEU integrated as a horizontal
delivery instrument of the ECF, guided by
investment guidelines and more closely
aligned with grants and procurement.

Source: Own representation.
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2.2. The proposal consolidates the following programmes under the ECF

TABLE 2

Programme / Instrument

Budget MFF 2021-2027 (€bn, current prices)

InvestEU 26.2

EU Space Programme 14.9

European Defence Fund (EDF) 7.3

Digital Europe Programme (DEP) 8.1

LIFE 5.5

EU4Health 4.4

IRIS? 2.4 (2023-2027)
Connecting Europe Facility - Digital 2.1

European Defence Industry Programme (EDIP) 1.5 (2025-2027)
Single Market Programme - SME strand 1.0

ASAP 0.5 (2023-2025)
EDIRPA 0.3

Horizon Europe

Horizon Europe remains a separate programme and regulation.
The Commission proposes structured coordination with the ECF,

particularly for collaborative and applied research activities.

93.5 (incl. 5.4 under NGEU)

Source: Own representation.

2.3. How the ECF is structured - and why
the headline numbers are confusing

The Commission proposes €409 billion in current pric-
es for research and competitiveness over 2028-2034,
compared with roughly €168 billion allocated to corre-
sponding programmes in 2021-2027. At first glance,
this suggests a dramatic expansion. In reality, the fig-
ure aggregates three distinct layers:

m the ECF core, fully governed by the ECF regulation
(€234.3bn)

m a Horizon competitiveness component, legally
separate but operationally aligned with the ECF
and its priorities (around €68bn),

m the remaining Horizon Europe envelope, which
remains outside the ECF’s governance framework
(around €107bn).

BertelsmannStiftung

In its public communication, the Commission fre-
quently presents the €409bn figure as if it were the
ECF’s budget. This is potentially misleading. The total
combines the core ECF allocation with the proposed
Horizon Europe envelope, even though Horizon is
intended to remain a distinct programme with its own
legal basis and governance structures.

While the draft regulations envisage close coordination
between the two instruments, the operational interface
remains insufficiently specified. Within Horizon Europe,
the Commission proposes a substantial ‘Competitive-
ness’ component dedicated to collaborative and applied
research and innovation. This segment would be ex-
plicitly aligned with the ECF’s policy windows and pro-
grammed through ECF work programmes. In practice,
this would create an effective envelope of approximate-
ly €302 billion for the ECF and aligned programmes.

The ECF consists of four thematic windows and one
cross-cutting window.
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TABLE 3

ECF window (draft regulation)

Proposed envelope
(€bn, current prices); Share of total (%)

Resilience, Security, Defence and Space

125.20 (53.44%)

Digital Leadership

51.49 (21.98%)

Clean Transition and Industrial Decarbonisation

26.21(11.19%)

Health, Biotech, Agriculture and Bioeconomy

Cross-cutting activities
(primarily non-thematic support via InvestEU)

(
20.39 (8.70%)
11.00 (4.70%)

Total ECF core envelope

234.3 (100%)

Note: The Innovation Fund, financed through Emissions Trading System revenues and therefore outside the MFF, is estimated at around
€40bn for 2020-2030. It supports the demonstration of low-carbon technologies and complements industrial programmes within the MFF.
Under the draft regulation, work programmes under the ECF’s Clean Transition window must align with the Innovation Fund’s priorities and
action types, while remaining legally and budgetarily distinct instruments.

Source: Own representation.

2.4. Governance shift under the ECF: what
changes compared to the current model

The ECF proposal recalibrates the way EU compet-
itiveness and research and innovation funding is
steered. Compared with the current model, exempli-
fied by Horizon Europe, it allows greater adjustment
within the MFF period rather than fixing priorities and
delivery instruments at the outset. The reform rests
on four pillars: more centralised steering, more flexible
work programmes, horizontal integration of financial
instruments, and additional flexibility provisions.

a) Centralised steering and reduced fragmentation

Under the current model, EU R&l and competitiveness
funding is spread across numerous programmes ad-
ministered by different thematic Directorates-General
(DGs). Several instruments pursue closely related or
overlapping objectives yet operate under separate ad-
ministrative structures, work programmes, committee
systems, and participation rules. The result is parallel
governance chains that complicate coordination and
dilute strategic direction across funding streams.

