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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.9: Population decline between 2004 and 2020
(annual average % change)

Source: Eurostat.

The challenges for each region are likely to relate to all aspects of life.

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.

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

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.

158



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).

171



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 results, but improvements are much-needed in two directions: the capacity
to apply lessons must be strengthened; and the failure to develop knowledge on “what works”,
i.e. on whether interventions are producing effects, and “for whom” must be remedied.

The first of the two steps forward is strongly linked to the key changes discussed in the previous
sections. A greater policy focus on core priorities, a streamlined reporting system centred on
results, and a strengthened political debate (at local and EU levels), would increase the
opportunity for using what has been learnt in policy-making. Through the initiatives discussed in
the previous section, the Commission could contribute to this result by promoting the systematic
and thorough analysis of experience and their careful use in different contexts. An important
contribution would also come from a stronger investment by the Commission in the conceptual
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issues relating to the place-based approach and in general to the theories of economic
development, on the methodologies for an effective governance and on the empirical analysis of
results (see section V.8).

The second step, aimed at understanding the effects produced by specific interventions, requires a
dedicated effort. Several improvements can be made in the area of evaluation. The Report has
chosen to focus on this one, where a change is particularly needed and significant disciplinary
effects can be obtained.

The complex methodological issues which characterise the use of a counterfactual approach in
the context of cohesion policy (see section 1.4)*", suggest that the effort to promote impact
evaluation as one of the methodological backbones of cohesion policy must at the same time be
visionary and humble. Visionary, since it must create the technical, administrative and political
momentum for impact evaluation to be actually pursued as an important source of information.
Humble, since building this technical capacity requires time, without expectation of a “quick fix”
able to provide uncontroversial answers on which parts of cohesion policy are working and
where.

Cohesion policy is often about large programmes comprising a mix of interventions; these
interventions are often (and should be more often) made up of bundles of different public goods
and services; interventions are by definition (or should be) tailored to places. These are difficult
conditions for impact evaluation to be performed. It will take several years of trial-and-error in
systematically using impact evaluation techniques for a large enough body of results to exist to
draw some general conclusions. But, the timescale of cohesion policy is precisely the long term.
And, in the meantime, the process of designing and implementing impact evaluation, more than
its actual results, can become, place-by-place, an instrument helping, in the context of agents’
mobilisation (section V.6), to make policy more focused and knowledge based; i.e. it can have a
relevant disciplinary effect.

The experience of several countries and the assessment conducted in preparing the Report
(involving international experts, the Evaluation Unit of DG REGIO and evaluators of some
Member States)*®® suggests that the promotion of impact evaluation as a central tool of cohesion
policy should be centred on the following guidelines.

e Rigorous separation from the use of indicators. As we have seen (section 1.4), outcome
indicators and impact evaluation respond to two radically different tasks: the first represents a
tool to focus policymaker and public attention on objectives and to monitor what happened to
objective-indicators while interventions are being implemented; the latter represents a tool to
learn about whether specific interventions have had an effect on a given dimension. Unlike
what has happened so far (section 11.4), these two functions must not be confused.

o A focus on counterfactual methods. Several methodologies exist to estimate impacts. It should
be a first task of the cohesion policy evaluation framework not only to ensure room for all
appropriate methodologies, but to promote high-level, cross-country, public debate on the
conceptual foundations, limits and advantages and applicability of different methodologies.
Whenever the conditions exist, “counterfactual” methods should be used where the impact of

7 See also the Report Working Paper by Morton, M.H. (2009).

¥ See the Report Working Paper by Morton, M. (2009), which partly draws on the contributions of
Arianna Legovini, Alberto Martini and Robert Walker at the work-shop held on impact evaluation.
Proposals also benefit from the hearings conducted by the Commission on “The evaluation of the effects of
public policies” (chaired by Alberto Martini and Ugo Trivellato) appointed by the “Consiglio italiano per
le Scienze Sociali”.

