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Executive summary
Territorial Dimension
Introducing a territorial dimension to Europe 2020 is essential for creating a sense
of ownership of the strategy on the ground, promoting territorial cohesion and
tapping into the full potential of European cities and regions. At the same time
delivering economic development priorities requires a high level of capacity. The
large diversity of European regions (in terms of regional competences, capacities,
tools, quality of government, starting points, specialization patterns, etc.) excludes
the use of “one-size-fits-all” approach to regional development and target setting
and, instead, calls for a more flexible and differentiated approach in introducing a
territorial dimension to the Europe 2020 strategy.

How to combine top-down and bottom-up approaches to regional
target setting?
Mobilizing the resources of local and regional authorities in the design of regional
strategies is essential given their region-specific knowledge and competencies.
However, it is crucial to consider to what extent regions have the legislative tools
and administrative resources to devise their own strategies. Some policy areas such
as employment, energy and education are an exclusive competence of the national
government for a vast majority of Member States. In other areas, more powers are
concentrated in the hands of local and regional authorities. The division of powers
between national and sub-national levels of governance is country-specific,
therefore no single approach to regional target setting can be applied.
A bottom-up approach to regional target setting would consequently be ideal for
regions with sufficient capacities and in de-centralised Member States. However, in
regions with limited capacities and in centralised Member States, higher
involvement of the central government would be necessary to engage LRAs with
the strategy and support them with its implementation.
 Key proposal - Voluntary target setting for well-performing regions:
Regions that have sufficient capacity and willingness to set differentiated
regional targets and that have tracked record in being involved with Europe
2020 and (over-) achieving the Europe 2020 targets should be encouraged to
adopt regional targets on a voluntary basis. In order to fully utilise the resources
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and region-specific knowledge of sub-national governments, LRAs would need
to play a key role in the selection of regionally relevant and adequately
ambitious targets.
 A bottom-up approach is deemed most appropriate for regions that have the
administrative capacity and legislative tools to take full ownership of their
regional Europe 2020 strategy. The choice and ambitiousness of regional targets
would be decided by LRAs, reflecting their regional priorities and competences,
and would feed into the national Europe 2020 goals, which in turn may need to
be revised accordingly. Member States with federal, quasi-federal or devolved
powers to sub-national level are the ones to most likely benefit from such a
bottom-up approach.
 A combination of bottom-up and top-down approach would be appropriate for
regions with limited administrative and legislative power but willing to
contribute to the territorial dimension of Europe 2020. The ownership of the
regional strategy would need to be shared between the central and sub-national
governments, depending on the policy in question, regional competencies and
capacities as well as the starting point of the regions. An ex-ante assessment of
the potentials, strengths and weaknesses of the regions would be necessary in
consultation with local and regional authorities in order to select regionally
relevant and feasible targets. Regional differences in assets and potentials need
to be fully utilised. The effective cooperation between different tiers of
government would be a key success factor in this approach. Building on the
capacities of regions and gradually transferring greater ownership to the subnational authorities could be considered, depending on the performance of
regions and their willingness to engage further with the strategy.
The principle of ‘active subsidiarity’ calls for the involvement of any level of
governance, according to their responsibilities and capacities, in achieving common
goals. The concept exists as a guiding principle in treaties; however it is hardly
implemented in practice due to its vagueness. Clear mechanism need to be
introduced and responsibilities defined for each level of government in order to
make them accountable – clear standards, roles, mandate of the regions to be
involved in the design and implementation of laws, strategies etc. These
mechanisms could also be designed in a way to allow the involvement of other
stakeholders from the regions, i.e. in the sense of an extended bottom-up approach,
meaning to extend multi-level governance to the “grassroots” level. Existing
examples that could be adapted to the regional level include the Australian
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Citizen’s Parliament1, the European citizens’ initiative2 and workshops run by
municipalities in Serbia at which LRA’s present their strategies to invited
participants, whose feedback is taken up in a revised version of the strategy.
 Encouraging stakeholder consultation: Local and regional authorities should
be encouraged to involve a broader range of stakeholders, including citizens,
regional labour unions, business associations, etc. in the preparation of regional
development plans and strategies by organizing consultation events, open
dialogues and developing online platform for participatory governance.

Selection of regionally relevant targets
In order to integrate territorial diversity into the policy design of Europe 2020,
a place-based approach is proposed – one which takes fully into account regional
needs, limitations and potentials. There are a number of factors which need to be
considered in that respect – the policy in question, the starting point of the region,
existing specialization patterns, competitive advantages, the return on investment
and territorial cohesion.
When setting their own targets, regions should have the possibility to choose the
most appropriate method for doing so – either directly transposing the national
Europe 2020 targets or adapting them to their own reality through the addition of
complimentary sub-indicators and targets, which they find relevant to their local
context and important for their regional development plans. This could also mean
that regions do not set targets for some areas that fall within the competence of
central governments (e.g. energy or education) or that are or not part of their
development strategy. Based on the detailed analysis presented in Chapter 2.2,
the following proposals are made for the allocation of territorially differentiated
targets in the Europe 2020 priority areas:
 Key proposal: Taking into account the distribution of powers between the
national and sub-national levels, the considerable differences across regions for
some of the target areas, the current and projected progress towards reaching the
Europe 2020 headline targets (by 2020), and the availability of regional data,
breaking the EU 2020 targets down to the regional level seems to be
important in the areas of employment, R&D/innovation, energy efficiency,
early school leaving and poverty/social exclusion. In contrast, regional targets
1
2

http://world-changers.org/participatory-process-methods/215-citizens-parliament-australia
http://www.europarl.europa.eu/aboutparliament/en/001eb38200/European-citizens'-initiative.html
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do (in most cases) not seem to be necessary in the areas of greenhouse gas
(GHG) emissions, renewable energy and tertiary education.
 As regards the method of deciding which regions should contribute how much
to the (national) targets, the catch-up model to regional target setting is proposed
for education; a combination between catch-up and balancing model is proposed
for poverty/social exclusion and early school leavers; the balancing model is
proposed for energy efficiency; and the concentration model is proposed for the
R&D/innovation target.
The place-based approach means that for some regions other targets than the ones
set on the EU or national level could be equally or even more relevant. Differences
in the exact formulation and choice of targets and indicators already exist at the
Member State level. For example, the R&D target in the Czech Republic refers to
public expenditure only (whereas the overall EU target also includes private R&D
expenditure); the poverty target in Denmark refers to people living in households
with very low work intensity only (i.e. touching only one of the three sub-indicators
of the overall EU target); and Germany even uses a different indicator for its
poverty target, which aims at reducing long-term unemployment. These examples
show that Member States and consequently also regions have room for manoeuvre
for focusing on issues of particular relevance for them, as long as their target of
choice is related to the national and EU target. For example, long-term
unemployment is a key determinant for being at risk of poverty and social
exclusion, and reducing the number of long-term unemployed people (as in the case
of Germany) therefore very likely contributes to lifting people out of the risk of
poverty or social exclusion.
 In line with the place-based approach, regions should make use of the possibility
of setting targets different to the EU/national ones when they can be expected to
contribute to the achievement of the EU/national targets. For example, regions
with already high employment rates of prime-aged men could still set
(ambitious) employment targets for older workers (aged 55-64) and/or women;
regions facing only one specific form of poverty or social exclusion could set a
target for only a sub-indicator of the overall poverty target (e.g. in the case of
Ireland it may make sense to focus on low work intensity only); and regions in
Germany may choose to set a target for long-term unemployment, thus
addressing rather the national than the EU target.
The typology of regions developed for the ESPON ARTS (Assessment of Regional
and Territorial Sensitivity) quick-scan methodology can serve as a good starting
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point for determining the areas for which regional targets would be most
appropriate or needed and for assessing how specific policies may affect other
regional performances, taking into account territorial differences across the EU.
Being based on experts’ judgment, this method can be seen as a “quick & dirty”
form of territorial impact assessment (TIA) that can be easily applied by every
region.
 The ESPON ARTS typology of regions can help pre-determine the target areas
that will most likely be of relevance for specific types of regions; for example,
in industrial regions the targets on R&D expenditure and energy efficiency will
most likely be of particular relevance, while they seem to be of less importance
for rural regions (thus also determining the level of contribution that can be
expected from these regions towards meeting the national and EU targets).
Similarly, wealthy regions are likely to not be affected by high levels of poverty
or social exclusion, meaning that this target may not be important for them, but
also that the contribution that can be expected from these regions towards
meeting the national and EU poverty target is rather limited.

Positive ‘path-to-change’ approach
In Member States with strong central governments or depressed economies, the
process of regional target setting would be very difficult to adopt, at least in the
near future. What would be more essential for these regions is that the central
government and the European Commission provide them with the necessary
support mechanism and inspiration, and help them build-up the capacities needed
to engage with the Europe 2020 strategy.
 Key proposal: Regions that do not have the capacities to design and implement
their own regional targets and that are lagging behind most of the Europe 2020
targets should follow a “path-to-change” approach, where governments
regularly monitor regional development of the Europe 2020 (or at least those
which fall within the competence of LRAs) indicators and through close
communication and open dialogue with LRAs try to identify and address
specific regional challenges, hampering positive developments. Strong support
in capacity building through best practice exchanges, peer exchanges, technical
guidance and assistance from the central government, European institutions (the
European Commission, the European Investment Bank, etc.) and European
regional and local associations should be provided in order to empower regions
with low capacities and help them prepare for engaging more actively with the
Europe 2020 framework and adapting it to their own situation.
5

A positive “path-to-change” approach would however also be relevant for welldeveloped regions that choose to not set a target in a specific Europe 2020 target
area, in order to ensure that these regions continue to contribute towards meeting
the national and EU target(s):
 Regions that would have the capacities but do not set quantitative targets for
specific Europe 2020 targets should at least improve their situation in these
area(s) each year, thus making sure to not fall behind their current level of
performance.

Adding up regional targets on the national level
The proposed differentiated approach is likely to result in regional targets that are
different from region to region and that consequently do not or are difficult to add
up to the national Europe 2020 target. Therefore, mechanisms need to be put in
place in order to align the national goals with the territorially differentiated
strategies. Three different situations are theoretically possible, which are addressed
by the following proposals:
 Scenario 1: all regions adopt quantitative targets, which are then aggregated to
the national level. In case the aggregated regional targets are more ambitious
than the national target, adjusting the national targets to the higher level would
be sufficient. If the aggregated regional targets are less ambitious than the
national target, a discussion would need to follow between the regional and
central governments regarding the necessary adjustments. Either the national
target is too ambitious and would need to be adjusted, or (some) regions could
agree to increase their contribution (in this case the main question to be
discussed would be about the kind of support they would need from the central
government to do so).
 Scenario 2: not all regions set quantitative targets, i.e. (some) regions only
adopt a positive “path-to-change” approach for some of the national/EU targets.
In the case of the target areas for which the catch-up or the concentration model
is applied the combined contribution of those regions that have set quantitative
targets may be sufficient to reach the national target. If this is not the case (most
likely for the balancing model), the gap between the combined contribution of
those regions that have set a quantitative target and the national target implicitly
defines the contributions required from the rest of the regions that have not set
targets. In this case the following options are possible: (1) to reduce the
ambition of the national target (to “at least XY%”), (2) to “persuade” the
6

remaining regions to also set quantitative targets, or (3) to ask the regions that
have already set quantitative targets to check if they could contribute even more
(and what they would need to do so).
 Scenario 3: only a few or no regions agree to set quantitative targets. This
situation may lead to the following consequences: (1) to drop the national target
(similar to the UK, which has not set targets for most of the Europe 2020
headline targets); (2) to adjust the national target to “at least XY%” (based on a
positive “path-to-change” approach), which would mean to not fall behind the
current level; (3) to discuss among the regions and with the central government
whether different targets should be set (see e.g. the case of Germany, where the
poverty target refers to long-term unemployment); (4) to discuss the target
setting in a broader societal dialogue (involving regions but also experts,
businesses, NGOs, etc.) following existing best practices such as the preparation
of the Austrian Sustainable Development Strategy; or (5) to let the central
government set regional targets in a top-down approach.

Enforcement and incentive mechanisms
Once regional targets have been selected, it will be essential to provide the right
enforcement and incentive mechanisms to ensure that regions are committed to
achieving their goals. The use of strict enforcement mechanisms, particularly
sanctions for non-performance, is not desirable as it might have the opposite effect
– discouraging regions from participating and penalising the less advanced regions.
Giving flexibility to regions to pursue their goals at a pace corresponding to their
own capacities is necessary; however, some control mechanisms need to be put in
place in order to avoid “watering down” the strategy. Peer reviews and bestpractice exchanges could be effective tools to generate peer pressure and boost
performance (through the competition and reputation effect); however, such
qualitative methods create the risk of having progress on paper but not in practice.
Therefore, they need to be complemented by quantitative measures of progress.
The use of regular monitoring and reporting mechanisms could prove to be
effective but will depend on the availability of statistical data on the regional and
local level (see the operational proposals on improving data availability below).
 Key proposal – Enforcement through peer-pressure and regular
monitoring of progress: Regular peer-reviews and best practice exchanges
should be used as “soft” tools for maintaining the focus of regions on
performance and attainment of goals. Monitoring of progress should be
complemented by the development of an indicator system (explained in more
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details below). Existing monitoring and reporting mechanisms could be used for
comparisons between regions, such as the reports and indicators on territorial
cohesion in the EPSON database. In addition, the European Commission, in
particular ESPON, Eurostat and DG REGIO, should be involved in regularly
reporting on this monitoring process through publications, country factsheets
and an online database.
Instead of focusing only on shaming and blaming for enforcement, more emphasis
needs to be placed on the good practices and benchmarks of excellence as well as
the provision of incentives. Financial incentives are problematic due to the limited
availability of public funds and the risk of positive discrimination. Administrative
incentives could be used instead to encourage participation and steer performance
at the regional and local level.
 Key proposal - Focus on incentives and recognition of good performance:
“Soft” mechanisms which could incentivize regions to participate in the Europe
2020 framework include the provision of awards, certificates and distinctions.
Administrative incentives could also be put in place, for example accelerating
and simplifying the procedure for granting funds, relaxing administrative
requirements and giving greater flexibility with the use of structural funds for
well-performing regions.
 The advantages of the Europe 2020 goals for regional development need to be
better communicated to LRAs (especially to those which have not been involved
in Europe 2020 or involved only to a limited extent), possibly through the
development and dissemination of a guideline book for LRAs and through
presentations of regions, which have adopted the Europe 2020 framework, at
meetings of local and regional associations.

Monitoring progress towards regional targets
The implementation of a territorially differentiated Europe 2020 strategy would
require not only the selection of relevant territorial targets, but also the availability
of timely statistical data to monitor progress on the ground. This calls for the
development of an enhanced monitoring system for Europe 2020 at the regional
and local level. In the short run, already existing datasets need to be better utilised
for monitoring and policy guidance purposes. These could be done on three levels:
First, the use of existing databases by local and regional governments should be
encouraged in the design of regional strategies, contributing to a more evidencebased approach in regional Europe 2020 plans. Second, databases that are currently
8

(almost) solely used by certain DGs (such as the indicators of the Joint Assessment
Framework (JAF) used by the Employment Committee (EMCO) of
DG Employment) or are not effectively disseminated among national and subnational governments could be made more accessible. Third, unconventional and/or
non-official sources of data could be looked into. For example, geographic, global
web and information systems could contain valuable data on resource use, energy
consumption, employment etc. (such as the Ecological Footprint indicator
advocated by the Global Footprint Network, or the Sustainable Society Index (SSI)
published by the Sustainable Society Foundation).
 Key proposal – Utilising existing databases: Monitoring systems and
territorial indicators have already been put in place in certain areas and could be
further utilised in the development and monitoring of territorial strategies.
Existing databases include the JRC’s regional competitiveness index, the
regional innovation scoreboard from DG Enterprise, and the ESPON databases
and tools (such as the ESPON atlas, the ET2050 forecast models or the SIESTA
indicators). Databases need to be utilised not only with regards to the current
Europe 2020 headline indicators but also in other areas which could be given
priority in regional strategies, such as quality of life (see the recent efforts
undertaken by Eurostat3, the OECD4 or the Eurofound5), land use
(see Eurostat’s LUCAS database6), or demographic data and forecasts
(see Eurostat’s EUROPOP population projections7), etc.
 Knowledge sharing and innovative sources of data: Unconventional and/or
non-official sources of data could compensate for the lack of official statistics
regarding issues addressed in Europe 2020. The European Commission and
Member States should provide incentives to accelerate the process of using
decentralized, ad-hoc and informal sources of data, for example by easing
restrictions and developing frameworks for cooperation with private providers
(e.g. using available data from information systems, online platforms and
websites, traffic information, companies’ surveys and databases, etc.).
 Improving availability of regional data: European and international
institutions, especially Eurostat, ESPON and the OECD, should initiate
measures to improve the availability of regional data by developing closer
3

http://epp.eurostat.ec.europa.eu/portal/page/portal/gdp_and_beyond/quality_of_life/context
http://www.oecdbetterlifeindex.org
5
http://www.eurofound.europa.eu/areas/qualityoflife/eqls/
6
http://epp.eurostat.ec.europa.eu/portal/page/portal/lucas/data
7
http://epp.eurostat.ec.europa.eu/portal/page/portal/population/publications/population_projections
4
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collaboration with national statistical offices. Priority needs to be placed on
improving data harmonization and data collection methods. The European
Commission (most notably Eurostat) should promote the further development of
regional progress indicators, assessing the status and trends of regions.
 The Europe 2020 headline targets need to be complemented with additional
indicators, at regional as well as national level, and qualitative studies and
analysis (e.g. case studies, beneficiaries’ surveys, focus group discussions,
multi-criteria analysis) in order to reveal the driving forces behind the (non-)
progress towards the targets and the impacts that can be expected from reaching
them. For instance, analysing the past and future progress towards the Europe
2020 employment target would need to look at employment trends
disaggregated by gender, age, education level or country of birth, at aspects
related with job creation, at demographic changes (population ageing), at
expected future skills needs and how these match with current education
systems, at entrepreneurial skills, etc. Such additional data would be needed in
order to take more evidence-based political decisions, also at the regional level.

Funding
Containing the impact of the crisis
Meeting the objectives of the Europe 2020 strategy would require sufficient and
stable sources of funding. However, the recent economic crisis and the following
recessions have strained Member States’ financial capacities and led to shifting of
policy focus from long-term to short-term priorities, a tendency which has also
been reflected in the European Semester. LRAs have been particularly affected by
the turbulent economic situation in crisis-hit countries. Against this background,
the EU can play an important role in maintaining focus on the long-term objectives
of the Europe 2020 strategy and reduce regional disparities through the allocation
of additional funds, especially for Cohesion Policy. Moreover, stronger
coordination between the different tiers government would be necessary to ensure
budget discipline at all levels and shared responsibility for meeting the strategy’s
objectives.
 Key proposal: The Commission should produce a publication (e.g. Green
paper, Guide for LRAs or other), which thoroughly analyses the impacts of the
crisis and provides information on possible sources for social investment that
LRAs could tap from.
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 Member States should be encouraged to give more clarity as to what
responsibilities local and regional authorities have in terms of budget discipline,
either directly through the introduction of multi-annual planning at sub-national
level and the set-up of reinforced internal pacts, or more indirectly – through the
introduction of strong coordination among government tiers.

