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1 EXECUTIVE SUMMARY 
 

The implementation of Europe 2020 requires very large scale investments. 

Public funding plays an important role, not least to leverage private 

investments. While the EU budget can provide support for Europe 2020, its role 

remains marginal as compared to national and subnational expenditure. In 2011, 

total public expenditure was €6,213 billion in the EU. In the same year the EU 

budget was around €126 billion in terms of implemented payments. This report 

provides an assessment of available estimates on the investment needs to 

finance the Europe 2020 strategy and assesses the relative importance of local 

and regional budgets in the financing of the Europe 2020 strategy. 

 

The often quoted €1.8 trillion estimate of investment needs for the 

implementation of Europe 2020, initially put forward by the European 

Commission, can be considered as a very rough estimate at best. It comprises 

investments needs in infrastructure in the areas of energy, transport and 

telecommunications. It does however not cover investments related to R&D, 

education and social policies. It does also not include investment requirements 

for energy efficiency. Overall the estimate appears too low. 

 

The example of the flagship initiative ‘Resource efficient Europe’ for which 

most data are available suggests an annual funding gap of around €74 billion or 

around 38 per cent of the investment needs taking account of all potential public 

funding sources available. It is however realistic to assume that the actual 

available public funding is considerably lower and hence the investment gap 

much higher. However, the complex interaction of different factors and the 

limited data available makes it very difficult, if not impossible, in many cases to 

clearly quantify investment needs and public budgets’ contribution to the 

implementation of Europe 2020. 

 

The assessment in this report confirms the potential role of local and regional 

authorities (LRAs) in financing Europe 2020 goals and the considerable funding 

gap that needs to be filled by private funding sources if the 2020 goals were to 

be reached. Direct investments are most relevant to the achievement of the 

Europe 2020 objectives. While the EU budget contributed 15 per cent (€53.9 

billion) of public direct investments in the EU in 2011, local governments 

contributed 51 per cent (€178.9 billion), state governments 8 per cent (€26 

billion) and central governments 26 per cent (€91.1 billion)
1
. However, many 

                                           
1
 This reports follows the nomenclature as used by Eurostat where “state government” is defined as the separate 

institutional units that exercise some government functions below those units at central government level and 

above those units at local government level, excluding the administration of social security funds (Source:  

http://epp.eurostat.ec.europa.eu/statistics_explained/index.php/Glossary:State_government),  

http://epp.eurostat.ec.europa.eu/statistics_explained/index.php/Glossary:State_government
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LRAs reduced the level of direct investments they were making in recent years 

as a result of the financial and economic crisis. Higher social expenditure was 

required to address increasing levels of unemployment and transfers from 

central governments generally decreased. Moreover, a large number of regions 

today do not have access to traditional lending sources, either because of the 

collapse of the monoline insurers that offered the necessary guarantees to raise 

capital or due to a reduction in their credit rating and increase in their 

indebtedness. 

 

All this underlines the importance of ensuring that local and regional budgets 

are used as effectively and efficiently as possible for the implementation of the 

Europe 2020 objectives. For this purpose, the report identifies opportunities 

whereby the new governance structure linked to the European Semester can be 

used to improve the financing of Europe 2020. Given the differences in the 

institutional set-up and responsibilities between the different levels of 

governance in the 28 EU Member States, these recommendations need to be 

tailored to specific national, regional and local circumstances. The key 

recommendations are as follows: 

 

• The LRAs need to be involved in the development and monitoring of 

National Reform Programmes (NRPs) that are to contribute to the 

achievement of the Europe 2020 objectives in each Member State. Their 

involvement in the drafting process of the NRPs would acknowledge their 

role in the implementation of the NRPs and allow them to contribute to the 

formulation of national objectives that are aligned with their needs and 

potentials. LRAs should equally be involved in the monitoring process to 

ensure feedback loops and, if deemed necessary, the reformulation of targets 

and budgetary alignments. 

 

• Better vertical integration of local, regional, central and EU budgets and 

programmes appear to be a prerequisite for the more effective use of the 

limited public funds available. Specifying and aligning the objectives and 

ambitions of the NRPs could make an important contribution to a better 

coordination of budgets and funding programmes at the different levels of 

government and hence lead to synergies and avoid uncoordinated spending. 

This should go hand in hand with a synchronisation of policy and funding 

programming that would strongly facilitate vertical budget integration.  

 

• To make Europe 2020 targets more relevant for the regions it would be 

helpful if more territorial differentiation  could be included in the exercise. 

There could be “shadow” 2020 targets tailored for regions. The national 

targets seem inappropriate in many cases at the regional level.
 
For example, 

it is neither warranted nor practical that all regions achieve the same level of 
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R&D spending as the effectiveness of high levels of R&D spending very 

much depend on the right framework conditions.  

 

• To make up for the budgetary constraints at the different levels of 

government, it is of crucial importance to increase private (co-)funding for 

the financing of Europe 2020 goals. The use of financial instruments, 

such as bonds and loan guarantees, can play an important role in this 

context. LRAs should take full advantage of the support the EU offers and in 

particular explore the new instruments available to promote the business 

sector. In many cases this requires a rethinking of the role of the municipal 

and regional authorities and seeking new forms of partnerships with the 

private sector. Holding funds, for example, can be used to support 

businesses, but also to develop a new energy market structure. 
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2 BACKGROUND 
 

With the Europe 2020 strategy
2
, the European Union has set clear signposts, not 

only on the EU’s long-term policy priorities, but also on the central elements for 

sustainable economic growth. However, the EU level targets cannot be directly 

taken over by local and regional authorities (LRAs), as they are only indicative 

average targets for the EU as a whole and not targets for individual regions or 

even Member States. Strategies have to take into account the local conditions, 

potentials and needs. It is therefore important for LRAs to carefully analyse the 

long-term endogenous growth potential. The economic crisis has clearly pointed 

out the weaknesses of national and regional economic strategies, excessively 

focused on short-term targets, riding a wave of easy economic development 

generated by an excessive credit expansion and unsustainable land and asset 

price increases offering an inflated and based view of the economic situation in 

the regions. 

 

Theories of economic growth which guided national and regional development 

policy until the 1990s were increasingly challenged in subsequent years.
3
 It 

became more accepted that economic development cannot be generated solely 

by the expansion of infrastructure (often not well integrated); investment in 

human capital and the development of areas of competitive advantage are 

central for a more sustainable and resilient economic growth. Attempts to make 

Member States shift their economic strategies to a more sustainable path with 

the Lisbon strategy failed. The voluntary nature of the strategy and easy growth 

levels prevented serious attempts at structural reforms in Member States. The 

crisis has brought to the surface the weaknesses of the underlying strategy. 

 

A large number of regions today face the harsh reality of being cut out of 

traditional lending sources, either because of the collapse of the monoline 

insurers that offered the necessary guarantees to raise capital or due to their 

poor credit rating and/or indebtedness. This has raised the question how regions 

can take advantage of Europe 2020 flagship initiatives and EU funding to 

improve their socio-economic performance in a sustainable way. 

 

The flagship initiatives indicate areas where the EU should improve 

performance in order to generate economic growth and long-term welfare. 

Regions have to assess to what extent they can contribute to the flagship 

                                           
2
 For more details on the Europe 2020 strategy, please see Annex 1. 

3
 See for example, Núñez Ferrer, J. (2008) ‘The Evolution and Impact of EU Regional and Rural Policy’, FAO 

and World Bank joint working document and Wallace, H. (2003), An agenda for a growing Europe: Making the 

EU economic system deliver’, Report of an independent High-Level Study Group established on the initiative of 

the President of the European Commission, Brussels, July 
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initiatives and which themes can be of greatest importance for the local 

economy. 

 

The implementation of Europe 2020 will require large scale investments. These 

investments will need to be funded from different public and private sources. 

Public funding will play an important role, not least to leverage private 

investments. While the EU budget can provide support for Europe 2020, its role 

remains marginal as compared to national and subnational expenditure. In 2011, 

total public expenditure was €6,213 billion in the EU.
4
 In the same year the EU 

budget was around €126 billion in terms of implemented payments.
5
 

 

This report provides an assessment of available estimates on the investment 

needs to finance the Europe 2020 strategy (chapter 3). It then assesses the 

relative importance of local and regional budgets in the financing of the Europe 

2020 strategy based on a review of latest Eurostat data (chapter 4). Building on 

the results of the analysis the report concludes with policy recommendations in 

view of the new European Semester governance structure (chapter 5). 

  

                                           
4
 Eurostat (2014)  Government revenue, expenditure and main aggregates, table:  gov_a_main, last update of 

data: 07.01.2014. 
5
 European Commission (2012) EU budget 2011 Financial report. ISSN 1830-7280 
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3 INVESTMENT NEEDS TO FINANCE 

EUROPE 2020 
 

The global estimate of investment needs of €1.8 trillion for delivering the 

Europe 2020 objectives has appeared in several EU documents.
6
 The latest 

official document referring to this figure was the European Parliament’s 

resolution
7
 on the Multiannual Financial Framework (MFF). This figure is often 

used as reference for quantifying the investments needed to implement the 

Europe 2020 strategy. This chapter provides first a detailed assessment on its 

scope and underlying assumptions. In a second step estimates of investment 

needs for each flagship initiative are reviewed and used to critically assess the 

various components of the €1.8 trillion estimate in order to conclude on the 

extent to which these estimates appears solid and to point to gaps. 

 

 

3.1 The European Commission’s €1.8 trillion estimate 
 

The €1.8 trillion estimate appears first in 2010 in the European Commission’s 

EU budget review. It is put forward as an example to underline the ‘huge 

investment needs’ to achieve the modernisation of the European economy and 

hence the Europe 2020 Strategy objectives.
8
 This figure is composed of 

estimates of investment needs in the transport, energy and digital networks 

sector as follows: €500 billion for the implementation of the TEN-T network, 

between €181-268 billion to achieve the Commission's broadband targets, €400 

billion for distribution networks and smarts grids, €200 billion for transmission 

networks and storage, and €500 billion to upgrade existing and build new 

generation capacity including renewable energy. These estimates are discussed 

in more detail in the following paragraphs also taking account of more recent 

European Commission documents that have updated these estimates. 

 

In the transport  sector the European Commission estimated that the completion 

of the TEN-T network will require about €500 billion by 2020
9
, which equates 

to a €71.4 billion annual investment need between 2014 and 2020. Of the €500 

                                           
6
 EC (2010) The EU Budget Review, COM(2010)700, Brussels, 19.10.2010; EP (2011) European Parliament 

resolution of 23 October 2012 in the interests of achieving a positive outcome of the Multiannual Financial 

Framework 2014-2020 approval procedure (COM(2011)0398 – COM(2012)0388 – 2011/0177(APP)); EP 

(2011) Preparation of 2012 budget European Parliament resolution of 24 March 2011 on general guidelines for 

the preparation of the 2012 budget (2011/2042(BUD));  
7
 EP (2011) European Parliament resolution of 23 October 2012 in the interests of achieving a positive outcome 

of the Multiannual Financial Framework 2014-2020 approval procedure (COM(2011)0398 – COM(2012)0388 – 

2011/0177(APP)) 
8
 EC (2010) The EU Budget Review, COM(2010)700, Brussels, 19.10.2010 

9
 EC (2011) A budget for Europe 2020 – Part II: Policy fiches, COM(2011) 500, 29.6.2011, Brussels 
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billion, €215 billion will need to be spent on the removal of the main 

bottlenecks in the transport ‘core network’. 

 

For the energy sector the European Commission provided a more detailed 

estimate of investment needs. The overall costs for electricity and gas 

infrastructure  projects are estimated to amount to more than €200 billion up 

to 2020. This figure covers the transmission networks and storage capacities. 

