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EXECUTIVE SUMMARY

There is a consensus that the European Union should modernise its budget, tackling the new
challenges and breaking away from bureaucratic inertia and the juste retour logic that hitherto
have prevented change. The decision to undertake a budget review has provided the opportunity
for doing so. This opportunity is still available. Cohesion policy is part of the review, but there
are conflicting views on its rationale, its results, and the need and scope for reform. The risk of
wrong changes is high. The risk that no change will take place is also very high.

The purpose of this Report is to help avert these risks by setting an agenda for reform and seeking
to initiate a frank, informed and timely debate on conceptual, political and operational aspects. A
start has been made with the consultation undertaken for preparing the Report'. On the basis of
this consultation, and a review of the economic literature, empirical evidence and a comparative
and historical perspective, the Report argues that:

e there is a strong case, rooted in economic theory and in a political interpretation of the
present state of the European Union, for the Union to allocate a large share of its budget to
the provision of European public goods through a place-based development strategy aimed
at both core economic and social objectives;

e  cohesion policy provides the appropriate basis for implementing this strategy, but a
comprehensive reform is needed if present challenges are to be met;

e the reform requires the adoption of a strong policy concept (renewing the original ideas of
EU founding fathers), a concentration of priorities, key changes to the governance, a new
high-level political compromise and an appropriate adjustment of the negotiation process on
the budget;

e current economic and political events have increased the urgency for change: some of the
reform proposals can and should be anticipated in the current programme period.

The policy model is the starting point of any change. Indeed, as the Report argues, without such
an initial discussion to establish a mutual understanding of the rationale of a place-based
development policy, there can be no meaningful debate on reform. A place-based policy is a
long-term strategy aimed at tackling persistent underutilisation of potential and reducing
persistent social exclusion in specific places through external interventions and multilevel
governance. It promotes the supply of integrated goods and services tailored to contexts, and it
triggers institutional changes.

In a place-based policy, public interventions rely on local knowledge and are verifiable and
submitted to scrutiny, while linkages among places are taken into account. The Report argues that
this strategy is superior to alternative strategies that do not make explicit and accountable their
territorial focus, or even hide it behind a screen of self-proclaimed space-blindness, fail to
integrate services, and either assume that the State knows best or rely on the choices and
guidance of a few private actors. The lessons of the recent crisis reinforce this argument.

There is a strong case for the EU to allocate a large share of the Community budget to a place-
based strategy. It is an essential complement to the unification of markets, the creation of a single
currency and the general erosion of national influence over economic developments. It can enable
the EU to respond to the expectation of the European citizens that everyone, irrespective of where
she/he lives, is able to benefit from the economic gains from unification, to have equal access to

" In the course of preparing this Report, 3 Hearings, 1 Workshop, and 5 Policy Seminars were organised
involving some 80 academic experts and policy-makers, and a group of Working Papers was
commissioned. This material is available at http://ec.europa.eu/regional policy/policy/future/barca_en.htm.
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the opportunities so created as well as an equal possibility of coping with the risks and threats.
And it can do so by using a modern governance and by relying on the responsibility of Member
States, which retain the power to adapt interventions to contexts.

There is in particular a strong case for building a ferritorialised social agenda as part of cohesion
policy, aimed at guaranteeing socially agreed standards for particular aspects of their well-being
to which people attach a high priority. This would represent a kind of social contract between the
EU and its citizens and a means, in the longer-term, of encouraging mobility by reducing fears
about it.

There is also a clear advantage of the EU rather than the Member States running such a policy
since it is better able to take account of over-the-border interdependencies, which are of
increasing importance for the growth of the EU as a whole as closer integration occurs.
Moreover, it is further removed from the pressure of local interest groups which can distort or
obstruct the development path pursued.

The review undertaken by the Report shows the severe limits of the quantitative evidence
available on policy performance. However, a tentative analysis of strengths and weaknesses leads
to two conclusions. First, the current architecture of cohesion policy represents the basis for
implementing the place-based strategy needed by the Union. Second, cohesion policy must
undergo a comprehensive reform for it to meet the challenges facing the Union.

In short, the Report arguesthat:

There needs to be a clear and explicit distinction between policy interventions aimed at
increasing income and growth (“efficiency” objectives in the terminology of the Report) and
those aimed at reducing inequalities (“social inclusion” objectives in the Report), not least in
order to be able to monitor and evaluate the results.

There needs to be a greater coherence with the place-based or territorial policy concept. And a
true concentration on a few issues of key importance for the EU and its people. This would create
a Europe-wide critical mass of interventions on commonly agreed priorities, attract political and
public attention to the measures implemented and enable the Commission to better focus its
human resources and efforts and play a more strategic role.

There needs to be a reform of governance based on ten “pillars”.

Pillar 1: An innovative concentration on core priorities and a conservative territorial allocation

The concentration of 55-65% of funding on 3-4 core priorities, the share varying between
Member States and Regions according to needs and strategies, with the criteria for the territorial
allocation of funding, and the distribution of funds between lagging and non-lagging Regions and
for “territorial cooperation” remaining much as now.

The choice of the core priorities should result from a high-level political debate, but six possible
candidates, discussed in some detail in the Report, are: innovation and climate change, with a
largely economic (“efficiency”) objective; migration and children, with a predominantly social
(“social inclusion”) objective and skills and ageing, where the two objectives are of similar
importance. For most of these, the EU has already developed a body of knowledge and expertise
for setting the institutional principles and the indicators for policy implementation.

Pillar 2: A new strategic framework for cohesion policy

An enhanced strategic dialogue between the Commission and Member States (Regions), based on
a FEuropean Strategic Development Framework, setting out the major policy innovations clear-cut
principles for the core priorities and a set of indicators for assessing performance.
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Pillar 3: A new contractual relationship, implementation and reporting aimed at results

A new type of contractual agreement (a National Strategic Development Contract) between the
Commission and Member States, based on the above and focused on performance and on the
institutional requirements for intervention, covering all cohesion policy resources and specifying
verifiable commitments, coupled with the preparation of an Implementation Assessment (where
required) by the Commission and of a Strategic Report on Results by Member States annually
after the third year.

Pillar 4: A strengthened governance for the core priorities

The establishment of a set of ex-ante conditionalities on the institutional framework required to
be in place in order to pursue each core priority and a system for assessing progress in meeting
targets.

Pillar 5: Promoting additional, innovative and flexible spending

The strengthening of the principle of additionality through linkage to the Stability and Growth
Pact, plus a contractual commitment and an assessment of how the policy is delivering the value
added for which it is justified, and the option of implementing the de-commitment rule over the
entire country rather than at programme level.

Pillar 6: Promoting experimentalism and mobilising local actors

The development of a better balance between creating an incentive for local agents to risk and
invest and preventing policy from being “captured” by local interest groups, through
encouragement for experimentalism and a direct role of the Commission based on the
establishment of a small fund for Innovative territorial actions and on the involvement of
international expertise at local level.

Pillar 7: Promoting the learning process: a move towards prospective impact evaluation

Encouraging the design and implementation of counterfactual methods for assessing the impact
of policy interventions, to improve understanding of what works, especially in a prospective
sense, so that evaluation is designed together with the intervention and can have a disciplinary
effect by focusing attention on objectives and on the criteria for the selection of beneficiaries.

Pillar 8: Refocusing and strengthening the role of the Commission as a centre of competence

A significant investment in human resources and organisational changes in the Directorates-
General of the Commission which have overall responsibility for cohesion policy, together with
much-improved coordination among Directorates in charge of cohesion policy.

Pillar 9: Addressing financial management and control

The assumption that recent changes introduced in this area, and further measures that might be
taken on the basis of current debate, will allow a greater efficiency to be achieved and space to be
made in the Commission for the above additional investment in human resources.

Pillar 10: Reinforcing the high-level political system of checks and balances.

A much improved high-level political debate, fuelled by the new information on performance
produced by the previous changes, together with a renewed system of checks and balances
among the Commission, the European Parliament and the Council, strengthened by the creation
of a formal Council for cohesion policy, assessing decisions and results and issuing
recommendations.

The implementation of this reform would require a strong political compromise to take place
during 2010. It would also require some changes to be anticipated in the current programme
period and the structure of the budget negotiation on cohesion policy to allow for simultancous
agreement on resources, governance and goals.


















Map IV.2: Regional disparitiesin innovation, 2002-2003

Source DG REGIO.

The causes of this innovation gap have been identified and discussed in the growing debate on
the EU innovation deficit, prompted by the Report on “Creating an Innovative Europe” (the Aho
Report)*”. The conclusions have influenced EU decision-making®® and underlie the choice to
concentrate a large share of cohesion policy resources for 2007-2013 on the innovation priority
(see Tables I1.9-10 in section I1.1)*”. Among the causes of the innovation gap, one is of
particular relevance: the nationally fragmented nature of the public research system. The result is
that: a) scale effects cannot be exploited; b) flows of human resources and the establishment of
networks between research centres and with the private sector are limited; c¢) the advantages of
Europe’s high diversity (of culture, science, business attitudes and so on), which could enable

303 The Report was prepared in January 2006 by an independent expert group appointed following the
Hampton Court Summit and chaired by Esko Aho.

304 In December 2006, the EU adopted a number of strategic priorities for stimulating innovation at EU
level which were aimed at improving access to finance in support of innovation, at creating an innovation-
friendly regulatory environment and demand for innovation and at reinforcing the activities of institutions
relevant for innovation. See Council Conclusions on a broad-based innovation strategy: strategic priorities
for innovation action at EU level, Competitiveness Council meeting, Brussels, 4 December 2006.

305 See Commission of the European Communities (2007b).
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general purpose technologies to be applied in numerous areas, or spill-over effects to take place
across areas, are not being exploited; and d) over-production of research is taking place, with
several regions investing in the same ways. This situation affects regions which are on the
technological frontier or close to it as well as regions which have an important knowledge base to

exploit in adapting technologies™.

The acceleration of the formation of a European Research Area (ERA) is, therefore, a key need,
as is the strengthening of the Framework programmes and of all the initiatives aimed at
organising and financing high-level research at EU level. But these steps must be part of a more
general strategy that allows the full potential of all places to be exploited. If, in the polarisation
process, places not on the technological frontier but with a strong knowledge base were to fall
behind, the opportunity would be wasted to apply new general purpose technologies in the
activities in which they are specialised. Diversity would be squandered and growth opportunities
would be lost. Inefficiency traps would multiply. The overall effect on Europe innovation and
productivity growth would be negative. Moreover, the persistent failure to adapt the new
technologies to regions away from the frontier, by progressively eroding the comparative
advantages of those regions, would increase the fears of the people living there about the effect of
innovation and their opposition to it, as well as to the institutions which are working to increase
the pace of innovation. Such opposition, too, would have negative effects on overall growth.

These arguments provide a background to the political decision taken for the current programme
period to shift some of the focus of cohesion policy to investment in research and innovation. The
intrinsic uncertainty that characterises innovation, however, and the long time it takes for policy
effects to materialise make the general policy risks of a place-based approach (see section 1.2.1)
particularly relevant and call for them to be tackled through the implementation of strong
“conditionalities”.

A place-based approach: rationale, policy risks and solutions

In the case of innovation, the general rationale for EU-level funding for development through a

place-based approach (see section 1.2.3) has special importance™”.

First, any policy for innovation needs to be place-based. By definition, the knowledge base on
which interventions need to be built is local, and the nature of the economic institutions that must
be enhanced are also strongly linked to places. In tackling unused innovative potential, the first
step to make is capacity building, both through the training of people and through the promotion
of new institutions. Capacity building must be geared to places and it must be given adequate
time to produce results, as well as being continuously monitored. A place-based approach is the
appropriate way of doing this.

Secondly, the EU level is the most appropriate one. As US experience shows, diversity and
openness can be best be combined at this level. On the one hand, it can promote the diversity of
agglomerations, knowledge bases and networks that fuel innovation. On the other, it can facilitate
the opening up of research and innovation areas across national boundaries which is needed for
diverse places to interact with each other in a mutually productive way. In this respect, the
distance of the EU level away from the place concerned, if coupled with high-level expertise, can
give it greater credibility in exercising a brokerage function and resisting the pressure for every
area to “play a world-wide role”, a pressure to which national and regional governments often
succumb. The EU level can also reap the benefits of tramsnational externalities and can
encourage the circulation of information on policy results and practices. Finally, by assigning an
important strategic role to the EU level, place-based interventions can be coordinated with the

306 See in particular Foray, D. (2008).

307 See the Report hearing summary on Innovation (2009), in particular the introductory note by Luc Soete.
On the need to tailor interventions to contexts, see also the Report hearing summary on Growth, in
particular the presentation by Philippe Aghion.
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EU policy aimed at supporting “areas of excellence”, turning it into a comprehensive European
policy for innovation.

Innovation, therefore, satisfies the first two criteria that a core priority must meet — policy needs
to be place-based and the issue has EU-level relevance. It is less easily satisfies the third criterion
of verifiability, however.

A place-based policy for Innovation is anything but easy. Policy which set out to close the gap in
innovation between regions can make three different mistakes: it can encourage “policy
imitation”, when the institutions and measures established in places with a history of successful
innovation are taken as a model to be imitated, without appreciating the particular conditions
under which they operate; it can suffer “local capture”, when the policy agenda is taken over by
local actors, whose interest does not coincide with the general interest of tapping into the unused
innovation potential; and it can pursue “financial redistribution”, when regional interventions are
interpreted as a means of ensuring: that all regions (or NUTS 2 Regions) in the EU achieve a
given target level of R&D expenditure, or that finance is provided to all private projects that
appear “innovative” according to some pre-defined parameters, or that “collaborative networks”
with Universities are developed.. To pursue this objective, the massive injection of EU funds in
regional knowledge economies not nearly enough by itself, but it could even be detrimental.

In line with the idea of “smart specialisation™ ", what is needed is a policy that matches the effort
to establish a European Research Area (ERA) and promotes the use of the knowledge base of
regions by tailoring intervention in line with innovative potential; a policy that concentrates
funding by selecting for each region the limited number of areas where innovation can usefully
take place and by defining in these terms the boundaries of the “region” itself. It is a difficult task
because, whenever a region is away from the technological frontier, the classic problem of
incomplete information and asymmetrical information is increased by a lack of reference to
recognised international standards of excellence. There is, however, no alternative to trying to do
this if an EU strategy is to be pursued. The task is difficult but not impossible’”, since selection
and incentive mechanisms can be designed to help concentrate interventions. This is why
verifiability must be ensured and adequate “conditionalities” set to link the transfer of resources
to.

Cohesion policy has built up a stock of experience on methodologies, successes and failures that
can help to deal with the risks of public failure and to design “conditionalities”. In particular,
important lessons can be drawn from the experience of the European innovation strategies
launched as a Community initiative in 1994. The interventions under this strategy marked a
radical departure from concentrating funding on the creation of public research centres and other
purely supply-side interventions, often juxtaposed with developing local networks, the creation of
participative, demand-oriented, local and cross-country linkages and an experimental approach of
trial and error. The Commission played an active role, bringing its expertise to bear and gaining
credibility as a result, often close supervising implementation of the strategy. Results are mixed
and possibly not fully appreciated®'® (partly because of the general failure to invest adequately in
the evaluation of impacts), but they gave rise to the development of both capacity and
methodology which could now be put to use.

The steps that have followed have not made enough use of the lessons of this exercise. This can
be attributed to the strong demand for a European policy, by the rush “to do something visible
about innovation” and by the rhetoric that accompanied it. The decision to reduce the role of the
Commission and to mainstream interventions in national and regional programmes was
accompanied by the allocation of resources to innovation and research which seem to have been

308 See Foray, D. and Van Ark, B. (2007).
309 This slogan is taken from the title of Seravalli, G. (2006).
310 See Morgan, K. (2004).
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greater than the capacity to use them. For whatever reason, the interventions in this area in the
2000-2006 programming period have not lived up the expectations. The capacity to build, place
by place, a policy tailored to regional innovative potential was often inadequate. Efforts to
improve policy-making, strategy development and evaluation, including coordination between
national and regional policy-making, were limited. Financial allocations to innovation planned in
2000 had to be reduced at the mid-term point in several Member States due to implementation
difficulties arising from the design of the new measures and the weak demand from enterprises’'".
Four main bottlenecks to the efficient absorption of funds and the effective outcome of
innovation measures were identified in the evaluation of these’': a) a lack of expertise at national
and regional levels; b) an administrative rather than strategic management of the interventions
leading to a lack of synergies with other initiatives; ¢) a dominance of supply-side measures with
poor linkages to regional innovation systems; and d) limited interest in many “softer demand

side” measures aimed directly at enterprises.

Strong risks exist that, despite the guidelines drawn up by the Commission in its Community
strategic guidelines, these limitations may persist in the current programme period. No change
has in fact taken place to some key aspects factors on which greater success of the strategy
depends. No unified conceptual framework has been developed at EU level, in spite of the first
steps made to give strategic coherence to the interventions of the Framework programmes and
cohesion policy’"”. Competing pressures and the extremely broad range of priorities for
intervention dealt with by the Directorate for Regional Policy mean that no further investment in
human resources has been made in this specialised area. Nor have improvements been introduced
in the design of “conditionalities” applying to this policy area. In short, the conditions are not yet
in place to avoid regional innovation policies serving purely as a mechanism for redistribution
and/or being heavily “de-financed” half way through the programme period.

The proposal made here to make Innovation one of the core priorities - on which to concentrate
the concerted effort of the Commission, Member States and Regions — is, therefore, very much
conditional on a decisive shift in the way that policy deals with the above factors. The key
changes are the same as the general ones advanced by this Report for the whole of cohesion
policy and described in the next Chapter. In particular, a set of principles needs to be included in
the European Strategic Development Framework (see Chapter V, pillar 2) and Member States
need to describe in their National Strategic Development Contract with the Commission how they
plan to tailor these principles to their particular context (Chapter V, pillars 3 and 4). This would
ensure the requirement of “verifiability’"*.