Vertical and horizontal budget coordination
Aligning policy priorities and synchronising budgets across different tiers of
government would be essential for the effective implementation of the Europe 2020
strategy and in view of the economic hardships of certain Member States in the
aftermath of the crisis. Some mechanisms for policy coordination have already
been put in place at the EU and national level. For example, the Partnership
Agreements, included in the new Common Strategic Framework, and the recently
introduced European Code of Conduct on Partnership (ECCP) constitute an
important step towards ensuring synchronization of public budgets.
For this approach to be effective, however, stakeholders’ participation in all stages
of the drafting and implementation of the PAs needs to guaranteed. The 5th CoR
Monitoring Report on Europe 2020 provides a preliminary analysis of the
preparation of PAs and concludes that the involvement of LRAs was overall
successful, but did not take place in every Member State. Further efforts would be
required for the alignment of central and regional priorities. Methods of vertical
and horizontal coordination of the public budget can help overcome information
gaps, detect synergies and align policies at every level of government.
 Key proposal: The Commission should guarantee active participation of local
and regional actors at all stages of the development and implementation of the
Partnership Agreements through the development of a system of continuous and
close monitoring.
 The Commission should encourage intergovernmental contracts and/or
territorial pacts between different tiers of government in order to improve the
information base, better align policy priorities at national and regional level and
increase transparency and commitment on the side of both parties. Such
contractual arrangements should necessarily include clear measures for financial
capacities at sub-national level for fulfilling the contract’s obligations, be based
on overall simplified administrative processes and follow the existing ‘ways of
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doing business’ as far as possible in order to avoid increasing administrative
burden and costs.
 Horizontal coordination, both across policy sectors and jurisdictions, can be
encouraged by reserving a portion of sub-national funding from the central
government exclusively for collaborative investments through preferential
financing of joint sub-national project proposals, reimbursement of project
costs, ear-marking of national budgets for cross-regional projects and etc. These
measures will be particularly relevant for LRAs with delegated spending
responsibilities from the central government. However, similar incentive
schemes can also be introduced from the central level to regions, which have
broad autonomy in the execution of their budgets
 Member States should be encouraged to set up or strengthen national bodies
in charge of sub-national coordination or create dedicated platforms
(e.g. conferences, dialogues) on specific themes (for example, R&D, healthcare,
regional development etc.), where central and sub-national governments can
regularly gather and exchange information on their policy objectives and
determine policy priorities in partnership.
An example of an existing platform tasked with ensuring political dialogue between
different levels of government, is the State-Regions Conference in Italy, which
serves as a permanent negotiating arena. Another example are the so-called
“conferences” in specific sectors (for instance, science or regional development) in
Germany, which have been set up to enable different levels of government to
regularly gather and determine policy priorities. Outside Europe, the Council of
Australian Governments (COAG) is known as an effective forum for such federal
state policy dialogue. In the USA several bodies for sub-national co-ordinations
exist, such as the White House Rural Council and regional commissions.
In Canada, the federal government is represented in the provinces by different
structures such as the regional federal councils or the regional development
agencies (OECD, 2013). They serve the role of not only representing the Central
government’s needs and priorities at the local level, but also transferring
information on the preferences and needs of the provinces to the federal
government.
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The use of new financial instruments and private financial sources
The implementation of the Europe 2020 strategy relies mostly on the availability of
public funds, which are highly insufficient in times of economic downturn.
Mobilising private sector capital through the uptake of innovative financial
instruments (FIs) and the establishment of public private partnerships (PPPs) could
provide a feasible solution to the problem. FIs have some advantages as compared
to others forms of funding, for example they allow for pre-financing, make
investment of public funds more sustainable and efficient over the long-run and
cover wider range of eligible investments. Moreover, moving away from the “grant
mentality” towards more market-based instruments encourages financial discipline
and project quality. Public-private partnerships (PPPs) could also be a valuable
source of funding at the local and regional level. They have been favoured for the
delivery of certain public goods and services due to the better value for money as
compared to traditional methods of public delivery. In any case, the uptake of
financial instruments and private financial sources for the delivery of regional
policies would require sufficient capacities and expertise at the local and regional
level as well as the development of a comprehensive legal and regulatory
framework.
 Innovative Financial Instruments: The European Commission, the European
Investment Bank (EIB), the European Investment Fund (EIF), the European
Bank of Reconstruction and Development (EBRD) or other EU institutions
should better communicate the advantages (‘hard results’) of using financial
innovations to public authorities through regular publications, dedicated sections
in reports and evaluations as well as web tools and networking platforms,
providing easy access to regularly updated guidance and collection of “good
practices” on the use of financial instruments. Actors from the financial sector
should also be better informed on the advantages of managing funds within
EU programmes.
 The Commission could further strengthen the practical support for the use of
innovative financial tools through the establishment of a European help-desk
about EU regulations and financial instruments.
 As a mandatory part of the development of national and regional Operational
Programmes, governments should be encouraged to carefully examine and
identify the existence of legislative and regulatory obstacles, which might
impede the up-take of innovative forms of finance.
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 Private sources of finance: Before undertaking a PPP governments need to
ensure that it will deliver a better value for money than a traditional
procurement. A public sector comparator could be used to conduct ex-ante
comparison, improve the scrutiny of PPP projects and the assessment of value
for money in the absence of competition and reliable best practice benchmarks,
created on the basis of past data.
 Along with public debt, the EU Commission should encourage countries to
submit an overview of liabilities and commitments made under PPP contracts as
part of EU economic surveillance. This will help improve transparency of the
future fiscal implications of PPPs projects and ensure that the risk the
government carries with PPPs is accounted for, thus addressing the common
perception of PPPs as a tool for off-balance-sheet borrowing.
 Member States should be encouraged to create dedicated units to help regulate
the creation of PPPs, ensure that they are managed properly and that appropriate
knowledge is available at the local and regional level. The EIB (in particular
EPEC) could initially help with the setting up of these units if necessary through
trainings and dissemination of good practices. These units will ensure
institutional capacity for creating, managing and evaluating PPPs. Such
PPP units should be set up within the government to work closely and provide
advice to departments involved in PPP creation and daily management. Staff
members should be comprised of experts “who are able to negotiate with peer
public agencies and regional agencies as well as the private sector”.
 Member States should be encouraged to provide positive incentives for publicprivate cooperation and private co-financing of public investments, i.e. offering
additional benefits if private actors are involved in regional projects (for
example though loan guarantees, innovation prizes, payroll tax support for
hiring employees). However, a financial incentive mechanism would not be
sufficient and, therefore, it should necessarily be accompanied with measures
for improving capacity to engage with the private sector at local and regional
level. This approach would be more feasible for regions with delegated
spending responsibilities from the central government.
Similar model for encouraging public private co-operation exists in Canada: due to
considerable co-financing requirements sub-national governments have been
motivated to engage the private sector in financing public projects, for example
though the provision of matching grants and other in-kind contributions (OECD,
2013).
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Addressing excessive bureaucratic hurdles
Although the de-commitment rule has contributed to greater financial discipline in
the previous programming periods, it has also led to compromising on project
quality and the achievement of strategic objectives, and it has discouraged
innovation and risk-taking. Therefore, adding more flexibility to the
de-commitment rule is expected to have a positive effect on project performance.
 The Commission should introduce adjustments to the de-commitment rules in
order to enhance project quality, e.g. by extending the rule by one year (n+3),
applying it nationally rather than at a programme level, tailoring the rule to the
type of investment or the level of development or enabling derogations in
unexpected circumstances.

Administrative capacity
Public sector governance and institutional capacity are key factors influencing
regional development and will determine regional progress towards the Europe
2020 objectives of smart, sustainable and inclusive growth. Measure which could
facilitate the development of innovative solution for the public sector include:
strengthening capacity on the ground, providing adequate training to civil servants,
promoting bottom-up involvement and consultation with different groups of
stakeholders.

Enabling bottom-up innovation
Generally, central governments have the resources and tools to steer reforms in the
public sector, however they often lack the expertise on the ground necessary for the
design of effective solutions. Regional authorities, on the other hand, often do not
have the tools and capacities to design and implement their own measures, but are
nonetheless aware of the challenges on the ground. Hence, the involvement of all
tiers of government in the development of innovative solutions for the delivery of
public services is essential. In order to enable the involvement of local and regional
authorities in public sector innovation, Member States would first need to address
institutional and legal barriers which hinder bottom-up participation.
A second step would be the establishment of a mechanism by which local and
regional authorities can propose, discuss and share good practices for the
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improvement of public services. The Portuguese programme ‘Simplex Autárquico’8
provides a good example of such mechanism - the programme facilitates
collaboration at all levels of government through a common platform for the
submission of proposals. The platform is open to the participation of all local and
regional authorities that wish to adopt the proposed measures or to suggest their
own initiatives.
 Key proposal - Addressing barriers to bottom-up innovation: Member
States should be encouraged to give more room to LRAs to try out innovative
approaches to governance (e.g. though adjustment of restrictive laws and
regulations, hindering the implementation of positive innovative initiatives).
The challenge of making laws and regulation more flexible in order to
accommodate innovative practices would be, on the one hand, to manage risk
effectively (e.g. the risk of losing money, risk to public safety or risk of losing
control) and on the other, to be able to correctly identify what is innovative and
positive. To address this issue the state would need to include provisions for
liability and justification to the use of taxpayer’s money for innovative
purposes. The implementation of EU policy through innovative activities on the
ground could also be facilitated by establishing a "Right to challenge"
mechanism, whereby local and regional authorities could apply for a temporary
exemption from an existing rule or regulation if they bring evidence that set
objectives can be better achieved through local innovative approaches.
 Key proposal - Platform for collaboration and exchange of ideas: Member
States should also be encouraged to establish platforms for collaboration
between LRAs and between LRAs and the central administration for the
generation of common initiatives and the development of joint strategies
concerning public sector innovation (similar to the Portuguese SIMPLEX
Autárquico programme). The platforms should provide virtual space where
regions can submit proposals for the implementation of administrative reforms
and receive feedback from other regions and the central government. The
platforms should be open to the participation of all local and regional authorities
that wish to adopt the proposed measures or to suggest their own initiatives.
Those regions that have the capacity to implement the proposals should be
encouraged to do so. Regions with lower capacities should receive the necessary
support (e.g. financial assistance, qualified personnel, tutoring from regions at
advanced stage of implementation). In case regional objectives/proposals are
overlapping, LRAs should be encouraged to share resources for their
8

For more information on ‘Simplex Autárquico’ see box 4.2 in the text.
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implementation. Coordination from the central administration would be
necessary to evaluate and compare the outcome of such initiatives.
 Bottom-up innovation could be further encouraged by Member States and the
Commission through the provision of incentive schemes for innovation in the
public sector. These could be in the form of a financial award, certificate, prizes,
or some other type of recognition for best management, leadership skills and
best innovative public sector initiatives.

Strengthening human resources at local and regional level
The quality and efficiency of public administration depends to a large extend on the
skills and knowledge of public servants. Deficient human resources have been
identified as a major obstacle to public sector innovation and often hinder the
effective delivery of public services. Hence, it is crucial that the training of public
servants is line with modern forms of administration and conveys a general attitude
for innovative thinking. While the responsibility for strengthening human resources
in the public sector would mostly lie with of Member States, some support could be
provided by the European Commission and other European institutions.
 Member States should better coordinate trainings of civil servants at panEuropean level, either through existing structures, such as the European
Network of Training Organisations for Local and Regional Authorities9
(ENTO), or setting up a similar body for EU regions. Training should be
dedicated to Europe 2020 in view of strengthening professional administrative
capacities and developing important governance skills (such as prioritisation,
cross-sectorial coordination for addressing policy complementarities, crossjurisdictional coordination for enhancing synergies with neighbouring
regions/communities, multi-year budgeting, competitive public procurement,
designing monitoring systems, etc.), innovation and strategic-planning skills and
ability to understand and work with EU regulations, rules and procedures
(including the management of Structural Funds). Such training would be
particularly important for small to medium regions as well as less developed
and/or less autonomous regional governments, who normally face greater
capacity challenges.
 The European Commission could set-up a formal programme for the exchange
of civil servants, similar to the RISE scheme for the exchange of research and
9

For more information on ENTO see: http://www.ento.org/.
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innovation staff,10 in order to promote co-operation between Member States in
the development of solutions for the public sector, support the exchange of best
practices, build-up human capital, transfer know-how and encourage
innovativeness.
 Training for the use of financial instruments: The EIB Group, in
collaboration with the EC and other EU institutions, should set up a centre
offering targeted advisory services and trainings to local and regional
authorities, including technical and financial assistance, on common themes
related to the European Structural and Investment Funds (ESIF) and financial
instruments in the 2014–2020 Programming Period (ex-ante assessments, public
procurements, regulatory aspects and etc.).

Stakeholder consultation for the delivery of better public services
Public administrations at the local and regional level are closer to service users,
which puts LRAs under pressure for the delivery of good public services.
Therefore, the establishment of mechanisms for public consultation and public
participation would be of paramount importance at the local and regional level.
 Consultation with service users: Service users should be encouraged to
participate in the design of services in order to foster innovation in the public
sector. This could be achieved through the development of networking
platforms or information desks, collecting feedback and recommendations from
service users on how service provision can be improved.
 Collaboration with the private sector: Innovation in the public sector could be
stimulated by strengthening collaboration between the public and the private
sector. This could be achieved by communicating the benefits of public-private
partnerships to public authorities, organizing competition among firms for
developing innovative practices in the public sector, creating platforms and web
tools for the exchange of experience of innovative administrative practices
between the private and public sector. Outsourcing some government functions
to the private sector, in cases when it is socially acceptable and it ensures more
efficient service delivery, could also contribute to the transfer of know-how and
innovation between the public and private sectors.

For more information on the Marie Skłodowska-Curie Research and Innovation Staff Exchange (RISE) see:
http://ec.europa.eu/research/participants/portal/desktop/en/opportunities/h2020/topics/59-msca-rise-2014.html.
10
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Further measure for improving administrative capacities
Other measures, which would be effective for the improvement of administrative
capacity on the ground, are listed below. The proposals overlap with policy areas
discussed in the previous chapters.
 Effective Public Investment: The OECD should be encouraged to further
develop the implementation of a toolkit for national, local and regional
governments to self-assess the strengths and weaknesses of their public
investment capacity and set priorities for improvement based on the OECD
Principles of Effective Public Investment. The toolkit platform with a collection
of good practices for implementing the OECD Principles and country fact sheets
should be further expanded to include all EU-28 Member States. The OECD
could also provide tools for integrating effective public investment analysis in
investment decisions and investment management at local and regional level.
 Monitoring of progress: Member States could strengthen regional capacities
for the collection and processing of data by setting up training and/or institutionbuilding platforms (e.g. statistical observatories). Methodological coordination
actions and provision of technical assistance resources for the production and
upgrading of data at regional level would also be necessary to guarantee to
overall quality of regional indicators.
For instance, Portugal and Poland have launched an initiative for enhancing
monitoring and evaluation capacity by setting up statistical observatories at
regional level (Mendez, 2011). In Lombardy (Italy) a labour market federal
observatory was founded in 2008, which exists as a federal and collaborative
network of public institutions and private companies (Larsen, et. al, 2010).
Although the public and private sector compete within the labour market, they both
contribute to the Observatory by sharing information and human resources. The
Observatory manages (administrative) data collected by public institutions, thus
contributing to the development of a comprehensive information system, making
data available for statistical purposes.
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Mutual learning and benchmarking
Benchmarking
Regions have the potential to accelerate progress towards the Europe 2020 goals of
smart, sustainable and inclusive growth by sharing experiences and best practices.
Regional benchmarking provides the means for identifying best performers and
replicating successful practices. However, in order to optimize the benefits of
benchmarking and mutual learning, regional differences need to be taken fully into
account. For regional benchmarking to be effective, it is important to identify those
territories which are comparable (on the basis of social, economic and geographical
characteristics) and analyse what factors determine the differences in their
performance, which could then feed into the design of successful policy measures.
 Key proposal - Regional rankings: In order to enhance benchmarking and peer
learning the European Commission (either through Eurostat, ESPON or by
opening a tender for projects in Horizon 2020) could commission the
development of an interactive web tool, which ranks the performance of regions
on each of the Europe 2020 indicators (and possibly on some pre-selected
additional indicators) within some reference group of regions that they belong to
(regions homogenous in terms social, economic, technological, institutional and
geographical characteristics). This tool could be developed on the basis of the
‘interactive tool for identifying reference regions’, developed by the
S3 Platform,11 as well as the existing regional NUTS2 and NUTS1 data
collected by EUROSTAT and ESPON. The developed database should also
include a small description of each region with information on the region’s
sectorial composition of GDP, etc. The results of the regional ranking could be
discussed at national and pan-European conferences and workshop and be taken
into account in the review of regional Europe 2020 targets.
 In order to detect the factors affecting regional performance, a regular survey
could be carried out (possibly by the CoR) with questions regarding the
obstacles regions encounter with regards to meeting their Europe 2020 goals.
The results of these surveys should be summarized and disseminated for
discussion at national, international and EU level (for example at EC meetings
with representatives from the CoR). The analysis could include a discussion of
11

The S3 platform is a web-based tool for identifying reference regions across Europe in order to facilitate regional
policy makers in the performance of analysis and benchmarking exercises. See Box 5.1 in the report for further
information.
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obstacles often encountered and successful strategies adopted to overcome these
by regions. Clustering of regions could be done according to thematic areas and
territorial specifics. This would help linking performance variables to
explanatory (location) variables. The results of the survey should also be
published on the Europe 2020 Monitoring platform.

Regional coordinators
A network of regional coordinators could be established in order to enable mutual
learning and support those regions which have low capacities and limited knowhow. Matching of regions needs to be done according to regional specifics in order
to enable the replication of good practices, similar to the specifics in the reference
groups discussed above.
 Key proposal: Regions with strong capacities and own regional targets could be
encouraged to voluntarily form a network of “Europe 2020 Regional
Coordinators”, where they could be coupled with regions with low capacities in
order to provide strategic guidance, policy advice and technical assistance at
administrative level to other regions. Pairing administrative staff from larger,
more economically advanced and autonomous regions with smaller, less
economically developed and less autonomous ones would be particularly
effective.

Innovation Labs for the public sector
A popular trend in recent years has been the establishment of Innovation Labs for
facilitating the development of PSI models. Labs normally function as crossgovernment bodies or independent organizations, whose main task is to generate
ideas for the renewal of the government’s (or also the social and private sectors’)
operations. Research on collaborative practices and co-creation of PSI are
important part of their activities. Denmark has been established as a European
leader in Innovation Labs through the launch of MindLab in 2002. In Finland,
Sitra, the Finnish Innovation Fund, has established the Helsinki Design Lab, which
is involved in providing solutions to problems of government decision-makers
through strategic design. The Public Services Lab in the UK, developed by
NESTA, works on developing pathways for the diffusion of innovation in
UK’s central and local services.
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 Public sector innovation labs: National or EU-level public sector innovation
‘laboratories’ 12 could be set-up (including on the Europe 2020 targets and
flagship initiatives) with the aim to provide in-depth analysis of societal
problems, generate innovative ideas and offer strategic guidance to policy
makers for the design and implementation of novel solutions. Innovation labs
would also be effective for facilitating collaboration and diffusion of knowledge
between experts, policy makers and the public. Innovation labs could be
established as cross-governmental bodies (for example see the Danish
MindLab13), think-tanks, on-demand research services or forums where experts,
businesses, civil society organizations, policy makers and researchers could
meet and discuss policies. Labs could be set-up jointly by regions or Member
States, in which case they could be funded by yearly fees, or alternatively could
be financed through ESIF.

Platforms for the dissemination of knowledge
Online platforms offer an effective method for the dissemination of information
among many stakeholders. Platforms are particularly useful for stimulating mutual
learning and exchange of good practices and could be applied to any policy area.
 Dissemination of knowledge: In order to promote the diffusion of knowledge
and ease the access to studies and project related to Europe 2020’s priority
areas, the European Commission should include in the call for projects
specifications under Horizon 2020 an obligation to upload content of the project
on existing platforms for regional cooperation (e.g. Europe 2020 Monitoring
Platform, INTERREG EUROPE platform).
 Innovative financial instruments: The EIB could contribute to strengthening
the administrative and organizational capacity at local and regional level for
engaging with new financial instruments by developing an online platform with
a collection of best practices on the use of financial instruments, allowing
stakeholders from different MSs to share experience and expertise. The analysis
and collected experience can then be disseminated in the form of practical
guidelines.

12
13

For examples of existing innovation laboratories see Chapter 4.4 Public Sector Innovation in Practice.
http://mind-lab.dk/en/
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1 Objectives & methodology
The objective of this study, which has been carried out under order form 5181 of
the Framework Contract CdR/ETU/96/2010, is to prepare – in the form of a
100 pages report – draft operational proposals addressing four recommendations of
the Athens Declaration:
(1) Giving the strategy a territorial dimension, by adopting territorially
differentiated objectives and targets.
(5) Mobilising funding for long-term investment & ensuring better spending.
(6) Strengthening administrative capacity for more effective implementation.
(7) Building capacity through mutual learning: Good practices and lessons
learned.
The preparation of the draft operational proposals is based on a desk research,
building on the Athens Declaration and two accompanying reports (MTAR by the
CoR; study under order form 4737 by the contractor), aimed at collecting input
through a literature review on the (non-exhaustive list of) issues included in the
order form 5181 for each of the four recommendations mentioned above. Based on
the desk research four sets of background pages (one for each of the four abovementioned recommendations of the Athens declaration) were prepared and a
preliminary list of operational proposals for improving the Europe 2020 Strategy
and implementing the recommendations of the Athens Declaration was drafted.
A series of eight interviews were conducted with selected stakeholders in the
period between the 8th August and the 29th August 2014. Participants in the
interviews included two representatives from policy consultancies, two
representatives from academia and research institutes, and four members from local
and regional associations and organizations. The aim of the interviews was to both
collect input for drafting the operational proposals, by discussing the issues and
questions outlined in the order form with stakeholders, and to collect feedback on
the draft operational proposals in view of revising them. A preliminary list with the
draft operational proposals was sent for a review to the stakeholders prior to the
interviews. During the interviews stakeholders were asked to comment on the
usefulness and feasibility of the suggested proposals and provide further
suggestions on how the outlined proposals could be improved or supplemented.
The preliminary proposals have been revised accordingly in order to accommodate
the stakeholders’ feedback. Some issues raised by the interviewed stakeholders
have also fed into the background pages of this draft final report.
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This report is divided in six main sections – summary of the operational proposals
(Executive Summary), objectives and methodology (section one), and four thematic
background pages (on territorial dimension, funding, administrative capacity and
mutual learning and benchmarking), explaining the rationale and including the full
list of the operational proposals on how to renew Europe 2020, taking into account
inter alia the actual division of powers between levels of government in the EU
Member States, as described in the CoR’s “Division of powers” online database14
(section two to section five). Section six listy the references used in the study.