The ECF proposal addresses this fragmentation by
consolidating a range of instruments within a single
framework. Strategic oversight is concentrated in a
limited number of lead DGs, in particular DG GROW

| BertelsmannStiftung

and DG BUDG. The intention is to reduce adminis-
trative dispersion and establish a clearer centre of re-
sponsibility for competitiveness funding.

b) A larger governance role for work programmes

Under the current model, programming is both frag-
mented and comparatively rigid. In programmes such
as Horizon Europe, strategic priorities are largely de-
termined at the outset of the budget cycle. The basic
act establishes the pillars, dedicated sub-programmes,
financial envelopes, and a detailed spending architec-
ture. Work programmes play a primarily operational
role, translating these pre-defined priorities into con-
crete calls and procurement procedures. The scope for
substantive strategic adjustment during the MFF pe-
riod is limited. In addition, work programmes are typ-
ically multiannual, covering two to three years, which
further constrains responsiveness.

The ECF proposal recalibrates this balance. While

the basic act continues to set overarching objectives,
define policy windows, and establish indicative en-
velopes, it does not pre-allocate resources across a
wide range of granular spending categories. Instead,
decisions on the composition, scale, and sequencing
of priorities within each window shift to the work
programmes. These are adopted on an annual basis,
particularly for grants and procurement, allowing prior-
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ities to be reviewed and adjusted throughout the MFF
cycle. In this model, the fund is not fully specified at
the beginning of the period but takes shape progres-
sively through iterative programming.

As a result, the annual budget procedure would ac-
quire greater political weight. Approval of appropria-
tions would no longer amount to endorsing a largely
fixed multiannual architecture but would, in effect,
validate meaningful programming choices.

Work programmes are adopted by the Commission
through implementing acts. The procedure attached
to these acts represents a central point of divergence
between the Commission proposal and the Danish
Presidency’s draft:

m  Under the Commission proposal, most work pro-
grammes follow the advisory procedure. Member
States deliver a non-binding opinion, while the
Commission retains final decision-making author-
ity. The examination procedure, which requires
qualified majority approval, applies only in politi-
cally sensitive areas such as defence.

m  The Danish Presidency draft, by contrast, extends
the examination procedure to all policy windows.
Member States thus hold a binding vote on each
work programme and could, in practice, block
its adoption. Through this approach, the Council
seeks to preserve stronger control over program-
ming decisions, albeit at the expense of the agility
embedded in the Commission’s original design.

c) Horizontal integration of financial instruments

Under the EU’s current funding model, grants and In-

vestEU financial instruments operate largely in parallel.

This institutional separation constrains efficiency and
weakens continuity between early-stage support and
later-stage investment.

The ECF proposal integrates financial instruments hor-
izontally across all policy windows. InvestEU no longer
functions as a separate instrument alongside the fund
but instead serves as a delivery tool available within
each policy window.

The proposal requires at least €17 billion in provi-
sioning from the ECF budget for the InvestEU Instru-

ment (Art. 21(4)). This includes €10 billion from the
cross-cutting envelope, with the remaining amount of
approximately €7 billion or more contributed from the
four thematic windows via their respective work pro-
grammes. The maximum budgetary guarantee under
InvestEU amounts to €70 billion, provisioned at a rate
of 50%. In practice, this means that only half of the
InvestEU guarantee corresponds to committed ECF
budget resources. The remaining share constitutes a
contingent liability that is called upon only in the event
of defaults.

From a governance perspective, integration operates
through a three-tiered mechanism:

m Investment guidelines adopted by the Commis-
sion through delegated acts define strategic priori-
ties and eligibility criteria for financial instruments.

m Implementation is carried out by entrusted part-
ners, primarily the European Investment Bank
and national promotional banks, either under
ECF guarantee agreements for budgetary guar-
antee-backed operations or through direct agree-
ments for other instruments such as equity.

m  Abudgetary link is established through the work
programmes, which can channel resources from
any policy window into InvestEU. This creates a
formal bridge between grants and procurement
on the one hand and financial instruments on the
other, even though investment guidelines and
work programmes remain institutionally distinct
governance tracks.