Principles

At strategic level, the general policy guidelines of the Innovation priority should follow the
conceptual framework outlined above:

e Regional policy would effectively complement ERA policy by focusing on the application of
innovation at local level and being aimed at the promotion of a specific (and unique)
knowledge base in each region (smart specialisation). Each place would be competing with a
small number of other territories to attract and capture specialised knowledge resources in its
own area. This would enable it more easily to reach a “tipping point” for gaining increasing
returns. Innovation systems associated with these knowledge bases need to be developed in
conjunction with the application domains essential to the economy of the place concerned.
Close relationships need also to be maintained with other (central) regions which are the
source of generic technologies.

311 See European Commission (2006a).

312 See Technopolis (2006) and Musyck, B. and Reid, A. (2007).

313 See Commission of the European Community (2007a).

314 For what follows, see the Report hearing summary on innovation. See also Foray, D. (2008), Report
Working Papers by Seravalli, G. (2009) and Bonaccorsi, A. (2009).
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e Investment in diverse systems would then go together with openness to other research and
innovation areas, facilitating both cooperation and competition. Often, obsession with making
sure that policies have local impacts has meant that they have been designed as closed in
“geographically”, further exacerbating the locational “tournament effects™". It is, therefore,
important to open up those local networks as part of the regional innovation policy.

e Pursuing this approach offers a way of reconciling polarisation and polycentrism and of
enabling policy to escape from the trap of regional administrative barriers. If carried out by a
large number of regions, it would add a new dimension to the ERA by creating numerous sub-
areas of competition and regional polarisation. These areas would not necessarily correspond
to state borders, nor to the administrative boundaries of administrative Regions. Instead; they
would be based on the existence of specific areas of specialisation, delineated by the
aggregation of public and private interests.

Any national strategy for the implementation of a regional innovation policy should also include
a clear linkage with education policies (possibly co-financed by cohesion policy also). In
particular, in the regions on the technological frontier, an appropriate strategy for tertiary
education is essential’'.

This place-based strategy largely depends on a fine balance being maintained between
cooperation and competition and between exogenous push and endogenous choice that is
achieved in the process of designing and implementing projects. Five principles assume particular

. . . 317
importance in this process” '.

(1) In every candidate area (the boundaries of which should not be pre-defined ex-ante but
drawn according to the responsiveness of local actors), a preliminary ex-ante search would
seek to identify comparative advantages in terms of innovation potential.

(2) As the information on the knowledge base is largely held by local actors (businesses,
researchers, specialised workers and so on), these need to be given a stake in the process
with a scale of intervention which encourages them to reveal information and to invest.

(3) On the basis of the ex-ante search, a bundle of interventions should be designed, combining
the supply and demand side, and setting an appropriate system of incentives in order to
reduce the risks of adverse selection and of moral hazard.

(4) A context of competition must be maintained, with promotion of the mobility of
researchers.

(5) Lastly, since much uncertainty by definition hampers any ex-ante decision, and learning is
the essence of the policy, an experimental and cautious attitude should be adopted, and
room should be preserved for replacing projects when the first steps do not look promising.

These principles partly conflict with each other - for example, mobility increases the “innovate
here, benefit elsewhere syndrome” - and only a dynamic process governed by an external actor
can reconcile them.

315 See the Report hearing summary on innovation, in particular the introductory note by Soete, L.
316 See Aghion, P. (2006)
317 See again Foray, D. (2008) and the Report hearing summary on Innovation.
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Incentives

By far the toughest task, on which policy success hinges, is the creation of adequate incentives
for public and private actors. The problem arises because of the uncertainty that is inherent in the
process of innovation and which prevents complete contracts between actors being written. It can
be summarised by adapting the image of the Triple Helix’'*, often used to describe the strategic
collaboration that is necessary for an innovation system to succeed. Together with private firms
and the public sector (encompassing here the government, public research centres and
universities), it is useful to think of the third corner of the Helix as made up of “intermediaries”,
i.e. those individuals and institutions that other institutions use in order to communicate and
transact between themselves, and which (in order to play this role) acquire idiosyncratic
knowledge and often separate interests and a specific agenda.

It is evident that, due to public failures, this “Triple Helix may fail to materialise, particularly in
less developed regions. In most cases, the three actors do not align their goals ... They constitute
separate corners of a triangle, not strains in a dynamically active helix. Actors stay at their own
corner and pull forces in their direction”". Rent-seeking can take several forms: public research
centres and universities tend to define the agenda of cooperation solely from a research
perspective and overestimate its application potential; less developed regions might be biased by
having additional social aims, such as supporting support; large firms might try to use
interventions as a form of leverage for maintaining a plant production against competition from
lower cost locations; smaller firms may be reluctant to take long-term risks and might try to use
innovation support to fund short-term activities; intermediaries might exploit their special
knowledge to charge all the other institutions unreasonable fees.

In order to extract rents, all the corners of the Helix can turn the lack of information, which
prevents perfect incentives from being designed, into a way of avoiding any link between public
transfers and results at all. The way out of the problem is to challenge these positions and to
explore, replicate, adapt and experiment in respect of the various ways that exist to write
contracts even under conditions of strong uncertainty.

This step requires the systematic use of the extensive experience that has been accumulated
through years of policy operation, in order to extract, generalise and make usable information on
results-based mechanisms for adaptation in other circumstances. These mechanisms could
include:

o identifying elements and functions of the innovation process (like the provision of certain
services) which are sufficiently standardised and for which there is enough experience of what
constitutes good practice or fair price, and designing for these elements complete contracts
linking public funding to results;

318 See Bonaccorsi, A. (2009).

319 Tbidem. On the introduction of “intermediaries™ as a separate corner, Bonaccorsi, A. (2009) writes:
“The assumption that intermediaries simply represent one of the other actors is wrong. Public
intermediaries are assumed to act on behalf of the government, but in practice they have large autonomy
and behave for their own survival and growth. Intermediaries created by universities and public research
centres, on the other hand, are assumed to represent the research activity of their organizations, but often
develop their own strategy. Finally, intermediaries created by business firms, or acting on behalf of them,
end up creating permanent structures, whose goal is procuring resources. In all these cases, the actors are
the principal, and intermediaries are assumed to be the agent. However, over time intermediaries combine
the role of agent for principals with an autonomous strategy, usually generated by internal resources
following processes of learning in the field. They are no longer agents of a principal in the Triple Helix but
are themselves relatively independent actors.”
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¢ linking the financing of one phase of the innovation process to verifiable results of an other
phase (possibly leaving the actors the opportunity to select the relevant indicators themselves),
whenever this distinction in phases is appropriate;

e designing incomplete contracts with open-ended clauses, where the re-negotiation of the
contract is planned by defining ex ante a third party in charge of observing the results and
defining bona fide the conditions for the interpretation of the open-ended clauses;

e using public procurement, as emphasised by the Aho Report™.

The transfer of cohesion policy funds to Member States and Regions would be made conditional
on them committing to using these and other results-oriented methodologies that are deemed to
be suitable to particular contexts. The “conditionalities” introduced in the contracts (see pillars 2-
3 in Chapter V) would also include an outline of the institutions and in-house capacity which are
required. Contracts would also identify objectives and valid indicators to monitor them and
commit Member States and Regions to the adoption of prospective impact evaluation.

The Commission would supervise the implementation of those “conditionalities” according to the
rules described in the next chapter. The Commission would provide guidance and assistance to
countries and on the ground, transfer information, create a clearing house for results and
encourage dissemination of information. It would also be given the opportunity to build a one-to-
one relationship with the areas and the actors running the projects where required. In order to
perform these tasks, to be credible in doing so and to acquire a recognised status throughout the
EU, the Commission would invest in the creation of a specialised task force on Innovation (see
chapter V, pillar 8).

IV.3.2. Exploring other options: “ Adapting to climate change”

The well-being of most current and all future generations will be strongly influenced by climate
change (whatever estimates of impact are used) and by the public response to it.

The evidence presented by successive Assessment Reports of the Intergovernmental Panel on
Climate Change and other bodies on the detrimental effects of increased concentration of
atmospheric greenhouse gas resulting from human-induced CO2 emissions has gained growing
acceptance. These effects concern many features of human life and economic activity, stemming
from changes in temperature, sea levels, water and food availability, land yields, the risk of
disasters, energy supply and demand, the functioning of transport systems and so on. There is
agreement on the fact that this is an extraordinary example of market failure and, despite
controversy and persistent uncertainty about the exact magnitude of the potential effects, a broad
consensus has emerged about the need for public action, though there is disagreement about what

the nature and size of this should be*?'.

In terms of the definition of the objectives of cohesion policy adopted by this Report, addressing
climate change is an issue which definitely falls under the efficiency objective. It is part of a
forward-looking approach aimed at preventing a possible permanent reduction of the capacity to

320 For example of these mechanisms and for an attempt of generalising them, see again Bonaccorsi, A.
(2009).

21 The economic case and the debate were catalysed by the Report on “The Economics of Climate
Change” entrusted by the UK Treasury in 2006 to a Commission headed by Lord Nicholas Stern, which
produced estimates of the likely value of future economic losses and of the costs of mitigating them. The
discussion that followed concentrated on the emission scenarios adopted by the Report, on the possible
bias towards pessimistic assumptions on expected damages and towards optimistic ones on mitigation
costs, and on the “almost zero” discount rate that was adopted to measure time preference. It was also
pointed out that standard discounting procedures are not suited to dealing with extremely low probability
events.
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use the planet’s potential. Trade-offs obviously exist between the short-to-medium term use of
resources and their long-term use, which is what the disagreements are largely about. But, as
Kenneth Arrow put it, given the size of risks, “the case for intervention to keep COZ2 within
bounds ... is sufficiently strong to be insensitive to this dispute” and that, whatever the assumed
discount rate, “we are much better off reducing CO2 emissions substantially than risking the
consequences of failing to act”**.

The European Union (both the Council and Parliament) has addressed the issue of climate change
by developing a strategy for its mitigation. In December 2008, it approved a climate and energy
package with legally binding targets for 2020 on greenhouse gas emissions, share of renewable
energy and energy efficiency and on a revised Emissions trading system’>. Other legislation on
climate change, such as reducing CO2 emissions from motor vehicles, increasing the energy
efficiency of buildings and a framework for Carbon Capture and Storage are also being
considered or have already been adopted. In June 2007, the Commission published a Green
Paper, Adapting to climate change in Europe — options for EU action, drawing up a framework to
tackle climate change from an “adaptation” perspective or, as the document put it, of “reducing
the risk and damage from current and future harmful impacts cost-effectively or exploiting
potential benefits”. A White Paper is expected to be adopted in 2009.

In this context, on one point there is no doubt: cohesion policy, as any policy aimed at delivering
public goods and services, must take account of the impact on climate change when designing
measures. More specifically, all programmes supported by cohesion policy must contribute to the
targets set by the Union — by taking account of the price of carbon in the analysis of their net
benefits; by actively contributing to the rebalancing of energy sources; by considering the
possible effects of climate change on the return from infrastructure and the feasibility of
constructing it, and so on. A move in this direction is partly included in the current allocation of
cohesion policy funds for the 2007-2013 period, where 1.3% of all resources (EUR 4.8 billion)
are allocated to renewable energy, 1.2% cent (EUR 4.4 billion) to increasing energy efficiency
and other uses directly impacting on climate and an additional 9.2% (EUR 31.7 billion) to
“clean” modes of transport (such as railways and cycle paths) (see Table 11.9-10). At the same
time, however, a similar share in aggregate (11.6%) is allocated to investment in motorways and
other roads. There is little doubt that a greater effort of integrating climate change fully into the
decision-making process needs to be made, starting from now.

The question open for debate is a different one. Is there a role, beyond being “coherent”, that
cohesion policy could or should play in supporting public action in relation to climate change? Is
there a case for “climate change”, or more accurately “adaptation to climate change”, becoming
one of the 3-4 core priorities advocated by this Report? These questions need to be addressed in
two stages, applying the criteria set out in section IV.1. First, is there a place-based dimension to
climate change, and the mitigating actions required, which justifies intervention through a place-
based policy? Secondly, if answer is positive: is there a rationale for the EU to have some
responsibility for such a policy?

There is no doubt that, although climate change is a global phenomenon, its effects are place-
specific. The map presented in the 2007 Commission Green paper (see Map 1V.3) illustrates the
varied nature and extent of problems that might affect different regions in Europe in terms of
rainfall and temperature change by the end of the current century. Other consequences, such as a
rise in sea level or desertification, are even more space-specific. Some places will suffer more, or
many more, negative effects than others. According to the projections, the most extreme direct
effects are likely to occur in the peripheral parts, so exacerbating existing disparities. That
climate change has asymmetrical territorial effects is powerfully underscored by the

322 See Arrow, K. (2007).
323 See Council of the European Union (2008c¢).
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Commission’s working Document “Regions 2020”***, Mitigation of climate change, too, tends to
have differential effects of regions, as emission intensity varies between industries, and some
places will be affected more than others.

But regional differentiation is not sufficient to justify a place-based policy. For this, local
knowledge and preferences must also be necessary both to understand the full extent of climate
change effects (on the basis of externally developed scenarios) and to design effective public
action to adapt to it. The Commission Green Paper on climate change argues that: “Many
decisions influencing directly or indirectly climate change adaptation are taken at the local level.
This is also where detailed knowledge on the local natural and human conditions is available.” It
can be argued that, faced with the exogenous shock of climate changes or with the impact of
mitigation, each place is challenged to respond with innovative action that is out of the ordinary,
such as, changing land use and management, conserving and managing water supplies,
reassessing infrastructure provision, investing in new sectors, reviewing risk prevention and
relocating settlements. The capacity to innovate, which gives opportunities for improvement as
well as for managing negative effects, is specific to places and depends on the capacity of local
actors to pool their knowledge and reach agreement on their preferences.

Map 1V.3: Changein mean annual precipitation by 2100"")

X

-60
-40
-20
-10

-5

+5
+10

0 mEm

1] 250

L ¥y __7-"7 -4 s .11
! - ¢ "\ . ATy
m,::i - 750 1,000 5 ‘\ /J/( _% 'JG:N
Source: EU Commission, Green paper on “Adapting to climate change in Europe”.
) The figure is based on IPCC SRES scenario A2. The projected climate
impacts are estimated for 2071-2100 relative to 1961-1990. The map is
based on DMI/PRUDENCE data (http:/prudence.dmi.dk), and
processed by JRC within the JRC funded PESETA study
(http://peseta.jrc.es).

324 See Commission of the European Communities (2008e).
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We are then in a situation where some places might fail to develop adequate responses. New
inefficiency traps could arise. For the same reason, some people will be affected more than
others, due to factors such where they live, their income level and their capacity to adapt.
Existing social exclusion traps could worsen and new ones could emerge, while inequalities
might result from mitigation policies. There is, therefore, a rationale for place-based intervention.
This would have the purpose of alerting communities to risks independently of vested interests,
promoting early and innovative adaptation to both climate change and the effects of mitigation,
triggering public debate, by bringing to light problems and alternative solutions, taking account
of the experience elsewhere, and building capacity and links with global centres of competence
as well as with other places, the response in which influences the effectiveness of the measures
taken.

If this is agreed, it is possible to move on to the second question: how important is it for the EU
to adopt this priority as part of cohesion policy? The point here is not to do with mitigation —
with whether or not mitigating climate change is a reasonable task for the EU budget. A strong
case can be made, and has already been made’”, for the EU spending some of its budget on
mitigation, by pointing to the common benefits of action — once it is undertaken, it is neither
possible nor useful to limit the gains achieved to particular individuals or countries — and to the
disincentive, therefore, for Member States to act independently. Nor is the issue here whether the
cost of mitigation should be partly paid for by a reduction in the present budget for cohesion
policy®*®, which to answer would require a comparative assessment of alternative budget options,
which goes beyond the scope of this Report. The issue is instead to do with adaptation, whether
adapting to climate change (and/or to the effects of its mitigation) through a place-based
approach is a task for the EU or should be left to Member States.

A first point to consider is how far choosing climate change as a core priority of cohesion policy
would add to the sustainability of the Union, since this is one of the two justifications for the EU
directly to run a place-based development policy. It can be argued that the active role of the
Union in a policy of mitigation, with potentially negative short- and medium-term effects on
some sectors and jobs, requires it to take an active role in adaptation. The EU cannot be left once
again - the argument would go - to shoulder the burden of actions with negative effects on large
sections of the population, without being given the chance to have some responsibility for the
more positive, “well-being-improving”, part of the strategy. This is even more the case once
account is taken of the attitude of some countries which tend to off-load the more unpleasant
decisions on mitigation on to the Union. The experience of market and currency unification
suggests that the political sustainability of the EU requires it to have a direct policy responsibility
for public investment in the areas affected by the decisions it makes. This case would be further
strengthened if the Union were to decide to pursue mitigation directly through its own budget.

A second point relates to policy effectiveness, i.e. whether the EU has a strong comparative
advantage over Member States in having responsibility for policy intervention in this area. It
could be argued that, although interventions for adaptation are very place-specific, they are also
interdependent and interdependencies extend across national borders. The effectiveness or the
feasibility of some interventions depends on trans-European territorial cooperation, as with
coastal defences or for protection from river flooding. In addition, benefits can result from
information flows and exchange of practices that only a common policy framework can ensure.
Benefits can also come through a coordinated commitment to avoiding beggar-my-neighbour
interventions in adaptation to exogenous change.