14

http://extranet.cor.europa.eu/divisionpowers/Pages/default.aspx
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2 Territorial dimension
There is a broad consensus that Europe 2020 has achieved important improvements
in policy design, particularly in comparison to its predecessor- the Lisbon Strategy,
which have made the strategy more visible for local and regional authorities
(LRAs). Some of these positive changes include greater concentration and focus in
the selection of targets, more comprehensive scope on environmental and social
issues, and better integration with the European system (Mendez et. al., 2011).
In its political declaration, adopted at the 6th Summit of European Cities and
Regions in March 2014, the CoR also acknowledged the adequacy of the three
pillars of smart, sustainable and inclusive growth of the Europe 2020 strategy, as
well as the relevance of the selected headline indicators (CoR Bureau Declaration,
2014). The good practices collected by the Committee of the Regions as well as the
series of surveys on the flagship initiatives carried out by the Committee further
demonstrate the important role the strategy has played as an inspirational policy
framework for many local and regional authorities across the EU to set their policy
programmes and initiate or strengthen cooperation with other levels of government
and relevant stakeholders (CoR, 2014).
Despite these positive developments progress towards the Europe 2020 targets at
the national and regional levels (as shown by the National and Regional Progress
Indicators) has been varied and overall unsatisfactory. In particular, development
across the different European regions (NUTS 2 level) has not been uniform, with
the performance gaps related to Europe 2020’s economic, social and environmental
objectives between regions widening further. Although part of this unsatisfactory
progress could be attributed to the negative impact of the economic crises on subnational budgets, there is growing evidence of other underlying causes related to
the design and governance of the strategy.
In particular, it has been pointed out that the current “territorially-blind” approach
of setting targets has undermined the adequacy and the relevance of the targets at
the local and regional level (CoR, 2014). Indeed, the series of surveys conducted by
the CoR show that whereas some local and regional authorities have managed to
use the strategy as a tool for setting priorities, others sometimes still perceive it as
too aggregate and distant from the local realities and contexts to serve as a concrete
framework for policy development and regional action (Srebotnjak, et. al., 2014a;
CoR, 2014).
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2.1 Why is territorial dimension necessary for delivering the
Europe 2020 targets?
The present top-down approach to setting targets at the national level needs to be
further tailored with the involvement of the relevant stakeholders to take into
account sub-national contexts or it risks undermining the Europe 2020’s objectives
for several reasons.
 a sense of responsibility and ownership at all levels of government is needed
First of all, the current planning process, involving limited consultation with local
authorities, prevents the development of a full sense of responsibility and
ownership at all levels of government. This is of paramount importance
considering that the implementation of any national policy crucially depends on the
participation and shared sense of ownership at sub-national levels. The current
architecture of Europe 2020 has failed to mobilise LRAs as partners in this
ambitious plan for the future (European Policy Centre, 2010). In many instances
LRAs view the targets as top-down impositions on their (in many cases already
strained) capacities to operate and deliver on mandated policy objectives. To some
extent some might also perceive them as an intrusion into their sphere of work and
responsibility from a 'distant bureaucracy' in Brussels. The lack of involvement of
LRAs in the design of the strategy has thus resulted in targets sometimes being
seen as too aggregate, abstract and set at a “higher level”, without due
consideration of the situation on the ground and of the scope and desirability of the
seven quantitative targets at the regional level. As LRAs receive no guidance on
how the aggregate Europe 2020 national targets could be practically adopted to the
local reality, it is understandable that some view them as irrelevant and abstract.
Gaps in the policy coordination between the EU and the sub-national level also
seem to prevent the full participation of LRAs in the design and implementation of
the strategy. As an external stakeholder consultation has shown, LRAs often have
the perception that decisions related to EU policies are mainly made by ministries
co-ordinating national policies with EU policies (i.e. the ones “talking to Brussels”)
(Srebotnjak, et. al., 2014a). Since the ministers “talking to Brussels” are usually not
the ones that are responsible for co-ordinating specific thematic policies between
the national and the sub-national levels, gaps in the policy coordination between the
EU and the sub-national level often occur (Ibid). In fact, this gap in the policy
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coordination process is repeating a much criticized feature of the Lisbon strategy15.
The results from the broad stakeholder consultation on the mid-term review of the
strategy, also point to this coordination gap between EU and sub-national policy
(Ibid).
Therefore, important for securing a sense of ownership of the strategy at the local
level is that LRAs participate in the strategy from an early planning stage
onwards. Integrating a more bottom-up approach in planning and target setting,
along with the current top-down approach, will ensure that LRAs share the vision
and objectives of the strategy and “feel fully responsible for the outcome vis-à-vis
their population even more than with regard to the European Union or their central
governments.”16
Apart from better coordination between the regions and national governments, and
regions and the European Commission, which are currently viewed not as fully
satisfactory, a greater need for involvement of other stakeholders is also identified
(Srebotnjak, et. al., 2014a). In order to avoid that the implementation of priorities is
short-lived and influenced by the political cycle, it is important that dialogues
should not only take place between the national and the sub-national levels, but
also within the regions, by involving other stakeholders such as businesses and civil
society. It follows that the regions themselves have to become more active and
to develop their own consultation mechanisms for involving new
(regional/local) actors (Ibid). Furthermore, entrusting local actors with more
responsibility in the design of the strategy will not only ensure that goals and
targets are realistic and adapted to local situations, but also provide an opportunity
for collecting valuable regional experience and knowledge.
 LRAs have the necessary competences, tools and democratic legitimacy to
implement the Strategy
Secondly, the currently aggregate and uniform Europe 2020 targets disregard the
national divisions of powers and competences in the different Member States.
The successful implementation of Europe 2020’s ambitious objectives requires a
good understanding of the division of institutional, regulatory and administrative
powers between Member States and subnational governments. An extensive
15

For example, see Report from the High Level Group chaired by Wim Kok, Facing the challenge - The Lisbon
strategy for growth and employment, November 2004.
16

Speech at the “Seminar on the future of Europe 2020”, organised by the CoR, 3 December 2013. Summary of the
main comments/conclusions.

27

CoR study prepared country fact-sheets with a detailed description of the division
of powers among the different levels of government in each Member State (EIPA,
2012). These country fact-sheets demonstrate how many key aspects related to the
implementation of Europe 2020 priorities fall within the scope of responsibility and
competence of local and regional authorities. A synthesis of the CoR study in the
recent mid-term review of the Strategy demonstrates the active role of LRAs in the
areas of “smart, sustainable and inclusive” growth (Srebotnjak, et. al., 2014a):
 Innovation, through the preparation of smart specialisation and business
development strategies, intensifying the link between business and research
capacities on the ground and promoting innovative public procurement.
 Employment, through the implementation (and in some cases development)
of programmes for re-employment and special labour market schemes
targeting groups such as long-term unemployed and youth; governing and
overseeing the activities of local Labour Centre’s branches; promoting
relations between employment and education.
 Environment and fight against climate change, through the control over
polluting industries, quality of regional air and water and natural
conservation on local level, carrying out energy efficiency policy (municipal
buildings, hospitals and schools); public investment in growth enhancing
green infrastructure such as renewable energies and low carbon technologies.
 Skills and Training, by providing support to business-led training initiatives
and improving the match between the supply and demand of training
programmes.
 Education, through the development of educational support programmes for
reducing school drop-out rates as well as promotion of life-long learning
initiatives.
 Social inclusion, through the implementation and support of social policy
programmes and projects, establishment and management of hospitals,
nursing homes and services and facilities for vulnerable groups and groups
with special needs, organising social housing.
 Supporting SMEs, by making financing accessible with the help of public
banks and specific public financing instruments or contributing to the general
improvement in the business environment.
The importance of the sub-national public sector is also reflected in its substantial
share of the public sector expenditure across Europe. On average, EU subnational
public expenditure constitutes 33.6% of aggregate GDP, whereas subnational
public revenue represents 16.2% of GDP. Comparing individual MSs, the share is
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largest in Denmark, with 37.6% and 37.4% of GDP in expenditures and revenues,
respectively. In contrast, Malta has the smallest share with only 0.7% both in
subnational revenue and subnational expenditure (European Policy Centre, 2012).
However, this is not surprising given the size of the country.
Box 2.1 Composition of national and sub-national expenditures and revenues:
Analysis (Dexia, 2008) has shown that expenditure by type in the EU is largely
dominated by current expenditure (86%)17, with the remainder being capital
expenditure (14%). Current expenditure is comprised of staff costs (34% of total
expenditure), social benefits and other transfers (27%) and other operating
expenditure (25%). Subnational capital expenditure accounted for 1.6% of
European GDP and 67% of public capital expenditure in 2005. In terms of
economic function, the main components of local and regional authorities’
expenditure in 2005 were education (21%), social protection (20%), general public
services (16%), healthcare (13%) and economic affairs (12%).
Concerning subnational government revenues, their composition varies across the
EU, but nevertheless they still have common governing features. Grants and
subsidies from the central state, the EU or other levels of subnational government,
comprise the largest source of revenue for subnational budgets are. These are
followed by the other two important sources of revenue – revenue from the
operation of goods and services provided at subnational level and tax revenue from
businesses and households (European Policy Centre, 2012).
These examples demonstrate that the political and budgetary measures relating to
Europe 2020 that are currently being discussed or implemented at the European and
national level can only have the intended consequences if they are also supported
by corresponding financial flows to the subnational level. This view is further
supported by the principles of and moves towards greater devolution and
decentralization of power, which is taking place in many European countries.
Changes in the institutional organization of power in the EU, including processes
toward federalisation and decentralisation on the one hand and recentralisation on
the other, are present at different levels – municipal (municipal mergers, intermunicipal cooperation, metropolisation) as well as intermediate (replacement of
counties by unitary authorities in England, reform of provinces in Italy, etc.) and
regional. As a general trend, decentralisation processes have augmented the role of
regions in the organization of power by granting them more responsibilities and the
17

Dexia (2008) uses 2005 figures.
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tools to implement them, and thus enhancing their independent decision-making
(EPC, 2012). To give a few examples of these processes: Spain, Italy and Germany
have recently passed a law conferring regions more financial autonomy, in the UK
“federalisation” is underway in regions, in Belgium competences have been
transferred towards federated entities18. Interestingly, in Italy, the degree of selfrule in regions is now higher than in the Federal states of Germany, Austria and
Belgium (European Commission, 2014f).
It follows that the current division of powers within EU Member States justifies an
increased role for sub-national governments in all policy cycles related to the
Europe 2020 Strategy with the objective to better equip them for the
implementation of the strategy’s priorities on the ground and to enhance coherence
with the upper levels of government.
Another argument supporting the introduction of regional dimension in target
setting is related to the problem of democratic accountability. The role of
regionalisation in democratic systems has received increased attention in recent
policy documents, starting with the Council of Europe (EPC, 2012). In 2008, the
CLRA proposed the adoption of a ‘European Charter of Regional Democracy’ as a
legal instrument for regionalisation, having at its core the principle of regional
democracy and complementing the European Charter of Local Self-Government.
The charter was not accepted in the form of a convention and is, therefore, not
binding. However, its formulation subsequently led to the development of a
Reference Framework on Regional Democracy in 2009 to be used as a ‘code of
rights and duties of regional entities’19 and to serve the purpose of guiding
countries in their decentralisation process, while also enabling the Congress to
monitor regional democracy in Council of Europe Member states. This latter
Reference Framework, albeit also not binding, was adopted by European ministers
responsible for local and regional government. The Framework refers to the issues
of regional governance architecture, internal organization, financing and national
and international relations, and emphasizes the importance of enabling LRAs to use
their powers and to fulfil responsibilities effectively (EPC, 2012; Council of
Europe, 2009). As reiterated by the CoR in the CoR’s Fourth Monitoring Report on
Europe 2020, involving LRAs as partners in the governance architecture of Europe
2020 will contribute to strengthening EU’s democratic legitimacy and
accountability in its path toward sustainable recovery (CoR, 2013).
Presentation of Thomas Wobben (CoR): “The division of powers in the EU: Chance and challenge for addressing
the crisis in Europe”, November 2013.
19
Council of Europe, the Congress of Local and Regional Authorities (2009) Regional Democracy, Council of
Europe Reference Framework, p. 7.
18
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 tap into the full potential of European cities and regions
Thirdly, the current architecture of the strategy fails to recognize the strengths,
weaknesses and specific development potentials of European territories.
As emphasized earlier, working together with LRAs in planning and target setting
processes and making use of their knowledge of the conditions and possibilities on
the ground will be helpful for making targets more applicable, realistic and thus
more likely to be reached. Important criticism has been raised on the grounds that
the Europe 2020 indicators correspond to a “mainstream development model” by
implicitly assessing the development of all types of territories on the basis of issues
mainly relevant to areas that are more urban, densely populated and central
(Boehme, et. al., 2011). In many cases outermost and remote rural European
regions cannot compete with the “know-how”, the human capital and resources of
densely populated urban regions and capitals (Srebotnjak, et. al., 2014a). However,
they often have abundant natural resources with the great potential to provide new
products, replace fossil fuels, and create jobs and incomes in these areas. In this
context, there is the risk that the present uniform approach in setting targets leads to
a very skewed and fragmented picture of the socioeconomic performance of
different types of regions by concealing complex regional differentiations and the
appropriate policy mix stemming from that (Ibid). The current one-size-fits-all
approach in target setting does not take into account regional needs, limitations and
potentials, which are determined by a complex set of factors such as geographical
location, infrastructure, natural and human resources, institutional capabilities and
social capital. This approach, therefore, cannot motivate regions to act by creating a
sense of ownership of the strategy.
It is questionable not only whether such uniform targets are realistic, but also
whether they are actually desirable from an economic point of view. This issue is
not irrelevant in time of tight fiscal consolidation, seriously constrained national
and sub-national budgets and increased efforts for cutting spending and increasing
savings. A recent ESPON territorial analysis demonstrates why the current topdown approach of Europe 2020 is likely to lead to inefficient use of resources
(ESPON, 2013a). Given that different regions have different capacity to translate
increased investment in R&D and education into economic growth, economic
theory suggests that additional investments in R&D will be most efficient, i.e. yield
the highest return on investment, in regions with already high levels of R&D
investments. Regions with low spending on R&D, on the other hand, are likely to
benefit little from further investments due to geographical, demographic and
systemic economic constraints on translating these investments into economic
growth. To take another example, investment on education is likely to have highest
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impact in regions where the level of human capital is rather low as investment in
human capital shows strong decreasing returns (ESPON, 2013a). It follows that
making efficient use of investments, while pursuing Europe 2020’s ambitious
objectives, requires considerable understanding and reflection of regional
development patterns as well as their strengths and weaknesses.
Therefore, setting up regional development strategies, plans or roadmaps that are
the product of a real dialogue with LRAs, requires due consideration of the
conditions and possibilities on the ground. Such strategies would identify pathways
towards targets that are reachable for LRAs, taking into account the situations,
capacities and legal frameworks under which LRAs are working.
 a territorially-blind Europe 2020 endangers Europe’s territorial cohesion
Not only is the lack of a true territorial dimension undermining the achievement of
Europe 2020’s strategy, as emphasized above, but it could also have important
negative consequences on Europe’s territorial cohesion by increasing regional
disparities and amplifying the risk of territorial vulnerabilities.
Recent statistics suggest that the economic crises has affected EU regions
unevenly, contributing to the widening of existing gaps (CoR, 2013). The eighth
Cohesion Report of the European Commission points out that the crisis has
reversed the convergence trends of regional disparities in per capita GDP and
unemployment. Although most capital metro regions have managed to weather the
crises, for many other metro and rural or remote regions making progress towards
the Europe 2020 targets has become more challenging (European Commission,
2013c). According to the latest Cohesion Report, throughout the EU metropolitan
regions have been shown to be more prone to booms and busts, whereas in general
rural regions have remained more resilient and shown a smaller contraction in GDP
compared to other regions (European Commission, 2014f). Regional developments
after the crises have also been very unequal in terms of employment; while
employment rates in transition and less developed regions are around 10 percentage
points below the national target, in the more developed regions they tend to be only
3 percentage points below (Ibid). The report also shows that there are persistent
differences in the competitiveness of regions. Even though capital regions in
Eastern and Central Member States tend to be highly competitive, they still do not
produce any positive spill-over effects to other regions. In contrast, regions in
proximity to the capital in more developed Member States tend to gain
considerable advantages (Ibid). European regions are exposed to a varying degree
not only to economic, but also to a number of other important global and European

32

challenges such as the effects of climate change, the energy and resource
dependence and demographic changes. In this context, regions are expected to
experience very different positive or negative impacts, depending on their
geographical, economic, demographic, cultural and other specificities. For instance,
whereas capital regions might benefit economically and demographically from
internal migration from regions with low employment and declining population,
exacerbated by the economic downturn, many peripheral and rural regions are
likely to bear the burden. Indeed, the Atlas developed by the ESPON project and
presenting the territorial dimension of the Europe 2020 strategy, points to a
growing divergence among regions in terms of meeting their Europe 2020 targets
(ESPON, 2013b).
By prescribing national one-size-fits-all targets to the strongest regions and
metropolitan areas as well as to the smaller and more vulnerable ones, the
Europe 2020 Strategy risks causing unintended, counter-productive consequences.
Since LRAs in many cases have little or no control over vulnerabilities that arise
from local, external factors, these need to be taken more heavily into account in
terms of target setting as well as in providing funding to tackle or harness
them to their advantage. What Boehme et. al. (2011) propose as a remedy to this
problem is the adoption of a placed-based approach – one, which fully takes into
account regional needs, limitations and potentials, determined by regional
geographical, economic, institutional, social and other specificities. In a similar
vein, one earlier study examining the regional implications of global pressures
concludes that the large variability of regions defined as “vulnerable” calls for
differentiated policies that respond to this heterogeneity (DG Regio, 2008). Other
related studies propose the case-based approach as a policy recommendation
(DG Regio, 2009; Wintjes and Hollandres, 2010).
Bearing in mind that the major challenges faced by the EU have asymmetric
impacts on the Union’s territory, it is crucial to integrate territorial diversity into
policy design. Identifying existing territorial vulnerabilities and maximizing
competitive advantages of areas is important for achieving balanced growth and
competitiveness and preserving territorial cohesion.
A respondent to a recent stakeholder consultation proposes one practical example
of how the heterogeneity in territorial development can be deployed to regions’
best advantage within the framework of Europe 2020 (Srebotnjak, et. al., 2014a).
He points out that: “… the criteria for allocating funds could be broadened to
include a set of indicators with a relevant weighting. I refer in particular to the
demographic and environmental criterion. This could result in more decisive
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support for remote rural regions, which usually have a low demographic density
and ageing populations but nature-rich environments (Natura, SPAs, etc.), which
can make a decisive contribution to fighting global warming, desertification, forest
fires, etc.”
Much hope for achieving Europe 2020 – on the ground as well as at higher levels
of national and European governance – rests on the new generation of structural
funds for the 2014–2020 period. In particular, there is a general support for the
thematic priorities, which have to secure a more targeted use of EU structural funds
and improve coordination by concentrating national and regional authorities’
activities on a limited number of common strategic objectives.
Against this background, a recent scientific study carried out by ESPON links
territorial evidence with the key themes for investment in the European Structural
and Investment Funds (ESIF) in order to shed more light on the possible evolution
of Social, Economic and Territorial Cohesion under different scenarios and policyassumptions from 2010 to 2030 and 2050. The scenarios provide an insight into the
possible negative side effects of disregarding territorial differences and framework
conditions. In essence, the scientific models reveal the risk of increased regional
disparities as a result of a territorially blind policy approach (ESPON, 2013a).
Most of the Europe 2020 indicators exhibit tendencies towards territorial
concentration. For example, the blind approach of strengthening key aspects of
smart growth such as innovation and education are likely to reinforce territorial
concentration tendencies and might fail to support region-specific growth
potentials. This poses the risk of increasing regional polarization in a selfreinforcing cycle: more affluent regions will become stronger and more attractive
to skilled human capital and business enterprises at the expense of more
economically disadvantaged regions, which are likely to fall behind and experience
exacerbated additional challenges such as an ageing population and further decline
in economic resources, e.g. through a diminished tax base, for the provision of
services of general public and economic interest (ESPON, 2013a). Indeed, evidence
from the Sixth Cohesion Report points to the spatial concentration of innovation in
most highly developed regions (European Commission, 2014f). According to the
report “of the 20 regions in the EU with the highest expenditure on R&D, 16 have a
level of GDP per head above 100% of the EU-27 average. The vast majority of
regions recording low levels of expenditure on R&D are located in southern,
central and eastern Member States or are regions with relatively low levels of GDP
per head in the Western Member States” (Ibid).
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Box 2.2: ESPON scenarios for the future development of social, economic and
territorial cohesion.
The Baseline Scenario
Results from the baseline scenario model, which takes a more pessimistic stance
about the future with regard to governments’ capacity to reform public policies,
willingness of companies and citizens to change their current behaviour and
potential of technological progress, point to increased disparity between European
regions due to a number of divergent trends. Under the baseline assumptions
growth in GDP will continue for the largest macro-regions in Europe, but regional
differences will become more acute, with more developed regions (the ones with
the capitals or the largest cities and more centrally located) outperforming the more
rural and peripheral regions at national level.
According to the forecasts for the 2010-2013 period, “out of the 132 regions below
GDP per capita average in 2010, 84 are expected to experience further regression
and only 54 are expected to progress positively”. Population projections point to
population declines in many Eastern rural regions and remote peripheral areas at
the expense of regions with large urban agglomerations. In terms of employment,
some peripheral regions (Poland, Southern Italy, and Spain) show positive
employment growth rates despite
Overall, the baseline or “business-as-usual” scenario predicts very small decrease
of disparities between countries and a significant increase in disparities within
countries, resulting in total growth in disparities in Europe.
The Exploratory Scenarios
In addition to the Baseline scenario, the project develops three exploratory
scenarios depicting the evolution of European regions under three distinct policy
paths of regional development:
Scenario A (Promotion of Metropolitan Global Areas): European territory is
characterized by strong connection between cities and transport nodes, follows the
Europe 2020 strategy of promoting the global competitiveness of Europe by
stimulating the largest metropolitan areas of Europe with global importance.
Scenario B (Promotion of Cities): economic and population growth takes place in
national capitals and major regional capitals; place-based scenario that follows the
“priority of the European Spatial Development Perspective (1999) and the two
Territorial Agenda (2007; 2011) for balanced polycentric urban system”.
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Scenario C (Promotion of Regions): “characterized by strong urban and rural
territories that form mosaic of different regions and types of territories with strong
identities”. The results of the three scenario simulations entail very different
implications for the territorial development of European regions.
Scenario A implies higher GDP growth compared to the baseline scenario,
particularly pronounced in the most important urban poles and some urban second
rank areas. However, some peripheral areas of Western European countries are
likely to benefit less as they are just crossed by major corridors without being
nodes. In terms of total employment, the scenario predicts regional diffusion of the
gains in employment growth, even more so for the 12 newest Member States.
Manufacturing employment growth is expected to be highly concentrated in core
and capital regions, but service employment growth is more evenly spread. Results
of Scenario B imply spatial distribution of GDP growth mostly centred on medium
large cities with a high presence of industrial districts, cooperation networks, and
small- and medium enterprises. More equal distribution of GDP is expected in
regions in the West due to the higher number of second rank cities (as compared to
the EU-12). Similarly to GDP growth, employment growth rates follow a diffusion
tendency. The high growth in this scenario (2.31% p.a. compared to 1.89% for the
baseline) can be explained by the more efficient exploitation of “territorial capital
elements, of local specificities, present in both in large and second large cities that
allows local economies to achieve higher competitiveness”.
Scenario C depicts a relatively slower GDP growth rate compared to the baseline
scenario, mostly attributed to slower growth in Western countries. Within each
country, rural and peripheral areas tend to benefit more in terms of GDP and
employment growth as compared to the baseline scenario. Productivity tends to
slow down in metropolitan areas and increase starkly in rural and peripheral areas.
The advantage for Eastern European countries that this scenario implies illustrates
the visible effect of enhanced cohesion policy. Nevertheless, the low growth
performance of this scenario compared to all others comes to show the importance
of combining cohesion policies with efforts for strengthening local
competitiveness.
The above described simulations and long-term forecasts illustrate the important
implication of strategic policy decisions on the future territorial cohesion of
European regions. As suggested by the baseline scenario findings, lack of
governance action, change in behaviour and technological progress is likely to
ultimately lead to increased disparities between more advanced and economic
lagging regions in Europe. The three explanatory scenarios provide an insight into
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the potential regional impacts of three distinct orientations of the future spatial
policy of the European Union. The Metropolitan Global Areas and Cities scenario
A and B are shown to perform better in terms of competitiveness and economic
growth, whereas the Regions scenario C performs better with regard to territorial
cohesion. It can be concluded that combining the two aspects – cohesion policies,
on the one side, and local competitiveness, on the other, is essential for promoting
convergence in the economic development of European regions without
compromising on the growth and competitiveness of local economies. In this line
of reasoning, Budd (2013) states “The tensions inherent in the dichotomous
approach of competitiveness and cohesion policy point to the need for a multilevel
approach to the socio-economic governance of the EU and enabling grand
strategies, for Example Europe 2020, to develop a better fit with operational
effectiveness.”
In order to further assess the impact of the three scenarios on Europe 2020 goals of
competitiveness, cohesion and sustainability, the scenarios were ranked based on
inputs (ranking criteria and weighting) received during participatory activities with
experts. Results show that policy oriented towards nodes and cross border corridors
at European level (scenario A) ranks best with respect to the “smart growth” goal,
the promotion of socially inclusive large capital cities (scenario B) favours most the
“inclusive growth” agenda, whereas the promotion of the potentials of small towns
in self-sufficient regions is superior in terms of the “sustainable growth” objective.
The unevenly distributed value-added of Europe 2020 also points towards the
possible asymmetric effects of the strategy. According to stakeholder interviews,
conducted in the study “A mid-term assessment of Europe 2020 from the
standpoint of EU cities and regions”, not all regions have benefited equally from
Europe 2020 (Srebotnjak, et. al., 2014a). Some LRAs have been able to use the
strategy (or some of its priorities, targets or flagship initiatives) for their own
purposes. Regions which have benefited the most from the Europe 2020
framework, however, appear to have either been previously familiar with the work
at the EU level, or, alternatively, are already established as leaders in specific fields
before the adoption of Europe 2020 (such as Flanders, Brandenburg or Bavaria).
In the latter case, it follows that some regions were able to view Europe 2020 as an
opportunity to continue and strengthen their regional development agendas. It is,
however, unclear to what extent some of these regions may have used their
“response” to the strategy, such as the creation of a regional Europe 2020 strategy,
as a means for supporting their own regional agenda, which sometimes runs
counter the interests of the respective national government.
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Stakeholder interviews conducted for the same study have also pointed out that the
good performance of some regions with respect to a specific target area could be
largely attributed to their already rather good regional (or also national) starting
point, whereas the majority of poorer regions are facing challenges in relation to all
five targets. In this context, consideration of the different starting points and
level of awareness of the Strategy at the regional level is necessary for
preventing polarized development of European regions.
While the strategy has proven useful in providing guidance to some local and
regional authorities, especially in terms of setting the right long-term priorities
(Srebotnjak, et. al., 2014; CoR, 2014), it is clear, however, that the Europe 2020
strategy can only be realized by mobilizing the potential of all regions – the
wealthy metropolises as well as the more poor rural regions- which, on the other
hand, can only be accomplished through a differentiated regional approach.
Researchers emphasize the possible asymmetric effects of the strategy not only
with respect to geographical cohesion but also concerning the balance between
economic, social and environmental priorities. Daly (2012), for example, points to
the strategy’s emphasis on economic growth at the expense of a more
comprehensive approach favouring socio-economic integration. Furthermore,
Mendez et. al. (2011) draw attention to the insufficient reflection on the tensions
and contradictions between certain goals or within flagship initiatives, for example
between social cohesion and growth or employment flexibility and security.
Criticism has been levelled on the grounds that many initiatives put in place since
the adoption of the strategy are not directly in line with its objectives, in particular
in the area of social policies. This is also the case with the European Semester,
which mainly coordinates macroeconomic policies and fiscal consolidation.
Although a recent initiative by the European Commission on strengthening the
social dimension of the Economic and Monetary Union (EMU)20 – by proposing a
scoreboard of five additional indicators21 – is generally seen as a positive move,
there are concerns that this will lead to a juxtaposition of indicators and targets that
may be confusing to EU policy makers, national governments and LRAs.