The €200 billion is further broken down as follows:
10

 

 

• Approximately €140 billion is needed for high voltage electricity 

transmission systems, of which €70 billion is for onshore systems and for 

€30 billion for offshore systems. The overall figure also includes a €40 

billion investment need for storage and smart grid applications at both 

transmission and distribution levels.
11

 

 

• Approximately €70 billion is needed for high pressure gas transmission 

pipelines, storage, liquefied/compressed natural gas (LNG/CNG) and reverse 

flow infrastructure.  

 

In addition to the €200 billion investment needed for the transmission systems, 

it has been estimated by the Commission that €400 billion will need to be spent 

on distribution networks  and another €500 billion to upgrade and build new 

generation capacity.
12

 

 

Finally, in the digital networks sector the Commission estimated that the cost 

of bringing fast broadband into all EU households by 2020 will be €180 to €270 

billion .
13

 

 

Table 1 provides a breakdown of the Commission’s €1.8 trillion estimate of 

investment needs by 2020 per sector. 

 

                                           
10

 EC (2011) Commission Staff Working Paper, Energy infrastructure investment needs and financing 

requirements, SEC(2011)755, Brussels, 7 June 2011 
11

 It was also estimated that investment needs in smart grid technology can reach €176 billion by 2030, of which 

€50 billion would be for smart metering. 
12

 EC (2011) Commission Staff Working Document Accompanying the Regulation establishing the Connecting 

Europe Facility, Impact Assessment, SEC(2011) 1262, Brussels, 19.10.2011 
13

 EC (2011) A budget for Europe 2020 – Part II: Policy fiches, COM(2011) 500, 29.6.2011, Brussels 
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Table 1: Breakdown of the Commissionôs ú1.8 trillion estimate of investment 

needs by 2020 

Investment needs In which area? 

Transport 

€500 billion Trans-European Transport Network (TEN-

T) 

                   of which €215 billion Removal of the main bottlenecks in the so 

called transport "core network" 

Energy 

€400 billion Distribution networks 

€200 billion Transmission networks and storage 

                  of which  €140 billion High voltage electricity transmission 

systems (on-shore: €70bn, offshore: €30 bn, 

storage and smart grid applications at both 

transmission and distribution level: €40bn) 

                                    €70 billion High pressure gas transmission pipelines 

€500 billion Upgrade and build new generation capacity 

Digital 

€180 to €270 billion Fast and ultra-fast broadband 

Source: Own compilation based on sources referenced in the text 

 

In the following section of this chapter 3.2, we will investigate how these 

Commission estimates compare to other estimates and look at what elements 

can be considered robust. The analysis is structured along Europe 2020’s 

flagship initiatives. This allows good comparability of investment needs against 

public expenditure in the next chapter as the EU reports annually on how its 

expenditure has contributed to each flagship initiative since 2011. 

 

 

3.2 Assessment of the investment needs per flagship 

initiative 
 

The assessment of investment needs per flagship initiative allows for the 

estimation of specific investment needs and the comparison of these to the 

estimates by the European Commission. It is important to note that many 

flagship initiatives are interrelated and mutually reinforcing. For instance, 
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educational improvements help employability and reduce poverty, while more 

R&D spending and innovation, combined with more efficient resources use, 

usually contributes to improved competitiveness and job creation. Similarly 

investments in cleaner technologies reduce greenhouse gas emissions, support 

new business and create new job opportunities and hence can increase 

competiveness and contribute to the industrial policy flagship initiatives. This 

interrelationship helps to create synergies across the different initiatives but 

makes it difficult to clearly delineate and specify investment needs for each 

flagship initiative without double-counting. 

 

3.2.1 Innovation Union 
 

Since the €1.8 trillion figure covered transport, energy and digital infrastructure 

only, the investment needed for reaching the R&D related Europe 2020 

objective was not included in this estimate. The European Commission 

presented however a separate detailed estimate of needs in the area of energy 

related research and development needs from the public and private sector. 

These are listed in the Strategic Energy Technology Plan (SET-Plan) 

Communication of 2009
14

. The SET-Plan provides a roadmap and investment 

targets for 2010 to 2020, estimating that an additional €50 billion investment is 

required compared to the base scenario of business as usual, which is a total 

yearly investment of about €3 billion, bringing the total to €80 billion. Presently 

30 per cent of the €3 billion investment is from public funds, a third of it from 

the EU budget. 

 

The difficulty is to estimate what is the public investment needed to achieve the 

R&D target of 3 per cent (compared to 2.07 per cent in 2012), as a large share 

of it should be provided by the private sector. In terms of the public expenditure 

share in innovation, the EU is not markedly different to the US or Japan. This 

indicates that the financing effort by the public sector needs to focus on 

leveraging R&D funding by the private sector; thus a large share of the needed 

effort is on the structure of public interventions rather than on an increased 

expenditure, although this is also important. This explains the considerable 

emphasis and the larger financial envelope dedicated to innovative financial 

instruments in Horizon 2020 (Risk Sharing Financing Facility (RSFF) and Risk 

Sharing Instrument (RSI)), and instruments for SME support. In any case, 

reinforcing the innovation focus of regional policies will also require a shift in 

funding priorities of the regional budgets. 

 

                                           
14

 EC (2009) Investing in the Development of Low Carbon Technologies (SET-Plan), COM(2009)519, Brussels, 

17.10.2009. 
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3.2.2 Youth on the Move 
 

There are no estimates available specifically focusing on the investment needs 

of the ‘Youth on the move’ flagship initiative. Nevertheless, a few studies have 

been examining the different components of the flagship initiative and can 

provide some information on the expected costs. 

 

With regard to the proposed Youth Guarantee
15

 the ILO has conducted a 

study
16

 in which a cost-benefit analysis has been carried out.  The study found 

that the implementation of the programme across the EU would cost around €21 

billion per year (€147 billion for 2014-2020), which represents 0.22 per cent of 

GDP. €16.6 billion would be spent on the programme itself and the remaining 

€4.3 billion would cover the administrative costs. Another study
17

 also 

concluded that inaction in this area would be much more costly as young people 

not in education, employment or training (NEETs) cost €153 billion in benefits, 

foregone earnings and taxes per annum in the EU. 

 

A cost-benefit analysis of the ‘Youth on the Move Card’ initiative also came 

to the conclusion that the benefits by far outweigh the costs. For instance, under 

the scenario which brings the most benefits, savings have been estimated to be 

€5 billion per year by 2020, while costs were estimated to be less than €5 

million. 

 

3.2.3 Digital Agenda for Europe 
 

The European Commission estimate of between €180 and €270 billion of 

required capital investment to bring fast and ultra-fast broadband to all 

households by 2020 does not specify the underlying assumptions which makes 

it impossible to validate this number.
18

 However, there are some studies which 

provide more information on the methods used and hence allow a cross-check 

of the Commission’s estimate. 

 

One example is a study by the European Investment Bank (EIB) which 

estimates the total costs of implementing all three broadband targets at €221 

billion
19

. Other studies estimating the total costs of achieving the three targets 

under this flagship initiative provide similar figures. For instance, a study by the 

                                           
15

 Even though the Youth Guarantee is explicitly indicated as part of the ‘Youth on the Move’ flagship initiative 

it is also closely linked to the European Employment Strategy. The aim of the guarantee is to ensure that all 

young people under 25 get into employment, further education or training within 4 month of leaving school. 
16

 ILO (2012) Studies on growth with equity: Eurozone job crisis – Trends and policy responses, Switzerland 
17

 EUROFOUND (2012) NEETs: Characteristics, costs and policy responses in Europe 
18

 EC (2011) A Budget for Europe 2020 – Part II: Policy fiches, COM(2011) 500, Brussels, 29.6.2011 
19

 Hätönen, J. (2011) The economic impact of fixed and mobile high-speed networks. Productivity and growth 

in Europe: ICT and the e-economy, EIB Papers, Volume 16, No. 2. 
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Fibre-To-The-Home (FFTH) Council Europe
20

 estimated that investment needs 

under the DAE flagship initiative will be €202 billion. 

 

In contrast to the above quoted figures a recent study by Point Topic
21

 suggests 

that the EU’s broadband targets will cost €82 billion. The €82 billion figure is 

made up of a €52 billion investment need in rural areas, a €22 billion 

investment need in semi-rural and a €8 billion investment need in urban areas. 

The approach taken by Point Topic is different than in previous studies as it 

recognises not only pure fibre solutions, i.e. FFTH technology, but considers 

that superfast broadband can be provided by cable TV networks and telephone 

lines as well. 

 

The available estimates suggest that the Commission’s estimated range of 

required investments is robust, although there may be less expensive solutions 

that could considerable reduce investment needs. It may therefore be best to use 

the lower range of the Commission estimate of €180 billion as basis for 

estimating potential investment gaps. 

 

3.2.4 Resource efficient Europe 
 

The largest share of the €1.8 trillion investment need relates to transport and 

energy and hence the Resource efficient Europe flagship initiative. It was 

estimated that €500 billion of investments were required to implement the TEN-

T programme and €1.1 trillion to achieve policy goals for the energy market 

including the expansion of renewable energy technologies (see Table 1). 

 

For the transport sector it is very difficult to validate the above estimates. It 

can be argued that not all costs related to the implementation of the TEN-T 

network should necessarily be considered as investment needs to reach the 

Europe 2020 objectives as not all these investments will contribute to specific 

Europe 2020 headline targets such as the reduction of greenhouse gas 

emissions. From this perspective the estimates would appear as too high. It 

needs also to be noted that the estimate refers to total investment costs and not 

additional investment costs. At the same time, a reliable and integrated transport 

system is an integral part of a competitive internal market contributing to 

economic growth and jobs and hence to Europe 2020 objectives. From this 

angle the investment needs would be even higher as these encompass not only 

costs related to trans-European transport infrastructure but also the investment 

needs of local, regional and national infrastructure which are not considered 

                                           
20

 FTTH Council Europe (2012) Creating a brighter future: the cost of meeting Europe’s network needs, July 

2012   
21

 Point Topic (2013) Europe’s broadband investment needs: Quantifying the investment needed to deliver 

superfast broadband to Europe, 15 May 2013, London 
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under TEN-T. Moreover it is worth noting that a major financial challenge for 

all government levels is to sustain maintenance costs for existing and new 

infrastructure. 

 

These arguments apply to a similar extent to the energy sector. The 

modernisation of the energy system (in particular the electricity system) will 

require huge additional investments in the coming years, as outlined by the 

European Commission. It is however important to distinguish between different 

elements. Some of the European Commission estimates are mostly in line with 

those put forward by others. For instance, the Council of European Energy 

Regulator’s 2011 survey concluded that the total investment needs in electricity 

transmission systems will be between €96 and 143 billion, of which €25 to 55 

billion will be needed for offshore grids. The ten-year development plan, 

published in 2011 by the European Network of Transmission System Operators 

in Gas provided an estimate for the gas transmission systems at €89 billion.
22

 

 

A 2011 study estimates meeting the 2020 targets of the renewable energy 

Directive requires average annual capital expenditures for new renewables 

installations of between €60 and 70 billion. About 60 to 65% of these capital 

expenditures relate to renewable electricity (offshore wind energy, onshore 

wind energy and solid biomass are expected to be the predominant renewable 

electricity technologies). The remainder, about €22 to 24 billion on average per 

year, is expected to be required for renewables in the heating and cooling sector. 

