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Abstract

On 10 February 2004 the Commission published its proposal for the financial perspective 2007-2013. A week later it
adopted the third report on economic and socia cohesion. These two documentsform the basis of the so-called ‘ Agenda
2007 reforms’. They will bethe greatest challengefor the enlarged EU after theintergovernmental conference, sincethey
will determine thefinancial basisfor EU policy-making until the middle of the next decade. The Agenda 2007 proposals
certainly hint at courageous reforms, because they place a previously unheard-of emphasis on performance and quality.
Under the proposals, structural operations should generate val uefor money, and thefunds shoul d focus on projectswhich
generate added value at a European level. Overall the Commission’s proposal s point in the right direction, because they
balance, on the one hand, solidarity for the new Member States and weak regionsin the old Member Stateswith, on the
other hand, investments in future tasks. Moreover, they constitute a paradigm shift. For the first time, the Common
Agricultural Policy will not be the dominant expenditure category.

Now it is up to the Member States to examine the proposals politically and find a compromise between sometimes
very divergent interests. It isto be hoped that, during the debate over expenditure limits and division of funds, national

interests do not outweigh European interests.

After more than two months delay, the European
Commission presented its proposals for the financial
perspective 2007-2013 on 10 February 2004. A week
|ater it published thethird report on economicand social
cohesion (the ‘third cohesion report’), in which it
presented concrete proposal sfor reform of the cohesion
policy of the European Union (EU). This so-called
‘Agenda2007 reform’ will bethegreatest challengefor
theenlarged EU after theintergovernmental conference,
sinceit will determinethefinancial basisfor EU policy-
making until the middle of the next decade. Although
this will be the fourth financial perspective since the
introduction of this in-
strument in 1988, the
negotiationsarelikely to
be much more difficult
than previous ones. The
25 Member Statessitting
a the negotiating table
have huge national and
regional economic dis-
parities, and with worry-
ing public deficits in a
number of Member
Statesthenet payerswill belessinclinedtodigintotheir
coffers and the former and new net beneficiaries will
call for greater solidarity. To cut this Gordian knot will
require very good negotiating skills.

Given this palitical environment, it would not have
come as a surprise if the Commission had opted for a
modest proposal ssmply extending the status quo into
the next decade. Y et the Agenda 2007 proposals are of
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Would it not be more efficient
and effectiveif the EU
transferred competence for
regional policy back to the
Member States?

anew type, since they aim to underpin the Lisbon and
Gothenburg strategies with financial resources. The
proposed modifications to structural policy are less
apparent, but nevertheless will undoubtedly have a
major impact at regional and local level.

The political priorities of the financial per spective
2007-2013

Originally the publication of the Agenda2007 proposals
was planned for the end of last year, but the 20 Com-
missioners needed moretime than expected to agreeon
a joint proposal. Unusually in the decision-making
process, the Commis-
sionerswereopenly divi-
ded over this important
reformpackage. That this
was so gives some indi-
cation of the strong
pressure already brought
to bear on the Commis-
sioninthisearly phase of
negotiations. Although
the controversy among
the Commissioners hap-
pened mostly behind closed doors, it became apparent
that it touched the very principles of EU cohesion
policy. Some voices questioned the very basis of the
policy. Would it not be more efficient and effective if
the EU transferred competencefor regional policy back
to the Member States? The economically stronger
Member States could then pay directly to the
economically weaker ones, which in turn could utilise
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the resources for their economic development. Why
must money be channelled through Brussel sand back to
the capitals and the regions? Does this not lead to
friction losses?

However, initsproposalst the Commission not only
rejected this complete overhaul of cohesion policy, but
also proposed to strengthen the Union’'s financial
resourcesinthisarea.

Before analysing
the Commission’s
ideas for reforming
cohesion policy, a
few words should be
said about theoverall
structure of the next
financial perspective.
Whendrawing upthe
financial perspective,
the Commission was
faced with very divergent views between the Member
States. Some, such as Austria, France, Germany, the
Netherlands, Sweden, and the United Kingdom (UK)
called for setting an upper expenditure limit of 1% of
Gross Nationa Product. They wanted spending to be
focused on two palitical priorities: competitiveness (as
laid downintheLisbon agenda), and cohesion focusing
on the regions most in need. Other countries, such as
Luxembourg and Belgium — but also the European
Parliament — called for political goalsand objectivesto
be set, and then for a decision to be taken on the
expenditure level necessary to achieve them.?