d) Additional flexibility provisions

Beyond these structural design choices, the draft
regulation includes further flexibility provisions that
expand the Commission’s discretion during implemen-
tation.

m  Provisioning flexibility: The Commission may ad-
just the provisioning rate for financial instruments,
though not for grants, and modify the maximum
amount of the budgetary guarantee by up to 20%.

m Intervention mechanism: In ‘urgent situations
of strategic importance’, the Commission may
redirect and accelerate the use of existing ECF
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resources. While such situations are framed as
temporary, the draft does not define their duration
or establish explicit exit criteria.

m  Budget timing backstop: If a work programme
has not been adopted by 1 October of the year
preceding implementation, the Commission must
adopt it by 15 October through an immediately
applicable implementing act. This mechanism is
intended to prevent procedural delays from ob-
structing budget execution.

2.5. European preference in the ECF: what it
is and how it is operationalised

A genuinely new element in the ECF proposal is the
codification of a structured ‘EU preference’ toolbox
that can be activated for individual award procedures.
EU-preference conditions do not apply automatically
across the entire Fund. Instead, the Commission ap-
plies them on a case-by-case basis through work pro-
grammes (grants arm), investment guidelines (financial
arm) or specific award documents.

As a rule, ECF funding is limited to EU and associat-
ed entities. However, the proposal allows temporary
exceptions for companies established outside the

EU, provided they relocate key activities to the Union
within a set timeframe. Beyond this baseline eligibili-
ty rule, the ECF draft establishes a set of operational
levers that give effect to European preference. These
levers can be grouped around four guiding principles:
performing the work in Europe, retaining the results in
Europe, sourcing from Europe and maintaining design
authority in Europe.

m Do itin Europe: Participation and performance
restrictions: Funded activities must be carried out
in the EU (or eligible associated countries).

m  Keep it in Europe: Transfer restrictions: Results,
operations and key rights may not be offshored to
ineligible third countries within five calendar years
after the end of an action.

m Get it from Europe: Supply and content restric-
tions: A minimum share of equipment, compo-
nents, or materials must be sourced from EU (or
otherwise eligible) suppliers, where such suppliers
are available.

m Design it in Europe: Control and design authority:

EU-based recipients must retain control over de-
sign choices, the use of results and the capacity to
modify or replace restricted components.

For the defence (and space) window, the regulation
goes further by setting out additional and more specif-
ic requirements. These include stricter eligibility rules,
localisation criteria, minimum Union-origin thresholds
and targeted controls on the transfer of intellectual
property.

3. Where to hold the line

Overall, the proposal currently on the table is ambi-
tious. As the ECF moves deeper into the MFF nego-
tiations, however, several core features already face
pressure. Preserving these elements is essential to
maintain the Fund's strategic coherence and added
value - and doing so requires sustained political disci-
pline.

3.1 Maintain the ECF’s ambitious size

Taken together, the proposed ECF and restructured
Horizon Europe programme almost double the share
of EU-level spending devoted to research, innovation
and competitiveness compared with the current MFF.
The ECF's strategic value does not rest on size alone.
Yet scale matters. The Fund requires sufficient financial
mass to support high-risk investment, finance projects
at meaningful scale and, in doing so, strengthen EU
competitiveness in selected strategic industries.

However, as the overall size of the MFF is under
pressure, so is the ECF budget. In each MFF budget
negotiation cycle, the Common Agricultural Policy

and regional funds tend to be shielded from cuts, as
their national allocations are negotiated upfront and
embedded in Member State bargains. By contrast, cen-
trally managed, merit-based programmes - including
those targeting research, innovation and competitive-
ness - lack national quotas and are therefore the first
to be trimmed when compromises are struck.

If the Union seeks to avoid a repetition of the dilution
of priorities marking the EU’s current industrial policy,
it is important that legislators resist the temptation to
reduce the ECF’s proposed budget during the MFF ne-
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gotiations. At a minimum, any downward adjustment
should remain proportionate to reductions applied
elsewhere in the budget.