180



interventions is assessed by comparing what happened to the beneficiaries to what happened

to a “sufficiently comparable” group not exposed to the policy (the counterfactual)*®’.

e Prospective impact evaluation. To facilitate and to make more effective the counterfactual
approach, it must be used prospectively (designing impact evaluation in tandem with policy
design), not retrospectively (designing and conducting it after policy has been designed and
implemented). By making explicit the expected results and the linkages between means and
ends on which the intervention is based, and by building a strategy for learning about policy
effects, impact evaluation can contribute to the extraction of knowledge at local level and to
the clear identification of objectives in policy design. Relevant disciplinary effects can in this
case be expected in the short term, before the interventions are implemented and the effects
are assessed.

o FExperimenting with randomisation. If the beneficiaries of the intervention are chosen at
random among those eligible, impact evaluation is facilitated because what happens to those
not exposed credibly approximates to the counterfactual. Although randomisation is not
always appropriate or possible, it should not be rejected as an option for cohesion policy
interventions and then for their evaluation. Once we take into account how little we know
about policy effects, two things become clear. First, true uncertainty exists on whether
interventions are beneficial or harmful: being excluded from a (tested) intervention could be
an advantage, and no moral problem is involved in limiting interventions to some units or
groups randomly selected (see chapter I, Box I.A). Second, cohesion policy, with its long-
term perspective and contractual/partnership framework, is a good policy space where
randomisation can be experimented, since the requirement of “respect for persons” has more
room for being satisfied (see again chapter I, Box [.A). The simultaneous adoption, in
different and comparable places, of distinct alternatives is also a practice suitable to the
cohesion policy environment.

o Commission role: clearing house and think tank. The Commission is needed to play a central
role in making impact evaluation a backbone of cohesion policy. While keeping the present
arrangements, by which the evaluation responsibility is largely entrusted to Member States
(Regions) — which would have to make significant investments in competences to cope with
the new task - the Commission would: (a) adjust its guidelines clearly identifying the
functions of indicators separately from impact evaluation; (b) promote methodological debate
and analytical innovations; (c) promote the use of counterfactual impact evaluation along the
lines outlined above and provide technical assistance; (d) conduct pilot studies, possibly with
Member States (Regions); and (e) create an EU "clearing house" for collecting, filtering and
making accessible the studies performed according to some criteria. These functions could
already be tested in the current programming period, developing some preliminary moves
made in recent months by DG REGIO (see Box V.A). In order to perform this new role, the
Commission would invest in strengthening its in-house evaluation units.

o Data availability. The availability of data is often a constraint in the use of impact evaluation.
Many of the necessary data could (or can only) be collected in the process of implementing
the interventions which they should help evaluating, but they fail to be collected because their
need is not identified in time. The prospective use of impact evaluation and the involvement
of beneficiaries in its design should help in addressing this limit. But the possibility should
also be considered of introducing in the Regulation a proviso that further facilitates this timely
decision to collect information. This proviso would not make impact evaluation into a
"requirement", to avoid the risk of turning it into a procedural compliance, but it could open
up a "window of opportunity" for policy-makers and partners to decide whether to include

% As we have seen in section 1.4, place-based policies present counterfactual methods with particular
challenges that call for a strong analytical effort, a close-knit relationship between policy-makers and
experts, and an experimental approach.
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into the requirements of the intervention the collection of data for impact evaluation (and
which data), or formally to decide not to do it.

V.8. Refocusing and strengthening therole of the Commission as a centre of competence

The specialist knowledge resources and skills of the Commission should be strengthened to
allow it to provide more effective support to Member States in policy development and
implementation.

Most of the proposals in this Report have major implications for the Commission, and
particularly for those Directorates-General with a direct or indirect role in cohesion policy. Some
of the functions outlined in the previous sections are (at least in part) similar to present functions;
others are new. Overall, the Commission is being called on to play a more ambitious and difficult
role than today. This role requires a more coordinated and coherent approach to territorial
development issues, a reorganisation of its engagement with Member States, as well as the
specialised human resources and the capacity to be highly credible both as a tough contract
partner and as a think tank. If the Commission were to fail in this role, the effectiveness and
feasibility of most proposals would be compromised. The architecture proposed by this Report
would not hold. A strong political compromise is required to strengthen the role of the
Commission, a task which is technically feasible.