These arguments seem to suggest that adapting to climate change and a low-carbon economy is
potentially a relevant issue for EU cohesion policy. More analysis is needed to assess whether it

325 See Begg, 1. (2009).
326 Begg, 1. (2009) argues that this could be the case, possibly by “embedding” the mitigation task inside
the policy.
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should also become one of the core priorities of this policy. This decision should be taken by
investigating the verifiability criteria as well as, which is not done here. However, should this
issue be chosen as a core priority, there would need to be a significant effort to create a
Commission task force capable (as it argued in relation to innovation) of playing a role in
providing guidance and assistance, negotiating “conditionalities” with Member States, promoting
the circulation of information, mobilising local actors and carrying out impact evaluations of
interventions.

IV.4.Addressing the social inclusion objective

IV.4.1. A casefor “Migration”

Migration represents one of the principal challenges facing the European Union in the coming
years.

Map IV.4: Net migration by NUTS 2 Regionsin 2005
(% share of total population)
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Trends, effects and the role of public action

Migration flows both from outside and within the Union are important. In 2005, there was an
estimated net inward migration to the EU of some 1.6 million, adding just over 0.3% to the EU’s
population, only slightly lower than for the US in the same year (0.4%)**’. Marked regional
differences exist, however, with the inflows being very much concentrated in certain parts.

Estimates of net inter-regional and international flows at NUTS 2 level suggest that in 2005 about
180 Regions experienced a net inflow of migrants (a total of some 1.8 million people) and about
80 experienced a net outflow (a total of 0.2 million people).Some 70 Regions experienced an
inflow totalling 1.4 million and an addition to population of over 0.5%. These include large parts
of Spain and south-west France, the centre-north of Italy, south-eastern Germany, western
Austria; Ireland, the western and eastern areas of the UK, the capital city regions of the Czech
Republic, Hungary and Bulgaria and some areas in Belgium and Greece (see Map IV.4).
Together these regions account for around a quarter of total EU population and had a net inflow
of migrants amounting on average to 1% of population. Regions with net outflows were
concentrated in the eastern parts of the new Member States, northern Germany, the Netherlands
and north-eastern France, southern Italy and the northern-most parts of Finland, though, on
average, net outflows amounted to only around 0.2% of population.

Data on the composition of active working-age population by country of origin show that the
share of people born in other countries has grown significantly in recent years: from 10.6% in
2000 to 12.9% in 2006 in the EU15 Member States, taken together, where comparisons can be
made (see Table IV.5). The increase has affected all the countries except France and the
Netherlands. In the new Member States, the average share in 2006 was 5.8%. With internal
mobility of people within Europe still limited**®, these net inflows are largely due to immigration
from outside the Union.

327 See European Commission (2008f).

328 The share of working-age residents who moved from a different Region or Member State of the
European Union “within the previous year” is estimated in 2006 at 1%, while the corresponding share of
working-age population who moved from a different State is estimated at 2% in the United States. See
European Commission (2008f).
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TablelV.5: Share of population which isborn outside the country
of residence: total and by macro-area of origin®

Share of active working age By country of origin in 2006"
opulation from any other .
Country PP country ’ Sh;;sj;?iztlgve Share of total population
2000 2006 From an I_EU-15 From an I_EU-12 From outside
countries countries EU

Austria 12.1 15.4 3.1 3.6 8.7
Belgium 11.5 135 6.2 0.6 6.7
Denmark 5.8 6.8 1.6 0.4 4.6
Finland 0.5 33 11 0.3 1.8
France 12.1 11.5 3.1 0.3 7.8
Germany - - - - -
Greece 5.3 7.5 0.6 11 5.9
Ireland 7.5 - - - -
Italy - 7.6 11 11 53
Luxembourg 38.5 40.4 36.0 1.9 8.6
Netherlands 13.2 12.8 2.3 0.5 9.1
Portugal 5.3 7.4 1.6 0.2 5.7
Spain 4.2 13.6 21 24 10.0
Sweden 12.5 14.9 4.1 1.4 10.0
United Kingdom 9.1 11.8 2.3 1.2 8.8

EU-15@ 10.6 12.9
Bulgaria - - - - -
Cyprus 11.2 17.3 6.0 2.1 11.0
Czech Republic - 1.9 0.1 1.2 0.6
Estonia 19.7 14.3 - 0.6 13.6
Hungary 1.7 0.2 11 0.4
Latvia - 10.6 11 9.6
Lithuania 6.0 4.1 - (0.3) 3.8
Malta 4.6 1.7 - 3.0
Poland 0.5 0.1 0.1 0.3
Romania (0.2) - -
Slovakia 0.7 - 0.6 (0.1)
Slovenia 7.5 0.7) 4.6

EU-12©® 5.8 -

EU-27 avail. 9.3

Source: IZA, AMS, NIRAS (2008).

' Data in brackets lack reliability due to small sample size. The symbol "-" is used
when data are either not available or extremely unreliable.

The three shares do not generally add up to the total share since one refers to the
active working age population and the other two refer to total population.

Data for Germany are not available.

Data for Bulgaria are not available.

(O]

)
3)

Projections for the years up to 2020, made before the outbreak of the global financial crisis®>’,
show significant flows continuing and high concentration persisting®>’. The majority of migrants
are expected to go to regions in Western and Southern Europe, with Eastern European regions
experiencing significant outward migration. Interregional migration flows within countries are
also expected to be substantial, with Regions in Southern Italy, Greece, Eastern Germany and
Central and Eastern Europe experiencing significant outward migration (the expected net
outcome for each NUTS 2 Region is shown in Map 1V.6).

329 The effects of the crisis on migration flows are hard to predict. On the one hand, the pull effect will
obviously diminish for a while. On the other, the global nature of the crisis might well strengthen the push
factor, while the severity of the crisis in some of the eastern Member States might also increase flows.

30 See Lanzieri, G. (2006, 2007). Projections are based on the 2004 EUROPOP national and regional
population projections produced by Eurostat, the latest available on a regional scale. The national
population projections released by Eurostat in August 2008 are based on a so-called Convergence scenario
(based on the assumption that the socio-economic and cultural differences between Member States of the
European Union will fade away in the very long run — in 2150 — with fertility and mortality rates
converging to the same values and net migration converging to zero), in contrast to the trend scenario
applied for 2004.
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Migration into Europe and between Member States is driven both by push and pull factors. The
push comes from differences in economic possibilities, income and quality of life between
Europe and other world regions. High population growth in Europe’s immediate neighbouring
regions (the Middle East and North Africa) coupled with poor economic performance, scarcity of
natural resources and human rights abuses constitute a strong driving force for many migrants,
reinforced by the very wide disparities in earning possibilities. On the pull side, together with a
need for specific skills, two additional factors are at work: a generalised and increasing shortage
of labour, linked to demographic trends (which is likely to reassert itself once the present crisis is
over) and the policy of many local producers in the agriculture and other traditional sectors to
withstand global competition by offering low wages and poor working conditions, often illegally,
to people from abroad.

Map IV.6: Forecast of cumulated net migration 2004-2020
(% share of total population)

: N T 4
,/&\\‘{JJVVT\? 8 ’ REGI0gis

Cumulated net migration, 2004 - 2020

%% of total population in 2004

- <-10 0-2 Source: Eurostat
I o-s 3-6

52 s

a0 v

] S04 Km
L v

& EursGsographic Asociation ke the sdminkirdve boundarke

Source: Lanzieri, G. (2006, 2007).

Migration represents both an opportunity, sometimes a once-in-a-lifetime one, and a risk for the
three groups of people involved.

Those who migrate can enjoy, in addition to higher income, increased learning possibilities, more

freedom and more life chances, while their children (second generation migrants) might have
greater, or much greater, opportunity to be educated. On the other hand — leaving aside the two
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extremes of highly skilled professionals and those involved in criminal activities - migrants can
find themselves in a very weak position in the labour market, live in disadvantaged areas, have
problems in accessing public and private services based on trust relations (like bank credit) and
face fear from their neighbours. All these factors amount to less freedom, while second
generation migrants might see their disadvantage perpetuated by the school system.

For people living in areas where migration inflows are concentrated, there may be benefits from
the labour migrants have to offer (their skills, their availability to do jobs that residents would not
do, the pay they accept, and so on) as well as from exposure to a different culture. On the other
hand, social and public services (such as schools) might be strained, infrastructure become
inadequate, the general wage level pushed down and local identity and “values” come under
threat. Moreover, when the demand for labour attracts immigrants to illegal activities or the
integration process fails, domestic residents might also feel a threat to their security.

For the people living in areas most affected by migration outflows™', there is a benefit from the
remittances sent from abroad and there can be advantages coming from the increased competence
and the cultural broadening of those who have left. On the other hand, social services might be
discontinued or curtailed because of the reduction in population and the economic potential of the
area might decline, especially when a large share of those migrating are young, well-educated
people.

The net outcome for these three groups depends on both the capacity of the communities
involved to react to change and other developments which occur as a result of the migration.
Public action can make a significant difference to the outcome: by adjusting urban planning,
education, public transport, health services, security and social services; by adapting the support
given to businesses and easing access to the labour market; by investing in cultural facilities; by
encouraging a reconsideration of comparative advantage, and so o. These are all interventions
which, while inspired by common principles and experience, need to be very much place-based,
since both the effects of migration and the way to tackle these depend on the specific context. As
repeatedly noted in this Report, however, some places might fail to react for a variety of reasons.
New social exclusion traps might emerge, giving rise to a clear demand for exogenous place-
based intervention.

The pressure on the EU and the scope for cohesion policy

Faced with this situation, pressure has been mounting on the EU since the late 1990s to play a
role in tackling the issue of migration. There are three main reasons for this***. First, it has been
clearly recognised that, with a unified labour market and free movement of people across most
internal national borders, the effectiveness of internal and external migration policies in one
Member State will be strongly affected by the policies adopted in others. Secondly, some
Member States are particularly willing to externalise some national decisions on migration.
Thirdly, whatever the actual state of affairs, the EU is considered by many European citizens as
having a responsibility for the inflows®”, once again, the sustainability argument strongly
implying that the EU should take direct responsibility.

At the same time, there are strong pressures for dealing with this issue in a country-specific way,
especially in regulating flows and coping with integration. This is because the economic needs

31 This last issue is often overlooked. On the need to take it into account, see for example The Region
Council of Pdijat-Hame (2008).

32 For this point and the following ones, see Papademetriou, D. and Zincone, G. in UniCredit Venice
Forum 2008 “Migration from a national, European and global perspective”. See also Niessen, J. (2001).

33 As noted above, Kriesi et al (2006), by analysing Austria, France, Germany, Switzerland, The
Netherlands and UK in pre-electoral periods, show a strong linkage in the shift of position of several
parties towards increased opposition to European integration and growing support for restrictive
immigration policies.
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and preferences of countries and Regions differ markedly in terms of required competences,
while radically different country- or Region-specific cultural heritages imply different
approaches, especially to integration. The challenges that migration represents for national
identity are perceived and dealt with in many different ways.

This situation, which is unlikely to change in the foreseeable future, explains why the EU-wide
debate and effort have had only limited results on: legal immigration and relations with third
countries; a common broad denominator (in the 2003 Directive); and, through the European Pact
on Immigration and Asylum (adopted by the European Council in October 2008), controlling
illegal immigration, making border controls more effective, regulating asylum and creating a
partnership with countries of origin and transit. “There is no consensus in Europe about
migrants’ entitlements or their integration into society”*, and on the difficult issue of whether

the equal enjoyment of rights by all might legally require differentiated treatment™”.

Immigration represents a particularly significant example of the general paradox — that the EU is
expected to play an active social role but is at the same time prevented from so doing by the
existence of national social contracts and different aspirations. Failure to deal with the
immigration issue not only erodes consensus in favour of the EU and its policies, but, by fuelling
concerns and fears, it deters mobility of labour within the Union, depriving people of an
additional potential source of social protection

One EU decision, however, indicates that the opportunity exists to move forward, namely that
establishing for 2007-2013 a small but significant (EUR 4 billion) Framework programme for
Solidarity and the Management of Migration Flows, including four Funds: for External Borders
(EUR 1.8 billion), for Return (EUR 0.7 billion), for Refugees (0.7 billion) and for the Integration
of Third-country Nationals (EUR 0.8 billion). In the Commission Communication which, by
building on the already established Refugee Fund, started the process that established the
Framework™’, it was argued that the different features of the migration issue had different effects
in different Member States and that the need existed for a “fair share of responsibilities between
Member States”. In particular, in June 2007, the Integration Fund was designed with the aim of
supporting the efforts of the Member States in “enabling third-country nationals of different
economic, social, cultural, religious, linguistic and ethnic backgrounds to fulfil the conditions of
residence and to facilitate their integration into European societies”, in particular “taking into
account the principle that integration is a two-way dynamic process of mutual accommodation by
both immigrants and citizens of Member States.” Some 93% of this Fund is distributed among
Member States on the basis of the number of legally resident third country nationals; the rest
being available for Community actions.

Cohesion policy, by combining EU principles and the freedom of Member States and Regions as
well as local institutions to apply them to specific needs, could serve as the appropriate
framework to take one step further and to address the social problems concerning all the three
groups of people discussed above.

An EU place-based approach can respond to the highly differentiated way in which migration
inflows and outflows affect different places. It can do so by helping to provide the public goods
and services that these effects demand. Moreover, while many different cultural and normative
aspirations exist in the EU, there is one common feature, that citizenship is de facto defined in
part by the accessibility of people to services (education, healthcare, public transport, security,
etc). The arrival of “outsiders” in some areas and the departure of people from others put this
under stress and gives rise to a fear among those who have not moved that this might threaten

334 See Report for the Council of Europe, p. 23.

35 See the ruling of the European Court of Human Rights as quoted by the Report for the Council of
Europe, p. 48.

336 COM(2005) 123 final.

337 Council decision n. 2007/435/EC.

144



their quality of life and among those who have moved, a fear of being excluded from a better
standard of life. Dealing with the pressures placed on public goods and services as a result of
migration, adjusting these to change, in order to promote the inclusion of newcomers (allowing
for their diversity) and preventing exclusion is a task common to all EU regions, and one which .
could also extend outside the EU’s borders.

Cohesion policy would give ample room to local authorities in both urban and rural areas to
design projects according to the context, combining the bundles of services that are required:
strengthening or adjusting education, healthcare, transport, childcare, etc; extending skills;
supporting businesses and access to credit; upgrading urban areas; addressing special needs of
migrants and minority groups — of residents threatened by migration inflows, of people in areas
depopulated by migration outflows — strengthening action against illegal work and organised
crime and so on. External border regions would also benefit in particular from the extension of
interventions to transnational cooperation projects.

National and local government would promote these actions in the context of the general
principles and guidelines which would be agreed for the whole of the EU (see chapter V,
pillar 2). On the basis of these principles, each Member State (or Region) would design a strategy
for implementing the core priority and would agree with the Commission the institutional
framework which the policy requires in each local context as well as the means for ensuring its
successful implementation (see chapter V, pillar 3). As for any other core priority, this would
require the creation in the Commission of a specific, inter-service, high-level task force. Member
States and Regions would have the opportunity to shape their strategies in line with their
aspirations and integration policies, but they would do so by continuously confronting other
approaches and other standards, as their citizens increasingly require (see chapter V, pillar 8).

Mobility is bound to increase the awareness of European citizens of the quality of services
enjoyed in other areas of the Union; to strengthen progressively their tendency to use not only
national but also “European” standards as a reference for their aspirations, however defined.
Cohesion policy, by defining its overall objectives with reference (as argued in section 1V.2) to
both national and European standards, is suited to this (long) phase of transition. In addressing
migration and reducing fears, cohesion policy would also be likely to have a positive effect on
labour mobility, providing a further source of social protection.

In terms of its effectiveness, cohesion policy would also benefit from two general advantages that
it has over national policies: the capacity to take account of cross-border interdependencies and
the greater distance it has from local problems and pressures. So far as the verifiability condition
is concerned, the choice of migration as a core priority would require a concerted effort by the
Commission and by all levels of government, in consultation with national and European bodies
representing citizen interests, to develop the methodological tools proposed in chapter V that are
necessary for the policy objectives to be clearly identified (at all territorial levels) and for results
to be evaluated®®. In particular, in setting objectives and building a robust system of indicators,
care would be needed to represent the multi-dimensional nature of social inclusion satisfactorily.
Experimental methods and the use of prospective impact evaluation in the implementation of
local projects have particular relevance in this regard.

If all these conditions were satisfied, choosing this ‘“Managing the social consequences of
migration” as one of the core priorities of cohesion policy would enable the EU to tackle the
issue in an effective way, but without setting a role for itself that cannot be achieved.

338 Some lessons could be drawn both from the current experience of the European Fund for the Integration
of Third Country Nationals (see above) and from the limited experience of addressing migration issues
through cohesion policy in the area of labour market integration and through specific assistance to regions
particularly affected by migration issues, such as outermost and external border regions.
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IV.4.2. Exploring other options; “ Children”
Ensuring the social inclusion of “Children” is another option to be considered as a core priority.

The conditions of children represent a particularly striking aspect of the permanence of social
exclusion in Europe. According to 2005 estimates®, 19 out of 98 million children (aged 0-17)
live in households with income under the risk of poverty threshold (60% of the median
equivalent household income). Both their share and the intensity of their risk of poverty’* are
higher than those of the total population. The information available suggests that, on average, the
risk of poverty has not changed much over time. Taking account of deprivation as regards other
dimensions of well-being, the proportion of children below the threshold for more than one of the
dimensions covered by the Lacken indicators ranges from around 10% in some Nordic countries
— where the risk of poverty is lower than for the rest of the population - up to about 40% in 10
Member States.