3.2 Double-down on merit

Negotiators should preserve the ECF's merit-based
logic and resist efforts to introduce geographic
allocation criteria into the fund. The ECF is built

on a predominantly merit-based approach, of-

ten framed in terms of ‘impact’ or ‘excellence’. Yet
Member States remain divided over whether fund-
ing should be allocated strictly on performance or
whether geographic balancing mechanisms should be
incorporated.

On one side, Germany, France and several northern
Member States argue that the ECF must remain a
strictly merit-based instrument if it is to fulfil its strate-
gic purpose — particularly as a merit-driven allocation
model tends to favour countries with stronger inno-
vation ecosystems, including their own. Germany pro-
vides a clear illustration: its share of merit-based EU
funding is almost three times its share of geographical-
ly allocated cohesion resources.

On the other side, cohesion-oriented governments
in Southern, Central and Eastern Europe advocate
mechanisms that ensure broader territorial distribu-
tion. They warn that an exclusively merit-based logic
risks concentrating resources in a limited number of
already-strong innovation hubs, thereby reinforcing
structural disparities.

Structurally weaker regions in the EU require geo-
graphically targeted support. That function is already
embedded in the first pillar of the MFF. That logic,
however, should not extend into the ECF.

At the same time, a merit-based ECF would also pro-
vide regions that are not innovation hubs realistic
opportunities to secure support. This could involve
cross-border infrastructure supported by the Connect-
ing Europe Facility, or industrial projects that leverage
the strong clean-energy potential of southern regions.

Additionally, the planned simplification of the funding
landscape can broaden participation. By consolidating
14 programmes into a single fund with a unified rule-

book and a one-stop-shop structure, the ECF reduces

administrative complexity and lowers entry barriers for
applicants that have struggled with the complexity of
access.

3.3 Maintain strategic focus

The ECF'’s window structure is a core strength of the
proposal. By concentrating funding on a limited num-
ber of policy areas, it enables scale and signals clear
priorities to industry and investors, both of whom
depend on predictable planning horizons. Yet this
strategic focus already faces mounting pressure.

Several Member States - particularly those with large
energy-intensive industries - together with parts of
industry advocate broadening eligibility under the
banner of ‘technology neutrality’. In practice this
approach expands support within windows such as
clean transition and biotechnology to incumbent value
chains, even where proposed investments do not place
them on a credible decarbonisation trajectory. Such an
open-ended expansion of eligibility under the guise of
neutrality would dilute the ECF’s purpose.

Support for hard-to-abate sectors can be justified, but
only where it is tied to clearly defined transformation
conditions and measurable transition pathways. Public
funding that merely sustains existing production mod-
els risks locking Europe into technological trajectories
that are losing competitiveness globally. At a time
when China is aggressively accelerating investment in
clean technologies and the global competitive land-
scape is shifting rapidly, delaying transformation is a
luxury the EU cannot afford.

Maintaining the strategic focus of the ECF windows

is therefore essential. This discipline should not end
at the level of broad window definitions. Work pro-
grammes can be used to clearly identify target sectors
and translate broad windows into narrowly defined
funding priorities.

The ECF creates an opportunity for the Union to make
deliberate choices about the arenas in which it seeks
to compete. Realising that opportunity requires dis-
ciplined prioritisation rather than incremental expan-
sion.
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3.4 European preference: costly, contested -
and necessary

Debates over European preference rules require con-
ceptual clarity. European preference does not primarily
function as an efficiency tool; it serves as a resilience
instrument. It can entail costs, including price increas-
es and exposure to retaliation risks and does not auto-
matically generate net economic gains. But these costs
must be weighed against the underlying objective:
reducing exposure to weaponised dependencies and
responding to assertive industrial policies abroad, par-
ticularly from China. The key question is not whether
to apply European preference, but how.

In the negotiations, Germany's position proves piv-
otal. Berlin occupies an intermediate space between
expansive French calls for broad and systematic ‘Buy
European’ rules and those Member States that reject
preference mechanisms outright. Its position is nota-
bly differentiated and forward-looking. Rather than
advocating blanket application or outright rejection,
Germany emphasises a targeted, case-by-case use of
preference instruments linked to clearly defined stra-
tegic objectives. This stance offers a credible middle
ground and could help stabilise the debate - provided
Berlin is willing to invest the necessary political capital
to implement it in the negotiations.