First, as part of the strategic planning process for the proposed European Strategic Development
Framework (pillar 2), it is important for the Commission to strengthen its internal coordination in
establishing priorities and ensuring the coherence of relevant policies and interventions. There
are two Directorates that already have responsibility for cohesion policy (DG REGIO and DG
EMPL), two others whose territorial development support should be brought within the cohesion
policy framework (DG AGRI — with respect to the rural development support, and DG MARE —
for the territorial actions of the Fisheries Fund) and several other Directorates whose intervention
have a strong territorial impact. The Report proposes that a strong, high-level inter-services
group, chaired by the Secretary-General, should ensure tighter coordination in both the strategic
design and implementation of territorial development policies run by different Directorates. This
is a pre-requisite for an appropriate implementation of the enhanced territorial dimension of
cohesion.

Second, at operational level, the Commission needs to consider how best to address the concerns
of Member States regarding “administrative compartmentalisation” on issues which require an
integrated (or at least coordinated) approach: this is a condition for the Commission to deal
appropriately with Member States own tendency to compartmentalise. Core priorities relating to
issues such as innovation or migration cut across the responsibilities of several Directorates; there
are also “horizontal” policies in areas like State aids or environmental regulation which are
influential for the operation of cohesion policy. Although inter-services cooperation already takes
place, the Commission needs to review its organisational structure to facilitate better integrated or
cooperative working. A related challenge is how to ensure more coordination and cooperation
between the geographical units of different Directorates, not only for the purposes of information
sharing but also to enable a more coherent administrative approach to working with Member
State authorities.

Third, and most important, the complex skills required by the more strategic and enhanced role
proposed for the Commission in this Report, including some highly specialised ones (relating to
the core priorities, indicators and targets, impact evaluation, etc) can be appreciated by briefly
reviewing some of the key functions entrusted to the Commission:

o first mover in the strategic debate, development of a conceptual framework, open dialogue
with academia and Member States experts;
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e preparation of the European Strategic Development Framework, including an outline of the
institutional principles and the choice of EU-wide core targets;

e provision of strategic advice to Member States in drafting the Strategic Development
Contracts, and Operational Programmes, especially on the core priorities;

e negotiation of the Strategic Development Contracts, especially on the core priorities
(indicators, targets, institutional requirements);

e implementation assessments; agreement on contracts of confidence; oversight of special
management conditions; advice and support for administration capacity- building, especially
in the creation/development of management and implementation processes;

e cvaluation — especially development of impact evaluation;

e selection of the core indicators, advice and monitoring on the quality of the overall indicator
system, preparation of the indicators and targets survey; progress scoreboard; assessment of
Member States results;

e knowledge brokerage — facilitating policy learning between countries/regions;

e promoter of experimental approach and innovative methodologies for the mobilisation of
actors at local level; and

e direct management of Innovative territorial actions.

It is beyond the task of this Report to assess what changes should be implemented in the relevant
Directorates-General of the Commission in order to meet these challenges. However, with
reference to DG REGIO, which has an overall responsibility for the policy, some broad lines of
action are outlined for future discussion in Box V.B. Particular stress is placed on the
establishment of high-level, specialist task forces (with officials belonging to different
Directorates) for the core priorities: teams of about 20 experts dedicated full-time to activities
related to the core priorities, strongly interacting with the geographical units in charge of
negotiation. For this purpose and for the others a major investment in human resources is
required, accompanied by changes in the internal organisation of the Directorate. If the course of
action envisaged by the Report were to be adopted, these changes should be launched in 2010,
since their effects require time to materialise.

Box V.B: Indicative developments in the human resources and the organisation of DG REGIO to play

therole of a‘centre of competence’

o  Establishment of specialist task-forces for the core priorities — highly qualified experts in the core
priorities ( for example in innovation, or migration).with expertise on policy, measurement, institutions,
etc, and a capacity to tailor the analysis to specific contexts: due to the different thematic issues involved
in every core priority (for example, in the case of migration, together with regional and social affairs
relations with countries outside the EU, education, health, etc.), the experts should belong to different
directorates (for example, in the case of migration, together with the Directorate for Regional policy and

for Employment and Social Services, also those for External Relations, Education and Culture, Health).

e Induction training of staff in the concepts of place-based development, the specialist themes/priorities of
the policy, the different regional policy systems/contexts in Member States and regions, the theory and use

of indicators/targets/incentives.

o  Upgrading of the evaluation department to enable a more intensive programme of evaluation, especially
with respect to the core priorities, to build the clearing-house for impact evaluation studies, and to put at

the disposal of Member States a think-tank on impact evaluation.
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Creation of administration support teams — with expertise in public administration
(management/implementation processes of the policy) to undertake implementation appraisals and provide
support to Member State administrations, if necessary through the co-management of interventions
targeting the core priorities.