The annual average finance gap compared to the business as usual scenario is 

estimated to be between € 25 and 35 billion in the 2011-2020 period.
23

 The 

investment needs for energy efficiency measures, which are not included in the 

€1.8 trillion estimate, are considerable. The Commission’s 2050 low carbon 

Roadmap expects an increase of up to €200 billion in investments in energy-

saving building components and equipment by 2020.
24

 The impact 

assessment for the Commission proposal for the Energy Efficiency Directive 

estimated that average total investment needs in energy savings measures to 

implement a 3 per cent binding target for renovation of public buildings to cost-

optimal levels to be between 2010 and 2020 at €5 billion.
25

 

                                           
22

 EC (2010) Commission Staff Working Document Impact Assessment, Accompanying document to the 

Energy infrastructure priorities for 2020 and beyond – A Blueprint for an integrated European energy network, 

SEC(2010)1395, Brussels, 17.11.2010 
23

 Ecofys, Fraunhofer ISI, TU Vienna EEG, Ernst &Young (2011) Financing Renewable Energy in the 

European Union Energy Market, 

http://ec.europa.eu/energy/renewables/studies/doc/renewables/2011_financing_renewable.pdf [accessed 

13/9/2012] 
24

 EC (2011) Communication from the Commission - A Roadmap for moving to a competitive low carbon 

economy in 2050, (COM(2011)112), 8.3.2011, Brussels  
25

 EC (2011) Commission Staff Working Document Impact Assessment, Accompanying the document Directive 

of the European Parliament and of the Council on energy efficiency and amending and subsequently repealing 

Directives 2004/8/EC and 2006/32/EC, SEC(2011) 779 final, Brussels, 22.6.2011, p41 

 

http://ec.europa.eu/energy/renewables/studies/doc/renewables/2011_financing_renewable.pdf
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3.2.5 An industrial policy for the globalisation era 
 

No specific estimates of costs/investment needs are available for this flagship 

initiative. 

 

3.2.6 An agenda for new skills and jobs 
 

There are no estimates available focusing on the overall investment needs of the 

‘Agenda for new skills and jobs’ flagship initiative. 

 

3.2.7 European platform against poverty 
 

No specific estimates on costs/investment needs are available for this flagship 

initiative. 

 

 

3.3 Summary 
 

The review in this chapter showed that the often quoted €1.8 trillion estimate on 

investment needs for the implementation of Europe 2020 can at best be 

considered as a very rough estimate. It comprises investments in infrastructure 

in the areas of energy, transport and telecommunications. It does not cover 

investments related to R&D, education and social policies. Therefore the 

estimate mainly refers to the ‘Resource efficient Europe’ and ‘Digital Agenda’ 

flagship initiatives. The more detailed analysis of the investment needs per 

flagship initiative revealed that the €1.8 trillion is incomplete and is not very 

clear as regards its underlying assumptions. 

 

For the energy sector the estimate does not include investments required to 

implement the 2020 energy efficiency target. Energy efficiency investments in 

the buildings sector required to reach the targets by 2020 have been estimated to 

be €20 billion per year between 2011 and 2020 or €200 billion by 2020. It is not 

clear why the implementation costs for the TEN-T network would in their 

entirety count as investment needs to realise the Europe 2020 strategy. More 

important however is that the transport  estimate only includes projects of 

trans-European relevance and hence does not include investments required for 

local, regional and national projects necessary to reach the Europe 2020 targets. 

Overall the estimate therefore seems too low for the transport and energy areas. 

 

For the telecommunications sector two studies are in line with the European 

Commission’s estimate however a more recent study concluded that it might be 

less expensive to reach the ‘Digital Agenda for Europe’ broadband targets due 
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to the use of cheaper technical solutions. Therefore the lower range of the 

European Commission’s estimate of €180 billion over the whole period or €18 

billion per year between 2011 and 2020 appears as most appropriate to estimate 

potential investment gaps for telecommunications. 

 

Since no estimates are available for realising the ‘An industrial policy for the 

globalisation era’, ‘An agenda for new skills and jobs’, and a ‘European 

platform against poverty’, the €1.8 trillion estimate appears as too low. 
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4 RELATIVE IMPORTANCE OF 

LOCAL AND REGIONAL BUDGETS IN 

THE FINANCING OF THE EUROPE 2020 

STRATEGY 
 

Building on the analysis in the previous section, this chapter presents an 

assessment of local and regional authorities’ potential contribution to the 

financing of Europe 2020. Based on most recent Eurostat data the analysis 

investigates how the actual expenditure of the local and regional authorities 

(LRAs) relates to the Europe 2020 strategy.  

 

After a brief overview of LRAs’ role in the EU in public expenditure, the 

chapter reviews LRAs’ expenditure per government function and expenditure 

category and draws conclusions on the implications for the relative importance 

of local and regional budgets in the financing of the Europe 2020 strategy. This 

chapter also presents the EU budget contribution and then, by drawing 

conclusions from this and the previous chapter, assesses the investment gaps 

and the potential private sector contribution to the implementation of Europe 

2020. The focus of this section is on the ‘Resource efficient Europe’ and 

‘Digital Agenda for Europe’ flagship initiative.  

 

Finally, some examples of LRA approaches to the implementation of Europe 

2020 are presented to highlight how local and regional authorities can 

concretely play an important role in achieving the Europe 2020 objectives. 

 

The data presented is mainly extracted from the Eurostat databases, which 

follow a structure similar to that of the OECD. The databases have their 

limitations, the most important being the lack of data according to the NUTS 

regional groupings used for other regional statistics. The OECD and the EU do 

not distinguish between the different levels of government except for the few 

federal states or states with highly autonomous regions (e.g. Germany, Austria, 

Belgium and Spain), however, for this separation no clear subsector data is 

available. 

  

The data used is based on the European System of Accounts (ESA 95) used by 

Eurostat, which differentiates the public sector (classified as S13) into four 

subsectors: 

 

• S1311: central administrations 
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• S1312: federated States (Germany, Austria and Belgium) and quasi-

federated (Spanish Autonomous Communities) and related public entities 

• S1313: local authorities and related local public entities (see "local public 

sector" below) 

• S1314: social security funds
26

 

 

Under this classification, the subnational public sector includes the two sub-

sectors S1312 and S1313, but the data is not consolidated between the two sub-

sectors (i.e. the i.e. the sum of the subsectors S1312 + S1313 is greater than S13 

minus S1314+S1311). The OECD data follows a similar approach and is built 

upon Eurostat data which means that no value added is achieved by using 

OECD indicators. 

 

The primary source for the information presented in this chapter is the 

Classification of the Functions of Government (COFOG) dataset collected by 

Eurostat which classifies the government expenditure data according to 

government functions, i.e. the expenditure’s purpose. 

 

Only in the case of 16 or 17 Member States, depending on the sub-function, are 

Eurostat data available for central and local government expenditure for more 

detailed (sub-) functions in these categories (one more country offers this 

information but only at central government level (Spain)). 

 

 

4.1 Subnational expenditure in the EU 
 

In 2011, in EU-27, local authorities were responsible for €1.5 trillion (24.2 per 

cent) of all public expenditure. In addition, state government expenditure, 

covering Germany, Austria, Spain and Belgium, was €0.6 billion (9.8 per cent 

in federal states of all public funding).
27

 The total subnational level expenditure 

in 2011 therefore was €2.1 trillion or roughly one third of total public 

expenditure in the EU. Nevertheless, the share of the LRAs’ spending in total 

public expenditure varies significantly across the different Member States (see 

Figure 1). This reflects the fact that the extent of fiscal decentralisation in the 

EU varies across EU Member States. In 2011, Denmark was ranked at the top 

with around 64 per cent of total expenditure being carried out on the subnational 

level. By contrast, Malta had only a 2 per cent share. In general, a large majority 

of EU Member States, especially Spain, Poland, Romania, Sweden, Denmark 

                                           
26

 According to Eurostat a social security fund is a central, state or local institutional unit whose main activity is 

to provide social benefits, 

http://epp.eurostat.ec.europa.eu/statistics_explained/index.php/Glossary:Social_security_fund. 
27

 Eurostat (2013) General government expenditure by function.  Extracted on 19 November 2013 

http://epp.eurostat.ec.europa.eu/statistics_explained/index.php/Glossary:Social_security_fund
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and Finland, have increased the share of subnational expenditure in the last 

decade.
28

 

Figure 1: Share of subnational expenditure in total government expenditure 

in the different Member States in 2011 

 

 
 

Source: Own compilation based on Eurostat (2013) General government expenditure by 

function. Extracted on 19 November 2013 

 

 

The share of LRAs’ expenditure in the national total does not only vary between 

the different Member States but also across government functions (Figure 2). In 

2011, the four highest shares of LRAs’ expenditure were in the area of 

education (21 per cent), social protection (20 per cent), general public services, 

which include research and development (16 per cent), and health (13 per 

cent).
29

 

  

                                           
28

 EC (2012) Report on public finances in EMU, 2012, European Economy 4/2012 
29

 Eurostat (2013) General government expenditure by function. Extracted on 19 November 2013 
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Figure 2: Breakdown of subnational expenditure in EU-27 by government 

function in 2011 

 
 

Source: Own compilation based on Eurostat (2013) General government expenditure by 

function. Extracted on 19 November 2013 
 

 

The breakdown of total public expenditure by the different government levels in 

the different policy areas is shown in Figure 3. The largest amount of money 

was spent on social protection. In this area local, regional and national 

authorities all played an important role. 
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Figure 3: Total public expenditure by sub-sector of general government and 

by government function in EU-27 in 2011
30

 

 

 
 

Source: Own compilation based on Eurostat (2013) General government expenditure by 

function. Extracted on 20 November 2013 

 

 

Looking at the relative share of each level of government in total expenditure 

shows that the state and local governments play the most important role in the 

areas of ‘environment protection’, ‘recreation, culture and religion’, ‘housing 

and community amenities’ as well as ‘education’ (see Figure 4). 

  

                                           
30

 The numbers provided the Eurostat database as total general government expenditure was not equal to the 

sum of local/state/central expenditure and social security funds 
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Figure 4: Relative share in total public expenditure for each sub-sector of 

general government by government function in EU-27 in 2011 

 

 
 

Source: Own compilation based on Eurostat (2013) General government expenditure by 

function. Extracted on 20 November 2013 

 

 

The economic crisis starting in 2007-08 has seriously affected LRAs’ spending. 

Austerity measures have been taken and most LRAs in Europe had to reduce 

many of their budget lines. Direct investments were significantly cut down 

while social spending had to be increased (see Figure 5). The economic crisis 

also led to a public financial crisis as numerous central governments in the EU 

had to freeze or reduce their transfers to local and regional authorities. In 2010, 

statistics showed that investment grants were mostly affected with a reduction 

by 7.9 per cent.
31

 

  

                                           
31

 Dexia (2011) Subnational public finance in the European Union 
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Figure 5: Change of subnational budget lines in EU-27 between 2000 and 

2010 and 2009/2010 change 

 
 

Source: Dexia (2011) Subnational public finance in the European Union, p. 10 

 

 

4.2 Subnational expenditure and Europe 2020 
 

The importance of LRAs’ expenditure for the implementation of Europe 2020 

can be assessed by linking LRA’s government functions to activities in the 

Europe 2020 strategy.  

Table 2 illustrates how the government functions, as reported by Eurostat, relate 

to the flagship initiatives. Colour codes are used to indicate the relevant policy 

areas for each flagship initiative. For an overview of all government functions 

and their relevance to the flagship initiatives see Annex 2. The analysis shows 

that a number of expenditure categories are relevant for several flagship 

initiatives and it is not always possible to clearly allocate expenditure to a 

specific flagship initiative. 
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Table 2: Relevant government functions as indicated in the Eurostat database 

for the seven flagship initiatives
32

 

 
 

Source: Own compilation 

 

 

                                           
32

 The diagonal strapped columns indicate indirect relevance 

Government function (as indicated in the Eurostat database)
‘Innovation 

Union’

‘Youth on

the Move’

‘Digital 

Agenda for

Europe’

‘Resource 

efficient 

Europe’

‘Industrial 

policy for the

globalisation 

era’

‘Agenda for

new skills and

jobs’

‘European 

Platform 

against 

Poverty’

General public services

Basic research

R&D General public services

Defence

R&D Defence

Public order and safety

R&D Public order and safety

Economic affairs

General economic, commercial and labour affairs

Agriculture, forestry, fishing and hunting

Fuel and energy

Mining, manufacturing and construction

Transport

Communication

Other industries

R&D Economic affairs

Economic affairs n.e.c.