The Commission’s proposal for the next financial
perspective starts out by formulating “a real sense of
political purpose’.® Only in a second step does the
proposal list thefinancial meansto achievethesegoals.
Theproposal for thefinancial perspective definesthree
political priorities:

1. the EU must contribute to achieving sustainable
development

2. the EU must make the concept of European
citizenship areality

3. the EU must play arole as aglobal partner.

In particular, thefirst priority resultsfrom themajor
challenges which the EU will face in the next decade.
According to the Commission, these will bethe need to
strengthen sustainabl e devel opment and to increasethe
competitivenessof theEU. Both of thesechallengesaim
tomodernisetheinternal market against thebackground
of the Lisbon and Gothenburg strategies. They require
amultiplicity of different activities. In addition to the
internal market, cohesion and Common Agricultural
Policy, this priority includes the policies which the
current financial perspective lists under heading IV
“internal policies’. Inthe present financial perspective,
2000-2006, internal policies scarcely take up 7% of the
total expenditure. Among others, the Commission’s
proposal suggestsan increase of expenditure under this
heading to 16.3% of the entire commitment appro-
priations for that period. Although this will strengthen
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Asregardsstructural funds
spending, the Commission
suggests three priorities,
which are different from

the current three Objectives.

theimportanceof paliciessuchasresearchand education,
the expenditure is still not comparable to the expen-
diture under the Common Agricultural Policy and the
cohesion policy. Overall, thisfirst priority will receive
almost 90% of EU funds. However, the other two
prioritieswill alsogainintermsof financial importance.
In 2013, the European citizenship priority will receive
3.62 hillion euro (2.3% of
theEU budget) andtheglobal
partner priority 15.73billion
euro (9.93% of the EU
budget). Although spending
onboth of thesechapterswill
increaseincomparisontothe
year 2006, the increase re-
mains relatively modest
when compared to the first
priority.

Reforming EU Cohesion Palicy:
Old Winein New Bottles?

New Prioritiesand financial allocation

Asregards structural funds’ spending, the Commission
suggests three priorities, which are different from the
current three Objectives. Priority 1 —“ Convergence” —
aims to support growth and job creation in the least
developed Member States and regions. Regionswith a
Gross Domestic Product (GDP) of less than 75% of
Community average are eligible for support. Thus the
Commissiondidnot followtheproposal tolink eligibility
to national criteria as suggested by the Sapir report.*
Changing the system of direct transfers, which would
only depend on national GDP, would also contradict the
cohesion principleaslaid downinArticle 158 of the EC
Treaty and Article 111-116 of the draft Constitution. In
fact, Priority 1 mostly reflects the current Objective 1,
in both its scope and eligibility criteria.

Another Commission proposal can also be expected
to be highly controversial in some Member States. The
Commission has proposed special rules for regions
affected by the statistical effect of enlargement. The
regions concerned would still fall under Priority 1, yet
with adegressive support scheme from 80% to 60% of
the support level of “normal” Priority 1 regions. This
support scheme would end after 2013, without further
phasing out arrangements stretching into the next
programming period. This arrangement also implies
that the regions concerned would continue to benefit
fromthefavourablestateaid regimeset outin Article87
(3) of the EC Treaty.

Under Priority 2—"Regiona competitiveability and
occupation” —the Commission distinguishestwo kinds
of programmes. On the one hand are programmes
primarily geared to anticipate and promote regional
change, which would be implemented by the regions
and regional authorities. On the other hand are national
programmes supporting structural reformsinthelabour
market and strengthening social inclusion in line with
the objectives of the European Employment Strategy.
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As opposed to current provisions, the Commission
suggests that a list of regions eligible for Priority 2
support should no longer be adopted. It would be up to
theMember Statesto establish the* appropriate balance
between the geographical and other forms of concen-
tration” . Concentration would be assured viathematic
concentration and a minimum financia volume of
programmes. This would mean that, apart from those
covered by Priority 1, all
regions would in princi-
plebeeligiblefor Priority
2 support.

Priority 3 — “Euro-
peanterritorial co-opera-
tion” — integrates the
Community Initiative
INTERREG into main-
stream structural funds
support. This Priority
would be geared to pro-
mote the harmonious and balanced devel opment of the
Union’ sterritory.

In designing these Priorities, the Commission’s
overall approach resembles more of an evolutionthana
revolution. Yet there are some subtle changes, the
implications of which are yet to be seen. For instance, a
major changein strategic orientation of the Prioritiesis
that theLisbon and Gothenburg strategieswoul d become
thestrategic anchor of future EU cohesion policy. Inthe
past, Member States tended to ignore the European
Employment Strategy for instance, and only included
its objectives in the structural funds programming
document retroactively. The Commission proposals
imply that this would no longer be possible.