20

European Commission, Strengthening the social dimension of the Economic and Monetary Union, COM (2013).

21

These indicators include: unemployment rate, youth unemployment rate & NEETs, household disposable income,
poverty rate, income inequality.
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2.2 How can a territorially differentiated approach to
Europe 2020 be practically implemented?
2.2.1 Main Considerations for setting regional targets
A recent study on the implementation of the Europe 2020 strategy in the regions in
Germany summarizes concisely the main arguments against the uniform
application of Europe 2020 targets at the regional level: (i) the distance of some
regions to the national target is too large; (ii) it is not desirable nor realistic for all
regions to reach the same targets; and (iii) the potentials of the different regions for
contributing to the targets vary greatly (BMVBS, 2012). The study, therefore,
concludes that a regionally differentiated approach to the strategy, taking into
account the different starting points and potential development paths of all regions,
is necessary for realizing Europe 2020’s objectives. In line with this reasoning
Böhme et. al. (2013) suggest identifying regionally relevant, realistic, and
adequately ambitious targets under the umbrella of the Europe 2020 Strategy in
order to increase the strategy’s appropriateness, ownership, and coordination at the
EU territorial level. The scope for regional target setting has also received large
support from LRAs in a recent stakeholder consultation (Srebotnjak, et. al., 2014a).
A large majority of LRAs consider the territorial differentiation of the Europe 2020
targets as an opportunity to improve the strategy by increasing its relevance and
easing its implementation.
In contrast to this view, opponents question the capacity of territorially
differentiated indicators to support the integration of territorial diversity into EU
policy design. Instead, they emphasize the need for a place-based dialogue that
ensures that regions and cities can capitalize on their unique territorial
characteristics, instead of viewing their limitations as a liability, and work towards
common goals as laid out in the Europe 2020 Strategy and associated indicators
(ESPON, 2013a). Stakeholder interviews also do not show a strong argument
towards the breakdown of the Europe 2020 targets to the regional level (Srebotnjak,
et. al., 2014a). Although the benefits of such an approach were acknowledged by
the majority of the respondents – particularly in terms of involving LRAs in
planning and target setting, better understanding of the disparities between regions,
promoting exchange of experiences and best practices, and increasing ownership of
the strategy at regional level – the practical implementation of this proposal was
seen as problematic. Considering the large variety of local contexts with respect to
their broader socio-economic development trajectory and potential, the actual
process of setting numeric figures for each target and for each region, as well as
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implementing the relevant policies at the local/regional level, might be very
difficult to achieve in practice. Furthermore, the capacities at the national level to
carry out such a diversified, yet tailored and focused process with within the
country’s regions was also questioned. A particular drawback in this context is the
lack of established contacts and dialogue between the EU and the regional level,
which makes LRAs more or less dependent on the information received from the
national level, from LRA associations or other actors. Notwithstanding this
obstacle, the view has been expressed that the possible process of breaking-down
the national targets to the regional level should take place between the national and
sub-national level, instead of involving the European Commission, whose
recommendations to the Member States are already seen as too intrusive by some
LRAs.

The ability to set differentiated regional targets depends on the level of
regional capacities and quality of government.
Although acknowledging the benefit of introducing more regionally specific
policies, some of the interviewed stakeholders have also levelled criticism that the
process of regional target setting would be politically very complicated. Building
up the necessary capacities for regional target setting could be even more
problematic in the mid of the economic and financial crises, which has weakened
some regions more so than others. In a number of European Member States a
disproportionate burden of the crises was imposed on the regions (including budget
cuts, fiscal restrictions, cuts in social spending etc.) compared with the central
government. Ironically, the centralisation of power has been one of the main
reasons for the crises to happen and is also one of its consequences. The European
Commission and Member States appear to have been able to gain or consolidate
powers in the aftermath of the economic downturn, whereas the regions have
become more isolated and marginalized in their ability to provide input and be
heard in Brussels and national capitals. In this sense, introducing regional target
setting at a time when most European regions are at their weakest – both financially
and politically – is not likely to be successful in and by itself nor should it be
expected to deliver the desired results. Rather, the setting of differentiated regional
targets can be seen as a potential long-term policy, which will require years in order
to be properly designed and implemented across all European regions. This is a
policy goal, which is therefore likely to go beyond 2020, maybe until 2050.
However, there is already general agreement on the importance for discussing the
possible evolution of such a policy and setting the stage for its commencement, as
the whole process of regional development will take place in the course of the
future.
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Feasibility of regional target setting depends on the available
mechanisms and the areas of competence of LRAs. Whereas regions in federal
and quasi-federal states have greater autonomy over different policies, in most
centralised states many policy areas remain an exclusive competence and
responsibility of the state (e.g., employment legislation, educational and
environmental policies)
The feasibility of setting regional targets is likely to depend not only on national
and regional capacities to do so, but also on the extent to which the available policy
instruments for making progress to the targets are in the hands of the regions. Some
policy fields are an exclusive competence of the national government for a vast
majority of Member States: such as general employment legislation and
administration of labour market policy, overall energy policy and environmental
policy legislation and planning, as well as legislation, planning and administration
of educational policy. With regards to the above areas of policy, transferring
ownership of the strategy to the local and regional level is likely to be politically
sensitive or difficult to implement in practice. For instance, the selection of
regional targets on renewable energy touches upon the issue of energy security, the
control over which national governments are unlikely to hand over to local and
regional authorities.
Exceptions to these are some federal countries such as Austria and Germany. For
instance, in Germany both the Federal Government and the Länder have concurrent
competences regarding labour law. The Länder in Austria are responsible for the
administration of certain federal laws and also have legislative power in some areas
such as spatial planning, environmental protection and transport. In Belgium, the
Federal Parliament and the Regions have shared responsibility in some areas of
legislation such as employment, taxation, economic policy, public health, etc.
In Portugal the autonomous regions of Azores and Madeira legislate in the field of
employment, social policy, education, energy and environment, etc. In Spain, the
ability of the Autonomous Communities to adopt their own Statutes and hold
legislative power is enshrined in the Constitution. Similarly, in Sweden the
principle of local self-government is explicitly enshrined in the Constitution. In the
UK, while employment policy is only partially devolved, as in the case of Northern
Ireland, the devolved administrations of Scotland, Wales and Northern Ireland hold
legislative powers in the areas of social policy and education, and work in close
collaboration with the central government in the setting of environmental policy.
Furthermore, in the majority of Member States not only the legislative power but
also the tools for influencing some of the Europe 2020 targets rest mainly within
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the hands of the state. This is the case with the poverty targets, for instance.
Although LRAs might have some methods at their disposal for influencing the
level of poverty (e.g., through managing public housing and providing some social
services), the main mechanism for doing so – by changing social security
contributions or taxation – rests within the central government. Therefore, when
setting regionally differentiated targets it is of paramount importance to consider
the division of competences and powers among different level of governance.
Based on the arguments presented above one can expect that whereas the process
of regional target setting may be feasible only for some countries, i.e., those
with strong capacities at national and regional level, states with strong regional
governance and regions with experience in engaging in Europe 2020, it may not be
appropriate for others.

In a differentiated approach for allocating targets, the level of
contribution of LRAs and the method of allocating targets is likely to depend
on the policy in question, the starting points of the regions, existing
specialisation patterns and competitive advantages, and the return on
investment.
Concerning the method of allocating individual contributions (selecting a level of
ambition) to the targets, different possibilities exist.
A recent study on the implementation of Europe 2020 in the context of German
regions illustrates different needs for action at the regional level through scenarios
that are applied to the five strategy targets (BMVBS, 2012). The aim is to identify
the different levels of ambition required by the regions in order to collectively meet
the German national targets. Depending on the regional specificities and the policy
area in question, one of the following scenarios may seem more feasible in order to
reach the respective national goal (BMVBS, 2012):
(1) The “concentration model” is based on the assumption that the best
performing regions are the ones that are most likely to make further
progress, thus contributing most towards the national target. This would
however also increase the already existing disparities between the regions.
(2) The “balancing model” – referred to as “relative growth” and “slow catchup” in the study – would mean that all regions contribute a similar share
(in percent or in percentage points) towards the target.
(3) The “catch-up model” is the counterpart of the “concentration model”,
assuming that the already best performing regions are not able to improve
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their performance much further (e.g., in the case of employment), and thus
the less well-performing regions have the highest potential for contributing
towards meeting the national target.
Based on these scenarios, the study concludes that some German regions deviate
too strongly from the national target, such that it does not seem feasible for them to
make a significant contribution; this is the case for the targets in the area of R&D
expenditure, renewable energy generation and education. Thus, it can be expected
to see a further concentration (and thus an increase in the disparities between
regions) in these areas on the road towards meeting the respective national targets
(BMVBS, 2012).
The large stakeholder inquiry regarding the three theoretical models in the study on
mid-term assessment of the strategy reveals that the balancing and concentration
model are equally favoured among survey respondents (36% and 37%,
respectively) as opposed to the catch-up model (26%) (Srebotnjak, et. al., 2014a).
Contrary to that, interviewed stakeholders in the same external study perceive the
balancing model of target allocation as most unrealistic and express support for a
nuanced mix between the concentration and catch-up model. The “same for all”
model is seen as inappropriate and problematic mainly due to the existing
inequalities between regions. Some of the targets are about strengths (e.g., R&D),
while others are about weaknesses (e.g., employment or GHG emissions);
therefore, an individual decision needs to be made for each target, also taking into
account the specialisations of the regions as well as the expected highest “return on
investment”. For example, regions with already very high employment rates will
find it harder to contribute even more towards the national target than regions with
rather low employment rates. Similarly, in the area of GHG emissions the worst
performing regions may find it easier to cut emissions. In contrast, for the R&D
target bigger contributions can be expected from regions that already have a special
focus on this area (Srebotnjak, et. al., 2014a).
The overall conclusion based on the interviews is that the catch-up model is most
likely to contribute to convergence and cohesion across the EU, thus addressing
territorial inequalities, whereas the concentration model would better serve the
objective of competitiveness but run the risk of increasing disparities in the
respective areas (e.g., R&D). This model would therefore need to be combined
with other cohesion promoting policies. One example would be to identify the
success factors of the leading regions and share their experiences and best practices
with the other, less developed regions (Ibid).
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When agreeing on the optimal allocation of targets between the regions issues
of efficiency, i.e., the investment options yielding the highest return on
investment and cross-border synergies also need to be considered. Based on the
analysis above it becomes evident that the following aspects in particular would
need to be taken into account:
 Additional investments in R&D will be most efficient in regions with
already high levels of R&D investments (i.e. that already have built up the
respective infrastructure).
 Investment in education is likely to have the highest impact in regions where
the level of human capital is rather low as investment in human capital
shows strong decreasing returns.
 Employment growth is harder to achieve in regions with already high
employment rate. Higher targets would need to be introduced in the worst
performing regions. However, even in well-performing regions there may be
scope for improvement, namely by addressing the most vulnerable groups
on the labour market (e.g. younger and older workers, women, low-skilled
worker and migrants). Regional level data disaggregated by age, sex,
education, country of birth etc. could be used to determine the population
groups from which the largest employment gains could be expected.
 Rural and less developed areas, which have difficulties in increasing
employment and per capita GDP, might have the potential to contribute
more to environmental targets (e.g. reduction of CO2 emission).
 It might not be optimal for all regions or Member States to invest into
renewables given the large territorial differences in renewable energy
resources; instead it might be much more feasible to take into account the
whole EU territory and work towards a coherent approach, identifying the
locations where, e.g., investments in wind and solar parks would bring the
most value for money; targets on renewables could hence be set at transnational level;
 Local, external factors (such as economic, demographic, environmental and
other challenges) need to be taken into account when setting differentiated
regional targets as well as in providing funding to tackle or harness them to
their advantage. Therefore special care should be taken when setting targets
for regions which face specific vulnerabilities (e.g., labour migration,
climate change, economic downturn).
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Overall, based on these considerations and BMVBS (2012) analysis it might be
desirable that the allocation of regional targets to follow the following pattern:
 The R&D/Innovation and climate change/energy targets follow the
‘concentration model’ (setting higher targets for better performing regions).
 The education targets should follow the ‘catch-up-model’ (i.e. setting
higher targets for less performing regions).
 The poverty/social exclusion targets and early school leavers follow a
combination between the ‘catch-up’ and ‘balancing model’ (setting equal
targets for both better and less-well performing regions, based on the
population share).
 In the area of energy efficiency the ‘balancing model’ should be applied.
It should be noted, however, that although this pattern might provide initial
guidance for setting up a framework for differentiated target setting, it is not
exclusive and a range of other factors also need to be considered. The final
distribution of targets from national to regional level will require extensive
information about the regional economy, population size and density, as well
as regional cross-border networks, among other relevant factors. For example,
pursuing the catch-up model in education might be justified by the fact that
investments in this field are likely to have the highest impact in regions where the
level of human capital is rather low. However, setting up higher tertiary education
targets in poor performing regions might not be feasible since "tertiary education
institutions vary in number and density by region as do opportunities to use such a
degree for professional and employment purposes in rural versus urban areas"
(Srebotnjak, 2014b). Therefore, it may not be aspirable for each region to increase
the share of tertiary graduates. Instead, regions should focus on matching the
education of their labour force to the skills which are expected to be required on the
labour market. In this regard, the CEDEFOP skills forecasts22 could offer valuable
input for the design of regionally relevant strategies on tertiary education.
Similarly, although using the concentration model for setting R&D targets makes
sense in terms of efficiency considerations, it might lead to undesirable results if it
fails to consider regional interdependencies and patterns of development. Regions
with very high R&D investment, for instance, may be located next to regions where
R&D is at the lowest level overall, thus resulting in clustering which may put the
neighbouring regions at a disadvantage (CoR, 2014).
22

For more information on the CEDEFOP skills forecasts see: http://www.cedefop.europa.eu/en/aboutcedefop/projects/forecasting-skill-demand-and-supply/skills-forecasts.aspx.
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Based on all considerations discussed above the following proposals are made
with regards to the setting of regional targets:
 Setting regional targets would be unrealistic in the areas of GHG emissions,
and renewable energy due to the lack of regional data. Additionally, both
targets on climate change are legally binding for member states and the EU is
currently on track to achieve them by 2020. In terms of renewables, one more
factor needs to be taken into account – the large territorial differences in
renewable energy resources. Instead of setting regional targets, a more feasible
solution would be to take into account the whole EU territory and work towards
a coherent approach. Targets on renewables could hence be set at the transnational level.
 Targets on tertiary education would be unnecessary for regions which do not
have higher academic institutions and/or offer limited or no employment
opportunities for tertiary graduates. Instead, regions should focus on matching
the education of the local labour force to the skills which are expected to be
required on the local labour market. In this regard, the CEDEFOP skills
forecasts could offer valuable input for the design of regionally relevant
strategies on tertiary education.
 The employment targets should follow the "catch-up-model" (i.e. setting higher
targets for less performing regions), since employment growth is harder to
achieve in regions with already high employment rates. However, the
“balancing model” (setting equally ambitious targets) could also be applied even in well-performing regions there may be scope for improvement, namely
by addressing the most vulnerable groups on the labour market (e.g. younger
and older workers, women, low-skilled worker and migrants). Regional level
data disaggregated by age, sex, education, country of birth etc. could be used to
determine the population groups from which the largest employment gains
could be expected.
 In the area of R&D/Innovation, regional targets should follow the
“concentration model” (setting higher targets for better performing regions) and
partly the “catch-up model”. Additional investments in R&D will be most
efficient in regions with already high levels of R&D investments.
 The poverty/social exclusion targets should follow a mix of “balancing” and
catch-up” model, since poverty is a universal problem but some regions face
disproportionately higher poverty rates than others. The main challenge in terms
of setting a territorial poverty target is the lack of consensus among the EU
member states regarding the definition and reference point of their targets. This
has resulted in very diverse target formulations, including the selection of
different indicators, e.g. Germany monitors long-term unemployment instead.
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The main question is how to redefine the target for a revised Europe 2020
strategy. One possible solution would be to express it in percentage terms in a
given year (e.g. 2020).
 Targets for early school leavers should also follow a mix of “balancing” and
catch-up” model, since early school leaving is a universal problem but has
different dimension in each region. The EU target on early school leavers (under
10 per cent of the population aged 18-24) could be used as a benchmark for each
region.
 The energy efficiency targets should follow the “balancing model”. Regarding
the formulation of the target, it might need to be redefined for a revised Europe
2020 strategy, since the current target is based on a comparison with a
hypothetical projection that was made before the onset of the crisis, i.e. the GDP
growth underpinning the projection is much stronger than the one which was
observed in reality. Further problems have been encountered when translating
the target to the national level. A better option could be to define the target in
terms of percentage reduction compared to a baseline year (e.g. 2010).
In this context, it is very important for territorial impact assessments to be
conducted before drafting any policy legislation and setting regional specific
targets. Despite their value, territorial impact assessments are feasible only to a
limited extent, given the reoccurring problem of scarce regional data, which makes
impact assessments, especially for target setting, conditional upon improved data
availability. In particular, statistics on GHG emissions and renewable energies are
currently not available at the local and regional level, therefore measuring
performance and adopting territorial targets would be extremely difficult to
implement in practice. 23
Even though comprehensive territorial impact assessments might not be feasible in
practice, there is the scope for making better use of existing regional indicators and
scenarios developed by ESPON. The Assessment of Regional and Territorial
Sensitivity (ARTS) quick scan methodology24 could be particularly effective for
designing regional targets while taking into account region-specific characteristics
and unintended effects. The ARTS is a simplified, evidence-based procedure,
which allows ex-ante Territorial Impact Assessment. It is based on an Excel tool
with standardised indicators and pre-selected typologies of regions, which help
determine the exposer and sensitivity of regions towards different policies.
23

See Chapter 2.4 for a detailed discussion on data availability issues and possible solutions.
For more information on ARTS methodology see:
http://www.espon.eu/export/sites/default/Documents/Events/Workshops/TerritorialImpactAssessment062012/ESPO
N_ARTS_Quickscan_Tool_Presentation.pdf.
24
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The territorial impact assessment is built around nine quick steps and is based on
expert judgement. Since local and regional authorities have the best knowledge of
the local contexts and know which targets would be feasible and which not, it is of
paramount importance for them to take part in the process of spelling out regionally
differentiated targets.
From the literature and stakeholder consultations, it follows that there is no single
“right” or “best” approach in regional target allocation, applicable to all Member
States and all regions across the EU. Instead, the decision on the level of
contribution of a region is a fine balancing act that needs to be determined based on
the policy in question, regional competences and capacities, regional starting points
(baselines), specificities and specialization patterns as well as considerations of
efficiency (i.e., “highest return on investment”) and territorial cohesion. Needless
to say, for this approach to be feasible and effective, it should be based on a
comprehensive and open dialogue and genuine understanding at different policy
levels.