Family circumstances matter for childhood deprivation. Children in large families (with 3
children or more) have a risk of poverty rate of 25% (as opposed to 19% for all children) and
those in lone parent houscholds, a rate of 34%, an alarming figure, given that the share of
children not living with both their parents increased from 14% to 19% during the 1990s. In these
households too, as in others, the risk of poverty of children is strongly affected by the education
level of parents and their labour market situation. On average across the EU, for over 30% of
children at risk of poverty, neither of their parents had an upper secondary level of education as
opposed to 16% in the case of all children.

Faced with this situation, several Member States do not have a policy specifically aimed at
children but seek to reduce their risk of social exclusion through policies on education, housing,
childcare, health, etc. As has been pointed out: “a significant number (though not all) of the
Member States with an average or high level of child poverty have yet to develop an adequate
response to combat ir”*'. Policies in this area, on the other hand, are bound to be strongly
influenced by “value” considerations. The way of educating, raising and caring for children
reflects strong issues of identity, linked to what individuals and communities consider desirable.
On the other hand, the effects of these intended choices on observable outcomes are hard to
disentangle from the effects of collective failure to act.

The European Union, in the context of the social inclusion process, has given growing attention
to the social inclusion of children and it has influenced the social agenda of countries which had
not identified this as an objective®*. It has explicitly mentioned the “protection of the rights of
the child” in the proposal for a new Treaty as one of the Union’s aims in article 3 alongside
“economic growth and price stability”. In the Presidency conclusion of March 2006, the
European Council asked Member States “to take necessary measures to rapidly and significantly
reduce child poverty”, since they are “less likely than their better-off peers to do well in school,
enjoy good health and stay out of dealing with the criminal justice system” and “have damaging
effects on the future life opportunities of children”. The report on Child poverty and well-being,
from which the quoted figures are taken, originated from this conclusion’®. The social inclusion
of children is an issue where the demand and the momentum exist for the European Union to take
some direct responsibility.

339 See European Commission (2008a).

340 Measured by the distance of the median equivalised income of those living below the line and the value
of the threshold.

341 See again European Commission (2008a), p. 126.

342 See Atkinson, A.B. (2008D).

33 A strong focus on the social exclusion of children (“prioritise early intervention for disadvantaged
children, tackle early school leaving, overcome declining social mobility”) is suggested also by Liddle, R.
(2007a) in the context of a proposal for “A new Social Europe”.
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In bringing increased and explicit attention to bear on the objective of social inclusion, as this
Report advocates, cohesion policy should consider childhood deprivation as a serious option for
one of the core priorities. The issue is certainly important and addresses widespread concerns. Of
the three requirements set out in this Report for choosing a core priority, the place-based aspect is
clearly satisfied. The circumstances which influence the social exclusion of children are strongly
linked to the territorial context — not just to the family in which children happen to grow up, but
also to the schools they attend, the environment in which they spend their time and its degree of
openness. Most public interventions that matter for increasing the social inclusion of children —
education, housing, urban planning, social services, security, cultural activities, etc — need to be
tailored to places in a way that place-based policies are well positioned to ensure. As for the
verifiability requirement, this is complicated to ensure, but no more so than for other social
issues. Experience exists in the Commission, in some Member States, in international bodies in
measuring outcomes and assessing effects which can be built on.

On the question of EU-level relevance, several aspects need to be considered. The social
inclusion of children is unquestionably an issue of importance for all EU citizens. The issue,
however, does not present the EU with a problem of sustainability, since the Union is not
commonly held responsible for deprivation among children, as is the case for, say, migration.
Moreover, the “value” aspect linked to the issue raises strong identity problems that demand
national approaches and invite caution in setting EU-wide targets for services.

On the other hand, the choice by the EU of children as a core priority would have some clear
advantages. First, the synergies between equity and efficiency are particularly relevant:
improving opportunities for the most deprived children can also increase their future
productivity, while taking care of some of their needs through public services can increase their
parents’ possibility of working and earning more®*. Although there should be no confusion
between the two tasks, this is ceteris paribus an advantage for the effectiveness of the policy.
Secondly, with several Member States not having a specific strategy to deal with this issue, there
are less risks of impinging on national policies and political spaces. Thirdly, the issue would
unquestionably have high visibility and potential for being perceived as a European public good.

One example helps to clarify the different aspects that need to be weighed up in deciding whether
or not to make children a core priority. It concerns childcare, a service at the centre of EU
attention. At the EU Council in March 2002, targets were established for the provision childcare
(which includes childcare at day-care centres and pre-school education, but not the informal care
provided by relatives, friends or neighbours), facilities needing to be provided for 33% of
children under 3 and 90% of those between 3 and compulsory school age. Eurostat figures for
2006 show an average figure of 26% for the first age range and 84% for the second. The country
variance around these proportions is extremely high, in the first age group, the share ranging
from over 70% in Denmark and over 40% in Sweden, the Netherlands, Spain and Belgium, down
to less than 20% in Greece and Germany and less than 5% in most new Member States.

The issue is strongly supported by all social partners who have also drawn attention to the wide
disparities which exist within countries. In July 2008, the main EU organisations representing
workers and entrepreneurs (European Trades Union Organisation, Businesseurope, European
Centre of Employers and Enterprises, and European Association of Craft and Small and Medium
Size Enterprises) wrote in a letter to the Commissioner for Employment, Social Affairs and Equal
Opportunities that “despite significant improvements in a number of [Member States], the
situation remains unsatisfactory in the majority of EU countries” , that a “wide variety of
situations® exist within countries, and that also “regional disparities exist in terms of quality,
accessibility and affordability. For example the provision of childcare is particularly challenging
in bigger cities and remote areas”. They then underline the “disincentive to work™ for parents

344 The trade-off between equity and efficiency is also smaller, if it is assumed that a greater separation is
possible, especially for younger children, between circumstances (at which interventions would be aimed)
and effort: in other words, the improvement of circumstances would not have a negative effect on effort.
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that derives from this situation, Member State responsibility for the issue, and the need for the
EU to promote action and for the European Social Fund to be used for this purpose.

The figures, the demand for the EU to act and the emphasis on national responsibilities raise two
separate issues. First, the figures reflect both the degree of political awareness as well as different
national conceptions of the desirable way to care for children in the early stages of life, which is a
reminder of the risk of pushing common uniform targets too far. Secondly, from the perspective
of social inclusion, the provision of childcare should be considered along with its quality — as the
social partners remark - its linkage to education, and the other rules and conditions relevant for
both children and parents (including leave facilities at work, the opportunity for the elderly to
play a role in childcare, the conditions for community support, and the quality of housing). Only
an integrated, place-based approach can deliver results.

If the EU were to decide to prioritise the social inclusion of children in cohesion policy, it should
be wary about recommending general best practices on the issue of childcare. Rather, it should
encourage, through the strategies of Member States (and Regions), the production of validated
community-based indicators capable of focusing action and public debate on the features relevant
for specific contexts. It should also encourage tailor-made projects that respond both to a set of
EU-wide agreed principles and to different national aspirations. How effectively the Commission
could play this role in such a sensitive area through the strengthening of its in-house capacity is
one of the issues that should be considered in making the choice.

IV.5.Tackling both objectives with the same core priority: the options of “Skills’ and
“Ageing”

Two further options for the choice of core priorities, where the objectives of efficiency and social
inclusion are equally relevant, skills and ageing, will be briefly considered.

Skills

Possessing adequate skills is necessary for the capacity to enjoy life, for self-esteem, for
increasing income and for finding a job®*. Map IV.7 shows how important the effect of
education — a major source of skills — is on employment rates. It also shows that this effect differs
markedly between regions, even within the same country. Possessing adequate skills is even more
important in a situation where rapid technological change, global challenges and external shocks
are likely to make existing skills obsolete or in need of updating.

Employment and unemployment rates, strongly influenced by education and the availability of
skills, have been converging in the EU, but the variation in these, even within countries, remains
very high, and there is a persistent tendency of some Regions to under-perform. The relative
position of 80% of Regions in the EU with “very high unemployment” in 1993 remained the
same in 2003, as against 65% in the US and Canada’*.

A substantial effort to upgrade skills at all levels (and in particular of the low-skilled and
disadvantaged) will be essential to enable all European citizens to adjust to a changing
environment, to maintain and improve their long-term job prospects and to avoid falling behind.
It will require investment to improve the quality of education and training®*’. But it will also
require more informative and timely ways of matching the supply of skills with labour market
demand, and new strategies to make the most of the skills of older people with their much
extended life span. The effects of the public action taken to deal with the skill issue will be
important for efficiency and growth. But the effects on social inclusion will also be important.

345 See for example Overman, H.G. and Puga, D. (2002).

36 See OECD (2005a). High unemployment is defined as the unemployment rates which belong to the
upper quintile of the unemployment distribution.

347 See Commission of the European Communities (2008d).
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Public action aimed at improving skills undoubtedly requires nation-wide institutions. But in
order to be effective, it must also take account of the specific circumstances and needs of places,
in order to address the causes that make some nation-wide services (education, training, labour
market policies) more effective in some contexts than in others. This is particularly true for
education, the effectiveness of which strongly depends, not only on the social and cultural
upbringing of the students, but also on the context in which they live and on the other students
with whom they interact’*®. In the case of public action aimed at upgrading the skills of people
already active in the labour market, a successful approach needs to take account of, and adjust to,
the knowledge and preferences of those that it is directed at, especially the unemployed and
marginalised groups. For this reason, in several EU countries, local and/or regional authorities
have responsibility for upgrading skills. As in other areas, however, the local capacity or
willingness to act can vary greatly between places. Exogenous intervention is needed to avoid
both inefficiency and social exclusion traps and to support action, diffuse information and ensure
standards.

38 According to the data collected and analysed by PISA — see OECD (2006a) — for 11 of the 17 EU
countries surveyed by the assessment, the variance in student performance in mathematics between schools
represented more than 30 per cent (for 7 countries more than 50 per cent) of the total variance in student
performance, with a large majority of it being explained by the economic and social status of students and
schools. Partly due to structural features of those education systems, this show how “territorial” the
education challenge often is.
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MAP 1V.7: Differences between employment rates of
population with high and low education level in 2006
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®) High education is defined as qualifications at tertiary (ISCED 5 or 6)
level; low education as only basic schooling or qualifications no higher
than lower secondary (ISCED 2) level.

EU cohesion policy already operates in this field. In the current period 2007-2013, EUR 25
billion have been allocated to improve human capital and EUR 13.5 billion for supporting the
adaptability of workers, enterprises and entrepreneurs, which also includes the development of
systems for anticipating economic change and future requirements in terms of jobs and skills. The
equity and efficiency objectives, therefore, coexist’®. The question is whether there are sufficient
conditions and opportunities for redirecting some of these funds and/or other funds to a less
fragmented strategy, inspired by a general EU vision and more clear-cut objectives, centred on
both equity and efficiency.

In terms of social inclusion, the general objective would be to raise the education, competences
and basic skills of as many European citizens as possible above certain minimum levels. In terms
of efficiency, the general objective would be to support in all places the upgrading of individual
skills which are needed in the EU in order to strengthen competitiveness. An analysis needs to be
carried out of the extent to which a policy space for the EU level of government exists for it to

349 Equity is likely to be the main objective for the additional EUR 10 billions which are aimed at
improving the active inclusion in the labour market of less favoured persons (but here the emphasis is not
necessarily on skills).
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acquire more sovereignty on this issue, as well as how far there is knowledge base in the
Commission from which to start playing this new role .

Ageing

Population ageing, driven by low levels of fertility and mortality, represents a global
“demographic revolution™*. For the EU, it is a challenge in terms of both efficiency and social
inclusion, calling for interventions on the organisation of labour and on the structure of public
goods and services.

In the world as a whole, the share of older people in the population will reach 21% in 2050
against around 11% today and by then the number of older people is expected to exceed the
number of young people under 15 for the first time*'. The EU displays a combination of high
and increasing life expectancy and an extremely low fertility rate®>. As a result of the accession
of the new Member States, the average age of EU population has fallen slightly. However,
enlargement has not significantly changed the demographic map of the Union and the recent
reductions in fertility rates in the new Member States have given them the same demographic
pattern as the rest of the Union.

Projections for the EU**® for 2050 anticipate about 60 million more people of 65 and over — the
official age of retirement in most Member States — and about 50 million fewer 15-64 year olds.
The share of population aged 65 and over will rise all across Europe, but a wide variation
between regions is expected. Map IV.8 shows that in the 2020 the largest shares of older people
are projected to be in Eastern Germany, Central France, Italy, North-West Spain, parts of
Bulgaria, Finland and Sweden®™. In some of these areas — in Eastern Germany, North-West
Spain, Bulgaria and some Regions of South-Italy — this would be coupled with marked
population decline, (Map IV.9). Recent research suggests that demographic ageing in virtually all
European countries will increase income inequality and poverty rates in Europe in the coming

decades®®’.

350 See World Health Organisation (2004), p. 6.

351 See United Nations (2001). “Old” in the UN definition is 60 and above.

32 See Eurostat (2004), p. 37; European Commission (2004a). The fertility rate is defined as the average
number of babies born to women during their reproductive years.

353 Projections were made by Eurostat in 2004 at national and regional level by applying a trend scenario.
National projections were then produced in 2008 only at national level and with a convergence scenario.
See Commission of the European Communities (2008e).

354 See Commission of European Communities (2008e), using the Eurostat 2004 projections.

355 See SCP (2004).
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Map 1V.8: Share of population aged 65 and above in 2020
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These widespread and profound changes will not only differ in intensity across regions but will
also be experienced very differently from place to place according to factors such as ethnicity, the
structure of occupations and migration flows. The different rates at which different ethnic groups
age, and their different family and intergenerational relations, will also influence the effects,
making them very dependent on the local context. Moreover, the regional policy response will be
conditioned by the administrative context, the regional policy framework and the broader socio-
economic profile of the region. Demographic ageing, therefore, has significant territorial
consequences.
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Map IV.9: Population decline between 2004 and 2020
(annual average % change)
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The challenges for each region are likely to relate to all aspects of life.

o Organisation of labour. Ageing contributes prima facie to a shrinking population of working
age, and the regions most affected might see their income prospect worsen. On the other hand,
the older sections of the population represent an often underutilised source of labour, ideas,
guidance and information. If they are properly used, which is likely to require changes in the
present organisation of work and labour, they could represent an asset rather than a liability
for many regions.

o Consumption. The different pattern of consumption of retired people calls for adjustments in
the composition of goods and services provided.

e Welfare system. A growing number of older people requires changes in the type and scale of
social services.
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o Spatial planning and infrastructures. Outward migration of younger people can leave older
people isolated in deprived urban centres or in rural areas and this has implications for spatial
planning, welfare provision, housing and transport systems.

o JVoluntary activities. The elderly, through their participation in the provision of local services
and voluntary and caring work, can be among the most active contributors to social cohesion
and to the reduction of social exclusion, including that resulting from demographic ageing.
This contribution can be facilitated or hindered depending on the degree to which older people
have a say on issues such as urban and spatial development, housing, social services and
public transport.

In the face of all these various challenges, risks and opportunities, there is a need, from both a
cultural and political perspective, for a major adaptation of the policy measures and institutions
that have been designed for a population with a very different age composition and for an
adjustment of the national pension, welfare, labour market and family law systems in place. At
the same time, there is also a need for a response at local level, capable of tackling all the issues
mentioned above. Since places will be affected very differently by the demographic changes and
since their circumstances differ, there will be considerable variation in their capacity and
innovativeness to respond. New inefficiency traps will arise, as some places fail to adapt their
institutions and services, and comparative advantages will be lost. New social exclusion traps will
also emerge as sections of the population fall below socially acceptable levels of income and
suffer deprivation in other aspects of well-being.

There is, therefore, a clear case for a place-based development policy to combat the effects of
demographic ageing. Intervention can help to increase participation rates and labour productivity
through support for active labour market policies, training of older people and improvements in
education and life-long learning. It can also raise awareness of the potential of older workers and
promote changes in the organisation of labour which enable their potential to be realised and
support improvements in accessibility and mobility. In addition, it can help to reduce physical
and social isolation in rural areas as well as that caused by a decline in family support, ensure that
housing stock meets new needs, improve service delivery, access to ICT and public transport,
provide suitable health and long-term care and focus interventions on the specific situation of
vulnerable groups.

Since the problems that demographic ageing gives rise to require a place-based approach, the
next question is whether the verifiability criterion is satisfied. For the social inclusion objective,
the methodological issues are similar to those mentioned above with respect to children. For the
efficiency objective, verifiability is undoubtedly more complex and calls for carefully defined
methods if the criterion is to be satisfied. The final and central question is whether the Union
should be involved in running a place-based policy in this area.

The European Union has always recognised the importance of ageing. The issue has featured
prominently in both the Lisbon agenda and in the anti-discrimination Directives. It is commonly
recognised that population ageing is one of the main challenges that the EU will face in the
coming years. Cohesion policy support has already been given to a number of initiatives dealing
with ageing®®. But the question is whether the EU importance is sufficient for the issue to
become a full-scale central concern of cohesion policy.