Environment protection

Waste management

Waste water management

Pollution abatement

Protection of biodiversity and landscape

R&D Environmental protection

Environmental protection n.e.c.

Housing and community amenities

Housing development

Community development

Water supply

Street lighting

R&D Housing and community amenities

Housing and community amenities n.e.c.

Health

R&D Health

Recreation, culture and religion

R&D Recreation, culture and religion

Education

Pre-primary and primary education

Secondary education

Post-secondary non-tertiary education

Tertiary education

Education not definable by level

Subsidiary services to education

R&D Education

Education n.e.c.

Social protection

Sickness and disability

Old age

Survivors

Family and children

Unemployment

Housing

Social exclusion n.e.c.

R&D Social protection

Social protection n.e.c.
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Reviewing the actual expenditure under each (sub-)function will provide further 

insights on LRAs’ potential contribution to the implementation of Europe 2020. 

For this purpose the subnational expenditure as reported by Eurostat is 

quantified for each policy area or government function included in Table 3 for 

the year 2011 for which the latest data are available. There are however 

important data gaps. Whereas the total amount spent in the EU27 by all LRAs 

are available for each government function (highlighted in orange in Table 3), 

data on expenditure at state and local government level for sub-functions are 

available for a limited number of Member States only (around 17 Member 

States, depending on the sub-function). Comparing the sum of available data for 

all sub-functions (highlighted in yellow in Table 3) to the total expenditure per 

function shows the gaps, in particular at the state level, for which data are in 

most cases available for Spain only. Therefore the absolute level of expenditure 

by LRAs per sub-function does not reflect the total subnational expenditure in 

the EU27 in 2011. 
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Table 3: Eurostat data on government expenditure per government function 

(in million ú) 

 
 

Source: Own compilation based on Eurostat (2013) General government expenditure by 

function. Extracted on 12 November 2013 
  

Economic functions General governmentCentral government State government Local government Social security funds

Economic affairs 509766 334720 73119 181580

Sum of available data for sub-functions 419033 206572 18502 114106

General economic, commercial and labour 78376 54493 4394 13111

Agriculture, forestry, fishing and hunting 35969 13786 3575 10699

Fuel and energy 12596 7482 272 2338

Mining, manufacturing and construction 17066 4908 433 4798

Transport 211394 68998 7785 68896

Communication 1735 -695 246 287

Other industries 16814 4127 864 11488

R&D Economic affairs 31352 20855 667 1960

Economic affairs n.e.c. 13732 32619 266 529

Environment protection 108688 25955 7183 80826

Sum of available data for sub-functions 93473 10658 2477 54579

Waste management 43534 797 257 28896

Waste water management 18589 594 457 13220

Pollution abatement 10527 1818 67 5540

Protection of biodiversity and landscape 10284 3450 827 5805

R&D Environmental protection 2908 900 67 328

Environmental protection n.e.c. 7630 3097 802 790

Housing and community amenities 108571 51980 9649 83565

Sum of available data for sub-functions 98462 14232 2763 57165

Housing development 25863 4966 1251 7628

Community development 48986 7638 541 36191

Water supply 9949 863 914 7780

Street lighting 6059 9 0 4578

R&D Housing and community amenities 965 205 1 73

Housing and community amenities n.e.c. 6640 553 56 915

Education 674663 370437 159371 273019

Sum of available data for sub-functions 598573 227330 46203 129367

Pre-primary and primary education 187065 63838 16040 53382

Secondary education 223860 91757 16838 45010

Post-secondary non-tertiary education 16177 963 9 1558

Tertiary education 95629 44168 9076 11415

Education not definable by level 25729 6045 702 7002

Subsidiary services to education 30849 10681 1350 9801

R&D Education 2426 974 271 19

Education n.e.c. 16838 8905 1917 1179

Social protection 2480516 946977 92264 328396 1529152

Sum of available data for sub-functions 2202092 374899 12299 119958 1034347

Sickness and disability 310077 70343 2510 22515 126193

Old age 1175554 183947 4330 30359 630099

Survivors 153164 8172 26 479 105136

Family and children 210060 36055 2031 26106 66796

Unemployment 167533 28817 1197 5690 92608

Housing 58677 23923 125 1408 4798

Social exclusion n.e.c. 86219 16715 1313 27289 1098

R&D Social protection 583 352 10 0 5

Social protection n.e.c. 40224 6576 757 6113 7615
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Bearing these methodological drawbacks in mind, reviewing the data available 

on LRAs’ expenditure per government (sub-)function in 2011 it is possible to 

derive the following preliminary conclusions for determining the relative 

importance of LRAs in financing Europe 2020 (see also Figure 6): 

 

• LRAs spent around €255 billion on ‘economic affairs’ as compared to 

around €335 billion spent by central governments. The share of LRAs in the 

financing of economic affairs is highest in the categories ‘other industries’, 

but most significant in the area of transport where they spent around €69 

billion
33

. Most of the LRAs’ funds (58 per cent) in this area are spent on 

transport. 

 

• LRAs spent in total €88 billion on ‘environment protection’. LRAs play a 

particular role in waste management and waste water management with 

€29.1 billion being spent on waste management and EUR 13.7 billion on 

waste water management.
34

 

 

• LRAs spent nearly €9 billion on housing and community amenities. 

Compared to the expenditure share of central governments, LRAs made the 

highest contribution to street lighting, followed by water supply and 

community development. In absolute terms the highest LRA expenditure is 

on community development (€36.7 billion) followed by housing 

development and water supply (nearly €9 billion each). 

 

• LRAs spent the second largest amount of money on education with €273 

billion spent at the local level and an additional €159 billion spent at state 

level in Belgium, Germany, Austria and Spain. The differences between 

Member States are due to different degrees of decentralisation in the 

responsibilities for education. In absolute terms the highest LRA expenditure 

is on pre-primary and primary education (€69.4 billion) followed by 

secondary education (€61.8 billion). 

 

• Although LRAs spent over €420 billion on social protection in 2011, the 

major expenditure in this area was borne by the social security funds and 

central governments. Overall the highest expenditure occurred under the 

heading ‘old age’, mainly pensions, followed by sickness and disability. 

Looking at the expenditure by LRAs only, it shows that the highest 

                                           
33

 Data for local government expenditure is available for 16 EU Member States, data for state government 

expenditure is available for Spain only 
34

 Data for local government expenditure is available for 17 EU Member States, data for state government 

expenditure is available for Spain only 
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expenditure was related to ‘old age’ (26 per cent), followed by ‘social 

exclusion n.e.c.’ (22 per cent) and ‘family and children’ (21 per cent).
35

 

 

• LRAs for which data are available in total spent around €10.2 billion on 

R&D .
36

 This constitutes a relatively minor share as compared to R&D 

expenditure by central governments, although this may be partially explained 

by data gaps. LRAs spent most R&D funding on basic research under 

‘general public services’ (51 per cent), followed by ‘R&D Economic affairs’ 

and ‘R&D Health’ (14 per cent). 

 

                                           
35

 Data for local government expenditure is available for 16 EU Member States, data for state government 

expenditure is available for Spain only 
36

 As R&D is not part of the Eurostat typology of government functions, for the purpose of the assessment each 

government sub-function that refers to expenditure on R&D as well as the sub-function ‘basic research’ under 

the function ‘General public services’  are taken together 



 

Figure 6: Selected categories of public expenditure in 2011 by government (sub-)function in some EU Member States
37

 

 

 
Source: Own compilation based on Eurostat (2013) General government expenditure by function. Extracted on 12 November 2013 

                                           
37

 Eurostat data are available for central and local government expenditure for between 16 and 17 Member States (depending on the government (sub-)function) and for state 

government expenditure for Spain only 
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While this review shows the importance of LRAs expenditure in areas such as 

infrastructure (in particular transport), waste and waste water management as 

well as education, the data presented so far show only a very rough estimate of 

the potential contribution to Europe 2020 because they include all public 

expenditure. To get a more precise understanding of the potential contribution 

of the subnational level it is important to differentiate further between 

expenditure categories such as direct and indirect investments, routine running 

costs including staff costs, intermediate consumption, and social benefits etc. 

For the implementation of Europe 2020 direct investments
38

 can be considered 

as by far the most important expenditure category since Europe 2020 aims 

predominantly at structural changes. 

 

Since complete data for 27 EU Member States in 2011 per expenditure category 

are available for broad government functions – and not their sub-functions - the 

differentiation will be limited to government functions. In 2011, the share of 

direct investments in total subnational expenditure was just below 10 per cent. 

The share of direct investments per government function was highest for 

‘economic affairs’ (24.1 per cent), ‘environmental protection’ (20.2 per cent), 

and for ‘housing and community amenities’ (28.6 per cent) and lowest for 

‘social protection’ (1.2 per cent) and ‘education’ (8.9 per cent) (see Figure 7). 

 

Figure 7: Share of direct investments in subnational expenditure per 

government function 

 
Source: Own compilation based on Eurostat (2013) General government expenditure by 

function.  Extracted on 5 December 2013 
 

                                           
38

 In the Eurostat database direct investment expenditure is defined as gross fixed-capital formation and 

acquisitions less non-financial assets (land and other non-financial non-produced assets) 
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In absolute terms, most direct investments by LRAs were reported for 2011 

under ‘economic affairs’ (€61.4 billion), followed by ‘education’ (€38.3 billion) 

and ‘housing and community amenities’ (€26.6 billion). LRAs’ direct 

investments for ‘environmental protection’ amounted to €17.7 billion in 2011 

(see Figure 8). 

 

Figure 8: Subnational direct investments per government function 

 
Source: Own compilation based on Eurostat (2013) General government expenditure by 

function. Extracted on 5 December 2013 
 

 

Although due to lack of data, it is unfortunately not possible to specify on which 

specific government sub-function subnational direct investments were spent in 

2011, it is possible to draw some tentative conclusions on the relative 

importance of LRAs’ direct investments’ in the financing of Europe 2020 

flagship initiatives. These are summarised in Table 4. 
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Table 4: LRAsô contribution to the implementation of Europe 2020 

Flagship init iative LRAs’ contribution 

Digital Agenda for 

Europe 

• LRAs’ spending on ICT did make some 

contribution to finance the ‘Digital Agenda for 

Europe’ flagship initiative in 2011. LRAs spent 

€533 million
39

 on ICT-related activities, while EU 

funding programmes contributed €2.3 billion to the 

flagship initiative.
40

 

Resource efficient 

Europe 

• LRAs made a very significant contribution in the 

area of transport amounting to nearly €77 billion in 

2011, although it is not possible to determine the 

share of direct investments for transport. This 

expenditure compares to a total annual EU budget 

for the Connecting Europe Facility of below €3 

billion. 

• LRAs spent a significant amount on waste and 

waste water management. 

• Investment in housing development, water supply 

and street lighting are areas that may contribute to 

a resource efficient Europe by increasing the 

energy efficiency of buildings and street lighting as 

well as water efficiency. 

An industrial policy 

for the globalisation 

era 

• Most expenditure on ‘Economic affairs’ may 

directly or indirectly contribute to the flagship 

initiative ‘An industrial policy for the globalisation 

era’ by either providing direct support to industries 

or by an indirect contribution in the form of 

improved transport and communication 

infrastructure. Moreover improved administrative 

processes can make an important contribution to 

economic competitiveness. 

                                           
39

 Nevertheless, this figure only covers fifteen Member States 
40

 EC (2011) Statement of estimates of the Commission for 2012, SEC(2011) 498, Brussels, 20.4.2011, Annex 

IV – Financing the Europe 2020 Strategy, p.72 
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Flagship init iative LRAs’ contribution 

Youth on the Move  • It is clear that LRA’s spending plays an essential 

role in financing this flagship initiative. 