The Partnership Agreement and the new Multi-annual Financial
Framework (MFF) might be a good opportunity for measuring the scope for
regional target setting.
Some have pointed to the partnership agreements, which are currently being
prepared in view of aligning the Europe 2020 objectives with the cohesion policy
programme in the upcoming 2014-2020 EU budget, as an opportunity for
introducing regional targets. It is still not clear, however, whether the
commitments, set out in these agreements, could also include targets for the
regional level, not only concerning the five Europe 2020 headline targets but also
in relation to the new social objectives proposed by the European Commission. One
of the interviewed partners also expressed the view that the alignment of the
Europe 2020 priorities with the new multi-annual financial framework is already a
positive step forward in introducing territorial dimension into European policy. In
addition, based on the conditions set out in the new MFF, regions would also have
to adopt indicators measuring progress towards the targets. Although this reform is
still at its initial stage and it will take time for its performance to be tested, it will
certainly provide a better picture about the existing capacities at local level for
working with thematic regional indicators and managing monitoring processes.
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When deciding on their regional strategies, development plans and
ambitions with relation to the Europe 2020 Strategy, it is important for LRAs
to adopt a participatory approach and involve a broader range of
stakeholders, including citizens, regional labour unions, business associations,
NGOs, universities and research institutes and others.
Transparency and high-quality public participation are considered one of the
essential pillars of good governance in modern democracies. In order to tackle the
variety of challenges facing their administrative territory, LRAs should work
closely with different regional and local partners, ranging from citizens and
regional labour unions to universities and non-governmental organizations (NGOs).
Involving citizens and NGOs – as well as the business community – can help local
and regional governments to innovate and provide improved public service
outcomes (OECD, 2011). NGOs and Civil Society Organizations (CSOs) could
also be a valuable source of knowledge and expertise and a potential partner in
solving certain problems close to their area of work (e.g., environmental protection,
refugees, immigrants and minority groups, disadvantaged children). Linking with
universities and research institutes could also be a general source of inspiration and
innovation for improving delivery of services, efficiency of public administration
and setting up different regional policy strategies and measures. Innovation in
public administration is hard to fund, but by applying for projects, particularly
through Horizon 2020, research institutes and academic institutions could help
provide innovation funding. A case in point is the Fraunhofer Institute25 in
Germany, which provides the majority for innovation funding by applying for
projects through Horizon 2020.
Closer engagement with businesses is crucial for any economic development
strategy to be successful. The private sector is essential for regional growth through
the returns on investment that it brings – something, which is more difficult, or at
least more controversial, to achieve through public sector investment. Businesses
not only create new jobs, thus making a region more attractive, but they also often
bring new innovations. Therefore, it is essential for regional authorities to know
what kind of conditions local businesses need in order to develop and flourish and
then to deliver on them.
Participatory approaches could include organising regional consultation events and
open dialogues devoted to specific issues, where citizens and regional stakeholders
can express their views on how they would like their region to develop. LRAs
25

http://www.fraunhofer.de/en/research-topics/information-communication.html
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could also develop an online platform where they could publish their regional
strategies and development plans, regularly provide progress updates on selected
indictors or on Europe 2020 progress indicators and collect feedback and opinions
from citizens and other regional stakeholders. A consultation mechanism of this
type would not only contribute to raising awareness of the Europe 2020 strategy
and creating a shared sense of responsibility on the ground, but it would also serve
the purpose of collecting valuable knowledge and experiences. It is important that
these participatory processes are carried out at an early point in time, before LRAs
set their regional priories and development plans and decide on regional targets and
indicators. This will help ensure early and proactive participation at a point when
there is still sufficient room for manoeuvre in policy-making.
Different regions across Europe have different degrees of experience with
stakeholder cooperation. In this context, one of the interviewed partners suggested
that stakeholder cooperation is likely to be most beneficial and influential for the
regions already leading sound participatory processes. However, for the ones,
which do not have longer tradition with participatory approaches, lack the
capacities needed to make the consultation a serious process or, alternatively, have
negative experiences, initiating such a process might turn out to be difficult or even
counterproductive. In fact, experience has shown that if participatory approaches
are not managed correctly and if they do not deliver the expected results, this might
have negative long-term consequences by making citizens and other regional
stakeholders reluctant to participate in similar processes in the future. This does not
mean that LRAs with less experience with stakeholder consultations should
abandon participatory approaches completely, but rather that they should plan such
processes more carefully and implement them gradually, i.e. starting from the
organization of more basic processes and adopting more advanced approaches as
they accumulate experience over time.

More active involvement of the European Commission might be
necessary in regions with low capacities and also in regions affected by the
turbulent situation in other countries
As mentioned earlier, there is a vast divergence among European regions in terms
of capacities, skills and quality of government. According to some of the
interviewed stakeholders this warrants a more active involvement on the side of the
European Commission in order to help these regions build the necessary capacities
to engage with Europe 2020. It was suggested by some of the interviewees that
apart from the overall Country Specific Recommendations (CSRs), the
Commission could also issue recommendations for regions or disaggregate the
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CSRs on a regional level. It was, furthermore, suggested that the Commission could
maybe send some of its employees to regional departments to observe how they
work and help them solve some problems, i.e., setting up a kind of “decentralized
Commission”. However, it was questioned whether the Commission would itself
have the competence and the financial and human resource capacities in order to be
engaged in such a process. Especially in view of the current human resource cuts
taking place within the Commission, providing individual guidance and support to
each and every less developed European region seems to be a very challenging
task. What would be more plausible and efficient in terms of resources, however,
would be for the Commission to set up a platform or European helpdesks on
different topics related to regional development (e.g., monitoring of regional
Europe 2020 progress indicators, use of Structural Funds), where LRAs can receive
practical support and guidance.

2.2.2 Possible options for regional target setting
From the discussion above it is clear that regional target setting might not be
feasible for all countries to implement. Still, this leaves the questions how the
allocation of Europe 2020 targets at regional level can actually be conducted in the
countries that have the capacities and willingness to initiate such a process?
SWOT analysis26 could be used to provide a more detailed picture of the regional
specificities and serve as the basis for sound definition of regional visions and
strategies (if these already do not exist). The facts and trends analysed should
include information not only on static data (for instance, population size and
growth, GDP/head, water quality or biodiversity in specific areas), but also on
"flows", thus shedding light on issues of cross-border and transnational relevance
(e.g. population migration, workforce mobility, transport flows, cross-border or
transnational trade, water pollution transfer, protected species migration, etc.)
This could be then followed by one of the following possible approaches of
allocating differentiated regional targets:
A. Completely bottom up approach: This approach implies that on the basis of a
comprehensive assessment on the potentials, strengths and weaknesses of their
regions, LRAs develop their own long-term regional development plans and
priorities, including targets for the Europe 2020 indicators. Each administrative
26

A SWOT analysis is a structured planning method used to evaluate the strengths, weaknesses, opportunities, and
threats involved in a project.
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region will announce to what extent it intends to contribute to the national Europe
2020 targets based on its capabilities, regional competitive advantages and
development priorities. Regional specific targets will then be adopted in
collaboration and partnership between the central governments and the local and
regional authorities. Since regional targets will be set based on the starting points
and capabilities of regions, these are not likely to add up to national targets.
Therefore, country targets will need to be reviewed and updated where necessary
and any changes should then feed into reviewing the EU-level targets.
B. “Top-down meets bottom-up” approach: This policy option implies that EU
wide and national Europe 2020 targets are overall preserved. Local and regional
authorities will break down the national target to differentiated regional ones in a
consultative process among themselves, taking into account the starting points,
potentials, specialization and the development strategies of each of them. In this
way, the setting of differentiated targets will serve to reflect the local context, while
at the same time enabling the EU to meet its overall objectives (regional targets add
up to national targets). Adjustments need to be made to ensure national targets add
up to European targets.
The advantage of the first approach (“completely bottom up approach”) is that it
gives more flexibility to LRAs to set targets, reflecting the situation on the ground.
However, abandoning the current Europe 2020 targets and determining their level
on the basis of a completely bottom-up approach might affect the level of ambition
taken up by regions in respect to their targets and thus compromise the achievement
of the EU objectives (for instance, due to reputational and political reasons regions
might set up low targets that they know they can easily meet). In other words,
regions will be "free to do whatever they like" without any consideration of
European and central government objectives. Furthermore, the different political
power, predominating in a region might significantly affect the choice of targets
and undermine cohesive development of European regions. For instance, socialist
regional governments might place an emphasis on social inclusion at the expense of
other priorities also important for the regions, whereas more conservative regional
governments might rather focus their resources on growth and innovation. This
approach also implies an enormous amount of work at local, regional, national and
EU level and consequently time and resources as existing targets will be
completely scrapped and have to be worked out from the beginning.
The second approach (“top-down meets bottom-up”) has the advantage of allowing
for targets to reflect local contexts, while respecting the goals that the EU has set to
meet. It is questionable, however, whether this second approach would lead to
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better results in practice without the imposition of sanctions and penalties for noncompliance. This is particularly relevant considering the unsatisfactory impact of
the soft law governance mechanisms such as the Open Method of Coordination
used in the Europe 2020 strategy and its predecessor – the Lisbon Strategy.
A middle pathway reconciling the top-down and bottom-up approaches would be
for the central government to provide a very general framework for regions to
follow when setting up their regional targets. The framework could include some
reasonable numerical range (decided individually for each region) from which
regions can select their targets. The framework should be based on the starting
points of each region as well as on the regional SWOP analysis, identifying the
strengths, weaknesses and potentials of each region. Regions could be classified
into categories, corresponding to certain numerical ranges. The advantage of such
an approach is that it will give regions certain control over setting of targets, while
at the same time preserving the general level of commitment in the national Europe
2020 targets. However, this clustering approach will considerably restrict the
flexibility of regions in pursuing their own development priorities, some of which
might be very specific and individual and thus not even be included in the Europe
2020 framework. It is also questionable whether the central governments would
have the capacity to appropriately cluster regions and set numerical ranges for the
targets accordingly. Furthermore, as in this case it will be up to the LRAs to select
targets within the specified ranges, it would not be possible to guarantee that
regional targets will add up to national targets. This would require for national and
subsequently EU targets to be revised according to the selected regional targets.
However, it should be noted that revising existing national targets will not be
unusual since some Member States have already done so (e.g., the employment,
education and R&D targets of Malta).
Alternatively, if governments want to have a stronger say in the selection of
regional targets (maybe with a view of ensuring that they all add up to national
targets), a task force commissioned by the national government performs the
regional allocation of indicators (e.g., with the help of the national statistical office
and representatives of relevant line ministries) might draw up differentiated targets
for each region based on its starting point, strengths, weaknesses and potentials.
Then LRAs could be then given the opportunity to give feedback on the selected
targets for their regions, propose amendments and report on the reasons why they
see the targets as unrealistic (overambitious) or not ambitious enough. However,
this approach seems to involve more work and time both on the side of
governments and LRAs to coordinate together and select specific targets. It might
be too burdensome for governments to manage such intense coordination and
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communication processes with LRAs, given that they already have dedicated a lot
of their capacities of coordinating national policies with the EU and reporting to
Brussels. Some governments might also lack to competences and capacities to
comprehensively evaluate each region's strengths, weaknesses and potential and
decide on appropriate set of targets.
Given the large diversity of governments and governance traditions in Europe, the
right approach to regional target setting is likely to be very different from one
country to another and should be, therefore, decided on an individual basis. For
instance, countries in the North are, on the one hand, well known for their strong
administrative capacities and, on the other hand, have not experienced that many
problems related to the economic crises. Therefore, for them both option A and B
for regional target setting would be feasible. However, both options will be difficult
for those countries, which are hardest hit by the crises or which have poor
administrative capacities at regional level, mostly countries in Southern and Eastern
Europe. For them these policies will have just rhetorical and no political
implications, and they are likely to add to the administrative burden that they have.
One could also not compare the capacities between small regions in France, for
example, with Scotland or Catalonia – administrative areas with larger set of
responsibilities and demands for national independence. All things considered, the
decision on the method of regional target setting is likely to be very individual and
specific for each country. Maybe option A will be more appropriate for countries in
the North (UK, Denmark, Norway, Finland, Sweden), and option B could be
implemented with a stronger role of the Commission in Southern and Eastern
Europe. One possible problem with this approach, however, is that if some
countries decide to stick with the national targets and allow their regional
breakdown, while other countries opt for the bottom-up approach, which will likely
result in softer, less ambitious national targets, the EU-wide targets are likely to be
adjusted downwards. This might create an incentive for countries to ‘race to the
bottom’ with their approach.
C. Formation of a national “Europe 2020 target market”: This approach is
based on an idea similar to the European Union Emissions Trading Scheme (ETS)
launched in 2005 for trading greenhouse gas emission allowances. Following this
approach, one possibility for allocating targets would be for regions to start with
the same targets and be able to trade percentage points with other regions in the
same Member State. Thus, if a region is remote, sparsely populated and faces
important demographic and economic challenges, but is otherwise endowed with
natural resources, it would be able to trade some percentage points of its
employment or innovation target against a higher emission reductions and
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renewable energies target. And the opposite – regions, which are specializing in
innovation, would be able to focus their efforts and devote more resources to
boosting R&D investment by trading percentage points of other targets against the
R&D target.
This approach is appealing as it would allow regions to focus on those targets,
which are most relevant to their situation, without compromising the ambition of
the overall national targets. If implemented efficiently, such a national Europe 2020
target market has the potential to enable the achievement of the national Europe
2020 goals at the lowest cost, by enabling regions that are not able to reach some of
their targets or reach them cheaply to transfer their target allocations to other
regions, which can. However, similar to the European cap-and-trade system the
implementation of this approach could also be very challenging. First of all, the
development of a national Europe 2020 target market would require considerable
capacities both at national and regional level for the system to be designed and to
function properly. In the time of strained public budgets, especially in the Member
States hardest hit by the crises, making large investment outlays for such a grand
new project might not be possible. There is also the question whether the demand
for certain target allowances would meet the supply within a country. Introducing a
price for the allowances to manage this would not be desirable and is also not likely
to be accepted by regions. For this approach to be effective there will also be the
need of some enforcement mechanisms or incentives to trade percentage points of
the targets (e.g., penalties / rewards for (not) achieving a target / for achieving it).
It is also not clear what will happen with the most disadvantage regions, struggling
to meet all of the Europe 2020 targets. They are likely to need some more support
mechanisms.
D. The “territorial keys” approach: Böhme et. al. (2011) proposes an alternative
way of practically applying a territorial approach to Europe 2020 – through the so
called “territorial keys”. Territorial keys streamline implementation of Europe
2020 on the ground by linking the strategy’s objectives with Territorial Agenda
2020 (TA 2020) priorities through different types of policies. The territorial keys
cover those topics of TA 2020, which can contribute to the achievement of Europe
2020’s priorities, thus helping policy makers focus their attention on specific
aspects of territorial development. Five territorial keys have been identified:
accessibility, service of general economic interest, territorial capacities/
endowments/assets, city networks and functional regions. Applying the uniform
Europe 2020 approach of target setting to regional level can have many unintended
consequences: investment in human capital, for instance, will lead to out-migration
of highly qualified labour force unless job creation in the knowledge-intensive
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services and technological branches of the economy is not supported through R&D
policies. Territorial keys can help detect some of the asymmetric effects of the
Europe 2020 objectives by offering an insight into the specificities of a given
region. For monitoring progress in territorial development Böhme proposes the
adoption of SMART27 indicators based on the territorial keys mentioned above.
These cover space-specific information as well as flows and relations, which is
very relevant in today’s reality shaped both by places (cities and regions) and flows
(of people, goods, capital, ideas and know-how). A four stage procedure of
operationalizing the “Europe 2020” territorial keys has been proposed and it
includes the following:
1) Identification of the linking issues which are important for a particular
territory.
2) Performing SWOT analysis on the basis of the linking issues.
3) Developing a spatial typology for the regional/local level based on the
indicators selected in the SWOT and characterized by sufficient spatial
variability.
4) Establishing several types of territorial units based on the spatial typology
and proposing appropriate directions for future policies for each of them.
This development programming mechanism has the advantage of clearly
demonstrating the differences in the mix of challenges and opportunities that
different regions face. The territorial keys could be used not only as an impact
assessment tool guiding policy development, but could also serve as guidelines for
sectoral and horizontal policies (Philippe, 2014).
E. Voluntary regional target setting and the “path to change approach”:
As discussed earlier, the process of regional target setting may be feasible only for
some countries, i.e., those with strong capacities at national and regional level,
states with strong regional competences and regions with experience in engaging in
Europe 2020, but it may not be appropriate for others. There was an overall
consensus among the interviewed stakeholders that if regions have the capacity and
willingness to set their own regional targets they should be allowed to do so.
However, for regions which either lack the capacity or are reluctant to be engaged
in such a process regional target setting might “only have rhetorical and no political
implications.”28 Setting differentiated targets for regions to follow might be seen as
an additional bureaucratic burden, e.g., it might create a ‘parallel reality’ of
27
28

SMART stands for: S Specific, M Measurable, A Achievable, R Relevant, T Time-bound.
Statement of one of the interviewed partners.
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additional bureaucracy. Most regions already have developed their own regional
strategies and some of them have their own indicators and targets put in place
(See Box 2.4). In this context, enforcing a new system of targets and indicators
might be a very long and complicated process. In one of the interviews it was
mentioned that the documentation and the indicators laid down in the new MFF
period are already too burdensome for some regions with low capacities.
As pointed out by another interviewee, setting regional targets in all European
territories might lead to very “patchy” results, with significant number of regions
not participating in the framework at all or not participating in a meaningful way
(e.g., being involved only in bureaucratic work, but not undertaking actions), which
would eventually create enormous problems. It is likely that even with the adoption
of regional targets the current trend will continue and those regions, which are
performing well and are very engaged with the strategy, will continue to do so,
whereas the others will continue to fall behind. Simply setting targets will not be
sufficient for helping more disadvantaged regions to advance. The question would
rather be how to support and incentivise those regions to engage in Europe 2020.
Less advantaged regions and those with limited capacities would need more and
better support mechanisms, but also more control and possibly involvement of the
Commission in order for them to be able to develop their capacities over time.
This diverse reality calls for a more flexible approach in introducing the territorial
dimension in Europe 2020 – an approach, where regions that have the capacity and
willingness to do so, can voluntarily set their regional targets and the ones, which
cannot – follow a “path to change” approach until they have built up the necessary
capacities. In Member States with federal, quasi-federal or devolved structure such
as Austria, Germany, Belgium, the UK, where sub-national governments have a lot
of administrative and legislative power and in some Member States where regional
capacities are well-developed (e.g., Sweden, Denmark, Finland), a more bottom up
approach of regional target setting will be more easy to implement. In fact, some
regions have already initiated such processes by developing their own Europe 2020
agenda and setting their own regional targets (for instance, the Catalonia 2020
Strategy, the Flemish Reform Programme Europe 2020 launched in Flanders
(Belgium), the International Innovation Strategy in Scania (Sweden), and the Styria
Economic Strategy 2020).
When voluntary setting their own targets regions should have the possibility to
choose the most appropriate method to do so – either by transposing their overall
national the EU 2020, by adapting the national Europe 2020 targets to their own
reality or by adding additional sub-indicators and targets, which they find important
for their regional development plans. Giving those regions the freedom to select
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their own targets might of course result in regions ending up with targets very
different in ambition and content from the nation-wide Europe 2020 targets.
However, for the territorial approach of Europe 2020 to be truly respected this
would be inevitable.
One successful example of a voluntary approach to target setting is the Covenant of
Mayors (See Box 2.3 below). However, in this particular case the targets are
selected at the EU rather than regional level.
Box 2.3 The voluntary approach of regional target setting used by the
Covenant of Mayors
The Covenant of Mayors is a large European movement involving local and
regional authorities, which was launched by the European Commission in 2008
after the adoption of EU Climate and Energy Package in order to support
sustainable energy policies at local and regional level. On a voluntary basis cities
and regions can participate in this platform and decide on clear targets on reducing
energy consumption on their territories. Each city implements its targets on a
voluntary basis and is free to decide on its own Sustainable Energy Action Plan,
outlining the key actions they plan to undertake to reach their targets. A regular
monitoring process has also been set up, where members have to report on their
progress with the targets by submitting implementation reports each year. Due to its
unique characteristics in terms of involving LRAs around the fulfilment of EU
objectives, the Covenant of Mayors has been described by European institutions as
an exceptional model of multi-level governance29.
Box 2.4 Regional target setting in Swedish regions
All 21 regions in Sweden are each given the responsibility and authority to draw up
and coordinate the implementation of their own regional development strategy,
including the setting of priorities and objectives for regional development and
growth based on a regional analysis. A number of Swedish regions have also
adopted their own Europe 2020 targets based on the priorities set out in their
regional development strategy. Different regions have followed different
approaches in the process of target setting:
In Västra Götaland regional targets have been set based on the Europe 2020
targets, however these have been set at a level more ambitious both from the
29