Upgrading of the knowledge/skills of geographical units — ‘country executives’ with in-depth knowledge
of the countries/regions, policies, institutional structures i.e. capable of being highly informed interlocutors
and as well as intermediation with Member States.

Integrated organisational structure/mechanisms — to ensure that the task-forces for core priorities and the
administration support teams work closely together with geographical units, both within the Directorate-
General and with other Directorates-General.

Creation of a research department with the remit of establishing a permanent bridge with academics and
policy researchers internationally, especially in the themes of economic and social development,
regional/spatial/urban/rural/place-based policies, being updated on theoretical and empirical advances,
producing original research and commissioning some, investing in gaps of relevance to the Directorate,

providing continuous briefing to Directorate staff and disseminating information.

Significant systemic changes of the kind envisaged in this Report, will require a similar
commitment from the Member States and Regions. The organisation of policy responsibilities in
the Commission often mirrors the institutional arrangements (and associated coordination
barriers) at Member State level. Similarly, the deficits in knowledge and skills identified here —
especially with respect to complex policy challenges and integrated development - are also
evident at Member State level. The investments in skills to be made at Member State and Region
level represent a further reason why the reform presented in this Report can succeed only if it is a
result of a high political compromise where Member States and Regions play a committed and
substantive role.

V.9. Addressing financial management and control

Greater effectiveness and lower costs of the regulatory, control system is a critical component
of a more effective governance of the policy.

Regularity in the disbursement of EU financial resources represents one of the requisites of
cohesion policy performance. This involves reducing financial errors to a “minimum”, including
both errors directly affecting the amount to be paid and those that could lead to this result.

As shown by Section I1.4, the costs borne by the Commission and by Member States (in terms of
administrative burden and uncertainty) do not seem to prevent today a high intensity of errors, as
assessed by the European Court of Auditors (Court). Furthermore, the estimates of high errors
tend to become, in the absence of adequate analysis of performance and results, the main
quantitative information available for debate in the European Parliament and among the public.
They raise doubts about the effectiveness of cohesion policy, and they put at risk the budgetary
discharge procedure. The Commission, holding ultimate responsibility for the correct use of the
funds, comes under recurring and increasing pressure. Dealing with this pressure, the enhanced
supervisory role, and the need to assess Member State compliance with the rules, puts a strain on
the available human resources and crowds out the time, the capacity and the incentive for the
Commission’s Directorates to deal with strategic tasks and with the monitoring of policy
performance.

Improvements might come from the new rules on the regulatory control system introduced for the
current programme period, whereby Member States are entrusted with further responsibility to
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ensure its proper operation by delivering a formal annual audit assurance®”. The issue of how to
further improve the present arrangements is also the subject of several proposals by Member
States and the object of analysis by Commission services on the basis of the work of an ad hoc
group of the Commission and Member States.

It goes beyond the remit of this Report to present proposals on this issue. However, it is
important to emphasise that the key changes proposed by this Report assume a solution of the
problem. In particular, they assume that the administrative audit costs of the Directorates-General
in charge of cohesion policy will be either reduced enough, or will be considered as extra costs to
be borne by the Commission as a whole, so as to allow adequate resources to be freed up in those
Directorates to create room for the core priority task-forces and the other important investments
in human resources. In this context, it is appropriate to review briefly the main proposals being
put forward.

Some proposals refer to what are probably the two main causes of the combination of high
marginal costs of control and high errors. First, cohesion policy, due to the Commission’s
ultimate responsibility, represents the most important case in which the Commission (and the
Court) have the opportunity systematically to audit expenditure by Member States: cohesion
policy ends up being the "filter" through which a general failure of Member States to comply
with EU Directives — for example, on procurement or the environment — comes to light. Second,
multilevel governance, due to the multiplicity of rules and "contracts", and to shared
management, and, in the case of cohesion policy, to the multiplicity of control levels, is bound to
increase the opportunity for uncertainty on the appropriate interpretation of rules and thereby for
errors.