• LRAs’ direct investments spent on education in 

2011 amounted €38.3 billion, which was the 

second largest amount among the subnational 

direct investments per government function. 

An agenda for new 

skills and jobs 

• The most important LRA contribution in this area 

will be the money spent on tertiary education. 

European Platform 

against Poverty 

• LRAs’ direct investments in the area of social 

protection are relatively low. However other 

expenditure categories make an important 

contribution to fighting social exclusion. 

Innovation Union • The role of the LRAs in financing this flagship 

initiative is important but its significance will 

depend on the scale of investment in developing 

the innovative capacity of the regions, either by 

reinforcing the innovative components of training 

and education or by including in their 

regional/local strategy investments the necessary 

smart infrastructure to promote the innovative 

capacity of the region and its institutions. 

Source: own compilation 
 

 

4.3 The EU budget contribution to Europe 2020 
 

Since 2011 the European Commission has provided estimates on the EU 

budget’s contribution to the financing of the Europe 2020 strategy. Although 

these estimates provide details of expenditure under different funding 

programmes, the underlying criteria to determine the contributions of this 

expenditure to Europe 2020 are less clear. According to the European 

Commission, since 2011 the EU’s total annual contribution to the financing of 

Europe 2020 has continuously grown from below €60 billion in 2011 to €80 

billion in 2014. For 2014 it is expected that the contribution will increase 

significantly in the areas of ‘An industrial policy for the globalisation era’ and 

‘Resource efficient Europe’ while it will decrease for the ‘Innovation Union’ 

(see Figure 9). 

 



34 

Figure 9: EU budget contribution to Europe 2020 

 
Sources: EC, SEC(2011) 498; SEC (2012) 270; SEC (2012) 270; SEC (2013) 370 

 

 

4.4 Investment gaps and private sector contribution to 

Europe 2020 
 

After the investment needs for the implementation of Europe 2020 were 

identified in chapter 3 and the potential contribution from public funding 

sources to meet these investment needs have been reviewed in this chapter, a 

very rough estimate of the investment gap - defined as the difference between 

investment needs and available public funding - can be calculated for those 

areas for which a minimum amount of data is available. This is the case for the 

flagship initiatives ‘Resource efficient Europe’ and ‘Digital Agenda for 

Europe’. However, the above-discussed methodological challenges including 

limited availability of data on both investment needs and available funds these 

gap estimates apply. 

 

4.4.1  ‘Resource efficient Europe’ flagship initiative 
 

For the flagship initiative ‘Resource efficient Europe’ the annual investment 

needs are estimated at around €200 billion. This compares on the public funding 

side with a contribution of above €21 billion from the EU budget and a potential 
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contribution of around €30 billion from central government and €70 billion 

from LRA. This leaves an annual gap of around €74 billion (see Table 5 and 

Figure 10). 

 

Table 5: Annual investment needs compared to public funding available for 

the flagship initiative óResource efficient Europeô (million ú) 

Sector/area 
Amount 

(million €) 
Explanation 

Annual investment needs 

Transport  50000 Based on the Commission estimate of €500 billion 

spread over 10 years (see Table 1) which may be 

too high as all TEN T related investment 

requirements are included, but appears to be 

levelled out by the lack of estimates on transport 

investment needs at the local, regional and national 

level. 

Energy    

Networks 60000 Based on the Commission estimate of investment 

needs between 2011 and 2020 €600 billion (see 

Table 1) divided by 10. 

Energy efficiency 20000 Based on the Commission estimate of investment 

needs between 2011 and 2020 €200 billion (see 

section 3.2.4) divided by 10. 

Renewable 

energy generation 

capacity 

65000 Mid-range value of the above 2011 study (see 

section 3.2.4) which indicated an annual investment 

need for new renewables installations of between 

€60 and 70 billion. 

Total annual 

investment needs 

195000  

Relevant available public funding in 2011 

EU budget  21408 As reported by the Commission in SEC(2011) 498. 

Central government  30543 Based on Eurostat data on direct investments 

reported under 'housing and community amenities', 

‘environment protection’
41

, and the ‘transport’ sub-

function under 'economic affairs'
42

. 

                                           
41

 For the expenditure category ‘directive investment’ under ‘environment protection’ at EU27 state government 

latest data are available for 2008 only which are used as an approximation here 
42

 Direct investments for the sub-function ‘transport’ are based on the data available which cover 17 Member 

States with total direct investments of €24.6 billion in 2011 by central governments 
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Sector/area 
Amount 

(million €) 
Explanation 

LRAs 69422 Based on Eurostat data on direct investments 

reported under 'housing and community amenities', 

‘environment protection’, and the ‘transport’ sub-

function under 'economic affairs'
43

. 

Total available 

public funding in 

2011 

121373 Important to note that this is theoretical available 

funding which is not necessarily spent to reach the 

Europe 2020 targets. 

Total annual 

funding gap 

73627  

Source: own compilation based on referenced sources 
 

Figure 10: Annual investment gap for the flagship initiative óResource 

efficient Europeô (million ú) 

 
Source: Own compilation based on referenced sources 

 

An annual funding gap of around €74 billion is equivalent to 38 per cent of the 

investment needs per year until 2020. It is realistic to assume that the actual 

available public funding that is spent on projects contributing to the objectives 

of the ‘Resource efficient Europe’ flagship initiative is considerably lower and 
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 Direct investments for the sub-function ‘transport’ are based on the data available which include state level 
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hence the investment gap much higher as not all direct investments under the 

relevant government functions will contribute to the Europe 2020 objectives. 

This gap would have to be filled by private investments. 

 

The European Commission examined the potential finance gaps linked to the 

investment needs identified for the Connecting Europe Facility, taking into 

account the capacity of both the public and private sector in realising the 

investments.
44

 For the transport sector no overall figures were identified, while 

for the energy sector the Commission concluded that the finance gap could be 

up to €100 billion, which includes investment needs for electricity 

interconnectors, off-shore grids, electricity storage and smart grids, gas 

connectors and CO2 transportation. This would translate in an average annual 

funding gap of €10 billion over the 2011-2020 period. As pointed out 

previously, this does not include the investment gap for the transport sector, low 

carbon energy generation capacity, and energy efficiency. Moreover, while the 

Commission estimate does consider the potential contribution of the private 

sector, no such data were available to be considered for the above estimate on 

an annual funding gap of around €74 billion. 

 

Private finance does therefore play an increasingly important role in financing. 

A 2010 study on infrastructure investments in the EU noted that the private 

sector financed roughly two thirds of all infrastructure investments, whereas the 

government sector contributed around one third.
45

 Given the constraints on 

public finances in Europe it is expected that the role of the private sector is very 

likely to increase. Private capital for infrastructure projects is mainly provided 

in the form of corporate finance (e.g. public or private companies) or project 

finance which is most important for infrastructure investments.
46

 However, no 

specific data are readily available to quantify the total private sector 

contribution to financing of infrastructure in Europe, let alone its contribution to 

Europe 2020.
47

 

 

4.4.2  ‘Digital Agenda for Europe’ flagship initiative 
 

For the flagship initiative ‘Digital Agenda for Europe’ the annual investment 

needs are estimated at around €18 billion. In 2011, the contribution from the EU 

budget was above €2.3 billion, while the potential contribution of central 

                                           
44

 EC (2011) Commission Staff Working Document Accompanying the Regulation establishing the Connecting 

Europe Facility, Impact Assessment, SEC(2011) 1262, Brussels, 19.10.2011 
45

 Wagenvoort, R., de Nicola, C., Kappeler, A. (2010) Infrastructure finance in Europe: Composition, evolution 

and crisis impact, EIB Papers, Volume15 N°1 2010, pp16-39 
46

 Wagenvoort, R., de Nicola, C., Kappeler, A. (2010) Infrastructure finance in Europe: Composition, evolution 

and crisis impact, EIB Papers, Volume15 N°1 2010, pp16-39 
47

 Wagenvoort, R., de Nicola, C., Kappeler, A. (2010) Infrastructure finance in Europe: Composition, evolution 

and crisis impact, EIB Papers, Volume15 N°1 2010, pp16-39 
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governments was €91 million and €127 million from LRAs. This leaves an 

annual gap of around €15.4 billion (see Table 6 and Figure 11). 

 

Table 6: Annual investment needs compared to public funding available for 

the flagship initiative óDigital Agenda for Europeô (million ú) 

Sector/area 
Amount 

(million €) 
Explanation 

Annual investment needs   

Digital networks 18000 The Commission estimate indicates a robust 

amount, a range between €180 and 270 

billion between 2011 and 2020. Although 

two studies are in line with this estimate a 

more recent study concluded that it might be 

less expensive to achieve the ‘Digital 

Agenda for Europe’ broadband objectives 

due to the use of cheaper technologies (see 

section 3.2.3). Therefore, the lower range of 

the Commission estimate of €180 billion is 

used for estimating the potential investment 

needs, which is divided by 10. 

Total annual investment 

needs 

18000  

Relevant available public 

funding in 2011 

  

EU budget 2335.5 As reported by the Commission in 

SEC(2011) 498. 

Central government 91.6 Direct investments as reported in the 

Eurostat database under the 

‘communication’ government sub-function 

under the ‘economic affairs’ government 

function. 

 

Data was available for only 17 Member 

States not including some of the larger 

countries, including Germany, the United 

Kingdom and Belgium. In addition, for four 

countries (Spain, France, the Netherlands 

and Sweden) negative figures were indicated 

which means that in these countries the 

disposal of non-financial assets were higher 

than actual investments at the central level. 

Due to these negative figures the sum of the 

direct investments at central level also 

appeared to be negative.  
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Sector/area 
Amount 

(million €) 
Explanation 

Even though it was assumed that these four 

countries also invested in communication-

related actions as figures could not be 

separated between investments and the 

disposal of non-financial assets, in order to 

make the same calculations as above the 

negative figures of Spain, France, the 

Netherlands and Sweden were not taken into 

consideration.  

 

The above detailed data gaps are thus likely 

to mean that the actual available public 

funding at central level was higher than 

indicated. 

LRAs 127.6 Direct investments as reported in the 

Eurostat database under the 

‘communication’ government sub-function 

under the ‘economic affairs’ government 

function.  

 

Data was available for only 16 Member 

States not covering some of the larger 

countries, including Germany, the United 

Kingdom and Belgium. This could mean 

that the available funding by LRAs in 2011 

was higher than indicated. 

Total available public 

funding in 2011 

2554.7 As indicated above it is highly likely that the 

amount of the available public funding for 

communication-related projects was higher 

than indicated. 

 

Nevertheless, it is important to note that this 

is theoretical available funding which is not 

necessarily spent to reach the Europe 2020 

targets. 

Total annual funding gap 15445.3 As it is assumed that the amount of available 

public funding is greater than estimated the 

funding gap is likely to be lower. 

Source: Own compilation based on referenced sources 
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Figure 11: Annual investment gap for the flagship initiative óDigital Agenda 

for Europeô (million ú) 

 
Source: own compilation based on referenced sources 
 

The estimated annual funding gap of around €15.4 billion is equivalent to 86 per 

cent of the identified investment needs per year until 2020. Nevertheless, it is 

important to note that the estimated annual funding gap is very likely to be 

lower due to the data gaps discussed above. Independently of the actual funding 

gap, it would need to be filled by private investments as neither the European 

Union, nor the central and sub-national governments can provide enough 

funding to achieve the identified objectives. 