The Commission’s ECF proposal aligns with this cali-
brated approach:

m The ECF does not establish European preference
as a default rule across the fund.

m It provides a flexible toolbox that can be activat-
ed selectively. These instruments can be applied
selectively through work programmes and invest-
ment guidelines.

m  European preference in the ECF follows an ‘EU
plus’ logic, allowing participation by associated
countries and trusted partners rather than adopt-
ing a strictly EU-only model.

An ambitious ECF requires a coherent and credible
framework for European preference. Negotiators
need to prepare to bear the political cost, because
resilience, security and economic sovereignty will not
come for free.

4. Where the proposal
needs improvement

The proposal provides a solid foundation, yet several
elements remain under-specified or unresolved. As
negotiations enter the next phase, these gaps risk con-
straining the fund’s effectiveness once implementation
begins. The following section highlights areas where
further clarification and institutional refinement are
necessary.

4.1 Clarify the interface between Horizon
and the ECF

Horizon Europe and the ECF pursue distinct objec-
tives and therefore require differentiated governance
approaches. Horizon is designed for long-term, cu-
riosity-driven research. The ECF is meant to finance
targeted industrial development, demonstration and
scale-up. Blurring these functions risks weakening
both instruments.

The current proposal improves on the status quo by
aligning Horizon’s industry-facing competitiveness
component with the ECF through the ECF’s work
programmes. However, because this component re-
mains institutionally embedded within Horizon, the
arrangement creates a hybrid structure characterised by
blurred responsibilities and overlapping decision chains.

Three design adjustments could prevent such ‘Fran-
kenstein governance’:

m  Draw a clear functional boundary: Frontier and
discovery-oriented research remains within Hori-
zon; industrial deployment and scale-up sit fully
within the ECF.

m Minimise institutional overlap: Transfer Horizon's
competitiveness-oriented component into the ECF
itself, rather than merely governing it externally
through ECF work programmes.

m Create structured transition points:

Identify economically promising and strategi-
cally relevant Horizon outputs through expert
assessment (e.g. through the European Innova-
tion Council).
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Transfer selected projects into a dedicated
ECF track for demonstration and scale-up.
From that point forward, support follows the
ECF’s shorter-term, deployment-oriented
logic aligned with clearly defined industrial
priorities.

The proposal moves in the right direction. To ensure
complementarity rather than duplication, however, it
requires a sharper institutional divide.

4.2 Embrace flexible but democratic
decision-making

The draft ECF shifts a greater share of operational
choices into work programmes and reprioritisation
mechanisms than most existing EU programmes. This
shift proves politically sensitive. Member States resist
a model that places greater discretion in the hands of
the Commission. The Danish Presidency draft reflects
this concern by extending the examination procedure
as the default mechanism for adopting work pro-
grammes.

The European Parliament’s reservations differ in na-
ture. Moving substantive choices from the basic act
into annual work programmes reduces Parliament’s
leverage over spending priorities, as it does not partici-
pate in comitology once implementation begins. Fewer
pre-defined spending lines translate into diminished
parliamentary influence over the fund.

Greater flexibility remains the right direction -
provided it is anchored in clearer and stronger con-
trol mechanisms without introducing additional veto
points. Three targeted adjustments would achieve this.

m Maintain the advisory procedure as the default
- reinforce structured input rather than expand
veto rights: advisory procedure should become
standard practice, except in sensitive areas such
as defence. Instead of extending the examination
procedure across all policy windows, structured
early input through the General and Specific Com-
mittees could be reinforced. Where the Commis-
sion diverges from committee positions, it should
provide a written and reasoned explanation detail-
ing how Member State input was handled.

m Define reprioritisation margins ex ante: For sig-
nificant reprioritisations within the grants and pro-
curement arm, set predefined margins (e.g. - for
example 15%) and activate changes via delegated
acts, thereby granting Parliament and Council a
veto right. This approach mirrors the flexibility
already foreseen in the financial arm, where the
budgetary guarantee may be adjusted by up to
20%.

m Tighten intervention mechanisms: Emergency
reprioritisation tools currently lack clearly defined
activation triggers, duration limits and reporting
obligations. Introducing transparent criteria for
activation, maximum timeframes and sunset claus-
es would increase predictability and ensure that
these tools remain targeted.