The first problem explains the request by some Member States for the control system of cohesion
policy not to become the occasion for addressing failures which have to do with other, horizontal
policies of the Commission. However, one cannot expect the Commission to "look away" when
encountering breaches of Directives. As for the second problem - shared management — it is
currently being addressed at EU level through an Inter-institutional debate with the Council,
Parliament and the Court of Auditors, initiated in December 2008 by the Commission proposal to
raise the tolerable risk of error (now at 2 per cent)'. The proposal builds on the Court of
Auditors 2004 Opinion that “Any control System is a trade-off between the cost of operating the
defined intensity of checks on the one hand, and the benefit these procedures bring on the other.
In the Community context, the benefit involves reducing the risk that funds are wasted and
containing the risk of error to a tolerable level. It is likely that the level of tolerable error or
irregularity would vary between different budgetary areas, depending on both the cost of controls
as well as the inherent risk of transactions containing errors or irregularities”. A methodology is
then proposed to choose the “tolerable risk of error” as a value lying between “the current error
rate, as adjusted to take into account of possible improvements [at limited or no significant
additional cost] in existing controls” and the “theoretical tolerable risk point”, an estimate based
on Member States data of the point at which the marginal cost of control equals the marginal
benefit.

An example is presented in the Commission proposal for the Regional fund (ERDF). The
adjusted current error rate is estimated at 9 per cent (down from 11 per cent), while the
theoretical tolerable risk point is estimated at 4 per cent: the latter would require an annual cost of
control of about 1 billion euro, or 3.5 per cent of total cohesion policy expenditure (compared to
the current 0.7 per cent figure). In order to account for this very high (theoretical) increase in
control costs, the intermediate value for the actual yearly “tolerable risk™ is suggested at “around
5 per cent”. An additional option, specific to the multi-annual nature of cohesion policy
expenditure, would be to put the yearly tolerable value at a higher level: annual interim payments

3% First data on the effects of these changes will become available in 2010.
31 See Commission of the European Communities (2008g).
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are in effect provisional and become definite at closure when the final amount of the Community
contribution to the policy is determined and when all control processes for the detection and
removal of errors have had a chance to operate, thus reducing the residual error rate. The
tolerable risk of error might therefore be higher for the interim payments than for final payment.

Other proposals are also being made to address the control issue. One proposal begins with the
observation that the emphasis on financial irregularities distracts attention from the issue of
performance, and it suggests a radically new system whereby reimbursement would take place on
the basis of the achievement of agreed outputs, rather than of the proof of some costs. Once the
delivery of the output had been confirmed, the agreed amount of public funding would be paid
out without the need to audit the actual costs of the project. In fact, no improvements could be
expected from this proposal, which shifts the control function to a far more complex requirement
for evidence: that the ‘agreed output’ has actually been delivered®*>. This would also leave open
the need to audit compliance with Directives (procurement, etc.). The objective of making
cohesion policy more results-oriented must not overlap (as section 1.4 made clear) with the
problem of ensuring efficient and regular policy implementation. The first of these two objectives
must be dealt with by improvements to the indicator and target system and by a strong investment
in impact evaluation (see pillars 3, 4 and 7).

Some room for improvement could come from various proposals on simplification. In particular,
a limited effect, for small projects and relative to certain types of costs (overheads etc.), can come
from a greater use of flat rates or lump sums for particular types or items of expenditure’”.
Improvement could also come, according to some proposals, by avoiding the tendency of
"reinterpreting" past rules in the light of clarifications which have been brought about by new
rules: this is relevant since several programme periods, with different rules, always overlap at any
point in time. More doubtful is that any significant contribution could come from a further
decentralisation of eligibility rules. The other hypothesis, to replace national and regional rules
with a limited set of eligibility rules at EU level (advanced for Territorial Cooperation) needs to
be considered from a legal point of view. Room for further application of proportionality has also
been suggested.

Two further proposals are directly aimed at creating an incentive for Member States to make the
control system more efficient and at reducing their audit costs. Currently, payment claims are
normally settled at the end of the seven-year period. Therefore, in the early years of a programme
period, Member States do not have an incentive to be concerned about the effectiveness of their
control system. It is suggested that an annual system of error rates could be introduced, exactly
matching the Court’s approach, by which transfers to Member States are withheld if a threshold
is passed. This would require the annual error rate to be broken down by Member States and the
threshold to be agreed. The second proposal has to do with the fact that currently, due to various
provisions, a share of cohesion policy projects is compulsory audited by Member States that
exceeds the share for national projects. A cap could be put on the share of funds or projects
audited.