 

The European Commission also examined the potential finance gaps linked to 

the infrastructure investment needs under the Connecting Europe Facility up 

until 2020, taking into account the capacity of both the public and private sector 

in realising the investments.
48

 For digital networks an overall investment gap of 

up to €220 billion, or €22 billion per year between 2011 and 2020, was 

identified which is 81 per cent of the Commission estimates on investment 

needs, i.e. of the €270 billion
49

. It has been suggested that in order to achieve 

                                           
48

 EC (2011) Commission Staff Working Document Accompanying the Regulation establishing the Connecting 

Europe Facility, Impact Assessment, SEC(2011) 1262, Brussels, 19.10.2011 
49

 The Commission’s estimate of the investment needs in the digital network sector has indicated a range 

between €180 and €270 billion, i.e. investment needs has been identified to be higher than the amount used in 

this study. As the finance gap was identified to be up to €220 billion – which is higher than the lower range of 
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the required investment level and to reduce the level of the considerably high 

finance gap innovative financial instruments will be needed to trigger additional 

investments. 

 

As pointed out previously, a recent study concluded that it might be less 

expensive to achieve the ‘Digital Agenda for Europe’ broadband objectives than 

the Commission has estimated and therefore in this study the lower range of the 

Commission estimate of €180 billion was used for estimating the potential 

investment needs. This could be the reason for the differences between the two 

funding gap estimates, i.e. the €15.4 billion and the €22 billion. 

 

For example, one option to deliver the ‘Digital Agenda for Europe’ is to use 

Public Private Partnerships (PPPs) as this could help to combine private 

investments with European, national and regional funding.
50

 A study conducted 

by the EIB
51

 has identified four types of PPPs which would attract sufficient 

private sector interest in this area: 

 

• ‘private design, build and operate’ system, under which the private sector 

owns, builds and operates the network system however public financial 

support is also required; 

 

• PPP- joint venture, which involves a split in the ownership between the 

private investor and the public sector; 

 

• public outsourcing, where the government owns the system however a 

private company operates it; and 

 

• ‘public design, build and operate’ system, under which the public sector has 

a greater role.
52

 

 

 

4.5 Public budgets and other factors to implement Europe 
2020 – some examples 

 

Concrete examples from different European regions highlight the importance of 

both public funding and strategic planning across different sectors and levels of 

                                                                                                                                   
the estimated investment need – the explanation for this could be that for the calculations the Commission used 

the higher, i.e. the €270 billion investment need figure 
50

 EPEC (2012) Broadband – Delivering next generation access through PPP, European PPP Expertise Centre, 

EIB – 04/2012 
51

 EPEC (2012) Broadband – Delivering next generation access through PPP, European PPP Expertise Centre, 

EIB – 04/2012 
52

 This option was identified to be the most important in deprived regions 
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government for the successful implementation of Europe 2020 projects. This 

sub-section first briefly outlines different funding structures for Europe 2020 

projects and secondly presents two examples of strategic planning for the 

implementation of Europe 2020 at the regional level. 

 

4.5.1 Public funding for Europe 2020 projects 
 

The crisis has caused high unemployment rates and increased poverty in many 

regions. However, regions were unevenly affected. This has slowed down the 

regional convergence process and has widened the existing gaps between 

European different regions.
53

 The financing of local and regional projects has 

become harder which made the Structural Funds even more important. These 

funds were sometimes the most significant or even the only sources available 

for local and regional authorities to finance Europe 2020-related projects.
54

 

 

óYour first Eures Jobô (Italy) 

 

For instance, in Italy a so-called ‘Your first Eures Job’ project has been created 

by the Province of Rome. The project aimed to help EU citizens between 18 and 

30 to find jobs and support their training and thus links to the ‘Youth on the 

Move’ flagship initiative. Between 2012 and 2013 the project cost €1.108 

million from which only 7.5 per cent was national and regional contribution and 

the remaining 92.2 per cent, which is equal to €1.025 million, was funded by the 

EU.
55

 

 

óMazovian Labour Market Observatoryô (Poland) 

 

Another example can be found in Poland where the Marshal of the 

Mazowieckie Voivodeship in Warsaw (i.e. the leading LRA of the project) has 

developed the ‘Mazovian Labour Market Observatory’, which is closely linked 

to the ‘Agenda for new skills and jobs’ flagship initiative as it aims to create a 

modern labour market via market research and analysis and the management of 

education. Since 2009 the project cost €2.8 million of which 85 per cent was 

provided by the EU and only 15 per cent was supported by national and 

subnational public funding.
56

 

                                           
53

 CoR (2013) 4
th

 CoR Monitoring Report on Europe 2020, October 2013, Final Report 
54

 CoR (2013) 4
th

 CoR Monitoring Report on Europe 2020, October 2013, Final Report 
55

 CoR (n.d.) List of good practice examples, 

https://portal.cor.europa.eu/europe2020/Lists/GoodPractices/AllItems.aspx?View={AA955D8C-14E6-4A07-

9E7E-F9311F39297F}&FilterClear=1&InitialTabId=Ribbon.ListItem&VisibilityContext=WSSTabPersistence 

[Accessed: 21 November 2013] 
56

 CoR (n.d) List of good practice examples 

https://portal.cor.europa.eu/europe2020/Lists/GoodPractices/AllItems.aspx?View={AA955D8C-14E6-4A07-

9E7E-F9311F39297F}&FilterClear=1&InitialTabId=Ribbon.ListItem&VisibilityContext=WSSTabPersistence 

[Accessed: 24 November 2013] 

https://portal.cor.europa.eu/europe2020/Lists/GoodPractices/AllItems.aspx?View=%7bAA955D8C-14E6-4A07-9E7E-F9311F39297F%7d&FilterClear=1&InitialTabId=Ribbon.ListItem&VisibilityContext=WSSTabPersistence
https://portal.cor.europa.eu/europe2020/Lists/GoodPractices/AllItems.aspx?View=%7bAA955D8C-14E6-4A07-9E7E-F9311F39297F%7d&FilterClear=1&InitialTabId=Ribbon.ListItem&VisibilityContext=WSSTabPersistence
https://portal.cor.europa.eu/europe2020/Lists/GoodPractices/AllItems.aspx?View=%7bAA955D8C-14E6-4A07-9E7E-F9311F39297F%7d&FilterClear=1&InitialTabId=Ribbon.ListItem&VisibilityContext=WSSTabPersistence
https://portal.cor.europa.eu/europe2020/Lists/GoodPractices/AllItems.aspx?View=%7bAA955D8C-14E6-4A07-9E7E-F9311F39297F%7d&FilterClear=1&InitialTabId=Ribbon.ListItem&VisibilityContext=WSSTabPersistence
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óSunderand Software Centre - Innovation at the Heart of the Cityô (UK) 

 

In contrast to the examples above, Europe 2020 related regional projects can be 

also found where EU contribution is less dominant. For instance, the 

Association of North East Councils in the United Kingdom has developed a 

software incubator, the so-called Sunderand Software Centre under the 

‘Innovation at the Heart of the City’ project. The 5000 m
2
 incubator is a key 

node of superfast broadband connectivity in the city which extended the city’s 

broadband coverage to 96 per cent and thus closely related to the ‘Digital 

Agenda for Europe’. Since 2008, the Software Centre cost €10.6 million in 

total. EU funding accounted for 49 per cent (€5.29 million), while national and 

regional contribution was 50 per cent (€5.33 million). The remaining 1 per cent 

(€350,000) was provided by the private sector.
57

 

 

óBasque Digital Agenda 2015ô (Spain) 

 

Another project example related to the ‘Digital Agenda for Europe’ is the 

Basque Government’s ICT plan, the Basque Digital Agenda 2015 which does 

not involve any EU funding. The plan, which has started in July 2012, aims to 

promote and enhance the information society in the Basque region by 2015 and 

covers four axes: digital community, e-enterprise, advanced digital services and 

infrastructure. The estimated project cost is €72 million which is fully provided 

by the region, i.e. there is no EU contribution.
58

 

 

4.5.2 Strategic planning for Europe 2020 
 

Sufficient finance is an important pre-condition to fund the required and 

envisaged structural changes needed to achieve the Europe 2020 objectives. 

However, (public) funding is only one element in a complex set of factors that 

contribute to the achievement or failure of the Europe 2020 strategy at all levels 

of government. The regulatory, institutional, social and economic structures 

have an important impact on the implementation of objectives set under the 

Europe 2020 strategy. The acknowledgement of their relevance is fundamental 

and needs to go hand in hand with allocating sufficient (public and private) 

funding to any implementation strategy. Some examples of how strategies 

                                           
57

 CoR (n.d.) List of good practice examples, 

https://portal.cor.europa.eu/europe2020/Lists/GoodPractices/AllItems.aspx?View={AA955D8C-14E6-4A07-

9E7E-F9311F39297F}&FilterClear=1&InitialTabId=Ribbon.ListItem&VisibilityContext=WSSTabPersistence 

[Accessed: 27 January 2014] 
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 CoR (n.d.) List of good practice examples, 

https://portal.cor.europa.eu/europe2020/Lists/GoodPractices/AllItems.aspx?View={AA955D8C-14E6-4A07-

9E7E-F9311F39297F}&FilterClear=1&InitialTabId=Ribbon.ListItem&VisibilityContext=WSSTabPersistence 

[Accessed: 27 January 2014] 

https://portal.cor.europa.eu/europe2020/Lists/GoodPractices/AllItems.aspx?View=%7bAA955D8C-14E6-4A07-9E7E-F9311F39297F%7d&FilterClear=1&InitialTabId=Ribbon.ListItem&VisibilityContext=WSSTabPersistence
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taking account of the complex interaction of the different factors can be 

developed are outlined in the following paragraphs. 

 

óFlanders in Action ï Pact 2020ô 

 

An example of a strategic approach to Europe 2020 targets comes from the 

region of Flanders in Belgium. Belgium is a Federal state granting large degree 

of autonomy to its regions; it is one of the most fiscally decentralised countries 

in Europe with very strong federal state governments. Flanders is a wealthy 

region supported by the EU’s competitiveness funds under heading 1a, but also 

invests heavily from its own regional budget. The strategy of the region is 

presented in the ‘Flanders in Action – Pact 2020’
59

 presenting a horizontal 

approach to regional policy, reflecting the absence of major economic 

disparities within the region. Pact 2020 was adopted in 2009 and aims to enable 

Flanders to assume a leading position among the best-performing European 

regions by 2020. The Pact, which was inspired by the discussions in the EU that 

led to the adoption of the Europe 2020 strategy, has been regularly reviewed 

and updated. It has a very strong focus on specific areas of innovation, 

determined by a detailed study of the region’s strengths and capacities. 

 

The strategy is based on a large partnership through ‘Pact 2020’, which was 

signed between the Flemish Government and a number of other organisations, 

including the Employers and Employees Associations of the Social Economic 

Council of Flanders, and the ‘Flanders in Action’ steering group in charge of 

leading the Pact 2020 strategy.
60

 Several agencies support the government in 

implementing regional policy measures, but they are centrally coordinated to 

offer a one stop shop (the Enterprise Flanders Agency - Agentschap 

Ondernemen) to beneficiaries and enhance overall policy coordination. 

 

The new policy is implemented through 50 actions. As part of the first pillar 

(economy), the main investment aid scheme was adopted in order to accelerate 

transformative processes in industry. The New Industrial Policy has also led to 

the launch in 2013 of two calls for the factories of the future worth €15.4 

million and also the adoption of a memorandum “A smart specialisation 

strategy for a targeted cluster policy” which can be seen as Flanders’ response 

to the smart specialisation strategies required by the EU for Cohesion policy 

programmes in 2014-20. The New Industrial Policy is furthermore supported by 

a strong financial arm, the TINA Fund with €200 million in risk capital 

established in 2010 which provides financial support to projects that are seen as 

                                           
59
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strategically transformative making an important contribution to the Flemish 

economy. 