For more information see: http://www.covenantofmayors.eu/about/covenant-of-mayors_en.html.
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European and the central government’s targets. The region has also adopted
additional targets, relevant for its challenges on the ground, such as increase in
population, increase in productivity and salaries, reduction in unemployment etc.
The Uppsala region had adopted 2020 targets based on its main strategic aims for
regional development: an innovative region, a growing region and a competent
region. Although some of the selected targets are similar to the Europe 2020 ones
(for instance increase in R&D investment and reduction of greenhouse gas
emissions), a lot of additional targets are also included such as number of
companies to be established annually in the Uppsala region, number of export
companies in the Uppsala region, number of users of public transports, number of
households and operations with access to 100 Mbits/s broadband connection, the
share of students who have entered the work force or who study for two years after
completing high school, number of students in vocational college and etc. The
numerical value of the selected targets for 2020 is set based on their corresponding
values in 2010 or 2011 and the targets corresponding to the Europe 2020 ones are
set at a level higher than the national.
The region Norrbotten has also set specific targets to be met by 2020. The targets
include the European/national targets (with identical values as the national targets)
plus region specific targets on in-migration, net migration, proportion of young
people in the population of the region, number of companies and new businesses in
the region, increase in gross wages for men and women, increased access to high
speed broadband.
The Blekinge region has also adopted the Europe 2020 targets. In addition, the
region is using a number of additional indicators for monitoring some of its other
priority areas: attractiveness (measured through the region’s position in the
‘attractiveness index’ and the region’s market share of Sweden’ tourism revenue),
quality of life (measured by residents' experience of local businesses and the region
as a place to live in, perceived general health, physical health and mental health, the
presence of common diseases, etc.), openness and participation, environment and
working climate (measured by number of companies, percentage of people aged
20-64 who are employed, etc.), expanding economy, strong innovation climate,
good skills, accessibility (measured by energy use for transportation, proportion of
renewable fuels, freight volumes through ports travel time between Blekinge and
Malmö / Copenhagen and Stockholm, etc.).
The Västerbotten region has also set a number of priorities, linked both to the
Europe 2020 targets and the flagship initiatives (for instance, collaboration and new
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solutions for maintenance and services, actively promoting diversity and equality,
digital solutions for increased welfare and efficiency, a coordinated regional
innovation support system with strong operators, access to venture capital,
increased production and relative use of renewable energy, increase the percentage
of students with passing of high school diploma, development of digital tools for
learning, etc.). A number of regional indicators have also been used to monitor
progress towards regional targets (e.g. migration flows, property prices, number
foreign-born residents, number of employed individuals, greenhouse gas emissions,
energy intensity, renewable energy, new workplaces per 1 000 population, growth
private service sectors, etc.).
As discussed earlier, in Member States with strong central governments or with
depressed economies the process of regional target setting would be very difficult
to adopt, at least in the near future. What would be more essential for these
countries is to provide them with the necessary support mechanisms and
inspiration, and help them build-up the capacities needed for implementing Europe
2020 or other ambitious Europe-wide development strategies on the ground.
Regional indicators would also be useful as they would provide an opportunity to
voluntarily benchmark with other regions in Europe and in the country. More
control and closer monitoring from the central government, possibly with a greater
involvement of the Commission, would also be important for identifying regionspecific challenges and for ensuring that these regions are developing in the
desirable directions. As noted by one of our interviewees, treating regions
differently might be politically difficult, but it seems like the only possible
approach given the large diversity of regional situations, competences and
capacities across the EU. Regional development is a very complex process and as
such no uniform approach is likely to work. Regions with strong capacities could
path the way for adapting the Europe 2020 Strategy on the ground for other regions
to later follow.
In the meantime, strong support in capacity building, best practice exchanges and
peer exchanges will empower regions with low capacities and help them prepare
for engaging more actively with the Europe 2020 framework and adapting it to
their own situation. The mechanisms adopted in the Covenant of the Mayors
project, such as the creation of a best practices database “Benchmark of
Excellence”, the development of a Catalogue of Action Plans, showing at a glance
the ambitious objectives set out by others and the set-up of “Convent
Coordinators”, including provinces, regions and national authorities, which can
provide strategic guidance, financial and technical support to others, might prove
very useful in this context as well. Those regions, which have been involved only
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to a limited extent in the strategy before, would also need greater incentives (e.g.,
in the form of awards, recognition) for implementing the strategy on the ground;
the value-added of the Europe 2020 approach for their territories would also need
to be better communicated to them.
Overall, the success of the “path-to-change” approach would depend on
having the right mix of leadership (e.g., examples of regions benefiting from
the Europe 2020 strategy), monitoring (e.g., via progress indicators), capacity
(e.g., technical administrative assistance, peer support) and incentives (e.g.,
recognition, awards) to ensure that all actors buy into the change process and
are engaged in the Europe 2020 framework.
A logical question following this approach concerns the overall fate of the Europe
2020 goals and with the national ambitions for reaching them. It is true that this
approach does not guarantee that national targets are met, but setting regionally
differentiated targets to all regions regardless of their capacities is also not likely to
deliver very fruitful results. What is more, the current economic reality makes it
almost impossible to reach some of the targets and revision would be necessary in
any case. What this approach will, however, achieve is to develop or strengthen the
necessary skills at regional level for designing and implementing policies
contributing to regional development. Through the exchange of experiences and the
provision of incentives this approach will also strengthen ambition on the ground
and inspire LRAs to take up the strategy and use it as a lever for reaching theirs as
well as EU’s common agendas. After all, moving forward requires accepting the
failures and constrains of previous EU policies. As argued by one interviewee, for
policies to be successful there needs to be a greater focus on how to solve actual
problems instead of how to achieve a single ideal goal for all. Considering lessons
from past experience and the fact that the Commission does not have the
competences or resources necessary to push forward the Europe 2020 Strategy on
the ground, leads automatically to a more regionalized and pragmatic approach in
spelling out of the strategy at regional level.

2.3 Enforcement and Incentive Mechanisms
One of the main problems of setting regionally differentiated targets is involving all
regions in this process, including the ones, which do not have the capacities and
willingness to participate by setting their own targets. How would non-performing
regions be sanctioned, i.e., what, if any, enforcement mechanism is available to
ensure regions are committed to reaching their targets?
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In case differentiated regional targets are set universally, thus resulting in devolved
power for the regions it is also logical that regions should bear more responsibility.
However, there have been disagreements between the interviewed stakeholders on
the need and value-added of strict enforcement mechanisms. One of the
interviewee has pointed out that giving more freedom to regions to set their own
targets without imposing sanctions or other though mechanisms hides the risk of
“watering down” the European Semester process, which is following a trend
towards tougher enforcement. Most other interviewees, and in particular,
representatives from local and regional associations, have not favoured this
approach, mainly because of the difficulty of implementing it in practice and the
possible harm it might cause to less advantaged regions. When regions cannot
comply with the targets it is hard to determine whether this is because they lack the
capacity or the willingness to do so. In case they are in the first situation (i.e.,
lacking capacity), sanctions would do little to help them achieve their goals.
Furthermore, since even the national targets are non-binding and do not include
such automatic sanctioning mechanisms, it is difficult to argue why this should be
the case for the regional ones. In any case, such strict enforcement mechanisms can
only be imposed by national governments as this is not within the competences of
the Commission, which has to respect the principle of subsidiarity. The
Commission only has soft tools at its disposal, which makes the enforcement of
rules hard to achieve.
In fact, some hold the view that what might be more important than reaching a
certain fixed target is the direction of change, i.e., whether regions make positive
contributions to national and European targets, no matter the size of these
contributions. As pointed out by one of the interview partners, experience has
shown that a rigid target system is not always very useful as it often forces actors to
either create a separate mechanism to repeal or to develop a lot of bureaucracy
around it. This might lead to funds becoming too bureaucratic to achieve anything
(for instance, to involve private actors, which is crucial for the success of any
regional development strategy). Therefore, the final outcome would have very strict
targets, which are not particularly meaningful. Based on these arguments having a
more ‘relaxed approach’ to target setting might be more appropriate.
As emphasized in the Commission’s Communication “Taking stock of the Europe
2020 strategy for smart, sustainable and inclusive growth”, the purpose of the
targets has been to “express the long-term direction necessary to sustain Europe’s
future and serve as a benchmark to guide policy” (European Commission, 2014).
In this sense, targets are only indicative of the direction we want Europe to move
in. Although this qualitative approach of a “path-to-change” has the advantage of
giving certain flexibility to regions by allowing them to progress with a pace
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corresponding to their own potentials and capabilities, the extent to which it will
manage to mobilise resources and stakeholders towards meeting a policy at the
regional level is uncertain. This qualitative approach also has the risk of regions
progressing positively on paper but without progress happening fast enough such
that the region is actually falling further behind. As Mettlers (2009) argues: “Policy
processes without tangible goalposts of success are quite meaningless because
measuring progress would be left to subjective evaluations rather than objective
and comparable analysis.” Furthermore, regional targets offer “a promising
roadmap for greater progress, broader buy-in and constructive peer pressure.”
Providing financial incentives (e.g., in the form of prizes, bonuses, infrastructure
financing and etc.) for the best performing regions is another possible mechanism
for enforcing the targets. In fact, many financial incentives are already put in place,
including the shift to result-orientation in the new MFF, linking EU funding to the
eleven thematic priorities, which are in turn aligned to the Europe 2020 objectives.
The European performance reserve is another tool for linking financial
allocations and results of regional development programmes. The idea of
performance reserve is to keep a relatively small part of the budget for cohesion
policy in reserve and use it for making bonus payments to those member states and
regions that have been most successful in reaching and surpassing some prespecified targets. This mechanism has been an important innovation in the
2000-2006 programming period and it is also going to be used in the forthcoming
MFF. Some Member States have extended and reinforced the logic of the European
performance reserves by also adopting their own national performance reserves
in the past (e.g., Italy during the 200-2006 programming period; Poland during the
2007-2013 programming period). An important observation made during the
assessment of the national performance reserve in Italy was that the reputation
effect of ranking and competing regions played an equally important role as the
monetary incentive in mobilizing stakeholders (by triggering peer review and
benchmarking). However, it was also noted that the reputation component of the
incentive mechanism also seemed to be closely related to its pecuniary aspect, i.e.,
it was questioned whether media attention would have been so high without the
financial incentive, or with a lower financial incentive. The participatory
mechanisms, based on an open and intense discussion and partnership between
various institutional partners, stakeholders and experts, has also helped to secure
ownership by the local level (OECD, 2009).
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Box 2.5 National performance reserve in Italy
Italy is an interesting and unique case in point concerning the use of national
performance reserves. Next to the European performance reserve devised in
2000-2006, Italy set up a national reserve by setting aside an additional 6% of the
programme’s budget and distributing it in case certain objectives were achieved.
The national performance reserve, including the selection of indicators for
monitoring performance, was developed in cooperation between regional Managing
Authorities of the programmes and the central governments in order to ensure
transparency and accountability. The specific objective of the reserve was to foster
institutional enhancement and promote administrative capacity.
Analysis shows that the national performance reserve generally achieved its
objective to improve regional administrative capacity, judging from the series of
specific objectives it reached. It was also reported that the reserve brought about
wider indirect and favourable impacts on policy learning and governance, by
triggering closer vertical co-ordination between levels of government. However, it
is not clear whether the achievements have led to lasting improvement in regional
economic development. In any case, the state was sufficiently satisfied with the
scheme in order to launch a similar incentive mechanism in the next programming
period, which instead of focusing on processes and output targets,
However, most of the interviewed stakeholders have not favoured the use of
financial incentives and they have pointed to at least three problems associated with
this enforcement mechanism. The first one is where would the funds come from?
Central governments and regional budgets are already strained due to the financial
and economic downturn. It is an open question whether the EU would be able to
provide funding for such an initiative (possibly by redistributing unused funds at
EU level). However, as one interviewee noted, for financial incentives to work as
an enforcement mechanism, a lot of funding needs to be put in place. The second
reason for why this approach might not be desirable (even if funding could be
provided), is that it would lead to unfair treatment of less developed regions by
creating positive discrimination. In the interviews this point has been particularly
emphasized by representatives of local and regional associations, which were very
strongly in favour of equal distribution of funds. Regions are normally performing
well because they are wealthy, whereas less developed and smaller regions might
not have the capacity to improve their performance even if they want to do so. This
implies that the provision of financial incentives might be applicable for some
countries, which have the necessary resources (possibly Sweden, Germany,
Austria) and not applicable to others (especially countries with very large regional
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disparities). Thirdly, a few of the interviewed stakeholders shared that experience
so far has shown financial incentives have had no or only limited effect. The
reasons for these have been the limited capacities in some regions to appropriately
use the funds, the fact that some of them have been far too small to change
behaviour (especially bonuses and prizes) and the inherent political risk of
distributing bonuses and premiums to regions. Linking differentiation of regional
performance and financial allocations should be done with caution as political
considerations tend to dominate the decision making process (OECD, 2009b).
Performance data might easily be ignored and “fuzzy” results might be politicized
when evaluating results with relation to budgetary decisions.
Another existing type of explicit incentives, apart from financial ones, is
administrative incentives. These refer to “changes in rules or regulation that affect
regional policy actors, such as relaxation (or tightening) of budgetary rules,
decreased (or increased) oversight, etc.” (OECD, 2009b). In the context of Europe
2020, some of the interviewed partners have suggested the possibility of using
administrative incentives such as accelerating and simplifying the procedure for
granting funds for those regions, which are performing better, relaxation of
administrative requirements, granting regions with more trust (e.g., through
decreased oversight or control) and giving them more flexibility with the use of
structural funds. The use of political awards has also been mentioned as a possible
incentive mechanism, i.e., giving good performing regions more power and
discretion over certain decisions. Identifying a regional leader could also be a form
of a political award as this is likely to increase the profile and trust of the regional
governance among the population and improve their chances of being re-elected. It
should be noted, however, that peer pressure targeting political leadership is likely
to affect only competing regions from the same Member State as there are no
common stakes (besides national and regional elections) to lose. The lack of media
that could cover such issues on European scale is another reason for the limited
scope of this type of incentives. Practice has showed that without proper media
coverage there is no peer pressure among political leadership.
The use of explicit incentives – financial or administrative - could be very
challenging. The OECD identifies the following main obstacles for the successful
implementation of explicit incentives in regional policy: “outcomes could be
difficult to measure; there is a substantial lag between policy implementation and
results, and the causal relationship faces threats to internal validity” (OECD,
2009b). Another risk associated with the use of explicit incentives need to be
mentioned as well and this is the creation of perverse incentives for
misrepresentation of data, gaming and etc. The incentive to reveal complete
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information normally declines with the increase of risks (e.g., higher sanctions or
opportunity forgone of higher rewards) and so does the incentive to alter behaviour
to avoid risk (even if it has to be in a perverse and illegitimate way). Such
behaviour might result in decisions of resource allocation being based on
incomplete or inaccurate information. This problem is not new and the perverse
incentives of hiding information and the inability of institutions to detect them
have, in fact, been one of the main reasons for the financial as well as the European
debt crises. Furthermore, when using administrative and political incentives, care
should be taken that positive discrimination does not harm more disadvantaged
regions disproportionately, as in the case with the financial incentives.
The use and design of an indicator system in itself inevitably involves implicit
incentives, even in the absence of explicit ones (such as sanction and rewards),
given the fact that “reporting performance data is not neutral” (OECD, 2009b).
As noted by the OECD the strength of this implicit incentive would depend on who
and how is using the data. An indicator system could serve the prime objective of
transferring information, where the central government can take a coordinating role
by collecting and disseminating this information to different actors. The KOSTRA
system implemented in Norway is one example of this – the system’s aim is to
facilitate transfer of data from municipalities to the central government, between
municipalities and to the public30. However, indicator systems can also serve as
incentives through the competition component and reputation effect resulting from
relative comparison of regions from competent authorities or from the population
as a whole. Existing case studies show that reputation effects are indeed an
important aspect of successful indicator systems. However, according to a
representative of a local and regional association that we interviewed, shaming and
blaming is not likely to be accepted by regions and it is questionable whether it will
motive regions to engage more in the strategy and to change behaviour. It was
suggested instead that that focusing on good performance and rewards might be a
more effective way for stimulating engagement (see for example the Open
Comparisons tool in Box 2.6).
Given the difficulty of applying one of the two above mentioned enforcement
mechanisms - sanctions and financial incentives - another type of "soft" tool could
be considered. Granting regions with European or national awards and
certificates for excellence, might push them to pursue their specified targets.
One interviewee, for instance, pointed to the European Entrepreneurial Award31,
30

For more information see: http://www.ssb.no/en/offentlig-sektor/kostra.
For more information see: http://ec.europa.eu/enterprise/policies/sme/best-practices/european-enterpriseawards/index_en.htm.
31
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which rewards excellence in promoting entrepreneurship and small business at
national, regional and local level as a good example. Regions often take pride in
participating in this award; they believe that it will provide them with a very good
ground for attracting more businesses and companies. Identifying and recognizing
regions successful in any of the Europe 2020 targets and flagship initiatives
(by granting them with awards, certificates or leadership according to European
standards) might create a competitive spirit and motivate LRAs to always aim for
better performance in order to attract more business and people, which will
contribute to the creation of jobs and etc. However, as noted by one of the
interviewed representatives from a local and regional association, although soft
mechanisms such as awards, prizes and other types of recognition, might improve
standardized practices in the sector, achieving sufficient results through these
activities will probably require continued effort over the period of several years,
if not a decade. This means that although they will be a useful tool for fostering
long-term development, soft mechanisms will probably not be sufficient for
achieving the Europe 2020 ambitious targets within selected time frame.
Box 2.6 The Open Comparisons used by Swedish Association of Local and
Regional Authorities (SALAR) as a soft enforcement tool
SALAR is a national organization, representing all local and regional authorities in
Sweden. SALAR has developed an open tool (Open Comparisons), enabling
comparison between members on a number of different aspects (health care, elderly
care, medicine, public health, social services, comprehensive school, senior high
school, business climate, safety and security)32. Statistics for developing the
database are being collected at local and regional level. The aim of the comparison
is to “stimulate comparisons and contribute to a greater openness concerning
results and costs for the activities that are run by municipalities and county
councils” and to “spur the ambition to obtain a better result and also show good
examples of how to proceed “.The “Open Comparisons” (OC) allows identifying
the regions which are doing specifically well in a certain field and it tries analysing
the reasons for them to do so; Instead of shaming and blaming, the OC serves as an
instrument for highlighting good performance and spreading good practices.
However, this tool is quite unique in Sweden since the country has long tradition in
collecting good statistics and in some cases it is mandatory for LRAs to provide
certain data.

32

For more information see: http://www.skl.se/tjanster/englishpages/activities/opencomparisons.1280.html.
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Another possibility for enforcing the targets would be to simply explain LRAs
how and why these targets are important for the growth and wellbeing of their
regions and for the creation of jobs. A lot of the benefits that the targets will
achieve will also bring positive benefits to the regions. For example, achieving the
social inclusion goal by bringing socially disadvantaged people to the labour
market would boost GDP and prosperity in the region. Since these are goals, which
everyone would want for their region, LRAs should be able to understand and be
willing to work towards these goals. It also needs to be communicated to LRAs that
these target need to be respected in order to maintain the EU competition model
and the single market, which they are all part of. In this respect, communication
between LRAs and the Commission would also need to be strengthened. As an
example of the limited efforts on the side of the Commission to greater involve
LRAs in EU policy making, one interviewee pointed to the Advisory Group on
Rural Development, which used to have one seat for the Council of European
Municipalities and Regions (CEMR), but this has been given up.

2.4 Monitoring progress towards the targets
Another major problem related to the adoption of regionally differentiated
targets/indicators is monitoring. More specifically, the Europe 2020 targets were
selected without regard to the availability of timely statistics at regional and local
level to monitor and evaluate the progress made by the regions towards them. So
far only part of the NUTS 2 data necessary to set targets and monitor their
achievement is available. In particular the following Europe 2020 indicators do not
have NUTS 2 level data available: GHG emissions and energy efficiency
(Srebotnjak, et.al, 2014b). Furthermore, available data is often incomplete or not
comparable due to the use of different definitions, measurement tools, and levels of
accuracy. Policy needs timely data for monitoring and evaluation, but several of the
Europe 2020 indicators come with multi-year time lags. This leads to researchers
and policy makers using indicators, which are not the ideal ones but the ones that
can more easily be put into practice. The headline indicator on R&D in the current
Europe 2020 strategy has been particularly criticised for measuring input (gross
domestic expenditure on R&D) rather than impact. However, measuring the impact
of R&D investment is difficult to achieve and even more difficult to agree upon as
the outcome of research cannot be predicted or determined with certainty. It has
been suggested that the current R&D expenditure indicator could be replaced by
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indicators from the Innovation Union Scoreboard.33 While the Scoreboard
innovation index provides valuable information in different areas of innovation
performance of countries and regions, it is not suitable to replace the Europe 2020
headline indicator.
The European Commission, most visibly Eurostat and DG REGIO through its
Cohesion Reports and Country Factsheets on Member States’ progress towards the
Europe 2020 targets, have recognized the above problems of data availability and
have initiated measures to address the challenges. However, development of more
timely, complete, and regionally fine-grained statistical database is needed in
order for LRAs to be able to monitor and better understand their situation and
where they are in relation to the Europe 2020 targets and to other regions.
Thus, setting informed regional targets (based on data of regional performance) and
analysing progress towards the targets and differences in the level of performance
of regions is not possible if the appropriate datasets do not exist. An enhanced
monitoring system for Europe 2020 at regional level is needed not only for
measuring progress, but also in order to be able to understand the different and not
always predictable spatial effects of the strategy. In this respect, in the Athens
declaration the CoR has called for “the timely development of an adequate
statistical basis at regional and local level and the possible development of regional
progress indicators” (CoR Bureau Declaration, 2014).
Data on the regional progress indicator should be collected coherently across the
EU and be presented in some key EU policy documents, for instance in the
Cohesion reports. The CoR has, furthermore, suggested a greater involvement of
the OECD in reporting on this monitoring process in order to strengthen
international benchmarking of progress towards the targets at regional and local
level (CoR, 2014). Since generating regional statistics requires a considerable
amount of time, resources and political will in terms of harmonizing definitions and
data collection methods, investing in this process should be addressed as a matter
of priority in the upcoming years. Collection and management of regional data
could be facilitated by developing a closer collaboration between the
Commission (in particular Eurostat) and national statistical offices in order to
improve data harmonization and availability of time series data.