If, as could be the case, it became clear that a coherent combination of the above proposals
(considered to be feasible and effective) were not to produce the desired effect on both the
administrative costs of auditing and its effectiveness, some further, more general solution should
be considered. In particular, if the EU maintains the position that — as the Court observed in its
2006 Annual Report — “national declarations that systems are functioning as required by EU
regulations may not in itself provide assurance about the legality and regularity of the
transactions concerned”, and if the consolidated interpretation of the new Treaty did not make it
possible for Member States to have an enhanced responsibility for control, a way would need to

392 Standard costs of output would have to be defined, running into problems of price differences across
places, and, even more so (for the majority of public investments), of defining quality-equivalent “output”.
3% This is included in the current proposal for modifying the 2007-2013 ERDF and ESF regulations.
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be found to reduce or to account appropriately for”*

Directorates responsible for cohesion policy.

the administrative audit costs of the

V.10. Reinforcing the high-level palitical system of checksand balances

A high-level political and policy debate on cohesion policy, through an appropriate Council
configuration, isrequired to drive the strategic direction and performance of the policy.

Cohesion policy is by far the largest development policy of the EU. It is also of great financial
and strategic relevance by international standards. As the Report has shown, the development
policy of the United States pursues similar efficiency and equity objectives although with a
different approach and larger scale than the EU policy approach, but it is not governed by a
distinctive strategic framework and its management in Washington is not as concentrated as in
Brussels. By comparison, the EU-wide political debate on cohesion policy appears absolutely
inadequate and largely limited to the policy community that deals with it: administrators,
beneficiaries, Ministers, and numerous experts.

Except at the time of budget negotiations, when a strong, political EU-wide interest arises,
largely concentrated on financial issues, the bridges between the cohesion policy community and
“the rest of the world” are tenuous. The linkage with the Lisbon Agenda tends to be mostly
formal, while no linkage exists (except for the Cohesion Fund) with the Stability and Growth
Pact. Similarly, the conceptual and methodological advances made in the realm of the Open
Method of Coordination are often not transferred to cohesion policy. The policy does play a role
in the recent European Economy Recovery Plan; it also plays a part in important debates taking
place on sectoral issues, but exclusively as a source of funding, as cohesion policy is the main
(sometimes the only) EU financing available. What is lacking is a debate about whether a
particular way of “spending public funds”, the place-based approach employed by cohesion
policy, adds value compared to sectoral or national approaches. And when and where it is
effective. The same failure is visible in academic debates, where a line often separates the
‘cohesion policy experts’ from the rest of academia engaged with issues of growth and
development.

The serious limitations, illustrated by this Report, in the availability of evidence on cohesion
policy results have certainly played a relevant role in discouraging public debate, as have the
limitations of the reporting system. They hamper the possibility of: Member States reviewing
each other’s progress; the European Parliament and the Council discussing results; and the
Commissioners in charge of cohesion policy debating policy with their fellow Commissioners. It
has a negative effect on the dialogue within the cohesion policy community. But the lack of
appropriate Council configurations to ensure a continuous, high-level debate has also played a
role, by failing to create a political demand for timely information on objectives, targets and
results and for good reporting.

The architecture of the changes proposed by this Report is intended to make policy choices more
open for debate and to improve the supply of information: the concentration on core priorities;
the clarification between efficiency and social inclusion; the focus of contracts between Member
States (Regions) and the Commission on objectives, indicators and targets; the commitment to a
system of impact evaluation; the streamlining of the reporting system; and the linkage with the
Stability and Growth Pact via additionality. These changes need to be complemented by changes
on the demand side. A high-level political and policy debate has to be organised. A stronger
system of checks and balances between the Commission, the European Parliament and the
Council has to be put in place.

% Those costs could be considered, not as costs of cohesion policy, but as costs of the EU as a whole
(because of the “filter” role they play for all EU policies and Directives, see Section 11.4), and additional
human resources could be required by the Directorates in charge of cohesion policy.
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The turning point for ensuring a continuous high-level debate would be the creation of a formal
Council for Cohesion Policy, possibly under the General Affairs Council. This would be
composed of those national Ministers with responsibility for cohesion policy (potentially more
than one Minister in some Member States). As is currently the case in the informal meetings of
Ministers, the right of representation could be extended to Regions from federal Member States

and those with devolved administrations®*’.