 

óSmart Aberdeen 2020ô 

 

The Aberdeen City Council has also developed a strategic approach for the 

period up to 2020.  In November 2013, Aberdeen City Council launched the 

city’s growth strategy for 2014-2020, the so-called Smart Aberdeen 2020.
61

 The 

strategy aims to showcase the area on an EU level by recognising the objectives 

of the Europe 2020 strategy and helps to position Aberdeen to access EU 

funding and to effectively use the city’s public and private financial sources.
62

 

 

Smart Aberdeen 2020 incorporates a coherent and integrated set of actions and 

initiatives at the local level related to all seven Europe 2020 flagship initiatives. 

For instance, clean energy plays an important role in the city’s future vision. 

Projects linked to the ‘Resource efficient Europe’ flagship initiative envision 

actions related to different sources of renewable energy, hydrogen energy and 

energy efficiency. An example of such projects is the ‘Aberdeen Wind Turbine 

Project’ for which the Council considers to secure investments at local level by 

making Council owned properties available for renewable energy projects. The 

Council will select projects which will provide a return of investments of £500 

000 over the next 5 years. The Council also plans to sell the surplus energy to 

the grid and to look for private sector partners who will work on the wind 

turbine developments.
63

 Education and the fight against unemployment are also 

crucial parts of the strategy and link to the ‘Youth on the Move’ and the 

‘Agenda for New Skills and Jobs’ flagship initiatives. One example is the 

‘Training for Work’ initiative which provides access to vocational training for 

people over 18 who have been continuously unemployed for 13 weeks.
64

 

 

 

4.6 Summary 
 

This chapter reviewed the potential contribution of different funding sources, 

namely public funding and private sources, to the implementation of Europe 

2020. Bearing in mind the important data gaps (in particular for state level 

government spending) the assessment of overall public expenditure of relevance 

for Europe 2020 shows the potential role of LRAs in financing the measures 
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required to meet Europe 2020 goals and the considerable funding gap that needs 

to be filled by private funding sources if the 2020 goals are to be reached. LRAs 

make a significant contribution in all government functions as reported by 

Eurostat (see Figure 13). The categories of expenditure that seem most relevant 

for Europe 2020 relate in particular to ‘Youth on the Move’, ‘Resource efficient 

Europe’, ‘Agenda for new skills and jobs’ as well as the ‘European Platform 

against Poverty’. 

 

Direct investments are most relevant for the achievement of the Europe 2020 

objectives. Figure 12 provides a comparison of the expenditure on direct 

investments at the different levels of government in 2011. For the EU level it 

takes account of the budget allocations under the heading ‘sustainable growth’ 

which roughly corresponds to the amount identified as contributing to Europe 

2020. For the local, state and central governments total direct investments for 

EU27 are included. The comparison shows that the EU budget contributed 15% 

(€53.9 billion) of public direct investments in the EU in 2011 compared to 51% 

(€178.9 billion) by local governments, 8 % (€26 billion) by state governments 

and 26% (€91.1 billion) by central governments. Hence the potential 

contribution of LRAs to the implementation of Europe 2020 is huge, since these 

are responsible for nearly two thirds of public direct investments in the EU. 

 

Figure 12: Comparison of direct investments at regional, state, central 

government and EU level 

 
Source: Own compilation based on SEC(2011) 498 and Eurostat (2013) General government 

expenditure by function. Extracted on 5 December 2013 
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Figure 13: Relative share of sub-sectors of government per economic sub-function in 2011 

 
 

Source: Own compilation based on Eurostat (2013) General government expenditure by function.  Extracted on 12 November 2013 
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The example of the flagship initiative ‘Resource efficient Europe’, for which 

the most estimates of investment needs and expenditure are available, showed an 

annual funding gap of around €74 billion or around 38 per cent of the 

investment needs per year. It is however realistic to assume that the actual 

available public funding is considerably lower and hence the investment gap 

much higher. This gap would have to be filled by private investments. Private 

sources of funding have played an increasingly important role in the financing of 

infrastructure in Europe. 

 

For the ‘Digital Agenda for Europe’ flagship initiative an annual funding gap 

of €15.4 billion was estimated which is around 86 per cent of the investment 

needs per year. However, it is important to note that there are significant data 

gaps relating to direct investments spent on communication at the national and 

subnational level which could be the reason for such high funding gap. It is 

therefore realistic to assume that the actual available public funding is higher 

and thus the funding gap lower. Nevertheless, even if the finance gap is not as 

large as estimated it is clear that such a gap could be only filled by private 

investments and the private sector’s interest in Public Private Partnerships could 

be one potential avenue to attract more private investment to the relevant 

sectors. This becomes even more important in light of the budgetary constraints 

confronting many LRAs as a result of the financial and economic crisis. 

 

The complex interaction of different factors makes it very difficult, if not 

impossible, in many cases to clearly quantify investment needs and public 

budgets’ contribution to the implementation of Europe 2020 at a macro level, as 

the analysis in this report shows. For example, an increase in research and 

development activities requires the close interaction of public and private actors 

and funding sources. Private R&D is the main contributor to R&D expenditure 

in well performing regions which in most cases coincide with large multi-

national companies in sectors with a high share of R&D expenditure and 

excellent research institutions. Coordinated public and private funding that takes 

account of the interactions between different factors can contribute to the 

successful achievement of the Europe 2020 objectives. Strategic mid- to long-

term plans for regional development against which expenditure priorities are 

oriented can be an important tool in this context. 
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5 POLICY RECOMMENDATIONS IN 

VIEW OF THE NEW EUROPEAN 

SEMESTER GOVERNANCE 
 

Based on the analysis of investment needs and the gaps remaining for the 

implementation of the Europe 2020 strategy, this chapter outlines how the new 

governance structure introduced with the European Semester can be used to 

improve the financing available for Europe 2020. After a brief introduction to 

the European Semester and the role for LRAs therein, some policy 

recommendations are presented. 

 

The analysis in this report underlines the scale of the huge investments that 

appear to be required to finance the implementation of the EU’s Europe 2020 

strategy, although it remains difficult to fully quantify all the investment needs. 

Comparing these investment needs to the sources of available public and private 

funding that is potentially available in different fields covered by Europe 2020 

confirms the crucial role of LRAs in this area. Furthermore, the more 

disaggregated analysis of each flagship initiative and the relevant funding and 

the patterns of LRAs’ expenditure underline the importance of ensuring that 

local and regional budgets contribute as much as possible to the implementation 

of the Europe 2020 objectives. For this to happen, the new governance structure 

linked to the European Semester provides useful entry points. Some potentially 

promising ways of using these opportunities are outlined below. Given the 

differences in the institutional set-up and allocation of responsibilities between 

the different levels of governance in the 28 EU Member States, these 

recommendations need to be tailored to the specific national, regional and local 

circumstances.  

 

The new economic governance structure introduced in the EU by the European 

Semester incorporates some important opportunities through which local and 

regional authorities can be involved in the process detailed above. A key 

opportunity for involvement arises at the level of the National Reform 

Programmes (NRPs). Although LRAs could be important partners in drafting 

the NRPs analysis of the process by the Committee of the Regions showed that 

this potential is not fully realised yet and LRAs are most cases only briefly 

consulted.
65

 Even though the majority of the NRPs analysed acknowledged the 

role of LRAs, the focus was rather on the implementation of actions and policies 

rather than on developing the NRPS. 
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Country Specific Recommendations (CSRs) adopted at EU level focus on 

Member States’ national budgetary and reform policies, principally those that 

aim to tackle national structural problems. At this level there is another 

important opportunity for LRAs to be involved in the implementation process of 

such recommendations. This could occur through the application of a multi-level 

governance approach carried out between the central, regional and local 

governments. Furthermore, there is a need to improve the CSRs by integrating a 

local and regional dimension. So far CSRs have not included any reference to 

the importance of vertical coordination amongst the different government levels 

and LRAs have been only mentioned in the context of subnational finance and 

the implementation of the Structural Funds.
66

 

 

As the Structural Funds, including the ERDF and the ESF, are under shared 

management, the allocation of the different funding streams and the priorities 

are set out by the regional authorities in most cases. In the forthcoming 

programming period this information will be included in the Partnership 

Agreements (PAs). PAs will be developed by Member States taking into 

consideration the NRPs and thus establishing the link between the investment 

priorities proposed at national and regional level and the objectives of the 

Europe 2020 strategy.
67

 Keeping this in mind, the PAs can be seen as important 

strategic documents through which LRAs can attain their priorities and thus 

should aim to be involved in their development. 

 

Most importantly LRAs need to be involved in the development and 

monitoring  of National Reform Programmes (NRPs), which are a key 

mechanism for contributing to the achievement of the Europe 2020 objectives in 

each Member State. Their involvement in the drafting process for the NRPs 

would acknowledge their role in the subsequent implementation and allow them 

to contribute to the formulation of national objectives that are aligned with their 

needs and potentials. In particular, the specific budget situation at the regional 

and local level could be better taken into account. Such involvement could also 

raise awareness of Europe 2020 at the different levels of governance and create 

ownership and commitment whilst allowing for the allocation of responsibilities 

across the different levels of governance. At the same time short-term 

coordination as included in the NRPs should be aligned with longer term 

coordination efforts such as the Partnership Agreements and Operational 

Programmes. LRAs equally should be involved in the monitoring process to 

ensure feedback loops and, if deemed necessary, the reformulation of targets and 

budgetary alignments. 
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In this context the better vertical integration of local, regional, central and 

EU budgets and programmes appears a prerequisite for the more effective use 

of the limited public funds available. Specifying and aligning the objectives and 

ambitions of the NRPs much more precisely could make an important 

contribution to the better coordination of budgets and funding programmes at 

the different levels of government and hence lead to synergies and a stronger 

focus on priorities. This multi -level governance approach should go hand in 

hand with the synchronisation of policy and programming of funding in ways 

that would strongly facilitate vertical budget integration. As has been put 

forward in previous reports, Europe-wide standards for structuring public 

budgets should be agreed to help vertical and cross-border coordination. 

Moreover, medium-term budgetary frameworks at regional and local level may 

help to achieve the long-term targets enshrined in Europe 2020 while at the 

same time avoiding annual budget negotiations which may focus too much on 

short-term objectives.
68

 

 

The investment gaps identified and the great variety of the socio-economic 

situations in the many regions and municipalities in Europe strongly underline 

the need for more territorial differentiation . It would be valuable to 

formulate Europe 2020 targets at a further level of detail and tailored for 

regions and potentially even local areas. LRAs should play an active role in 

formulating these targets. The national targets seem inappropriate in many cases 

at the regional level.
69 

For example, an analysis of Europe 2020 in German 

regions concluded that national targets cannot be transferred to all regions 

because the gap relative to the current situation is too big. It is not desirable or 

realistic to expect that all regions will achieve the same target, and because 

regions have different opportunities to contribute to the Europe 2020 targets.
70

 

One case in point is the expenditure on R&D where the analysis of German 

regions suggests that it is not warranted that all regions achieve the same level of 

spending, as the effectiveness of high levels of spending very much depends on 

the presence of suitable businesses and research institutions in the area. 

Depending on the regions strengths and weaknesses, targets and in turn, the 

relevant budget spending should be determined and developed in light of the 

Europe 2020 strategy. This is in line with the ‘smart specialisation’ approach
71

 

pursued under EU cohesion policy. 

 

The investment gaps in the financing of Europe 2020, identified in this report, 

are likely be one major barrier for the successful implementation of the strategy. 
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This will be greatly reinforced in many Member States by the negative impact of 

the economic and financial crisis on LRAs’ financial capacity to main 

investment levels, comparable to those observed in the past. To make up for this 

constraint, it is of crucial importance to increase private (co-)funding for the 

financing of Europe 2020. The use of financial instruments can play an 

important role in this context. 

 

LRAs should take full advantage of the support that the EU offers and in 

particular explore the new instruments available to promote the business sector 

and to adapt regional economies to potential market opportunities. In many 

cases this requires a rethinking of the role of the municipal and regional 

authorities and seeking new forms of partnerships with the private sector. 