In addition the Commission suggestsintegrating the
other three Community Initiativesinto the mainstream
programmes.® WhileINTERREG i sproposedtobecome
Priority 3, the support of cities which currently takes
place under the Community Initiative URBAN would
become part of the mainstream programmes.” For this
purposeeach Member Statewoul d suggest alist of cities
for which special measures would be undertaken. The
number of cities suggested by each Member State
would at least be the same as currently supported under
the Community Initiative URBAN. Inorder tofacilitate
theintegration of the urban dimensionin Priority 2, the
Commission suggests extending the priority themes to
includetypical urban activities such assupport to urban
sustai nable publictransport. Asregardsthe Community
Initiatives EQUAL and LEADER, the Commission
suggestsincluding theminthemainstream programmes.
This implies that the aspect of equal opportunities
between women and men would play a much less
prominent role in future structural operations than it
currently does, in particular because the Commission
does not suggest strengthening the gender mainstream
principlewithaview to programming andimplementing
the funds. If the formal proposal does not include
stronger wording on this issue, the structural funds
operations are in danger of falling behind the present

http://www.eipa.nl

Also, the division of funds does
not imply a fundamental revolution
as proposed by some Member States,
but follows the current approach

to concentration.

acquis communautaire.

Also, the division of funds does not imply a
fundamental revolution as proposed by some Member
States?, but followsthecurrent approachto concentration.
By far the largest share (78%) would go to Priority 1
regions. Thiswould be anincrease of therelative share
in comparison to the present programming period of
about 10%. Priority 2 would receive ashare of 18% and
thethird Priority 4%. By
the end of the program-
ming period in 2013,
cohesion policy would
take up 32% of EU ex-
penditure, which is cur-
rently nearly 51 billion
euro. Over the entire
period 2007-2013 the
commitment appropria-
tions to cohesion policy
would be equivalent to
0.46% of the Gross National Income (GNI) of EU27,
includingfundingfor rural development andthefisheries
sector.® This percentage corresponds to 336.3 hillion
euro over the period of seven years. It isinteresting to
note that the Commission used different statistical data
for calculatingtheexpenditureandtheeligibility. While
expenditure is based on EU27 data, the eligibility
calculationsfor Priority 1 are based on EU25 statistics.
If the Commission had also used EU27 statistics to
calculateeligibility, thecoverageof Priority 1regionsin
theold Member Stateswould bemuchlessthanthethird
cohesion report implies.

Of thisamount, approximately half would beal | otted
to the 10 new Member States. Since their population
constitutesonly about 27% of thetotal population of the
European Union, thedivision of fundsclearly impliesa
concentration on their weakest regions. In the light of
the huge devel opment gap between most of the old and
the new Member States, some people have argued that
morefundsshould bespentinthelatter. However, since
the Commission suggests maintaining the limit of
transfersto 4% of the Member Statesnational GDP, the
share for the new Member States could hardly be
increased.

The Programming Process
As regards the programming phase the Commission
proposesafundamentally reformed approach. Currently,
Member States prepare adevel opment plan and submit
ittothe CommissionwhichadoptsaCommunity Support
Framework and Operational Programmes. Onthebasis
of these documents, Member States submit Programme
Complements to the Commission. This multi-step
programming approach has been heavily criticised,
both by the Member States and the Commission. The
cohesion report suggests streamlining the procedure
and applying a different rationale.

Firstly, during the programming phase, the
Commissionaimsto strengthenthestrategic orientation
of the structural funds and increase synergies between
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the structural interventions and the Lisbon and
Gothenburg agendas. The Commission suggests adop-
ting an overall strategic document for cohesion policy.
This would be adopted by the Council following the
opinion of the European Parliament and on the basis of
a Commission proposal. Adopted in advance of the
programming period, it would outline clear priorities
for Member States and regions on structural
interventions. (A similar proposal was made by the
Commission during the Agenda 2000 negotiations). At
that time it suggested incorporating into the general
structural fundsregul ationastrategy part which specified
the use of the funds. At that time this proposal failed to
gain a consensus and, following the adoption of the
Agenda 2000 package, the Commission published
guidelinesfor theintegrated use of structural funds and
the cohesion funds.* Thisdocument did not, however,
have any legal implications for Member States’ use of
the funds. They could thus disregard them if they
wished, even if the Commission tried to impose its
views during the programming document negotiations.