33

For more information on the Innovation Union Scoreboard and the applied 24 indicators on innovation see:
http://ec.europa.eu/enterprise/policies/innovation/policy/innovation-scoreboard/index_en.htm.
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Although developing a regional progress indicator of Europe 2020 would be
important for monitoring regional development of the strategy, it is also necessary
to promote and make use of already existing monitoring systems and regional
indicators, such as the JRC Regional Competitiveness indicators, the Regional
Innovation Scoreboard and especially the Spatial Indicators for a Europe 2020
Strategy Territorial Analysis (SIESTA). The SIESTA indicators, developed by
ESPON in parallel with the Commission, are already a significant step forward in
providing evidence on the territorial dimension of Europe 2020. The outputs of the
project include a database of regional statistics as well as an atlas of spatial maps.
However, as pointed out by one of our interview partners, the wealth of knowledge
from the ESPON regional indicators is used only to a very limited extent, mostly as
a point of reference for the Commission and DG REGIO, but rarely as a tool for
monitoring and development of regional policy. It would also be particularly useful
to take advantage of the regional forecasts developed by ESPON as this would
allow making more informed decisions concerning Europe 2020 Strategy and
Cohesion policy. Forecasts could help revealing growing regional disparities and
weaknesses in certain areas and thus guide the selection of reforms and policy
measures.
Some of the interviewed partners suggested that the limited use of existing
monitoring systems might partly be due to the fact that they are developed and used
only within certain DGs and partly to the limited capacities on the side of the
Commission to coordinate the available information. In this context, more
concerted effort from the Commission is needed in coordinating the existing
monitoring systems and ensuring availability of better and more reliable data.
One possible way for improving availability of existing data would be to make use
of unconventional informal sources of data. In the highly technological age that
we live in today detailed information is available from many sources that are not
formal (e.g., data from geographic, global web and information systems, online
storage data, national travel monitoring and traffic systems, etc.). These sources
could provide data on a number of important indicators such as energy
consumption, employment, etc. In fact, the ESPON project is already making use
of some unconventional sources of data in combination with Eurostat statistics and
statistics from regional and municipal statistical institutes in order to compensate
for the lack of missing data. These developments are likely to change the way that
data is collected and the way that regional and national statistical offices operate.
To cite one of our interviewees “National statistical offices are in a moment of
change and soon they will not have the monopoly of truth.” Although in terms of
reliability unconventional statistics might not be of the best quality, they might

70

provide very timely and detailed information. To make use of this wealth of data,
there is a need to combine official statistics with open data sources for the purpose
of obtaining more timely, accurate and spatially disaggregated information about
the issues addressed by the Europe 2020 strategy. The Member States and the
Commission could help accelerate this process of more decentralised and ad-hoc
collection and management of data by easing restrictions and developing
frameworks that also protect citizens’ privacy and secure personal and business
information. One example of an unconventional way of collecting data is the
federal market observatory developed in Italy. In Lombardy (Italy) a labour market
federal observatory was founded in 2008, which exists as a federal and
collaborative network of public institutions and private companies (Larsen, et. al,
2010). Although the public and private sector compete within the labour market,
they both contribute to the Observatory by sharing information and human
resources. The Observatory manages (administrative) data collected by public
institutions, thus contributing to the development of a comprehensive information
system, making data available for statistical purposes.
The importance of monitoring and evaluation systems for the successful
implementation of policy is highlighted in European Commission’s Fifth Cohesion
Report (European Commission, 2010a). The report argues that the constant
preoccupation with “absorption” of funds , i.e., focusing more on spending than on
what the money was actually intended to achieve, has also been reflected in the
monitoring processes. Existing monitoring systems tend to prioritise spending and
outputs (such as the number of people trained or kilometres of new roads
constructed) rather than results (such as the number of people getting a job after
training or the amount of journey time saved) or impacts (the effect of a better
trained work force or more efficient transport networks on regional development).
To achieve its aims, Cohesion Policy needs to recalibrate towards a greater focus
on performance. Such a result-oriented approach requires, first of all, the setting of
clear and measurable targets and outcome indicators, which “must be clearly
interpretable, statistically validated, truly responsive and directly linked to policy
intervention, and promptly collected and publicized” (Ibid). Furthermore, the report
calls for the adoption of “more rigorous evaluation methods, including
counterfactual impact evaluation, cost benefit analysis, beneficiaries surveys, as
well as a more rigorous use of qualitative methods such as case studies” (Ibid).
While impact evaluation at an early stage of programme implementation is highly
recommended in order to allow for the collection and dissemination of necessary
data, on-going evaluation should become the norm as it promotes transparency at
EU level and improves the overall quality of evaluation. The need of more
qualitative assessment of the targets has also been highlighted by one of the
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interviewed stakeholders. As a representative of Local and Regional Authorities,
the interviewee pointed to cases, where regions have advanced with their
employment targets, however, this has gone hand in hand with growing disparities
in male and female employment rates. Using complimentary indicators, at regional
as well as national level, as well as some qualitative studies, would be important for
monitoring the actual situation on the ground and for identifying some
unfavourable developments. Although this intrinsic limitation of the Europe 2020
headline targets has already been acknowledged by the Commission in the stocktaking of the Strategy, more effort is needed when implementing more qualitative
evaluation processes.
Strengthening capacities at local level will also be critical for effectively caring
out monitoring and evaluation activities with regard to Europe 2020. This could
take the form of training staff and/or institutional capacities. For instance, Portugal
and Poland have launched an initiative for enhancing monitoring and evaluation
capacity by setting up statistical observatories at regional level (Mendez, 2011).
Instead of having a separate regional institution for data collection, a more cost
efficient approach would be to set up a network or general platform for regions to
regularly collect harmonised data sets based on the same reporting requirements.
Linking macro-policy indicators to regional level would require not only producing
regional data, but also involving LRAs in the dissemination of this data. Greater
public scrutiny and debate on policy objectives and performance is important for
creating a sense of ownership of the strategy. Evidence shows that citizens are
more likely to identify with and be more interested in their immediate surroundings
than in larger entities, such as countries or the European Union. Since regional
governing bodies are closer to citizens’ day-to-day lives, regional and local
institutions are often seen as more legitimate and credible. In this respect, the role
of LRAs in informing and empowering citizens through awareness raising and
communication will be as important as developing regional data. Regions and
municipalities need to be engaged in the production and dissemination of data,
while working actively with other regional actors, such as mayors, NGOs, social
partners, public administrations, etc. (Mettler, 2009).
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2.5 Operational proposals on territorial dimension
How to combine top-down and bottom-up approaches to regional target
setting?
 Key proposal – Voluntary target setting for well-performing regions: Regions
that have sufficient capacity and willingness to set differentiated regional targets
and that have tracked record in being involved with Europe 2020 and (over-)
achieving the Europe 2020 targets should be encouraged to adopt regional
targets on a voluntary basis. In order to fully utilise the resources and regionspecific knowledge of sub-national governments, LRAs would need to play a
key role in the selection of regionally relevant and adequately ambitious targets.
 A bottom-up approach is deemed most appropriate for regions that have the
administrative capacity and legislative tools to take full ownership of their
regional Europe 2020 strategy. The choice and ambitiousness of regional targets
would be decided by LRAs, reflecting their regional priorities and competences,
and would feed into the national Europe 2020 goals, which in turn may need to
be revised accordingly. Member States with federal, quasi-federal or devolved
powers to sub-national level are the ones to most likely benefit from such a
bottom-up approach.
 A combination of bottom-up and top-down approach would be appropriate for
regions with limited administrative and legislative power but willing to
contribute to the territorial dimension of Europe 2020. The ownership of the
regional strategy would need to be shared between the central and sub-national
governments, depending on the policy in question, regional competencies and
capacities and well as the starting point of the regions. An ex-ante assessment of
the potentials, strengths and weaknesses of the regions would be necessary in
consultation with local and regional authorities in order to select regionally
relevant and feasible targets. Regional differences in assets and potentials need
to be fully utilised. The effective cooperation between different tiers of
government would be a key success factor in this approach. Building on the
capacities of regions and gradually transferring greater ownership to the subnational authorities could be considered, depending on the performance of
regions and their willingness to engage further with the strategy.
 Encouraging stakeholder consultation: Local and regional authorities should be
encouraged to involve a broader range of stakeholders, including citizens,
regional labour unions, business associations, etc. in the preparation of regional
development plans and strategies by organizing consultation events, open
dialogues and developing online platform for participatory governance.
73

Selection of regionally relevant targets
 Key proposal: Taking into account the distribution of powers between the
national and sub-national levels, the considerable differences across regions for
some of the target areas, the current and projected progress towards reaching the
Europe 2020 headline targets (by 2020), and the availability of regional data,
breaking the EU 2020 targets down to the regional level seems to be important
in the areas employment, R&D/innovation, energy efficiency, early school
leaving and poverty/social exclusion. In contrast, regional targets do (in most
cases) not seem to be necessary in the areas of greenhouse gas (GHG)
emissions, renewable energy and tertiary education.
 As regards the method of deciding which regions should contribute how much
to the (national) targets, the catch-up model to regional target setting is proposed
for education; a combination between catch-up and balancing model is proposed
for poverty/social exclusion and early school leavers; the balancing model is
proposed for energy efficiency; and the concentration model is proposed for the
R&D/innovation target.
 In line with the place-based approach, regions should make use of the possibility
of setting targets different to the EU/national ones when they can be expected to
contribute to the achievement of the EU/national targets. For example, regions
with already high employment rates of prime-aged men could still set
(ambitious) employment targets for older workers (aged 55-64) and/or women;
regions facing only one specific form of poverty or social exclusion could set a
target for only a sub-indicator of the overall poverty target (e.g. in the case of
Ireland it may make sense to focus on low work intensity only); and regions in
Germany may choose to set a target for long-term unemployment, thus
addressing rather the national than the EU target.
 The ESPON ARTS typology of regions can help pre-determine the target areas
that will most likely be of relevance for specific types of regions; for example,
in industrial regions the targets on R&D expenditure and energy efficiency will
most likely be of particular relevance, while they seem to be of less importance
for rural regions (thus also determining the level of contribution that can be
expected from these regions towards meeting the national and EU targets).
Similarly, wealthy regions are likely to not be affected by high levels of poverty
or social exclusion, meaning that this target may not be important for them, but
also that the contribution that can be expected from these regions towards
meeting the national and EU poverty target is rather limited.
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Positive ‘path-to-change’ approach
 Regions that do not have the capacities to design and implement their own
regional targets and that are lagging behind most of the Europe 2020 targets
should follow a “path-to-change” approach, where governments regularly
monitor regional development of the Europe 2020 (or at least those which fall
within the competence of LRAs) indicators and through close communication
and open dialogue with LRAs try to identify and address specific regional
challenges, hampering positive developments. Strong support in capacity
building through best practice exchanges, peer exchanges, technical guidance
and assistance from the central government, European institutions (the European
Commission, the European Investment Bank, etc.) and European regional and
local associations should be provided in order to empower regions with low
capacities and help them prepare for engaging more actively with the Europe
2020 framework and adapting it to their own situation.
 Regions that would have the capacities but do not set quantitative targets for
specific Europe 2020 targets should at least improve their situation in these
area(s) each year, thus making sure to not fall behind their current level of
performance.
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Adding up regional targets on the national level
The proposed differentiated approach is likely to result in regional targets that are
different from region to region and that consequently do not or are difficult to add up to
the national Europe 2020 target. Therefore, mechanisms need to be put in place in order
to align the national goals with the territorially differentiated strategies. Three different
situations are theoretically possible, which are addressed by the following proposals:
 Scenario 1: all regions adopt quantitative targets, which are then aggregated to the
national level. In case the aggregated regional targets are more ambitious than the
national target, adjusting the national targets to the higher level would be sufficient.
If the aggregated regional targets are less ambitious than the national target, a
discussion would need to follow between the regional and central governments
regarding the necessary adjustments. Either the national target is too ambitious and
would need to be adjusted, or (some) regions could agree to increase their contribution
(in this case the main question to be discussed would be about the kind of support they
would need from the central government to do so).
 Scenario 2: not all regions set quantitative targets, i.e. (some) regions only adopt a
positive “path-to-change” approach for some of the national/EU targets. In the case of
the target areas for which the catch-up or the concentration model is applied the
combined contribution of those regions that have set quantitative targets may be
sufficient to reach the national target. If this is not the case (most likely for the
balancing model), the gap between the combined contribution of those regions that
have set a quantitative target and the national target implicitly defines the
contributions required from the rest of the regions that have not set targets. In this case
the following options are possible: (1) to reduce the ambition of the national target
(to “at least XY%”), (2) to “persuade” the remaining regions to also set quantitative
targets, or (3) to ask the regions that have already set quantitative targets to check if
they could contribute even more (and what they would need to do so).
 Scenario 3: only a few or no regions agree to set quantitative targets. This situation
may lead to the following consequences: (1) to drop the national target (similar to the
UK, which has not set targets for most of the Europe 2020 headline targets); (2) to
adjust the national target to “at least XY%” (based on a positive “path-to-change”
approach), which would mean to not fall behind the current level; (3) to discuss
among the regions and with the central government whether different targets should be
set (see e.g. the case of Germany, where the poverty target refers to long-term
unemployment); (4) to discuss the target setting in a broader societal dialogue
(involving regions but also experts, businesses, NGOs, etc.) following existing best
practices such as the preparation of the Austrian Sustainable Development Strategy;
or (5) to let the central government set regional targets in a top-down approach.
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Enforcement and Incentive mechanism
 Key proposal – Enforcement through peer-pressure and regular monitoring of
progress: Regular peer-reviews and best practice exchanges should be used as
“soft” tools for maintaining the focus of regions on performance and attainment
of goals. Monitoring of progress should be complemented by the development
of an indicator system (explained in more details below). Existing monitoring
and reporting mechanisms could be used for comparisons between regions, such
as the reports and indicators on territorial cohesion in the EPSON database.
In addition, the European Commission, in particular ESPON, Eurostat and
DG REGIO, should be involved in regularly reporting on this monitoring
process through publications, country factsheets and an online database.
 Key proposal – Focus on incentives and recognition of good performance:
“Soft” mechanisms which could incentivize regions to participate in the
Europe 2020 framework include the provision of awards, certificates and
distinctions. Administrative incentives could also be put in place, for example
accelerating and simplifying the procedure for granting funds, relaxing
administrative requirements and giving greater flexibility with the use of
structural funds for well-performing regions.
 The advantages of the Europe 2020 goals for regional development need to be
better communicated to LRAs (especially to those which have not been involved
in Europe 2020 or involved only to a limited extent), possibly through the
development and dissemination of a guideline book for LRAs and through
presentations of regions, which have adopted the Europe 2020 framework, at
meetings of local and regional associations.
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Monitoring progress towards regional targets
 Key proposal – Utilising existing databases: Monitoring systems and territorial
indicators have already been put in place in certain areas and could be further utilised
in the development and monitoring of territorial strategies. Existing databases include
the JRC’s regional competitiveness index, the regional innovation scoreboard from
DG Enterprise, and the ESPON databases and tools (such as the ESPON atlas, the
ET2050 forecast models or the SIESTA indicators). Databases need to be utilised not
only with regards to the current Europe 2020 headline indicators but also in other
areas which could be given priority in regional strategies, such as quality of life
(see the recent efforts undertaken by Eurostat, the OECD or the Eurofound), land use
(see Eurostat’s LUCAS database), or demographic data and forecasts (see Eurostat’s
EUROPOP population projections), etc.
 Knowledge sharing and innovative sources of data: Unconventional and/or nonofficial sources of data could compensate for the lack of official statistics regarding
issues addressed in Europe 2020. The European Commission and Member States
should provide incentives to accelerate the process of using decentralized, ad-hoc and
informal sources of data, for example by easing restrictions and developing
frameworks for cooperation with private providers (e.g. using available data from
information systems, online platforms and websites, traffic information, companies’
surveys and databases, etc.).
 Improving availability of regional data: European and international institutions,
especially Eurostat, ESPON and the OECD, should initiate measures to improve the
availability of regional data by developing closer collaboration with national statistical
offices. Priority needs to be placed on improving data harmonization and data
collection methods. The European Commission (most notably Eurostat) should
promote the further development of regional progress indicators, assessing the status
and trends of regions.
 The Europe 2020 headline targets need to be complemented with additional indicators,
at regional as well as national level, and qualitative studies and analysis (e.g. case
studies, beneficiaries’ surveys, focus group discussions, multi-criteria analysis) in
order to reveal the driving forces behind the (non-) progress towards the targets and
the impacts that can be expected from reaching them. For instance, analysing the past
and future progress towards the Europe 2020 employment target would need to look at
employment trends disaggregated by gender, age, education level or country of birth,
at aspects related with job creation, at demographic changes (population ageing), at
expected future skills needs and how these match with current education systems, at
entrepreneurial skills, etc. Such additional data would be needed in order to take more
evidence-based political decisions, also at the regional level.
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3 Funding
3.1 The impact of the crises and fiscal consolidation
The economic crisis and the following recession have resulted in severe public
expenditure cuts and considerable reduction in business investments at the local
and regional level, thus significantly constraining LRA’s capacity for undertaking
any actions with relation to the Europe 2020 objectives. As reported by the OECD,
since 2009 direct investment in subnational public sector in the EU27 has fallen by
21%, with the hardest hit regions being those in Portugal, Italy, Greece and Spain
(Srebotnjak, et. al., 2014a). It is not surprising that in this challenging budgetary
climate, the Europe 2020’s objectives are perceived by some LRAs as too
ambitious and remote from the local reality. The volume of public-private
partnerships (PPPs) has also declined over the past few years, not only due to the
lack of capacities at the local and regional level, but also because banks have
reduced lending to the economy.
The crisis has revealed the clear need of stronger budget discipline, but formal
responsibilities of regional and local authorities for maintaining the fiscal rules
are still not clearly defined. Numerical fiscal obligations imposed by the EU apply
to the central government and not to regional governments, even if EMU
documents refer to the general government fiscal perspectives. This “creates a
situation where the central government may be responsible for not complying with
European legislation, while responsibility rests in fact with regional governments”
(EPC, 2012c). Indeed, the crisis has reinforced the move towards a more
centralised control over national budgets, with “the introduction of budgetary
discipline within different MS (emerging) alongside, and occasionally, following
the input of European policies” (Ibid). The new fiscal measures adopted at EU level
have had direct and indirect effect on regional fiscal governance. Following the
introduction of multi-annual budgetary and financial planning for the general
government based on the Council’s directive on ‘requirement for budgetary
frameworks of the Member States’34, some countries had already put in place
multiannual budgeting, while others would still have to modify their national
practices. In this context, it is important to have more clarity as to what
responsibilities local and regional authorities in each Member State have to deliver
in terms of budget discipline. This could be achieved either directly through the
introduction of multi-annual planning at sub-national level and the set-up of
34

Council Directive 2011/85/EU.
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reinforced internal pacts, or more indirectly – through the introduction of strong
coordination among government tiers.
Although the EU budget can play an important role in maintaining stability in
public investment and ensuring funding for long-term priorities, its size remains
very limited against the necessary expenditure requirements at national level: the
2007-2013 EU budgetary commitments represented only 1.12% of the EU’s Gross
National Income, whereas national public spending varied from 35% to 57% of
Member States’ GDP in 2011 (Ibid). A partial and approximate estimation of the
funding needs for achieving the objectives of Europe 2020, which appears in
several key documents related to the MFF 2014-2020 points to around €1.8 trillion
(€ 1,800 billion)35. This figure covers the fields of energy, resource efficiency, the
digital agenda and the digital networks, the TEN-T network and the main
bottlenecks in the transport core network. The estimation illustrates the magnitude
of the required funds, which goes much beyond the EU budget. Furthermore,
cohesion funds remain such a small fraction of the EU budget that they can hardly
compensate for the reduced public budgets for regional development. At the same
time, the Sixth Cohesion report has pointed to the increased reliance to Cohesion
policy to finance growth-enhancing investment as a result of the cut-backs in
national expenditure (European Commission, 2014f). To illustrate the importance
of Cohesion Funds: “In 2010–2012, Cohesion Policy funding was equivalent to
21% of public investment in the EU as a whole, to 57% in the Cohesion countries
taken together and to over 75% in Slovakia, Hungary, Bulgaria and Lithuania.
Without this funding, public investment in the less developed Member States
would have declined even further” (Ibid). In this context, additional EU funding
would be needed for Cohesion policy if the large regional disparities, which have
become even more pronounced during the economic crises, are to be reduced.
According to one of the interviewed partners there has been one more missing
element regarding the European institution’s response to the crises and this is a
thorough analysis of what the impacts of the crises have been and what LRAs could
do to find the necessary funding for social investment. The Commission could
address this issue by preparing a publication in the form of a green paper, guide for
LRAs or other.

35

Details of this estimate can be found in: The Institute for European Environmental Policy (IEEP) & Centre for
European Policy Studies (CEPS), Financing Europe 2020: a consolidated view, Report for the Committee of the
Regions, January 2014.
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3.2 The need for a long-term investment focus
The crises have had another undesirable impact – it has led to shifting the policy
focus from long-term to short-term priorities. This tendency has also been reflected
in the European semester - fiscal stability and long-term fiscal sustainability has
dominated over all other issued in the country specific recommendations (CSRs).
Non-labour related issues such as those addressing the Europe 2020 targets in the
areas of climate change or poverty have become more rare or almost non-existent.
This hides the risk of structural policy, particularly Europe 2020’s long-term
economic, social and environmental objectives, being side-tracked by the need to
respond to the crises. More priority is also likely to be given to stability
considerations over long-term goals, especially in countries with low capabilities,
since macro-economic imbalances are subject to financial sanctions and early
warnings in contrast to the non-binding Europe 2020 related objectives, which
follow the Open Method of Coordination. In this context, the CoR notes that:
“Europe 2020 is not resilient to cyclical economic downturns and political
oscillations following political change in individual Member States”. (CoR, 2014)
However, while some claim that Europe 2020 has “fallen off the radar” due to
financial constraints, and that the consolidation of national budgets and Europe
2020 are contradicting each other or only go together with difficulties, others argue
that it is actually the European semester, which supports the integration of growth
and fiscal objective (Srebotnjak, et. al., 2014a).
The CoR welcomes the introduction of the new MFF 2014-2020, which is expected
to provide a perspective for long-term and growth-conducive investment by
aligning European Structural and Investment Funds with the Europe 2020 goals.
Nevertheless, it urgently calls for better integration of Europe 2020’s long-term
perspective in the annual routine of the European Semester (CoR, 2014). In the
Athens declaration the CoR further insists that fiscal consolidation should not affect
those sectors that are crucial to the long-term Europe 2020 goals, such as education
and training, R&D, innovation and infrastructures, and Member States under severe
budgetary constraints should not be left behind.
In this severe economic climate LRAs have little say in pursuing the Europe 2020’s
objectives – not only are they working with reduced funds, but they are also subject
to strict budget controls and constraints and have little or no opportunity for
borrowing from financially distressed banks.
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One suggestion for overcoming this situation has been to distinguish between
different forms of debt, i.e. to disconnect investment from the calculation of
national debt. This will give LRAs more financial autonomy for making the longterm investments, necessary for achieving the Europe 2020’s objective (Srebotnjak,
et. al., 2014a).