356 Cohesion policy is financing projects in private firms, municipal and regional governments and
development agencies aimed at developing strategies for retaining older workers: see European
Commission (2007a). Community Initiatives are also supporting projects combating age discrimination in
the labour market. These include support for business start-ups among those of 50 and over and life-long
learning: see Ministerstvo prace a socialnich véci CR, Evropsky socidalni fond, Program Iniciativy
Spolecenstvi EQUAL; and Shrnuti Programu Iniciativy Spolecenstvi EQUAL (Accessed at:
http://www.esfcr.cz/).
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As in the case of the social inclusion of children, there is no specific expectation by European
citizens that the EU should address the issue, nor is the EU blamed for its existence. But, by
tackling this issue as a core priority of cohesion policy, the EU would have an opportunity to
anticipate, through a shared strategy, the effects of a demographic revolution that individual
countries are not adequately responding to and for which there is, therefore, a policy space to fill.
Moreover, due to the innovations that a policy for the elderly requires, there is significant scope
for the exchange of experience and mutual learning that a policy governed at EU level is well
placed to ensure. The issue would undoubtedly have high visibility and the policy measures put
in place to tackle it the potential for being regarded as a European public good.
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V. AMORESTRATEGIC AND EFFECTIVE GOVERNANCE

Reforming the governance of cohesion policy is one of the conditions for meeting the challenges
for which the policy is needed in the European Union.

More so than two decades ago, cohesion policy can be a primary and effective instrument for
addressing issues of inefficiency and social exclusion in Europe and for promoting solidarity and
a renewed commitment to the Union and its integration strategy among European citizens. The
Report has argued that a clear-cut rationale exists for an integrated, place-based approach to be
run at EU level according to the needs of places (chapter I). The task assigned by the Treaty to
the Union “to promote overall harmonious development” and to reduce “disparities” and
“backwardness” in regional development has strong foundations.

The review of policy results conducted by this Report (chapter II) shows that cohesion policy
offers an appropriate basis for addressing the task, but that a set of serious weaknesses exists
requiring reform of some key components of the policy. The basis is represented by: a system of
multilevel governance with a focus on places/regions; a system of contractual commitments, both
vertically, between Commission, national and regional levels, and horizontally, that represent a
valuable European asset; an EU-wide network for the diffusion of methodological tools; and an
attitude and a capacity for partnership. The weaknesses concern: deficits in strategic planning and
policy conception; lack of focus on core priorities and of distinction between efficiency and
equity considerations; failure of contractual arrangements to focus on results and to design
institutional changes tailored to different contexts; methodological problems hampering the
appropriate use of indicators, targets and evaluation; and a lack of debate on results, both at local
and EU levels.

The case for change was made in chapter III. Together with a strong concentration of resources
on a few core priorities and a territorialised social agenda (chapter IV), the following principles,
drawn from the policy concept and from the lessons of the past, have been highlighted to guide
the reform of the governance of cohesion policy: orienting grants to results; mobilising and
learning; strengthening the Commission; reinforcing political checks and balances. Some steps in
these directions have been attempted for the current period®’, but they have fallen short of
expectations due to lack of progress on the policy concept, methodological weaknesses, and the
absence of a strong political compromise that enabled Member States largely to neutralise the
proposals for change.

The “ten pillars” for reform presented in this chapter are based on the principles summarised
above. They are not intended to provide a blueprint for cohesion policy in the future and take
only partial account of the impact — mostly still to be seen - of the changes introduced for 2007-
2013. However, the pillars do provide clear statements of how a reformed system of governance
can be constructed as a starting point for debate. They also emphasise, as has been stressed in
chapter III, that effectiveness is dependent on a comprehensive reform, with the success of one
proposed change strongly depending on the implementation of the others.

Changes such as those proposed here can be made and results can be achieved if the rejuvenated
policy concept is accompanied by a strong political compromise and by an appropriate design of

37 Particularly relevant is the introduction of the Community Strategic Guidelines and the National
Strategic Reference Frameworks: whatever their actual implementation; they do represent a building block
on which the proposals of this Report can be built. Earmarking has also been introduced, but the reference
to the very broad Lisbon “priorities” and Member State pressure during the negotiation (see Box I1.A)
have diluted its effect. A strategic reporting process has been launched, but Reports are not asked to
describe progress towards quantified objectives, and the persistent lack of a system of robust indicators
makes this step unlikely. A more intensive exchange of experience is being promoted through the ‘Regions
for Economic Change’ initiative, which is a basis for further moves in this direction.
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the negotiation process, with the strategic principles, the financial framework and the overall
regulation being approved simultaneously. The overall regulation, which would embody the rules
described and justified in this chapter, would represent a simple and clear general EU framework.
This would have important implications at EU level. However, for the framework to succeed
would also require Member States and Regions to play their part in making the necessary
domestic changes that the reform requires.

The ten pillars also offer ideas that could be of use in the current programme period. In some
cases this is both possible and necessary in order to build the base and the experience to be put to
full use in the post-2013 period: a stronger indicator system; the sharpness and quality of
reporting; experimenting with impact evaluation; and strengthening DG REGIO and DG EMPL.
Other proposed changes would also warrant preparatory moves before the end of the current
period — most notably the dialogue on new priorities.

V.1. Aninnovative concentration on coreprioritiesand a conservative territorial allocation

The first question for this chapter is how cohesion policy resources should be deployed: the share
of resources for the core priorities; the territorial allocations to regions and countries —
geographical coverage, territorial units for resource allocation and eligibility thresholds; and the
specific aspects of territorial cooperation and TENS funding. All these issues are discussed under
the working assumption that the resources for cohesion policy will be similar to the present
amount.

Focusing resources on core priorities: a large share of cohesion policy resources should be
concentrated on 3-4 narrowly defined core priorities of EU interest.

One of the substantive changes proposed by this Report is the concentration of a significant
proportion of cohesion policy funding on a limited number of core priorities (three or four). They
would become the European public goods on which cohesion policy is focused. We propose that
the selection of these core priorities should be the subject of a strategic political process (see
pillar 2) involving EU and Member State authorities. A key requirement is that the priorities are
defined strictly and that they are assessed on the basis of conceptually-founded criteria. The
Report suggested three criteria in chapter IV — EU-relevance, place-basedness, and verifiability -
which are coherent with the rationale of the EU having a cohesion policy. The Report also
examined the arguments for some specific options for the choice of core priorities: innovation,
climate change, migration, children, skills, ageing.

Strategic political agreement would also be required for the share of cohesion policy resources to
be allocated to the agreed priorities. Clearly, they could not account for the whole cohesion
policy budget; in many lagging regions, there is a wide range of development needs and
challenges to be addressed. Determining the degree of concentration also needs to consider the
varied capacity of Member States effectively to absorb funding (absorption capacity) under the
various options for core priorities, and this decision needs to go hand-in-hand with the choice of
core priorities. However, we propose that the target share at EU level should be no lower than 55
per cent and as close as possible to 65 per cent: this aim should be born in mind in deciding the
core priorities and assessing the likely financial absorption of each candidate. The agreement
should also establish a fourchette (a range with an upper and lower limit) for the share of the
cohesion policy budget allocated to each core priority at EU level.

The concentration requirement would apply to every country or region, but the share (allocated to

core priorities) should vary according to territory: highest in non-lagging Regions, where the
smaller amount of per-capita resources demands strong concentration; and lowest in lagging
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countries, where the scope for using the funds is limited by the Treaty to transport, energy and

the environment™®,

Each Member State (and Regions) would determine, in dialogue with the Commission, the
distribution of its allocated cohesion policy resources among the core priorities, justified with
reference to its needs and development strategy. In the context of the strengthened governance
concerning the core priorities — described in pillar 4 — the approval of the Commission for these
choices would be necessary. The remaining resources would be allocated to other development
priorities selected by the Member State (Region), providing that the place-based nature of the
interventions is adequately justified with reference to development needs and the overall strategy
(see pillar 3). A decision would have to be taken on whether to retain, as a reference, the present
16 expenditure categories, with some clear advantages of comparability over time, or to adjust
them in favour of a less sectoral approach.

Territorial allocations to Regions and countries. as currently, cohesion policy should have the
scope to address development issues in all parts of the Union, with resources concentrated on
lagging countries and regions.

The territorial allocation of resources raises three questions: in which regions should cohesion
policy resources be used? What units should be used for the allocation algorithm? And what
threshold(s) should be used for determining the territorial concentration of resources? As
anticipated in chapter III, on all these issues the Report takes a conservative view.

The first issue concerns geographical coverage. Addressing development problems, namely
“development traps” relating to economic inefficiency and social inclusion (see chapter 1), is a
challenge for all areas of the Union. The main development problems are clearly greatest in the
lagging places, where the need for financial support is greatest and where both institutions and
fiscal capacity are weakest. It is here that the concentration of resources should be maximised.
However, the rationale for a place-based approach by cohesion policy is not restricted to lagging
regions; there is a strong justification for the EU to intervene also in non-lagging regions where
economic inefficiency and social exclusion traps exist (see section 1.3)**°. This is even more the
case when (see below) the territorial unit for resource allocation is a jurisdictional unit — either a
Region or a nation-state - which can include regions/places at different stages of development.
The Report therefore proposes that the present principle for the territorial allocation of funding
should be retained: cohesion policy should apply to all parts of the EU territory, concentrating on
lagging regions, and having the scope to intervene in all non-lagging regions in support of EU
core priorities also.

An important caveat is that, while cohesion policy should have the scope to intervene
everywhere, this does not assume that funding will necessarily be provided to every place/region.
Under the contracting system proposed below (pillar 3), Member States will be required to justify
the spatial allocation of resources (especially where concentration is required by the core

358 Taking, as an example, the present distribution of funds (around 20 per cent to lagging countries, 62 per
cent to lagging Regions, 16 per cent to non-lagging Regions and around 2 per cent to territorial
cooperation), the overall range allocated to core priorities under the above proposal — no less than 55 per
cent, possibly up to 65 per cent - could approximately correspond to the following ranges of resources
attributed to each type of territory: 25-30 per cent of the resources attributed to lagging countries (given
the Treaty constraints); 55-65 per cent of the resources attributed to lagging Regions; 85-100 per cent of
the resources attributed to non-lagging Regions; 55-100 per cent of the resources attributed to territorial
cooperation (very much depending on what the chosen priorities are). These specific ranges are coherent
with an overall 55-65 range also for other potentially feasible distributions of resources among different
territories.

39 As section 1.3 made clear, proposals to restrict cohesion policy to “poor” countries or “poor” Regions
are based either on budgetary politics or on a conceptual view of cohesion policy concerned with
convergence and financial redistribution, rejected by this Report.
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priorities to be effective). Depending on the core priorities selected, the territorial allocation of
funding within Member States should be those places/regions where economic inefficiency or
social inclusion traps are considered most important.

The second issue relates to the territorial unit for resource allocation at EU level: which unit
should be used to distinguish between lagging and non-lagging regions so as to differentiate the
intensity of funding? The policy concept would suggest referring to places defined as a
contiguous/continuous area within whose boundaries a set of conditions conducive to
development apply more than they do across boundaries (see Introduction); an area that can be
identified only through the policy process, independently of administrative boundaries. The
primary alternative to the present pre-allocation of resources to jurisdictional Regions is then a
discretionary process of allocating funds to places/regions according to the geography of needs.
But this is not a task that the Commission has the knowledge to perform. It is a task better
performed by Member States and Regions. Once the options are restricted to a pre-allocation to
jurisdictional units, there are no credible alternative methodologies which are clearly superior to
the present approach. The Report considers that the present use of jurisdictional entities - NUTS
2 Regions — for resource allocation should be retained (plus national allocations for the Cohesion
Fund as specified by the Treaty).

NUTS 2 Regions are the closest approximation to the relevant territorial units for which robust,
homogeneous and adequately updated economic data exist for an allocation to be made ex-ante.
The backwardness of a NUTS 2 Region can then be taken, for the sake of allocating funds, as a
proxy of the economic backwardness of the regions/places included in its boundaries. However,
it must be emphasised that NUTS 2 Regions should not be considered as the relevant unit of
intervention by Member States (Regions). Once the overall amount of resources has been decided
at EU level for all lagging Regions and for all non-lagging Regions in each Member State, the
allocation of resources to places/regions inside each of the two blocks and the territorial scale for
intervention — national, regional, sub-regional — should be based on what is most appropriate for
the priority being supported and the institutional context. Within Member States, the territorial
allocation for lagging and non-lagging Regions, as well as the criteria for the allocations to places
and regions within each NUTS 2 Region, would be part of the contract agreed with the
Commission.

A possible exception to this approach concerns peripheral or remote regions suffering from
depopulation in which there is wider European or global interest (as discussed in chapter I). In
such regions, where there is a “Community interest” in maintaining settlement, environmental
resources or cultural heritage, a compensatory approach to EU support could be undertaken to
address the sustainability/viability of these regions (potentially defined through demographic or
territorial criteria) without the requirement to meet the objectives or minimum spending targets of
the core priorities.

This leaves one last issue to consider here®®: the threshold for separating lagging from non-
lagging Regions and the associated intensity of funding.

The present 75 percent GDP per capita (at purchasing power parity) threshold, with reference to
the EU average of GDP per capita, - as any other similar threshold - does not provide much
information on the unused potential of a Region, unless one assumes (on the basis of no
evidence) that the long-term potential is the same in all Regions. As for inequality, it provides
information on the proxy of one dimension only (income) and says nothing either on the
distribution of income or on any other dimension. But similar objections would apply to any
other straightforward threshold that might be considered. And the present criterion has the

3%0 Other parameters exist: those for deciding the difference in aid intensity between lagging and non-
lagging Regions and within lagging Regions (according to their “level of development”). The discussion
over them, being largely a matter of negotiation, does not belong to the present stage of budgetary review
and to this Report.
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considerable advantages of relying on the most accountable of all national statistics (at least for
the GDP current-price and constant-price figure) and of having been the established criterion for
eligibility since 1988. Furthermore, since decisions on the budget (and net Member States
balances) are currently entangled with policy decisions on territorial allocation, any debate on the
latter would once again focus attention on the financial issue, distracting from the more pressing
issue of “how” resources are used™®'.

The arbitrariness of any thresholds and the perverse effects that they can induce suggests, though,
considering a new category of transitional support for Regions above the 75 per cent threshold
and below another threshold, to be decided. There is large cluster of Regions either side of the 75
per cent threshold. Small upward or downward changes in annual growth rates (or revisions of
GDP data) can have a major impact on (in)eligibility for lagging status (see Figure V.A below),
an issue aggravated by the volatility of regional economic circumstances in the current economic
crisis. Furthermore, as a result of the accession of Bulgaria and Romania by the end of the 2007-
13 period, a new, strong “statistical effect” is at work which would exclude several Regions
without them necessarily having actually improved in absolute terms. Modulating the impact of
the 75 per cent threshold would also permit the current special provisions made for phasing-in
and phasing-out Regions to be discontinued.

Fig. V.1: Growth of GDP per head 2000-2004 and GDP per head 2004
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On the basis of the above discussion, the main territorial focus of post-2014 cohesion policy
would look as follows.

o Lagging countries and Regions. Lagging countries, with less than 90 per cent of EU GDP per
head, and lagging Regions with less than 75 per cent of EU GDP per head. A secondary
category of “transition Regions” (lagging Regions with between 75 and 75+X per cent of EU
GDP per head) would also qualify for lagging status with lower per capita financial
allocations. The label — “lagging” - is used for this primary focus of the policy, in order to
replace ambiguous terms such as “Objective 1 or “Convergence™®.

o All other (non-lagging) Regions. All Regions with more than 75+X per cent of EU GDP per
capita. The label “non-lagging” is used for this secondary focus of the policy.

36! Disentangling decisions on policy from decisions on the net balances of Member States, as several
commentators have suggested, would possibly create a scope for a debate on indicators and units used for
allocating resources.

2 On the ambiguity of “convergence” and of the term used for non-lagging regions — “regional
competitiveness and employment” — see section 1.3.
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These two categories could absorb a similar proportion of funding to their shares in the current
period, and about 96-97 per cent of total resources. The remaining share would be allocated, as in
the current period, to a third focus of support: Territorial cooperation (see below). For all the
territorial categories, a small reserve would be set aside for Commission-managed Territorial
innovative actions, aimed at boosting innovative policy methodologies in different fields of
action (see pillar 6).

Territorial cooperation should focus much more strongly on strategic interventions with a
verifiable impact.

Territorial cooperation should be maintained as the destination of a small share of Cohesion
policy funds; we propose that this should be raised from the current 2.5 per cent to 3-4 per cent.
In spite of a lack of quantified evidence on its effects, there is a consensus - shared by this Report
- that in this field the EU can add value by dealing with relevant, over-the-border
interdependencies and promoting cooperation networks and collaborative learning involving both
public and private actors. However, for that to happen, some significant changes are necessary.

e The overall EU strategy on territorial cooperation would form part of the EU framework (see
pillar 2). On this basis, each Member State would outline its own strategy. In establishing a
strategic regional cooperation or cross-border cooperation programme, interventions should be
focussed on clear objectives, with verifiable results (taking account of experience with the
enhanced obligations in this regard for the current period).

e Transnational/cross-border programmes should be conditional on a supportive
political/policy framework being established by the participating Member States’® to
demonstrate that the EU programme is part of a wider strategy of cross-border or transnational
cooperation (including complementary actions — potentially smaller projects - financed wholly
by the Member States) and that it has the political commitment and resources of Member State
authorities at national, regional and local levels. The exceptions are where EU-funded
programmes are being funded for the first time, and on external borders.

o Transnational/cross-border programmes should dedicate a significant share of resources to
supporting the core EU priorities, complementing (and adding value to) the priority-based
interventions being undertaken by cooperating regions through other EU funds.

o Funding for inter-regional cooperation should concentrate on network funding for regional
and local organisations (development agencies, local authorities, universities, research centres,
associations of social partners, etc.) to create or to strengthen networks with the specific
purpose of better pursuing the objectives of one (or more) of the core priorities, conditional on
tangible and measurable outcomes and subject to periodic, independent evaluation; the
possibility of learning projects should be considered - time-limited partnerships of regional
and local organisations, with emphasis on learning about the core priorities and with active

involvement of Commission services as knowledge broker’®.

o Legal and administrative barriers to more intensive cooperation should be reviewed, with the
aim of allocating transnational and cross-border funding to programmes rather than individual
Member States. State aid control provisions — which currently require participating Member
States to notify aid schemes separately — should also be reviewed in collaboration with DG

363 An existing example is the Baltic Sea Strategy.

364 In order to maximise the scope for policy learning, it would be important that the Commission’s role in
facilitating knowledge exchange goes beyond conferences and databases. In line with the proposals made
for the Commission later in pillar 7, the role should involve a brokerage function whereby the Commission
filters and transfers knowledge to individual countries and regions in a form which meets specific
circumstances and needs.
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Competition with a view to exploring how aid control procedures might be more supportive of
territorial cooperation.

e Monitoring by the Commission, and evaluation, must be strongly improved, including efforts
to design of a system of impact evaluation, geared to this complex field of action.