Giventhestrategicimportanceof thispaper, thefact
that the European Parliament will only be consulted
needs to be criticised. The proposal should rather be
adopted jointly by the European Parliament and the
Council, asaframework directive. Following the subsi-
diarity principle it should, however, leave Member
States and regions sufficient flexibility to use thefunds
according to their own needs. It should furthermore not
replace the Commission’s responsibility for the moni-
toring and control of the correct use of thefunds. Onthe
basis of the strategic document, each Member State
would submit a development strategy which would
constitute the framework for the operational pro-
grammes. Unlike the Community Support Framework,
the development strategy would constitute a strategic
document and not a management tool. At operational
level, Member Stateswould submit national or regional
operational programmes to be adopted by the
Commission. The Programme Complement would be
abandoned.

Secondly, the struc-
ture of the operational
programmes  would
change. In the past the
Commission used to be
one of the fiercest advo-
cates of an integrated
approach. That implied
that Member Stateswere
not alowed to finance
onedevel opment priority
withonly onefund. They wereobligedtouseat | east two
funds per development priority. The rationale behind
this was that the Commission aimed to achieve a
comprehensive regional development strategy by
obliging the regions and Member Statesto include the
different fundswith different scopesin one operational
programme and priority. However, this did not realy
work out at Member State or regional level and ledto a

Eipascope 2004/2

Tripartite agreements between
the national, regional and
local authorities should contribute
to better coordination of the
different levels of governance.

patchwork approach. In its third cohesion report, the
Commission suggests abandoning thisintegrated use of
funds at programme level. In future, a programme
would only be financed by one fund. This innovation
would certainly be considered as progress, since it
would considerably simplify the delivery system. With
the new approach the Commission aims to distinguish
the process of setting an overall strategy from that of
setting devel opment strategies at Member Stateslevel.
Strategic guidance would be achieved through the
strategy paper and by linking all programmes to the
Lisbon and Gothenburg agendas.

Thirdly, the Commission aims to put pressure on
Member States to take the partnership principle more
seriously during the programming and implementation
phases. Tripartite agreements between the national,
regional andlocal authoritiesshould contributeto better
coordination of the different levels of governance. The
third cohesion report does not mention any role of the
Commission in negotiating the tripartite agreements,
yet itishard to imagine that the Commission would not
— in one form or another — control Member States
implementation of this provision.

The delivery system

Another area where the Commission opted for an
evolution rather than for a revolution is the delivery
system. Although the proposal lists very ambitious
goalssuchas" simplification based onmoresubsidiarity”
and “astronger accent on performance and quality” the
real changes are not as far reaching as these ambitions
might suggest. However, the third cohesion report is
very sketchy about the delivery system, and the formal
proposals might therefore reveal some revolutionary
suggestions.

One of the ideas presented in the third cohesion
report is to ssimplify the control of the principle of
additionality. The Commission suggests verifying the
applicationof thisprincipleonly withintheconvergence
Priority. Within the other two Priorities, the Member
States would be res-
ponsiblefor ensuring the
respect of this principle.
Inpracticethismeansthat
the Commission would
mostly control the new
Member States, whichin
their vast majority would
benefit from Priority 1.
Atthesametime,itwould
lessen its controls in the
old Member States,
which would mostly fall under Priorities 2 and 3.

Thereforethisproposal may beinterpreted asafirst
step towardsadifferentiated administration. Ontheone
hand, thisinnovation can be positively evaluated in the
sense of reducing bureaucracy. On the other hand, the
change could also have negative effects, if it led to
different standards being imposed on new Member
States and on old ones. Therefore, loosening controls
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under Priorities 2 and 3 would have to go hand in hand
with penalties for breaching the principle.

In order to strengthen performance and quality the
Commission proposes introducing a new instrument,
theso-called Growth Adjustment Fund, withamaximum
budget of one billion euro per year. An additional one
billion could come from
the structural funds if
Member States did not
make use of them within
then+2provisions.* The
Growth Fundisintended
to“ optimisethedelivery
of the growth and cohe-
sion objectives’.*? So far, the working mechanisms of
thefund havebeen only vaguely defined. Thisgivesrise
to two questions:

Firstly, the proposal does not mention which
institution — the Council alone or the Council together
with the European Parliament and/or the Commission—
would decide about the distribution of the funds. The
proposal only makesclear that theallocation would take
place on the basis of an evaluation of the European
Council during itsspring summit. Without doubt, inthe
light of the very long-term planning of the financial
perspective, such an instrument is surely useful. Yet
democratic procedures have to be respected and the
European Parliament should not be bypassed in the
process. The current financial perspective aready
includes such a flexibility instrument, although
financially much more modest with an annual budget of
no more than 200 million euro.®* However, the use of
thepresent flexibility reservemust jointly bedecided by
thetwo armsof the budgetary authority, i.e. the Council
of Ministers and the European Parliament.