4.3 Integrate financial instruments -
and avoid leverage by default

With InvestEU shifting from a stand-alone programme
to a horizontal delivery tool, and with work pro-
grammes able to channel resources into the financial
arm, the ECF formally places grants and financial in-
struments under a single framework. In principle, this
architecture supports the ambition of building end-to-
end innovation pipelines, from early-stage develop-
ment to market deployment.

For this integration to function in practice, however,
two conditions must be met:

m  Aclear governance design that connects grants
and financial instruments as components of one
system rather than two parallel tracks.

m Realistic expectations about leverage, to avoid
defaulting to financial instruments where grants
remain the more appropriate tool.

a) Create a functioning governance link between
grants and financial instruments

Different rulebooks and actors govern the implemen-
tation of grants and financial instruments. In the grants
arm, work programmes define actions, budgets and eli-
gibility criteria. They are prepared through comitology
procedures and implemented by the responsible DGs
and executive agencies. In the financial arm, invest-
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ment guidelines set risk parameters, funding priorities
and sectoral scope, while entrusted partners - notably
the European Investment Bank - structure individual
operations under the supervision of the InvestEU In-
vestment Committee.

The ECF regulation does not specify how these two
governance tracks interact beyond allowing work pro-
grammes to top up the InvestEU guarantee. If the ECF
aims to support full innovation pipelines, this institu-
tional gap requires clarification.

The proposal should therefore specify:

m how and under what conditions projects transition
from grant support to InvestEU-backed financing
(and vice versa);

m  which actors initiate and approve such transitions;

m  how information, due diligence and monitoring are
exchanged across both tracks; and

m  how changes in work programme priorities feed
into updates to the investment guidelines.

One practical approach would formalise coordination
between the two steering bodies already envisaged

- the General Committee (and its window configura-
tions) in the grants arm and the Investment Committee
in the financial arm. This approach would also involve
structured information exchange and an alignment of
strategic funding decisions.

Absent such governance ‘wiring’, grants and financial
instruments risk continuing to operate as parallel fund-
ing channels instead of forming a genuinely integrated
financing architecture.

b) Avoid leverage bias - apply the right tool
for the job

The current political framing places strong emphasis
on InvestEU's capacity to crowd in private investment.
The Commission frequently refers to headline multipli-
ers of up to 12:1, suggesting that one euro of public
funding can mobilise twelve euros of private capital.

Such figures, however, depend heavily on context.
High leverage ratios are achievable primarily in rela-

tively safe, revenue-generating projects that already
attract private investment. Many of the areas where
Europe’s investment gaps are most pronounced do not
fall into this category. Early-stage innovation charac-
terised by high technological uncertainty, infrastruc-
ture with long payback periods, or projects delivering
substantial public goods often lack the risk-return
profile required for significant private participation. In
these domains, financial instruments cannot substitute
for grant.

A more calibrated and realistic approach thus seems
warranted. Funding decisions within the ECF would
ideally follow a ‘right tool for the job’ logic: deploy
financial instruments where private capital can cred-
ibly be mobilised, rely on grants where public-sector
leadership is required, and apply blended methods
where appropriate. An excessive focus on leverage
risks steering the ECF toward projects that are bank-
able rather than those that are strategically necessary
for long-term competitiveness.

Conclusion

The European Competitiveness Fund offers a rare
opportunity to correct long-standing structural weak-
nesses in the EU’s industrial and innovation funding
architecture. The proposal is ambitious in both scale
and design. As negotiations intensify and the ECF en-
ters the decisive phase of the MFF negotiations, how-
ever, preserving its core features requires sustained
political discipline. Incremental compromises would
risk diluting the very elements that generate its added
value.

At the same time, several design elements warrant
further development. Some components remain un-
der-specified, while others require clearer institutional
delineation.

Nevertheless, the proposal establishes a strong foun-
dation. If implemented with strategic clarity and in-
stitutional resolve, the ECF can become the financial
backbone of a coherent European industrial strategy
- arole the Union has long aspired to fill and can no
longer afford to defer.
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