The management of Trans-European Networks should be reviewed to enable a more strategic
and coherence approach to TENS planning and investment. Putting all TENS resourcesin a
single fund is a possible solution.

Trans-European Networks (TENS) have a vital role to play in ensuring connectivity and network
development in key infrastructures. The Treaty contains a special title (Title XV, Articles 154-
156) devoted to TENS, covering the areas of transport, telecommunications and energy.
However, progress has been relatively slow and plagued by a range of financial, strategic and
operational problems*®. Cohesion policy provides a major share of the EU funding for TENS: 43
billion euro (about 11 per cent of the whole cohesion policy budget, half of the resources
allocated to transport) in the current programming period. On the specific issue of TENS funding
through cohesion policy it has been argued®® that the nature of the programming process, in
which individual countries individually define their own priorities, automatically lead to cross-
border coordination failures. Moreover, countries tend to place greater priority on investing in a
connection to the core of Europe than in a missing link toward more peripheral neighbouring
countries, thus exacerbating the accessibility advantage of the core. Lastly, the contribution of
infrastructure spending in lagging Regions to the reduction of regional disparities in the EU is
disputed.

It has been suggested that the whole of TENS funding could be brought within the Cohesion
Fund. However, given the policy and strategic expertise required to plan and manage the TENS, a
preferable option would be to create a single fund for TENS. This would represent a significant
transfer of budgetary resources, with implications also for the management of TENS in the
Member States. It would be important, therefore, for TENS to be managed as a “Structural Fund”
under the same European strategic framework as the Regional Fund (ERDF), and with TENS
investments coordinated with Member State cohesion policy strategies to ensure a territorially
coherent approach to maximising the benefit of new transport networks.

Architecture of the Funds: the current configuration of Funds should be largely retained but
with more coherence between EU interventions promoting a place-based/territorial approach
to development.

Faced with the present fragmentation of Funds — three within cohesion policy and two outside it
— and the need for integrated projects to use more than one of them, with different rules and
through different programmes, pressure has been mounting for a merger of the Funds. The most
widespread concern is with the separation of the Rural Development component of the
Agriculture-Rural Fund (EARDF) from the whole of cohesion policy.

% The following problems have been identified: under-investment by the Member States; long
implementation delays, particularly concerning cross-border cooperation projects (which face inherent
difficulties due to their intergovernmental nature); insufficient financial and operational coordination
between Member States on projects along a single axis; generally inadequate concentration, selectivity and
coordination of the projects selected; low financial participation from the private sector. See Van Miert, K.
(2003); Commission of the European Communities (2007¢); European Commission (2008e).

366 Ecorys (2006).
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While the optimal technical solution might be to have all funding instruments merged or
coordinated in a single Fund under one Directorate-General, this would require such a
readjustment of human resources and of the organisation of the Commission — in order to make
sure that no accumulated knowledge is dispersed — that this hypothesis is hardly feasible, if not
potentially disruptive. Therefore, it would be more appropriate to conceive a partial readjustment
of the architecture of the Funds along the following lines:

e the operation of cohesion policy within a strategic (place-based) territorial framework (see
further details in pillar 2), with common strategic objectives and priorities, consistency of
guidelines and a clear division of responsibility for different types of intervention; the
systematic use of different Funds for the same core priority, would require and produce a
much stronger strategic integration of the different Funds, namely of the social and regional
Funds;

e adaptation of the current architecture of cohesion policy:

— to promote a full integration of the interventions financed by the Regional and Social
Funds, and a strategic cooperation of DG REGIO and DG EMPL by combining the
social and the territorial agenda;

— to align fully the objectives and rules of the ERDF and Cohesion Fund;

— to bring the rural development actions of the EARDF, the territorial actions of the
Fisheries Fund (EFF) and any other Commission interventions to support territorial
development under the umbrella policy heading of cohesion policy, as Structural Funds;

— to ensure that each type of intervention is allocated to one Fund only (although not
eliminating the current provisions for cross-financing);

e common rules and procedures for all the Funds (building on the harmonisation of the
Regional and Social Funds rules) with respect to eligible expenditure, management,
monitoring, reporting and financial management obligations which would facilitate the use of
different Funds in the same schemes or projects;

e provision of Member States with maximum flexibility to allocate resources between the
different Funds in line with the objectives of the strategic framework (see below).

V.2. A new EU strategic framework for cohesion policy

The effectiveness of cohesion policy, as with any place-based development policy, depends on
the balance between conditionality and subsidiarity of its multilevel governance system. In this
respect, compared to the reference model discussed in chapter I, the governance of cohesion
policy presents some key problems that need to be addressed (section 11.4).

Both of the present “contracts” agreed by the Commission with Member States and Regions -
part of the National Strategic Reference Framework and the Operational Programmes — do not
provide the Commission with an adequate commitment by the Member State (Regions), while
raising great concerns among Member States about the Commission infringing subsidiarity. Both
types of contracts generally fail to specify clear objectives and targets, which tend to be relegated
to the latter stages of the programme approval process, and to explain satisfactorily the
relationship between planned actions and targets and the institutional conditions necessary for
results to be achieved. Both the quality of the indicators and the meaningfulness of the targets are
so doubtful that no summary statistics can be derived (section 11.3.2). More generally, this Report
has identified a methodological failure to deal appropriately with the profoundly incomplete
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information available to both the Commission and Member States (Regions) at the time of
drawing up the current programmes.

The changes proposed by this Report converge in creating the appropriate conditions for greater
effectiveness of the contract between the Commission and Member States, through:

e a greater focus on objectives, for both core and non-core priorities, enhanced by the clear-cut
distinction between efficiency and social inclusion, and strengthened by an improved learning
process (pillar 7);

o the focus of a large share of resources on a few core priorities (chapter IV and pillars 1 and 4),
allowing the Commission to concentrate and to qualify its effort;

e a greater mobilisation of local actors (pillar 6) and a greater EU-wide political oversight
(pillar 10), raising the pressure on results and the external assessment of outcomes both at the
bottom and at the top level;

e a stronger Commission, made more credible by the flexibility of the spending deadlines
(pillar 5) and by a shift away from audit (pillar 9), and made more effective by a
reorganisation and an investment in human resources (pillar 8) and by adjustments in the
architecture of the funds which can allow more internal coordination (pillar 1).

However, for all these improvements to come together and be effective, the present system of
“contracts” must be revised. This Report argues that a new type of contractual agreement
between the Commission and Member States (Regions) is required, which focuses on
performance and, for the core priorities, on the general institutional pre-requisites. It can give
both Member States and Regions greater freedom for implementation and more certainty in their
choices, allowing for the design of solutions tailored to regions, in return for credible and
verifiable commitments on outcomes and on the institutional conditions for those actions to be
achieved. These commitments must rely on the design of appropriate ways to deal with
incomplete information incompleteness through a tailor-made approach. They must be the result
of a genuine strategic debate on priorities and objectives. And they must be embodied in a unified
contractual agreement for each Member State (including Territorial cooperation) and a unified
reporting/monitoring system.

A new kind of strategic dialogue between the Member States and European insgtitutions is
required to mobilise knowledge and political debate, to produce a coherent European Strategic
Development Framework, and to identify the core priorities.

One of the cornerstones of the proposals in this Report is a genuine dialogue among the Member
States and European institutions on a strategic framework for cohesion policy. The intention is to
begin the process earlier — to allow more time for reflection and debate — and also to engage the
Member States more fully in the development of EU-level objectives and priorities.

The development of a strategic framework would begin with an EU-level strategic debate in
2010-12°7 in the Parliament and Council on the role of cohesion policy post-2014 with the
objective of producing a European Strategic Development Framework document. An indicative
outline of how such a debate might be managed is as follows.

e The debate would start with an analytical document — the Fifth Cohesion Report — published
by Autumn 2010 which would set out: the state of territorial development in the EU, with
reference to both capacity underutilisation (inefficiency) and to social exclusion; the main
projected challenges to European development which call for a place-based approach; a

367 The references to specific dates in the following description are indicative.
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preliminary proposal for “core priorities” for post-2014 intervention, justified on the basis of
EU-wide relevance (the value they can add for the Union and its citizens), place-basedness
and verifiability (as defined in chapter IV); an assessment of the performance of cohesion
policy in the 2007-13 period (thus far), notably whether it has overcome the limitations
discussed in chapter II; and a proposal for key changes in the governance of the policy. An
open debate would be organised on the Report.

e As part of the debate, each Member State and its Regions would draw up (by Autumn 2011) a
National strategic assessment of regional/territorial/place-based/spatial development
challenges and policies at domestic level. This would be prepared in partnership with local
partners. Where such an assessment has already been done, the document could be based on
(or comprise) an existing national/regional strategic assessment. The strategic assessment
would include: an analysis of the main territorial development needs and challenges, with
distinct reference to situations of underused capacities (inefficiency) and of social exclusion; a
description of the priorities, objectives and main interventions of national development
policies; an assessment of their effectiveness, with particular reference to the use of impact
evaluations; and a description of the most promising progress achieved in the construction and
use of outcome indicators and targets. Member States would also propose, with reference to
the Fifth Cohesion Report, priorities where the need/scope for cohesion policy to make an
impact in their territory is greatest, and methodological innovations that could be introduced
in order to increase the focus on results.

This is a key change: bringing the drafting of a Member State strategic framework forward to
earlier in the cycle allows a “bottom up” dimension to be incorporated into the preparation of
the EU-level framework. However, the purpose is not to pre-empt decisions on the priorities
for allocating funding within a Member State — which would only be decided once the
financial perspective had been agreed.

e The debate would be animated by a temporary Place-based Policy Group established in the
first half of 2010. This would comprise a group of senior officials’® from Member States,
international experts (in topics such as economic development, urban and rural development,
inequality, impact evaluation), a senior official appointed by the Committee of the Regions,
and senior representatives of the Commission’s Directorates-General in charge of cohesion
policy or engaged in issues with strong territorial effects (particularly with reference to the
proposed core priorities). This composition would allow the Group to “take into account the
territorial impact of major strategies and sector-based policies™® and to maximise the
coherence of Commission policies and intervention. The Group would be chaired by the
Secretary-General of the European Commission. Its general task would be to make proposals
for the European Strategic Development Framework, especially on the core priorities for
cohesion policy, on the territorial dimension of other relevant Community policies, and on key

governance issues’ *.

3% In order to keep the Group manageable, it would be preferable for only a limited number of national
officials to participate (although representative of the diverse development situations across the EU). The
proposals of this temporary Policy Group would be submitted to the new Council Committee for cohesion
policy envisaged in V.10 (via its technical sub-committee) on which all Member States would be
represented.

3%9 This is the first condition set by the document adopted by Ministers responsible for spatial planning and
cohesion policy (at the meeting organised in Marseille by the French Presidency in November 2008) for
implementing the territorial agenda. The document notes that “Experience shows that the European
Union’s sector-based policies often have effects which run counter to the cohesion goals”.

370 Prepared by a sub-group, specific governance issues would include those discussed in the ten pillars of
this chapter: design and use of outcome indicators and targets; design of incentive mechanisms linked to
targets; criteria and institutional requirements for a successful, place-based development policy for the core
priorities; methodologies of impact evaluation for integrated projects; the application of new types of
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¢ On the basis of the strategic debate, by Spring 2012 the Commission would draft the above-
mentioned European Strategic Development Framework and accompanying set of regulations.
The draft regulations would introduce the key changes to policy governance. Taking account
of other relevant EU and Member States policies, the Framework would specify the
contribution that cohesion policy (and other relevant Community policies) would aim to make
during 2014-20 to the territorial development objectives of the Union, with reference to both
efficiency and social inclusion.

Based on this process, the Framework would present the conceptual perspective to be adopted by
EU cohesion policy. It would set out a limited number (3-4) of core priorities, for both efficiency
and social inclusion, providing a clear justification for them, based on the criteria discussed in
chapter 1V, and their main objectives. For each core priority and for the other main issues
relevant for cohesion policy, it would set a limited group of core outcome indicators, benchmarks
and targets against which progress could be measured, and a methodological system to ensure
their quality, timely updating and broad diffusion. In doing so it would take advantage of the
experience accumulated through the Open Method of Coordination, of the proposals made in
Member State Strategic Assessments and by the Policy Group®’'. For the core priorities, the
Framework would outline the general principles which should inspire the national institutional
frameworks with which Member States (Regions) would tackle each core priority (pillar 4). The
Framework would also pinpoint the main requisites that interventions must have to be truly
place-based and the major policy innovations that would be expected to characterise cohesion
policy in the post-2013 period: particular relevance would be given to impact evaluation and
local actor mobilisation (pillars 7 and 8).

The debate and adoption of the Framework by the Parliament and the Council would take place
during 2012, simultaneously with the negotiation and approval of the new financial framework
and of the cohesion policy regulation. The size and territorial allocation of cohesion policy
resources, the European Strategic Development Framework and the regulation would need to be
agreed simultaneously. As the Report has argued, the experience of previous negotiations has
shown that, once the financial agreement is reached, the focus of each Member State on the
effectiveness of cohesion policy in the other Member States rapidly evaporates. This tends to
create a perverse collusion of all countries on the selection of rules (in the regulation) and of
policy content (in the framework) that weakens conditionalities and the pursuit of EU-wide goals.

V.3. A new contractual relationship, implementation and reporting aimed at results

Strategic development contracts. the “ strategic development contract” between each Member
State (Regions) and the Commission should find a better balance of conditionality and
subsidiarity, focus much more on performance and provide room for adapting institutional
changes to contexts which greatly differ among Member States (and sometimes Regions).

instruments (such as the financial instruments introduced in the current period to lever greater involvement
of the private sector) etc. The Group would also be endowed with a budget to set an agenda for empirical
analysis, for surveys on issues where the scarce availability of information represents a serious impediment
to the design of appropriate governance changes, and for workshops.

"' The Laeken indicators for several variables of social inclusion; the Barcelona targets for child care; the
employment and unemployment targets with reference to the European Employment Strategy guidelines:
these and other examples illustrate the now-common EU practice to set EU-wide targets for some relevant
indicators capturing the political objectives. Compared to this experience, care is necessary on two specific
points. First, as section IV.4 made clear, fixing one target can wrongly induce policy-makers to focus on
one aspect only of a policy that should be broader. Second, while setting the same target for all EU
countries responds to the idea that EU citizens increasingly combine national and EU standards, it can
introduce a bias, as EU citizens do still largely look at national standards, and a particular target can be a
very limited aim for some, and an excessive one for others. Hence, it is suggested that the EU-wide target
should only be indicative, leaving each Member State to set its own.
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For each country of the Union, the Member State (Regions) would conclude a National Strategic
Development Contract (or Contract) with the Commission, a document formally approved by the
Commission committing the Member State (Regions) to a strategy and to results for the use of
the funds. This builds on the strategic approach used in the current period, by significantly
changing its content and turning the strategic contract from a “reference instrument” into an
agreement on objectives and means, where Member State and Regions commit themselves to
quantified and verifiable objectives, coherent with the goals of the European Strategic
Development Framework. It would exploit existing national institutions, where they are adequate
for achieving the objectives of the core priorities, and adjust the existing ones or build new ones
where institutions are weak. This should give Member States (Regions) flexibility as to how
results are achieved and the institutions and instruments that are used. The role of the
Commission would be to focus on ensuring the verifiability of the objectives and the adequacy of
institutional capacity or institutional changes (when necessary) and on assessing performance.

The process of contract planning would begin in the latter stages of the current period. On release
of a draft version of the European Strategic Development Framework, the Member State and
Regions in each country would draw up a draft National Strategic Development Contract during
2012 and early 2013 (in consultation with relevant partners). This would be based on the strategic
assessment previously undertaken (see pillar 2 above) and represent a draft version of the final
contract with the Commission, with a similar content. Its key function would be to set out the use
of EU funding and targets. In this process, the Commission would undertake a strategic
consultancy role in providing: expert assessment of proposals/drafts; contribution of ideas,
innovations; and intermediation with all the relevant Directorates-General. The intention would
be to maximise the scope for lesson-drawing and reduce problems during the adoption phase.
Compared to the current programming period, when a similar role was conceived, the
effectiveness of this function would be enhanced both by the different content of the document at
stake (see below), much more focused on results and institutional requirements, and by the
strengthening of the Commission strategic expertise (pillar 8). The relevance of this phase would
be enhanced by the Commission’s commitment that issues agreed with Member States (Regions)
during this phase would not be re-opened during the approval phase without good cause.

The draft National Strategic Development Contract would be finalised by each Member State
once the financial perspective for the post-2013 period had been agreed. It would then be
submitted to the Commission to allow the approval (contracting) process to start. The document
would be subject to expert assessment by the Commission.