The Cohesion policy Council could meet between two and four times a year, and it would
substitute for the present bi-annual informal meetings of regional policy Ministers. Its main tasks
would be: (a) to give a political assessment of the National Strategic Development Contracts,
once they have been approved by the Commission, of their choices and of the way they
implement the European Strategic Development Framework; (b) to examine and debate the
progress shown by the Indicators and targets survey, prepared annually by the Commission, and
(from the third year onwards) by the Scoreboard of progress for the core priorities); (¢) to assess
the content of the Strategic report on results, produced annually (from the third year onwards) by
Member States and of the related Opinions and Summary report prepared by the Commission; (d)
to assess the specific situations where a special intervention is needed by the Commission™®; and
(e) to give a general political assessment of policy implementation and of the coordination with

other EU and national policies, with particular attention to their territorial impact®”’.

The permanent Council formation would issue recommendations on the choices and lack of
choices, and on the results and lack of results of both the Commission and the Member States
(Regions). Its activity would be supported by the work of a permanent high-level technical group
or committee composed of senior Member State officials (directors  of
regional/territorial/spatial/place-based policies). This group could organise its activity in sub-
groups of relevant countries that could allow the implementation of a peer review methodology.

The streamlining of the contracts between Members States (Regions) and the Commission and
the new system of reporting would enable the European Parliament (through its own committees)
to play an enhanced role. In particular, the Parliament would contribute views through opinions,
notably on the National Strategic Development Contracts and the annual reports. In the context of
the proviso of the new draft Treaty according to which the “Commission shall also submit to the
European Parliament and to the Council an evaluation report on the Union’s finances based on
the results achieved” (amended art. 275), the Summary report prepared annually by the
Commission on the results of cohesion policy should play a central role. As in other policy areas,
the Parliament would build close links with the Cohesion policy Committee.

Meetings of the Council formation should be preceded by meetings of both the Committee of
Regions and of the Economic and Social Committee, which could issue opinions on the annual
Reports prepared by Member States.

The architecture suggested here needs to be built gradually, starting with this programme period.
A possibility would be to create an Informal high-level group, assigning to it the strategic
assessment and the review of results of current policy on the basis of the more limited flow of

% Participation of the Committee of the Regions could also be considered, potentially with the
responsibility of representing — and facilitating a dialogue with — regional and local authorities and urban,
rural and other networks.

3% In particular: actions taken for deficiencies emerged from the Implementation assessment; approval of
contracts subject to conditions due to inadequate institutional setting; results of in-depth performance
assessments due to the unmotivated failure to achieve targets; financial sanctions for those Member States
which, in the case of a persistent (two consecutive years) negative gap between the targets for spending set
for financial additionality and actual spending, fail to show that the gap was not the result of the country
reconciling an intentional reduction in taxation with respecting the Stability and Growth Pact ceilings.

7 On this issue, see again 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).
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information now available. This would, in itself, represent a move forward, as currently only two
regular opportunities exist for Member State administrators to meet: the Structural Actions
Working Group; and the Coordination Committee of the Funds, which is primarily concerned
with regulatory issues, implementing rules and programming decisions. New methodologies
could be tested and the group could be involved, after the Fifth Cohesion Report, and by making
use of the results of the Place-based Policy Group described in section V.2, in the debate on the
design of the new strategy.

Finally, strengthening the strategic debate obviously needs to involve each Member State. In this
respect, a difficulty is that responsibility for development and for cohesion policy in EU countries
is often divided between different government departments and policy areas, and between
national and sub-national levels, with weak or inconsistent coordination. Monitoring committees
of cohesion policy — originally intended to provide a strategic oversight of the programmes — are
generally pre-occupied with administrative and technical issues. Consideration should therefore
be given to each Member State establishing a high-level national strategic forum (where this does
not already exist) — at both political and administrator levels — to ensure strategic oversight of
cohesion policy, notably the development of strategic assessment of national territorial
development policies, the development of national/regional strategic programmes, performance
assessment and coordination of contributions to the EU-level debates.
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