Secondly the suggestion | eaves open the question of
how exactly this Growth Fund would be combined with
existing programmes. Would it for instance work as
some sort of additional funding for research or
infrastructure programmes?

Although the two hillion euro is a considerable
amount of money, it would not be sufficient to have a
major impact on any of the Member States' growth
policies. Two hillion euro may be enough to exert a
stabilising effect in a small Member State; in a big
Member State it would not even have that impact.
Therefore, this Growth
Funddoesnot sofar seem
to have either a clear
focus or task. Given that
a number of Member
States question the Com-
mission’ sproposed spen-
ding level, the Growth
Fund seems likely to be a victim of the forthcoming
negotiations.

To increase the quality of structural funds
management, the Commission suggests a roadmap,
which should “bring together goals, objectives,
instrumentsandindicatorsaswell asastringenttimetable
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This Growth Fund does
not so far seem to have

either a clear focusor task.

Another reform with a potentially
great impact concernsthe measure

geared to support rural development.

to assess whether agreed benchmarks have been
reached”.’* The priorities outlined in the roadmap
should be complemented by action plans at Member
State level. Although this roadmap would apply to all
Community instruments, it would have special
implications for the structural funds, because not
reaching the roadmap
targets would imply the
loss of funds. The new
revised performance re-
serve proposed by the
Commissionimpliesthat
those Member States
whichreachedtheir road-
map targetswoul d receiveasharefromtheperformance
reserve. However, theexact working mechanismsof the
reformed performancereserve haveyet to be spelled out
in the formal proposal.

Another reform with a potentially great impact
concerns the measure geared to support rural
development. In the present programming period,
support for rural development is split between the
Common Agricultural Policy and the structural policy.
This requires different funding schemes and different
programming documents under the two headings. Not
surprisingly, this has sometimes|ed to friction between
the programmes and support schemes and certainly to
synergy losses. The Commission proposes to funda-
mentally change this structure and move rural
development entirely under the Common Agricultural
Policy (CAP). The new heading 2 would include CAP
(i.e. market-related expenditure and direct payments),
rural development and — as a new element — environ-
mental policy. Of thesethreeelements, only thefirst, i.e.
market-related expenditure, has been set as a result of
the Brussel s European Council compromise of 2002. It
isyet to be seen how the funds would be split between
rural development and environment.

Furthermore, itistobehopedthat themerger of rural
development into one heading would ensure that not
only farmerswould benefit from support under therural
development support scheme. In order to survive and
develop ahealthy and stable economic basis, rural areas
need a comprehensive development plan involving
different types of social and economic actors. In any
event, this change implies that there would be no need
todesignateeligibleareas
for rural development
support any more.

Similarly, theCom-
mission suggests moving
the fishery fund under the
CommonFisheriesPoalicy.

Thismeansthat, out of
the formerly four structural funds, only the European
Regional Devel opment Fund (ERDF) and the European
Social Fund (ESF) would remain under the structural
policy heading. The Commission proposals claim that
thislimitationtotwo structural funds, plusthe Cohesion
Fund, would constitute a major reform step in the
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structure of the fund.*®> However, this reform is more
cosmeticthanstructural, and thenumber of fundswould
remain the same. The only change would be that they
would comeunder the authority of therespectivepolicy
concerned.

Conclusion

Overadl, the Commission’ s Agenda 2007 proposal s put
a stronger accent on
performanceand quality
and hint at courageous
reform. Structural opera-
tions should generate
valuefor money, and the
funds should focus on
projects which generate
aEuropean-level added value. The Commission’ s sug-
gestionspointintheright direction, becausethey balance
solidarity for the new Member States and weak regions
in the old Member States on the one hand, with
investments in future tasks on the other hand. In
comparison to previous financial perspectives this
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congtitutes a paradigm shift. For the first time, the
CommonAgricultural Policy would not bethedominant
expenditure category.

Withregardto EU cohesion policy, the Commission
has opted for an evolution instead of arevolution. This
seems to be a wise approach, since the Agenda 2000
reforms have already introduced provisions which the
Member States still have to get used to.
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