Where the Commission has major doubts, it could launch an independent ex ante evaluation of all
or part of the Contract with a view to (re)assessing the proposed deployment of funding. The
Strategic Development Contract would then be agreed between the Commission and Member
States (Regions), by the end of 2013. If no agreement were possible for some aspects, the
Commission could adopt a part of the Contract (e.g. relating to specific Regions) or adopt it
“subject to conditions” such as payment in tranches subject to review (e.g. after three years), or
special monitoring/reporting conditions. Regarding the implementation capacity and the
institutional framework needed to pursue the core priorities, the Commission could ask the
Member State to submit an Implementation Report on some or all of the implementation issues
(see below). For the core priorities, Member States (Regions) could be required to shift resources
to other fields of intervention.

All the commitments of the Member State (Regions) would be embodied in the Contract,
including commitments to Territorial Cooperation. The Contract would specify the role of the
Regions (as currently), and Regions would be co-signatories of the Contract wherever required
by constitutional, administrative or de-facto political arrangements. In order to allow flexibility
and capacity of adjustment to external shocks, or to take account of the results of endogenous
learning, Member States would have the option to request a revision of the Contract from the
third year of the funding period onwards.
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The Contract would include one or more Operational Programmes, the number and type of
Operational Programmes being determined by the objectives and priorities of intervention and the
constitutional/institutional arrangements of Member States (see below). The Operational
Programmes would also be adopted by the Commission. The sequencing of Contract and
Operational Programme preparation could differ, depending on Member State governance
arrangements, but adoption of the two would normally take place at the same time. In the case of
small Member States, and/or where small national allocations of EU funding are involved, the
Programmes would not necessarily be required.

Content of the Contract

The contract would have a logical structure very different from the current National Strategic
Reference Framework. It would begin with the core priorities, objectives and the targets
established, and then it would describe how these goals are expected to be achieved, in terms of
actions, institutions and methods. This could be brief and pertinent; where relevant background
and analytical information had already been covered in the strategic assessment this would not
need to be repeated. In particular, unlike the present “contract”, it would not have lengthy
descriptions of existing weaknesses and potentials.

Specifically, the content required on the use of funding would encompass:

o the choice of priorities (both core and non-core) and the specific objectives of the
funding, separately for efficiency and social inclusion, for each type of territory (lagging
and non-lagging) and their contribution to the objectives of the European Strategic
Development Framework;

e the targets established for each priority (for the end year and for the intermediate years)
both for the indicative “core outcome indicators” specified by the European Strategic
Development Framework and for a system of indicators selected at national or regional
level according to rigorous requirement’’” and with timely measurement, plus the
commitment to a wide accessibility and communication of information on indicators and
targets and (for relevant social inclusion actions) to the promotion of community-based
indicators at local level;

o the allocation of funding by priority for each type of territory, justified with reference to
the above objectives and targets and to other territorial development criteria; and the
corresponding allocation of funding by management authorities (NUTS 2 Regions and
other authorities), appropriately justified; and the amount of national co-financing for
each priority;

e a commitment to the strategy through which the Member State (Regions) is planning to
achieve, for each priority (core and non—core) those objectives and targets; this would be
in the form of a narrative (supported with reference to the European Strategic
Development Framework and to previous interventions and results) describing: (i) the
main typologies of interventions that the Member State (Regions) is planning to finance,
with reference to their place-basedness®”; (ii) the methods for selecting the places where

372 See for example the requirements for indicators of social inclusion in section IV.2.

373 The level of detail would vary significantly depending on the type of intervention, since the limits of the
information that Member States (Regions) themselves have when launching a new strategy strongly differ
according to types of interventions. For example, in the case of major infrastructure (e.g. railways, which
might be chosen as the appropriate intervention to improve accessibility), it is likely that achieving the
objectives during the period would require a Member State (Region) to have already identified a precise
list of projects at the time of Contract preparation. The absence of such a list could suggest that the
commitment is not credible. In most other cases, it could be appropriate for the Member State to commit to
typologies of intervention. For example, in the case of Innovation a Member State could commit to use
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interventions will be concentrated; (iii) the institutional framework in place, or that the
Member State (Regions) commits itself to build, for pursuing the priority effectively
(only for the core priorities, see pillar 4); (iv) the causal factors/relationships through
which the objectives/targets are expected to be met and the expected timing of their
achievement;

e acommitment to financial additionality and to policy additionality (see pillar 5).
Other specific requirements on implementation and reporting would be as follows:

o mplementation capacity. As now, decisions on management and implementation would
be the responsibility of the Member State (Regions). The Member State (Regions) would
provide evidence that the necessary human resources, skills and structure/system are in
place, or will be established for the proposed EU interventions, to enable the strategic
management, the generation and selection of projects, control, monitoring and evaluation
of funding according to sound management principles, norms and standards and to

deliver the proposed outcomes®™.

e Partnership. The Member State would describe how the partnership principle has been
applied in the development of the strategy and decisions on the allocation of EU funding,
as well as how will be applied in the implementation of the contract’””. A particular
emphasis would be put on how managing authorities are planning to promote at local
level experimentalism and mobilisation (pillar 6), and to create the appropriate balance
between encouraging local actors’ commitment and discouraging rent-seeking.

e Reporting and evaluation. The Member State (Regions) would commit to a single system
of reporting to the Commission, based on annual reports to the Commission on progress
in meeting the outcomes (see below). The Member State (Regions) would also commit to
the design and implementation of a system of evaluation, utilising prospective impact
evaluation whenever possible (pillar 7).

This structure allows an appropriate application of the principles of proportionality and
diversification. The number and range of targets, the detail of the ex ante assessment, and the
amount of information required on implementation capacity, partnership and reporting and
evaluation, would be related to the size of the financial allocations. The commitments to
institutional changes would take into account the starting conditions of different Member States
and Regions.

Operational Programmes

The Operational Programmes would explain how the general strategy is based on, or adapted to,
the specific needs and potentials of specific places and regions in line with existing Member State
institutional arrangements. For example, in Member States with federal or devolved structures,
the Programmes would provide the building blocks for the Contract. As in the current period,
therefore, Operational Programmes would be drawn up for the main areas of policy intervention
in lagging and non-lagging Regions and adopted as described above.

typologies of incentive mechanisms such as those outlined in section IV.3.1. On these issues see, for
example, the Report Working Papers by Casavola, P. (2009) and Bonaccorsi, A. (2009).

37 Specific EU management and implementation processes would only need to be in place where national
institutional arrangements are weak or undeveloped.

37 In line with the policy concept of this Report, Member States (Regions) will describe here the methods
that they are planning to adopt in order to ensure that their interventions will actually elicit at local level
the knowledge and the preferences of local actors, a condition for tailoring them to specific contexts.
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As in the case of the Contract, Operational Programmes would move from a clear-cut description
of core priorities and objectives and then move to the strategy to achieve them. In particular, they
would specify: the objectives/targets of each of the priorities; the allocation of funding to all
priorities, and the main criteria for allocating funding to places/regions; the main typologies of
interventions, with an emphasis on their place-basedness; a narrative on how the interventions
will achieve targets, and the timescales for these to come about. On the issues of implementation,
institutional capacity, partnership, reporting, robustness of the indicator system, and on impact
evaluation, the Operational Programmes would be simply commit to follow the commitments of
the overall Contract. Again, the level of detail required would be proportionate to the scale of EU
funding involved.

Operational Programmes could be drawn up at the level of administrative Regions or at national
level, as is currently the case. However, reflecting the requirement for “policy additionality”
below (pillar 5), it is anticipated that regional Operational Programmes would not necessarily be
restricted to the boundaries of administrative Regions. For example, promoting innovation
through cluster strategies might warrant a Programme for two or more neighbouring regions to
ensure a critical mass of research centres, universities and firms; and addressing environmental
hazards could require a new or distinctive geographical approach. In the context of an appropriate
definition of places, endogenous to the policy process (as required by the territorial dimension of
cohesion policy) — and of the need to think afresh about the development needs of peripheral,
mountainous or island areas — and with reference to the spatial strategies that some
countries/regions have drawn up, new territorial boundaries as a basis for the Programmes might
also be considered.

Administrative and institutional implementation: the Commission’s assessment would be
proportionate, differentiated and focused on the capacity to produce results.

When the Contract is adopted, the Commission would have the option of asking Member States
to submit an Implementation Report demonstrating that the capacity and the institutional
framework for the core priorities exist to implement the chosen interventions effectively. This
Report would cover those aspects of the implementation capacity where the Commission had
concerns which were not resolved during the adoption of the Contract. The Report would
certainly be required in cases where the institutional framework for a core priority was not in
place and a commitment needed to be given for its future construction. The key feature of the
Implementation Report would be a focus on performance, rather than formal compliance with
detailed prescriptions, i.e. demonstrating that the human resources, skills and administrative
structure/systems are in place for the implementation of the Contract.

In cases where, on the basis of the Report, the Commission still has concerns about
implementation capacity — based for example on a lack of Member State experience with
implementing certain interventions, previous problems with implementing the Funds, or other
known administrative or institutional deficiencies in the Member State — the Commission would
undertake its own Implementation Assessment. This assessment would focus on specific areas of
intervention (e.g. certain priorities, particular implementing bodies) or on the administrative
capacity for a programme or the Funds in the Member State as a whole. In such cases, the
Commission would assess the adequacy/quality of Member State implementation structures and
processes (the mechanisms implemented for selecting projects; effective financial management,
control and audit; reporting; monitoring; evaluation). For the core priorities, the assessment (if
required) would extend to the national (or regional) institutional framework to which the Member
State had committed itself in the Contract for tackling each priority (point d-iii; see pillar 4).
Existing provisions by which the Commission is currently required to give specific approval, in

the absence of on-the-ground information, would not be a standard obligation®”.

376 A relevant example is the system concerning “major projects” (projects whose total cost exceeds €25
million for environment and €50 million in other fields), which Member States currently have to submit to
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The Commission’s approach to this task would be differentiated. The content of the Member
State’s Implementation Report and the extent of the Implementation Assessment (if required)
would be proportional to the level of EU resources, the degree to which public management
principles and administrative norms/standards are already applied in the Member State for
domestic policy interventions, and the experiences with administrative capacity for managing
cohesion policy in the current period.

Where the Commission deemed the implementation capacity to be satisfactory — either at the time
of adopting the Contract or subsequently following the Implementation Report/Assessment - a
“contract of confidence” (applied to assurance of the methodology and quality of audit in the
2000-06 period) would be applied to the whole of the implementation system and agreed between
the Commission and a Member State. Minor weaknesses would lead to a provisional contract of
confidence subject to deficiencies being addressed within a specified time period. Major
deficiencies would require an action plan to be implemented by the Member State (overseen by
the Commission), with funding potentially having to be shifted to other priorities, and some or (at
worst) all funding delayed/phased until deficiencies are addressed. In certain cases, the
Commission could require approval or oversight of major projects or a “special purpose body”
(e.g. administrative agency) to be established operating at arm’s length from Member State
government bodies with responsibility for specified management or implementation tasks.

Reporting: atool, focussed on results, to promote a high-level political debate.

A periodic review of progress would play a central role, coupled with the other proposals of this
Report, in raising the quality of EU-wide public and political debate on the results of cohesion
policy.

Every year, after the third year, each Member State would prepare a brief, unified Strategic
report on results, presenting the results so far achieved compared to the objectives and targets
established in the contract. The emphasis on indicators, results and the comparison with targets
would mark a difference from previous and current experiences (the “Strategic Reports” for years
2010 and 2013). Variation of outcomes in relation to targets would be explained/justified. A
synthesis would be provided (with appropriate accessible references) of the on-going activity of
prospective impact evaluation (pillar 7). The report would also include: information on the
implementation of financial and policy additionality, including a brief description of the most
innovative interventions or methodologies; and a web-site reference for the outcome indicators
data-base; brief assessment of the main obstacles and risks of the strategy.

The Commission would ensure the translation of each Report into the working languages of the
Union. On each Report the Commission would prepare a brief Opinion; it would also prepare a
general Summary Report. The country Reports, the Opinions and the Summary Report would
represent the basis for the high-level political debate both in the European Parliament and in the
Council discussed under pillar 10.

V.4. A strengthened gover nance for the core priorities

The core priorities play a very important role in the revised architecture. They would: absorb a
large share of the funds; catalyse much of the focus on results; be supported by Territorial
Cooperation; and be a focus for strengthened Commission support. Both in the strategic planning
process and in the Contract described in the previous section, core priorities are given privileged
attention and are subject to strengthened conditionalities. It is useful to collate and describe these
aspects.

the Commission for approval. This kind of provision would only be required where the Commission has
concerns about the quality of management and implementation (see below).
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Appropriate ingtitutional framework: a critical factor for the governance of the core priorities
is to ensure that the adequate institutional framework is in place for Member States to meet
their objectives.

They would also explain how the Member State (Regions) was planning to finance the public
goods and services promoted by the EU-funded interventions after the EU funding ends.

The strengthened governance first emphasises the importance of Member States (Regions) having
in place (or making a commitment to) the appropriate institutional framework for EU funds to be
spent effectively (see point d-iii of the Contract). Apart from the required implementation system
(which is the concern of the Implementation Report), support for each core priority would require
that each Member State (Region) has in place or develops, where necessary, an institutional
framework suitable for pursuing that priority. On the basis of international experience, the
Commission would set out principles in the European Strategic Development Framework (pillar
2) in the form of principles on institutional conditions for each of the priorities.

Member States (Regions) would be required to argue ex-ante in the Contract (and/or in the
Operational Programmes), for each core priority, how the institutional framework relevant for the
implementation of the priority meets these principles. The discussion with a Commission “core
priority task-force” (pillar 8) would represent a significant part of the negotiation for the
agreement on the Contract. In extreme cases, if no agreement were to be achieved on a given
priority, Member States (Regions) might be required to shift the allocation of funds to other
priorities. The principles would also be used by the Commission for its implementation
assessment within one year of the Contract, analysing the adequacy of Member State institutional
frameworks for implementing the core priorities, and for working with Member State authorities
eventually to identify the adjustments to be made.

The institutional capacity for implementing the core priorities would be the subject of specific
and critical attention as part of the process of agreeing a “contract of confidence”. It is
particularly with respect to the core priorities that the above-mentioned steps for addressing
identified deficiencies would be employed, notably a requirement for them to be rectified within
specific time periods, the imposition of conditions on the provision of funding, or — in extreme
cases — the requirement for special management arrangements to be put in places or funding to be
shifted to other priorities.

Experience and evaluation evidence show that it is weaknesses of the institutional framework
which are often responsible for the failure of interventions to be effective. There is, of course, no
general de-contextualised recipe on how to design “best practice” institutions: “best-practice
institutions are, almost by definition, non-contextual and do not take into account

complications™"”. It would therefore be highly inappropriate for the EU level to decide what the
institutions relevant for each priority should look like in a particular Member State. Nevertheless,
international debate and EU methods, such as experience under the Open Method of
Coordination, have brought about a degree of consensus in most fields on some general
principles to be followed for institutions to implement certain policies. These principles often
allow the exclusion of solutions that have failed repeatedly, the comparison of alternative
solutions, and the focus of policy effort on relevant issues, and they are continuously renewed

through the experience emerging from implementation®’®,

377 Rodrik, D. (2008b). “Complications” are defined as the effects that any institution has on development
constraints other than those they directly addressed: for example, strengthening judicial enforcement — a
seemingly uncontroversial and oft-advocated institutional requirement for any policy or for the market to
be successful - can undermine relational contracts based on trust and repeated interaction.

7 As an example, the principles developed by the OECD and progressively updated on “what institutions
make schools successful”, represent an example of these broad principles. They can still be questioned,
and appropriately so, as reflecting one cultural model, one typology of context, more than another, but they
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This is the role that the principles agreed in the Strategic Framework would be asked to play, and
the Commission would be entrusted with the responsibility of vouching for their
operationalisation. In order to play this enhanced role, the Commission would need to undergo
the reorganisation and investment in human resources outlined under pillar 8.

Focus on targets and performance: the core priorities should be subject to performance
monitoring — separate from evaluation —to track their progressin meeting targets.

A second set of strengthened conditionalities would enhance the ex ante focus on targets and the
ex post verification of performance, an area where cohesion policy has proved so far to be
particularly weak.

The performance management system proposed here — using outcome indicators and targets - has
a central but limited purpose: to ensure more focus on the objectives chosen by policy-makers in
their support of the core priorities. A concentration of the policy debate on targets can create a
strong motivation for policy-makers (both officials and politicians) to provide a reasonable and
accurate narrative on why and how targets were achieved, missed or exceeded.

The proposals should not be confused with the evaluation of impact (addressed under pillar 7).
As the review of international and European experience has noted (see section 1.4), outcome
indicators cannot measure policy impact, as they cannot identify causal factors: they simply
measure what happened to the objectives while policy was being implemented. Nor can they be
used to evaluate/stigmatise those who manage the interventions, as their performance is only one
of the many determinants of results. Further, an exclusive, automatic focus on one particular
indicator (as a measure of the “success” of an objective) can have distorting effects by diverting
public attention or policy action away from other relevant dimensions of the objective.

It is also evident that the use of target-based financial incentives must be used with great care.
This high-stake use of targets is suitable in specific contexts when the targets concern outcomes
that are the direct result of identifiable cohesion policy interventions. However, even here, they
may have unintended consequences or perverse effects. In most other cases, where outcomes are
influenced by several factors, largely outwith the control of policy-makers, the incentive can
produce considerable bias and/or may induce great prudence on the part of policy-makers in
setting targets. Equally, experience shows that in, some cases, the effects can be positive and can
induce a better selection of projects — even in the case of innovation, where the incompleteness of

information is very high (see section IV.3.1)*".