Holding funds, for example, can be used to support businesses, but also to 

develop a new energy market structure, one of the central pillars of national and 

more local economies.
72, 73

 New financing models less reliant on public funding 

have to be sought. In the area of energy, potential savings and new contractual 

models can have a positive impact on the regional economy
74

, despite major 

variations in, national regulatory structures. 
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Annex 1: Europe 2020 
 

Europe 2020
75

 is the European Union’s growth strategy for the period 2010-

2020. The strategy is intended to help to overcome the economic crisis and to 

create an economic environment in which smart, sustainable and inclusive 

growth can take place. It aims to develop an economy based on knowledge and 

innovation, promote a more resource efficient, greener and more competitive 

economy and foster high-employment, as well as delivering social and territorial 

cohesion. 

 

In order to achieve these objectives in a tangible way the EU has proposed the 

following five headline targets: 

 

• ensuring 75 per cent employment of 20-64-years-old; 

 

• getting at least 3 per cent of the EU’s GDP invested in research and 

development; 

 

• reducing greenhouse gas emissions by 20 per cent or even 30 per cent 

compared to 1990 levels, creating 20 per cent of EU energy needs from 

renewables and increasing energy efficiency by 20 per cent; 

 

• reducing school dropout rates to below 10 per cent, with at least 40 per cent 

of 30–34-year-olds completing tertiary education; and 

 

• ensuring 20 million fewer people are at risk of poverty or social exclusion. 

 

These targets should be translated into national targets in each EU Member State 

and are also reflected in the seven flagship initiatives (see Box 1). 
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Box 1: The seven flagship initiatives of the Europe 2020 strategy 
 

Innovation Union
76

 

 

One objective of the flagship initiative is to reach the target of 3 per cent of the EU GDP to be 

invested in research and innovation. Secondly, to remain competitive on the global market, the EU 

has to improve the way in which research results are transformed into services and products and taken 

up by the market. Deployment of innovative solutions thus takes a more central stage in EU policy. 

The flagship initiative ‘Innovation Union’ contains 34 action points to tackle the challenges faced by 

the EU in this field. Key initiatives include the proposed creation of a single innovation market, the 

completion of the European Research Area, and the introduction of Innovation Partnerships, which 

tackle weaknesses in the European research and innovation system, notably related to market uptake 

of innovative technologies. 

 

Youth on the Move
77

 

 

The flagship initiative aims to increase the level of education and provide better job prospects for 

young people. The two headline targets of the flagship initiative are that by 2020 the proportion of 

early school leavers should fall from 15 to 10 per cent and the share of the population aged 30-34 

having completed tertiary education should increase from 31 to at least 40 per cent. The flagship 

initiative comprises 28 key actions, including policy initiatives and programmes, in four main areas: 

lifelong learning, higher education, learning mobility and the employment situation of young people. 

 

Digital Agenda for Europe
78

 

 

The flagship initiative’s overall aim is to deliver sustainable economic and social benefits through a 

digital single market based on fast and ultrafast internet and interoperable applications. The flagship 

initiative focuses on seven problem areas and frames its actions as solutions to tackle these problems: 

fragmented digital markets, lack of interoperability, rising cybercrime and risk of low trust in 

networks, lack of investment in networks, insufficient research and innovation efforts, lack of digital 

literacy and skills and missed opportunities in addressing societal challenges. Each of these seven 

pillars includes a list of key actions required from the Commission and Member States. In addition, 

thirteen performance targets have been established, from which the following three key targets relate 

to the development of broadband infrastructure: 

 

• all EU citizens should be covered by broadband by 2013; 

• all EU citizens should be covered by broadband above 30 Mbps by 20202; and 

• 50 per cent of all EU citizens should be subscribed to broadband above 100 Mbps by 2020. 

 

Resource efficient Europe
79

 

 

The flagship initiative aims to create a framework for policies to support the shift towards a resource-

efficient and low-carbon economy by boosting economic performance while reducing resource use; 

identifying and creating new opportunities for economic growth and greater innovation and boosting 

the EU's competitiveness; ensuring security of supply of essential resources; fighting against climate 

change and limiting the environmental impacts of natural resource use.  
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Key benchmarks for this initiative form part of the Europe 2020 headline targets which are as follows: 

 

• a 20 per cent reduction in greenhouse gas emissions (30 per cent if the conditions are right); 

• a 20 per cent share of renewable energy sources in final energy consumption; and 

• a 20 per cent improvement in energy efficiency. 

 

An industrial policy for the globalisation era
80

 

 

The key objective of the initiative is to improve the EU’s competitiveness in more globalised 

economy. This shall be achieved by better analysis of the impacts of proposed regulation on 

competitiveness as part of the existing impact assessment process. At the same time, ex post 

evaluation of existing legislation shall be carried out. Although no specific targets have been fixed for 

under this flagship initiative, the following indicators of success will be used to monitor its progress: 

 

• the improvement in international competitiveness, comparing both the EU’s productivity and cost 

developments with those of its competitors; 

• the number of new jobs created in industry and industry-related services, with particular reference 

to the number created in SMEs; 

• the rate at which manufacturing output rises, particularly output in the eco-industries; and 

• the share of medium- and high-technology manufacturing sectors in total manufacturing value-

added and employment. 

 

An agenda for new skills and jobs
81

 

 

The flagship initiative aims to increase employment levels in the European Union. The headline target 

of the flagship initiative is to raise the employment rate for women and men aged 20-64 to at least 

75 per cent by 2020. The ‘Agenda for new skills and jobs’ includes 13 key actions which are 

organised under the four priorities: better functioning labour markets; more skilled workforce; better 

job quality and working conditions; and stronger policies to promote job creation and demand for 

labour. 

 

European platform against poverty
82

 

 

The flagship initiative aims to address poverty and social exclusion in the EU and related problems 

that have been aggravated by the economic crisis in many Member States. The headline target to be 

achieved under this flagship initiative is to lift at least 20 million people out of poverty and social 

exclusion by 2020. The flagship initiative is of particular relevance for local and regional authorities 

as these are directly exposed to many problems and consequences related to poverty and social 

exclusion. A better coordination of social protection and inclusion across the different levels of 

governance is therefore a key objective of this flagship initiative.  
 

                                           
80
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Annex 2: Relationship between the seven flagship 

initiatives under the Europe 2020 Strategy and the 

government functions indicated in the Eurostat database
83

                                           
83

 The diagonal strapped columns indicate indirect relevance 



 

Government function (as indicated in the Eurostat 

database) 

‘Innovation 

Union’ 

‘Youth 

on the 

Move’ 

‘Digital 

Agenda 

for 

Europe’ 

‘Resource 

efficient 

Europe’ 

‘An 

Industrial 

policy for 

the 

globalisation 

era’ 

‘An 

Agenda 

for new 

skills 

and 

jobs’ 

‘European 

Platform 

against 

Poverty’ 

General public services        

Executive and legislative organs, financial and fiscal 

affairs, external affairs 

              

Foreign economic aid        

General services        

Basic research         

R&D General public services         

General public services n.e.c.        

Public debt transactions        

Transfers of a general character between different 

levels of government 

       

Defence               

Military defence        

Civil defence        

Foreign military aid        

R&D Defence         

Defence n.e.c.        

Public order and safety               

Police services         

Fire-protection services        



 

Government function (as indicated in the Eurostat 

database) 

‘Innovation 

Union’ 

‘Youth 

on the 

Move’ 

‘Digital 

Agenda 

for 

Europe’ 

‘Resource 

efficient 

Europe’ 

‘An 

Industrial 

policy for 

the 

globalisation 

era’ 

‘An 

Agenda 

for new 

skills 

and 

jobs’ 

‘European 

Platform 

against 

Poverty’ 

Law courts        

Prisons        

R&D Public order and safety          

Public order and safety n.e.c.         

Economic affairs               

General economic, commercial and labour affairs          

Agriculture, forestry, fishing and hunting          

Fuel and energy          

Mining, manufacturing and construction          

Transport          

Communication          

Other industries         

R&D Economic affairs          

Economic affairs n.e.c.         

Environment protection               

Waste management         

Waste water management         

Pollution abatement         

Protection of biodiversity and landscape         

R&D Environmental protection          

Environmental protection n.e.c.         



 

Government function (as indicated in the Eurostat 

database) 

‘Innovation 

Union’ 

‘Youth 

on the 

Move’ 

‘Digital 

Agenda 

for 

Europe’ 

‘Resource 

efficient 

Europe’ 

‘An 

Industrial 

policy for 

the 

globalisation 

era’ 

‘An 

Agenda 

for new 

skills 

and 

jobs’ 

‘European 

Platform 

against 

Poverty’ 

Housing and community amenities               

Housing development          

Community development          

Water supply         

Street lighting         

R&D Housing and community amenities           

Housing and community amenities n.e.c.          

Health               

Medical products, appliances and equipment        

Outpatient services        

Hospital services        

Public health services        

R&D Health         

Health n.e.c.        

Recreation, culture and religion               

Recreational and sporting services        

Cultural services        

Broadcasting and publishing services        

Religious and other community services        

R&D Recreation, culture and religion         

Recreation, culture and religion n.e.c.        



 

Government function (as indicated in the Eurostat 

database) 

‘Innovation 

Union’ 

‘Youth 

on the 

Move’ 

‘Digital 

Agenda 

for 

Europe’ 

‘Resource 

efficient 

Europe’ 

‘An 

Industrial 

policy for 

the 

globalisation 

era’ 

‘An 

Agenda 

for new 

skills 

and 

jobs’ 

‘European 

Platform 

against 

Poverty’ 

Education               

Pre-primary and primary education           

Secondary education           

Post-secondary non-tertiary education           

Tertiary education           

Education not definable by level           

Subsidiary services to education           

R&D Education            

Education n.e.c.           

Social protection               

Sickness and disability        

Old age        

Survivors        

Family and children         

Unemployment          

Housing         

Social exclusion n.e.c.         

R&D Social protection          

Social protection n.e.c.          
Source: Own compilation 
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Annex 3: The European Semester 
 

The European Semester is a yearly cycle of ex-ante economic and fiscal policy 

coordination taking place between the EU and its Member States. It was 

established in 2010 as part of the reform of the European Union’s economic 

governance and the first cycle was carried out in 2011. The main aims of the 

semester are to ensure sound finances, to support economic growth and to help 

to prevent excessive macroeconomic imbalances in the Member States. It has 

been designed in a way that Member States’ economic and structural policies are 

analysed every year at EU level in order to create an early warning system 

where unsustainable macroeconomic developments can be prevented.
84

 The 

European Semester represents a mechanism for ex ante coordination of national 

economic policies and is based on National Reform Programmes submitted by 

the Member States to the European Commission. It has been designed so that 

each year Member States’ economic and structural policies are analysed and 

assessed together at EU level by the European Commission. The Commission 

provides specific recommendations for the following 12-18 months and reviews 

the extent to which past recommendations have been addressed. The European 

Semester also brings together reporting processes under the Europe 2020 

strategy and the Stability and Growth Pact
85

. Consequently it is at the centre on 

co-ordinated economic planning in the EU. 

 

A timeline of the European Semester process and key deliverables produced are 

summarised in Figure 14. 
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 Council of the European Union (n.d.) Webpages on the European Semester – What is the European Semester? 

http://www.consilium.europa.eu/special-reports/european-semester 
85

 The Stability and Growth Pact aims to facilitate and maintain the stability of public finances in the European 

Union and was previously the cornerstone of the EU’s macroeconomic architecture. 

http://www.consilium.europa.eu/special-reports/european-semester


 

Figure 14: Overview of the European Semester process 

Source: EC (2013) Making it happen: the European Semester, http://ec.europa.eu/europe2020/making-it-happen/index_en.htm 

http://ec.europa.eu/europe2020/making-it-happen/index_en.htm