Therefore, the solution lies in not imposing any EU-wide financial incentives linked to targets,
but in promoting the verification of results for the core priorities in the following ways.

e Creating for the core priorities a high-standard system of indicators and targets and an
indicator data-base, fully accessible by the public. This would exploit the extensive
knowledge accumulated in previous EU policy practices (especially in the context of the Open
Method of Coordination) — for the objective of social inclusion, see section IV.2).

e Promoting (starting with the work of the proposed Policy Group) an intensive exchange of
experience between the cohesion policy community, other policy communities and the

have a powerful capacity: not to recommend (generally) best practices, but to engineer powerfully an
active public debate on alternative ways: to deal with a by-now-agreed set of institutional issues; to
promote public action and comparability across seemingly incomparable contexts; and to be continuously
enriched by this debate. It should be noted, with reference to the proposals made in Section V.7, that all
this is possible thanks to a strong investment in human resources and the high credibility acquired
internationally by the task-force which runs it.

379 See the Report Working Paper by Bonaccorsi, A. annexed to this Report.
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academic community on the use of financial incentives. It would include creating a “clearing
house” in the Commission for documentation on all the most relevant experiences.

e Encouraging Member States (Regions) to adopt cautiously and voluntarily systems of
sanctions/rewards linked to targets. This would include the provision of advice and technical
assistance on their construction and use, and allowing — as in the present Regulation - the
creation of a performance reserve (of three percent of the total allocation) for this purpose as

part of the contract®®’.

e Promoting a public debate at all levels on the targets and progress. This could be through: the
publication by the Commission of multi-language annual “Indicators and targets survey”,
clearly presenting the core indicators and those chosen by Member States, as well as baselines
and target values; publication of the progress made for the main indicators in the annual
reports submitted for discussion to the EU level (see pillar 10); and (from the third year
onwards) an annual “scoreboard of progress” to allow some basic ranking of Member States
(Regions) in meeting targets.

o Evaluating lack of performance. When targets for the core priorities are not being met and
cannot be justified on the basis of unforeseen external circumstances or of convincing
arguments (concerning, as is often the case, an overestimation of policy effectiveness), an in-
depth performance assessment/evaluation would be undertaken by the Commission together
with the Member State to identify problems and find solutions. Where the Member State
resists either the evaluation or implementing recommendations, financial penalties would
accrue (up to the suspension of payments). This decision would later be assessed by the
permanent Council set according to pillar 10.

V.5. Promoting additional, innovative and flexible spending

The effectiveness of financial additionality: the financial additionality requirement should be
strengthened and simplified, by extending it to all funds, linking it to the Stability and Growth
pact, making it more accountable, and abolishing automatic sanctions.

The existing requirement that cohesion policy expenditure should not replace domestic
expenditure - that it should rather be “additional” - can help in preventing the improper use of the
EU intervention and increase the opportunity for the policy to make an identifiable contribution.
By committing a Member State to announce publicly the domestic public expenditure that the
country would have realised if no EU assistance had taken place, and to monitor the actual
implementation of spending net of cohesion policy funds, additionality should have two positive
effects. On the one hand, it should help prevent Member States from using the inflows of public
funds to reduce domestic public expenditure and taxation, turning the EU intervention into a tool
for unchecked tax competition with other Member States. On the other hand, it should increase
the scope for the EU budget actually to increase the amount of resources at the disposal of the
targeted areas.

This Report supports the additionality requirement, but, in view of the serious limits discussed in
section I1.4, argues that its effectiveness should be strongly increased through some key changes
inspired by the following principles:

%0 This would exert a moral suasion for the adoption of such systems in cases where the effects on
outcomes are relatively traceable (and less distorting). It could be of benefit for those countries or regions
where the weakness of the public debate and of the mobilisation of local actors inhibits other, “softer”
ways of focusing the efforts of administrators on objectives. The adoption of such systems of incentives
could facilitate Commission to agreement on a “contract of confidence” after the implementation
assessment.
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e more transparency and accountability (by building on the improvements made in the current
period);

e exclusion of any automatic sanction, a discretionary sanction being foreseen only in a special
circumstance;

e introduction of an explicit linkage with the Stability and Growth Pact;

e extension of the requirement to all funds and foci of cohesion policy;

annual public information and motivation of any divergence.

The aim of the proposed new system is to ensure high visibility and intense debate both at the
moment of fixing the ex-ante targets and during implementation. This would be achieved by
making the procedure simpler, giving less room for arbitrary measurements and establishing a
strong linkage with macroeconomic issues.

The first step would be to eliminate any reference, even only “as a general rule”, to past
expenditure — currently, the “average annual expenditure in real terms attained during the
previous programming period” (Regulation 1083/2006, art 15/3) — as a way of establishing a
floor for the level of expenditure in the programme period. Gross fixed capital formation (which
is the major part of the expenditure financed by cohesion policy) changes significantly both with
the short-term cycle and with long-term structural cycles, and what is “adequate” or “inadequate”
can be decided only case by case. Any automatic threshold can either be too low or too high.
Given the complexity of current measurement procedures, the adoption of an automatic threshold
creates an incentive to use the discretion of interpretation as a way of adjusting to problems. A
better solution is to increase the verifiability of the variable used for the additionality target and
to rely on domestic public opinion as a check on its meaningfulness.

Second, through changes of Regulations and/or through the interpretation of existing ones, a clear
link should be established between the information provided by Member States in their Stability
Programmes according to Council Regulation 1466/97 on the Stability and Growth Pact (section
2) and the information on additionality provided according to the cohesion policy regulation. At
the moment, the Stability Programmes must report, together with the medium-term objective for
the budgetary position, “variables which are relevant for the stability programme such as
government investment expenditure ...” (Art. 2, letter b). Public expenditure eligible under
cohesion policy includes basically all items which in the current national accounts are part of
“gross capital formation”, plus some current public expenditure relative to human capital. The
first variable refers to the country as a whole; the latter to the macro-area targeted by cohesion
policy®®!. By working on both definitions, and possibly extending the proviso of the 1466/97
Regulation (to add a breakdown of gross capital formation) and/or accepting (for the additionality
rule) the reference to a subset only of the cohesion policy expenditure, a way can be found to
make sure that the commitment to additionality undertaken by the Member State as part of its

commitment to stability (for the period in which they overlap)**2.

The proposal is self-evident. Public investments simultaneously play a dual role: they worsen the
accounts; and they increase the resources for development policy. Thereby, they influence two
distinct "pacts" that Member States have with the Union. The trade-off between the two opposite
aims should be accountable and publicly debated. This is the best guarantee for cohesion policy

31 A further issue is represented by the definition of “public” used in the two systems: the boundaries of
public sector used in the cohesion policy framework are now broader than the concept of “general
government” used in the stability framework. But work is now being done at Eurostat for establishing an
agreed list of “public entities” and broadening the concept used in the stability context.

2 Every Member State would also release information on the list of institutional units used to define the
“public sector” and on the items used to produce its estimates.
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that the targets for additionality are set appropriately and that adequate pressure from all sides is
exerted on their achievement. This is also why — in a third step — any automatic sanction for the
failure to achieve the targets should be eliminated (see below). The main sanction is the political
one that policy-makers risk in the domestic political market.

A further advantage of this revised mode of application is that it can be used regardless of the
size of the cohesion policy contribution. Even when this contribution amounts to a very small
share of total capital public expenditure per-capita— say around 5 per cent, as is the case in many
non-lagging Regions — it is still useful and feasible to make an additionality commitment.
Therefore, the Report strongly recommends, as a fourth point, to extend the proviso to all funds
and types of territory, i.e. also to lagging countries and non-lagging regions.

Finally, coherent with the annual information for the Stability Pact, Member States would
provide annual information on the implementation of the financial additionality commitment in
their cohesion policy reporting (see below). In the report, Member States would justify any
divergence of the actual additionality from the target level. In particular, if there were to be a
persistent (two consecutive years) negative gap, Member States would need to show that the gap
was not the result of a country reconciling an intentional reduction in taxation with respecting the
Stability and Growth Pact ceilings. If a Member State failed to provide an adequate justification,
a procedure for financial sanctions would have to be in place as a last resort, potentially via the
Committee proposed under pillar 10.

The present possibility of formally revising the additionality commitment in the fourth year “if
the economic situation in the Member State concerned has significantly changed” would be
maintained, by making sure that full information is circulated on this decision and on its
motivations, so as to exclude the above circumstances from being considered acceptable.

Policy additionality: Member States should be encouraged to use the funds in ways which
justify the rationale for the EU to run this policy — adding value - and the need to be
innovative.

The degree of “policy additionality” of cohesion policy is not given significant weight under the
current approach. The DG REGIO guidance on ex-ante evaluation provides criteria for defining
added value, and ex-ante evaluations are required to look at Community added value for all
programmes. However, this does not appear to have been accorded much attention in many ex-
ante evaluation reports, which restrict themselves to weakly substantiated assertions or a
restatement of expected outcomes.

Several of this Report’s proposals - the emphasis on objectives, the concentration on core
priorities, the strengthening of the conceptual model, the stress placed on the EU contribution to a
place-based approach — should provide an opportunity for Member States, Regions and the
Commission to focus their attention on whether cohesion policy:

()  actually embodies the values which justify its existence - sustainability of the Union,
additional capacity to deal with interdependencies, additional credibility; and

(i) is producing the innovations in the policy process as part of the conceptual model
discussed in chapter 1.

We propose that the National Strategic Development Contract describes how the proposed use of
cohesion policy funds will add policy value in these two respects (see pillar 2, proviso e) of the
Contract); and that in the annual Strategic Report on results, each Member State (Regions)
assesses how the programmes are faring in that respect.

In terms of the rationales for EU cohesion policy (section 1.3), examples of policy additionality

would be: a measurable change of attitude of EU citizens on the Union’s capacity to address their
needs (in specific fields or in general) or in the consensus for market integration; addressing
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priorities (especially the core ones) that were previously not adequately addressed; avoiding
beggar-my-neighbour policies or the exploitation of cross-border interdependencies; and
increasing capacity to prevent exogenous interventions in lagging areas from being captured by
local rent-seekers.

In terms of place-based policy innovations, examples of policy additionality would be (see also
pillars 6 and 7):

e cxperimentation and piloting of new integrated packages of interventions to respond to
inefficiency or social exclusion traps of particular complexity (unused and degrading
knowledge base, intense impact of migration, strong climate changes, etc);

e implementing policy interventions using different territorial/place-based approaches, with new
or distinctive geographies, such as urban-rural links, city-regions, environmental hazard areas,
city networks, inter-region clusters, or other joint/multi-region actions;

e implementing interventions using new or innovative delivery mechanisms (such as financial
engineering instruments); or

o the development of innovative or experimental methods for monitoring and evaluation, based
on the use of community based indicators and of prospective impact evaluation.

Flexible spending deadlines: the automatic decommitment rule should be retained but at the
level of the Member State, to ensure that it does not discourage innovative interventions and
projects.

The automatic decommitment rule has a clear advantage. In a multilevel governance system,
where decisions often require the agreement of several actors, setting deadlines and linking
sanctions to their violation create an incentive for those actors to bring negotiations to a close
and/or to be more efficient. But, as noted in section I1.4 and as was pointed out in the policy-
maker seminars conducted for this Report’™, the rule has led financial absorption being
prioritized over project quality, has inhibited innovation and has eroded Commission’ credibility
in promoting quality.

This Report recommends retention of the decommitment rule but giving Member States the
option of applying the rule at the level of the whole Member State (or, alternatively, of macro-
areas: the block of lagging regions and the block of non-lagging regions of every country).
Within countries, the different authorities managing the funds would be able to adopt different
spending strategies, according to (for example) the priorities and capacity of Regions, and the
complexity, timescales and innovativeness of projects. This would provide greater flexibility for
the system and accommodate different situations and propensity for risk, while retaining the
general effect of creating an incentive for efficiency. The Member State would provide an overall
coordination function for the financial plans of the different authorities — as in a ‘market for
credit” where demand and supply must be balanced - so as to ensure both compliance with the
overall deadline and an orderly internal system.

National co-financing: the present system of national co-financing should be retained.

The present system of national co-financing, whereby national resources are committed, as a
specified proportion of total funding, to the priorities that have been selected for EU assistance
(rather than to individual projects), seems appropriate. Although it does not reduce the moral
hazard linked to the transfer of funds - as it allows a Member State (Region) to invest its own
public resources in projects which are different from those financed with EU funds - it increases

3% See the Report Seminar Paper.
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the coherence of EU and national strategies. Furthermore, co-financing gives adequate flexibility
to Member States (Regions). Therefore, we consider that it should be retained in the present
form. One of the issues for the proposed Policy Group (see pillar 2) would be to consider, in the
light of the selected core priorities, whether the rates of national co-financing should be modified.

V.6. Promoting experimentalism and mobilising local actors

The scope for cohesion policy to promote policy innovation, experimentation and learning
should be further exploited.

A place-based approach ultimately relies on the capacity of external interventions to promote (in
the target places/regions) a process for eliciting the knowledge and preferences of individuals,
facilitating innovative actors and new ideas, and designing projects for the production of public
goods and services. As chapter I argued, innovation and overcoming institutional inertia traps are
the justifications for a place-based approach. An effort must be made to improve cohesion policy
in this direction, where, as chapter Il has argued, its potential is under-exploited. More
experimentalism is needed, defined as the opportunity to experiment with solutions while
exercising mutual monitoring, a greater capacity to promote innovators and to avoid favouring
old or new rent-seekers. A better balance must be found between creating an incentive for local
actors to reveal information, to risk and to invest, possibly through “special-purpose bodies™***
(territorial pacts among different local authorities and private partners, networks, local agencies),
and being captured by those actors, as the guarantee of a secure flow of resources independent of

results can often do’®.

Several proposals made by this Report have the capacity to move in this direction. The focus of a
large share of resources on a few core priorities, a sharper definition of objectives with a clear-cut
distinction between efficiency and social inclusion, and a strong focus on these objectives
consistently pursued by the Commission would facilitate public debate and participation. Of
particular use would be an improvement to the system of indicators and targets and the
development of modern ways for EU citizens to learn and to be interested about
indicators/targets. Additionally, in the contract with the Commission Member States (Regions)
would also be asked to commit, whenever feasible, to the promotion, through appropriate
financial resources and technical assistance, of community-based indicators selected at local level
for specific projects, and usable for monitoring their objectives and results. On the whole, a
growing body of international experience shows how effective systems of indicators linked to the
policy process can be in focusing administrators and public debate on objectives that actually

correspond to people’s preferences’™.

A second relevant contribution would come from the commitment of Member States (Regions),
in their contract with the Commission, to design appropriate methods for eliciting and
aggregating at local level the knowledge and the preferences of local actors, to promote at local
level experimentalism and mobilisation and to create the appropriate balance between
encouraging local actors’ commitment and discouraging rent-seeking. A significant contribution
can also come from the improvement of the learning process through prospective impact
evaluation described under pillar 7.

An additional factor that can improve the mobilisation of all actors and the emergence of
innovators is a greater role and scope of the Commission in pursuing this task. This can be
achieved in two ways.

¥ See section 1.4.

%5 On this issue, see also the Report Working Paper by Farole, T., Rodriguez-Pose, A. and Storper, M.
(2009).

6 See the Report Working Paper by Alkire, S. and Sarwar, M. (2009). See also the OECD website
OECD.org/progress (section “Knowledge base”).
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e First, the EU should build on the effectiveness of its previous initiative to reserve a small
share of funding to Innovative territorial actions under each of the allocations to lagging
Region, non-lagging Regions and territorial cooperation. An indicative figure of no less than
0.1 per cent of the overall budget (equivalent to 350 million euro in the current period) should
be allocated to this task. These actions would be explicitly designed to develop and
experiment with innovative forms of place-based policy intervention which meet the core
priorities. The objectives of the innovative actions would be developed collaboratively by the
Commission services to promote cross-sectoral thinking (e.g. with the Directorate General for
Research, Environment or Education) on issues such as regional innovation systems,
integrated regional adaptation to climate change, or methodologies for adult education.
Funding would be allocated — without national allocations - on a competitive basis to the "best
projects", a key criterion being that practical lessons are generated.

e Second, the opportunity would be given to the Commission (and formally recognised) to exert
a more active and direct role in raising public awareness at local level, by organising high-
quality workshops and bringing international expertise to places of particular relevance for the
core priorities; and by directly organising, in selected places, pilot experimental impact
evaluations. The Regions for Economic Change initiative could be further developed for the
core priorities, by focusing attention also on quantitative results, on their comparability, on a
systematic comparison of methodologies for intervention and for assessing impact.

The actual achievement of these changes relies, once again, on a strengthened capacity of the
Commission (pillar 8).

Finally, the promotion of experimentalism and of a greater mobilisation of local actors depend on
how much both sub-national public institutions and private actors can make their views,
assessments and contributions known in an effective way at EU level. Regions already have the
opportunity to do so, either as direct interlocutors with the Commission on the Operational
Programmes, or through the Committee of Regions, which would play an enhanced role both in
the process leading to the European Strategic Development Framework (pillar 2) and in the high-
level political process (pillar 10). The opening up of debate on the progress and achievements of
the policy should also allow the views of sub-regional public actors and interest groups — such as
economic and social partners, NGOs, environmental, voluntary and equality bodies, other
representatives of civil society — to be made known.

V.7. Promoting the lear ning process. a move towards prospective impact evaluation

Prospective impact evaluation should be promoted at Commission and Member State levels as
a distinctive tool of cohesion policy, to be designed in tandem with policy design; while
improving in the long-term the knowledge on “what works’ and “for whom”, it can have a
relevant disciplinary effect in the short-term.

Cohesion policy has invested significantly in the learning process: in creating networks,
facilitating exchange of experience, and promoting evaluation. As chapter II showed, the policy
has produced relevant resul