3.3 More efficient public investment
For overcoming the large budgetary gaps at subnational level LRAs need to
increase their capabilities in spending more efficiently. The crisis has already
promoted this approach. Reducing excess administrative burden, especially in the
EU ESIF regulations, also has the potential of relieving some of the budgetary
pressure. In other words, the tighter the constraints on the amount of public
financial resources available to pursue long-term Europe 2020 goals, the greater the
need of using them in the best possible way (‘doing more with less’).
A recent study developed by the Territorial Development Committee (TDPC) of
the OECD proposes the adoption of some key principals to strengthen the
effectiveness of public investment across all levels of governments (OECD,
2013). The recommendations, which can be applied to all tiers of government, are
particularly relevant in the context of multi-level governance of public investment.
The Principals in the recommendation are developed around three main pillarsbetter coordination, strengthened capacities and proper framework conditions.
Under the first pillar – coordinating public investment across levels of government
and policies- the recommendation puts forwards: (1) Invest using an integrated
strategy tailored to different places; (2) Adopt effective instruments for coordinating across national and sub-national levels of government; (3) Co-ordinate
horizontally among sub-national governments to invest at the relevant scale. The
second pillar - strengthening capacities for public investment and promoting policy
learning at all levels of government – outlines the following measures: (1) Assess
upfront the long-term impacts and risks of public investment; (2) Engage with
stakeholders throughout the investment cycle; (3) Mobilise private actors and
financing institutions to diversify sources of funding and strengthen capacities;
(4) Reinforce the expertise of public officials and institutions involved in public
investment and (5) Focus on results and promoting learning from experience. The
last pillar is concerned with ensuring proper framework conditions for public
investment at all levels of government and it includes the following
recommendations: (1) Develop a fiscal framework adapted to the investment
objectives pursued; (2) Require sound and transparent financial management at all
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levels of government; (3) Promote transparency and strategic use of public
procurement at all levels of government; (4) Strive for quality and consistency in
regulatory systems across levels of government.
The OECD is currently developing an online toolkit with resources on successfully
tested practices for enhancing effective public investment in OECD and non-OECD
countries36. The objective of the toolkit is to facilitate the implementation of the
Principles on Effective Public Investment, with indicators and good practices from
countries, regions, and municipalities. The toolkit also includes country fact sheets
and a list of self-assessment questions to help governments assess the strengths and
weaknesses of their public investment capacity and set priorities for improvement.
The 12 Principles in the toolkit are organised into 3 areas: Co-ordination, capacities
and frameworks. The OECD should be encouraged to further develop the
implementation toolkit for national, local and regional governments and further
expand it to include all EU-28 Member States.

3.4 Horizontal and vertical budget coordination
The policy agendas and priorities pursued by local and regional governments may
often be distinct, which can lead to conflicting issues (although not necessary
contradictory). Policy coordination and budget synchronization would also be
essential for creating a shared commitment for the implementation of the Strategy
and thus ensuring that the Europe 2020 objectives are realistic. The need of
horizontal and vertical coordination of the public budgets is even more pronounced
at the background of severe budgetary cuts and fiscal consolidation efforts, which
are pushing for re-centralisation of public budgets. Synchronization of EU, national
and regional budgets requires a balanced multi-fold approach: On the one hand, the
EU has to improve the consistency between its strategic, budgetary and economic
frameworks. On the other hand, multi-level governance has to be strengthened.
Multi-level governance is one of the most logical approaches for ensuring
horizontal and vertical coordination of the public budget. If different levels of
government work together and share the same agenda, this will also lead to
investments being channelled in the same direction and thus enable the
concentration of means for the achievement of tangible impact. Development of
better monitoring tools, simplification of rules, enhanced country-specific guidance
and clear identification of the roles of different levels of government will also
36

For more information see: http://www.oecd.org/effective-public-investment-toolkit/.
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facilitate the process of achieving better policy and budget coordination
(CoR, 2014).
To this end, the use of Structural and Cohesion Funds are the main methods of
achieving budget alignments between EU, national and regional level. The
alignment of policy priorities and budget in the context of Cohesion Policy has
been centred around three aspects: (1) a coordination mechanism allowed by three
key strategic instruments (the Strategic Guidelines, defining the principles and
priorities of Cohesion Policy for the 2007-2013 period, the National Strategic
Reference Frameworks (NSRF), where national authorities present their national
strategic priorities, developed on the basis of the Strategic Guidelines and the series
of Operational Programmes (OPs), contained in the NSRF); (2) financial
earmarking and (3) co-financing requirements (European Policy Centre, 2012). In
the new programming period, the National Reform Programmes and Partnership
Agreements will be the reference documents for the definition of OPs and the
Strategic Guidelines will be replaced by the Common Strategic Framework (CSF)
(European Policy Centre, 2012). Apart from Cohesion Policy, the EU has also
adopted other more implicit and indirect mechanisms for aligning regional
priorities with European objectives. For instance, EU regulations and directives
have to some extent played a budget coordinating role by encouraging MSs to
pursue objectives decided at EU level with the use of their own financial resources.
Another example of such ‘soft’ mechanisms for policy coordination is the Open
Method of Coordination, which ‘aims to promote good practice in effective social
and economic policies, and to stimulate convergence among the policies of the
Member States37’ (European Policy Centre, 2012). However, studies have
emphasised the limited scope of such implicit coordination instruments, which are
non-binding and largely dependent on the willingness of LRAs and Member States
to engage, as compared to EU transfers, where dispose of EU funds is subject to
some conditions.
The new features of Cohesion Policy in the 2014-2020 programming period –
namely, (1) the increased concentration on the priorities of the Europe 2020
strategy, (2) the greater focus on results and (3) the strengthened application of
conditionality – together with the increased attention devoted to LRAs in the new
European economic governance and the ‘harder’ mechanisms introduced in terms
of fiscal discipline are likely to reinforce alignment and linkages between EU and
subnational levels (European Policy Centre, 2012).
37

See: Creating greater synergy between European and national budgets, Directorate- General for Internal
Policies, Policy Department Budgetary Affairs, p. 88.
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The Partnership Agreements included in the new Common Strategic Framework
are an important step towards ensuring synchronization of the public budgets. For
this approach to be effective, however, stakeholders’ participation in all stages of
the drafting and implementation of the Partnership Agreements needs to
guaranteed, by means of continuous and close monitoring, for example. The
recently introduced European Code of Conduct on Partnership (ECCP) is a positive
step towards strengthening the involvement of LRAs in the preparation and
monitoring of the Partnership Agreements. A survey conducted by the CoR for the
5th CoR Monitoring Report on Europe 2020 (Committee of the Regions, 2014)
revealed that on the whole local and regional authorities were successfully involved
in the preparation of PAs in a large majority of Member States. Most LRAs that
took part in the survey reported that they had received sufficient information in the
process and were able to contribute to the discussion. For a final analysis of the
situation, all Partnership Agreements would need to be examined once they have
been published. Nevertheless, what can already be concluded from the preliminary
analysis in the 5th CoR Monitoring Report is that involvement of LRAs was not
taking place in all cases (e.g. respondents from Croatia, Cyprus, Poland and
Portugal reported that they were not sufficiently involved in the preparation of the
PAs of their respective countries). The CoR acknowledges the need for
improvement in that respect. The introduction of stronger mechanism could be
considered in order to guarantee the involvement of LRAs in the process of drafting
and monitoring Partnership Agreements.

3.4.1 Vertical coordination
Vertical co-ordination of the public budget is a pre-requisite for identifying
investment opportunities and bottlenecks, ensuring adequate level of resources and
capacity for undertaking the investment, managing joint competences and creating
trust among actors at different government level. A recent OECD (2013) study on
effective public investment, drawing from interviews with national and subnational governments, points to the pervasive information gaps among tiers of
government as a main obstacle towards budget synchronization. A survey used in
the study shows that both central and sub-national governments are poorly
informed about each other’s needs and objectives (Ibid). In this context, providing
LRAs with more incentives to engage in policy processes has the potential of
achieving some degree of alignment between central and regional priorities, such as
making regional funding dependent on the fulfilment of certain conditionalties.
One should be aware, however, that this approach hides the risk that regions’
development priorities are subdued in pursuing central government’s own interests
regardless of their relevance in the regional context (i. e going against the
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“place based approach” to policy making). Another risk is the possibility of central
governments focusing their interest only on those sub-national authorities, which
are more responsive to their political agendas.
The OECD (2012) refers to the following examples as possible tools for
streamlining the co-ordination of investment across different levels of government:
“co-financing arrangements, contracts between levels of government, formal
consultation processes, national agencies or representatives working with subnational areas, or other forms of regular inter-governmental dialogue”.
Co-financing arrangements between central and sub-national governments are an
important and well established tool for vertical budget coordination. The leveraging
effect of EU co-financing – referring to the capacity of EU funds to pool public
(national, regional or local) funds and private resources for investment in EU
objectives – is seen as one of the main contributions of Cohesion Policy (EPS,
2012). These mechanisms have the advantages of securing commitment of the
different actors to the success of the project, encouraging LRAs to engage in
projects with positive spill-over effects and ensuring that spending priorities at
regional level are aligned with national projects. Co-financing arrangements are
also believed to generate better results by drawing from additional national
resources. They are also an important mechanism for risk-sharing, which should, at
least in principle, provide a greater scope for experimentation. However,
experimentation and risk-taking are less likely with more risk-averse
representatives of government. Tight budgets and austerity measures, especially in
the regions hardest hit by the crises, have been a main challenge for the largest
uptake of co-financing arrangements.
The use of conditionalities is another well-established policy mechanism for
achieving vertical co-ordination of public budgets. Different types of
conditionalities can be distinguished depending on their timing (ex ante and
ex post), explicitness (ranging from informal to binding ones), coverage (covering
certain geographical area or sub-set of objectives), frequency (on-off requirement
or a regular-basis one), and expected performance and method of enforcement
(‘hard’, involving sanction for non-compliance or ‘soft’ with conditions being the
responsibility of recipients) (OECD, 2013). The OECD study argues that in order
to be effective and create stronger incentives for compliance, conditionalities
should be not come as “outside impositions”, but rather complement local
development efforts and be in consent with regional plans and objectives (Ibid).
Furthermore, setting-up of coniditionalities requires leaving a certain room for
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experimentation and trial and error since often there is no scientific evidence or
direct relationship between the policy setting and the desired outcome.
Conditionalities in the form of performance monitoring have been employed in
some countries. For instance, in Italy positive enforcement has been introduced
through a performance reserve, awarding well-performing regions with additional
grants on the basis of pre-selected indicators and targets (See Box 2.5 on page 65).
In general, the OECD experience suggests that performance indicators can provide
positive incentives even without rewards or sanctions due to peer pressure and
reputational effects. Performance conditionalities are also applied as a method of
ensuring accountability on the side of subnational governments. However, the
added-value of these requirements is considerably reduced if these are viewed just
as an additional administrative burden for LRAs.
Setting up national bodies working with subnational areas or units for
coordination of national and sub-national budgets is another possibility for
improving the communication efforts of the central government in each regions and
enhancing coordination between national and sub-national policies and budgets.
In the US, for instance, several bodies for sub-national co-ordinations exist such as
the White House Rural Council and regional commissions. One of the core
functions of the Council is to streamline and improve the effectiveness of federal
programs serving rural America, involve stakeholders, including farmers, ranchers,
and local citizens, on issues in rural communities and promote and coordinate
private- sector partnerships. In Canada, the federal government is represented in the
provinces by different structures such as the regional federal councils or the
regional development agencies (OECD, 2013). They serve the role of not only
representing the Central government’s needs and priorities at the local level, but
also transferring information on the preferences and needs of the provinces to the
federal government. A few points have been raised by the interview partners
regarding the set-up of sub-national coordination units. Firstly, while this approach
might be feasible for some more centralized Member States, it might be harder to
implement in federal (AT, BE, DE) and quasi-federal states (ES) as well as
Member States (MSs), which have devolved legislative power to all or part of their
regions (AT, BE, IT, ES, FI, PT, UK). The reason is that in federal and quasifederal states management of regional budgets is exclusively a local and regional
competence. One should also bear in mind that different mechanisms for
coordinating public budgets already exist in many Member States. Secondly,
without clear responsibilities and mechanisms for enforcement there is the risk that
these units “could easily become just a ‘talking job’” (interview response).
Therefore, it is important for sub-national coordination units to be empowered with
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real responsibilities such as surveillance and reporting to the government and LRAs
of national and regional policy plans and their implications, providing advice to the
government on issues related to budget coordination, establishing forums and
platforms for dialogue on budget coordination.
Another mechanism for strengthening sub-national coordination is the creation
dedicated platforms (e.g., conferences, dialogues) on specific themes
(for example, R&D, healthcare, regional development etc.), where central and subnational governments can regularly gather and exchange information on their
policy objectives and determine policy priorities in partnership. These will be more
relevant and feasible to implement in federal (AT, BE, DE) and quasi-federal states
(ES) as well as Member States (MSs), which have devolved legislative power to all
or part of their regions (AT, BE, IT, ES, FI, PT, UK). An example of an existing
platform tasked with ensuring political dialogue between different levels of
government, is the State-Regions Conference in Italy, which serves as a permanent
negotiating arena. Another example is Germany; where the so-called “conferences”
in specific sectors (for instance, science or regional development) have been set up
to enable different levels of government to regularly gather and determine policy
priorities. Outside Europe, the Council of Australian Governments (COAG) is
known as an effective forum for such federal state policy dialogue.
Intergovernmental contracts are a cross-cutting policy instrument, which can be
used both for horizontal and vertical coordination and which combine elements of
co-financing and conditionality. Contracts can be either ‘transactional’- involving
ex ante binding and enforceable commitments of all parties-or ‘relational’– which
is based on parties’ commitment to ex-post cooperation, mutual trust, information
sharing and capacity building. When mutually designed and agreed upon, contracts
between different tiers of government can overcome the information gaps on
common policy priorities, they can increase transparency and commitment to the
policy objective on the side of both parties. Contracts can be complimented by
other mechanisms, such as conditionalities. Compared to other forms of
cooperation, contracts are a formal tool, enabling governments to plan joint actions.
They often include a provision for implementation budget and an arbitration
mechanism for resolving possible conflicts. Experience has shown that contracts
can be an effective instrument for increasing horizontal coordination of regional
development policies by bringing actors together and facilitating policy dialogue.
Nevertheless, to be successful such contractual arrangements need to take into
consideration the existing distribution of competences at sub-national level.
Furthermore, to ensure sufficient financing for their implementation, contracts
should integrate budgetary plans. In order to avoid increase in administrative
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burden and higher capacity requirements, it is important to ensure that these
arrangements follow the existing ‘ways of doing business’ as far as possible and are
accompanied by administrative training. The Partnership Agreements included in
the new multi-annual financial framework of Cohesion Policy 2014-2020 to a large
extent address these lessons learned.
With view of increasing policy and budget coordination between different tiers of
government the Committee of the Regions has proposed the adoption of
Territorial Pacts on Europe 2020 in all Member States. The Territorial Pact is
defined as an agreement between a country’s different tiers of government (local,
regional, national), which commits them to undertake a joint action and
synchronise their policy agendas in order to focus their efforts and financial
resources on a shared purpose, i.e. the Europe 2020 Strategy goals and targets
(CoR, 2012).

3.4.2 Horizontal coordination
Strong horizontal coordination provides important benefits in terms of investment
in areas of positive spill overs, increased efficiency through economies of scale and
enhanced policy synergies between neighbouring sub-national governments.
A number of regions have adopted initiatives for increasing horizontal coordination
– such as the multi-annual strategic plan developed in Galicia with the aim of
integrating policies across different sectors or the bundling of different sources of
funding in Brandenburg in order to ensure optimal coherence between policies.
Based on these and other examples the OECD argues that cross-sectorial
coordination needs to be based on a ‘placed-based-approach’ and managed at
regional level (OECD, 2013). However, there are a number of challenges, which
impede horizontal cooperation such as the different degree of autonomy and
capacities at sub-national level. Differences in the size, wealth and priorities of
neighbouring municipalities, regional competition for national funding and
regulatory barriers are also pointed as additional challenges for reaching mutual
agreement on investment decisions, particular when these involve large
agglomerations and small municipalities (Ibid, 2013). Practical methods for
achieving horizontal coordination, proposed in the OECD “Principles of Effective
Public Investment across Levels of Government” include “contracts, platforms
for dialogue and cooperation, specific public investment partnerships, joint
authorities, or regional or municipal mergers”. A number of mechanisms exist
in different countries in order to promote horizontal coordination, these include
‘hard’ mechanisms such as legal requirements to cooperate across sub-national
level, provision of financial preferences at the national level for joint sub-national
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public investment proposals (practiced in Estonia, Norway and Spain), partial
reimbursement of staff costs by the central government for joint municipal
management bodies (initiated in Slovenia), ear-marking of sub-national funding
from the central government for cross-regional investment projects ( applied in the
cantons in Switzerland). Softer measures, on the other hand, refer to policies
facilitating exchange and dialogue among municipalities in relation to their
investment policies. In Brandenburg (Germany), for instance, in a combination of
top-down and bottom-up manner,” the Land government has identified 16 ‘growth
cores’ around Brandenburg, chiefly the leading municipalities in various parts of
the territory, around which the other municipalities can organise. To tap the
resources available to support projects in these growth cores, municipalities must
affiliate to one of them and must also be ready to participate in the financing. The
Land gives priority to projects that are expected to generate positive spill-overs
across municipal boundaries” (OECD, 2013). Although the majority of interview
partners agreed on these measures as being reasonable, some pointed to the
possible bureaucratic burden, which would be created around some of these
mechanisms, in particular the ‘hard’ mechanisms for sub-national coordination.
As an additional aspect for increasing horizontal and vertical coordination of public
budgets the, OECD (2013) highlights the need for building capacities at subnational level to engage with other actors and create a collaborative culture.

3.5 The role of the ESIF 2014–2020
The new ESIF 2014–2020 is seen as an important step in ensuring political
commitment and focus on Europe 2020’s long-term investment. The Multi-annual
Financial Framework (MFF) provides the basis for the multiannual spending
programmes in respect to funds from the EU budget. The new architecture of the
MFF 2014–2020 aims at streamlining implementation of the Europe 2020 targets
by closely aligning the strategy’s priorities with allocation of funding for Cohesion
Policy. At the core of this approach are three main novelties: thematic
concentration, focus on results and incentives and conditionalities.
The allocation of funding programmes under the new MFF, coordinated by the
Common Strategic Framework (CSF), is based on eleven policy objectives closely
linked to the Europe 2020 agenda38. The aim of ex-ante conditionality is to secure a
38

The eleven thematic objectives specified in the draft CSF regulation are: (1) Strengthening research, technological
development and innovation; (2) Enhancing access to, and use and quality of, information and communication
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more targeted use of EU structural funds and improve coordination by
concentrating national and regional authorities’ activities on a limited number of
common strategic objectives. It has been recognized that ex-ante conditionality can
contribute to political projects being pursued with more persistence and
commitment from politicians, regardless of electorate cycles (Heinen, 2013).
Although the merits of the principle of “concentration of means” for generating
critical mass and tangible impact have been acknowledged, the highly thematic
approach adopted by the EU Commission has raised other concerns. According to
Böhme et. al. (2011) concentration on a single thematic priority does not ensure
concentration of resources, but could, on the contrary, lead to dispersion of means.
This is particularly the case when themes are defined broadly. It is argued that
‘issue-based’ concentration, one in which priorities are focused on a small number
of carefully selected issues, could be much more efficient than thematic
concentration by mobilizing a significant number of relevant field actors and
sectoral policies. Essential for the successful implementation of such an ‘issuebased’ approach is the avoidance of uniform prescription of solutions and the
development of strategies tailored to the specific profile of territories. Boehme’s
report puts forward some methodological recommendations of how the objectives
of TA 2020 and Europe 2020 can best be aligned in order for them to reinforce
each other and utilize synergies.
Some have also argued that the conditionalities in the allocation of funding are in
conflict with the subsidiary principle by taking some of Member State’s flexibility
in the setting of targets (Heinen, 2013). It has also been argued that that the
thematic concentration will affect LRAs’ ability of exercising their budgetary
powers since they will be obliged to devote EU funds to a restricted number of
thematic priorities (European Policy Centre, 2012). For instance, less developed
regions39 will have to use at least 50% of resources from the ERDF on energy
efficiency and renewable (at least 6% of total), research and innovation and SME
support. These regions will also have to dedicate at least 25% of Structural Funds
to finance the European Social Fund (ESF) projects. On the other hand, more
developed and transition regions will be required to dedicate 80% of the ERDF
technologies; (3) Enhancing the competitiveness of SMEs, the agricultural sector (for the EAFRD) and the fisheries
and aquaculture sector (for the EMFF); (4) Supporting the shift towards a low carbon economy in all sectors;
(5) Promoting climate change adaptation and risk prevention and management; (6) Protecting the environment and
promoting resource efficiency; (7) Promoting sustainable transport and removing bottlenecks in key network
infrastructures; (8) Promoting employment and supporting labour mobility; (9) Promoting social inclusion and
combating poverty; (10) Investing in education, skills and lifelong learning; (11) Enhancing institutional capacity
and ensuring an efficient public administration.
39
These are regions whose GDP per capita is less than 75% of the average GDP of the EU-27.
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financing to energy efficiency and renewable (at least 20% of total), research and
innovation and SME support; the minimum ESF shares are 40% for transition
regions and 52% for developed regions. Despite the customization of the
concentration requirements for each category of region, they still might be
discrepancies between the selected concentration themes and the investment
priorities identified at local and regional level. Thus, this thematic concentration
can pressure LRAs to allocate financing to projects, which are not in line with
regional and local specific needs (Ibid).
Another main criticism of the new EU multiannual budget is related to the issue of
macroeconomic conditionality. This relates to the dependence of fund allocation
for European Cohesion Policy on national compliance with the new economic
governance procedures. In effect, this means that in case national governments fail
to comply with recommended measures under the instruments of macroeconomic
coordination, their regional EU funds could be suspended. This could therefore lead
to sanctioning LRAs at the expense of central governments (EPC, 2012). Although
the imposition of macroeconomic conditionality is based on the argument that
economic cohesion is an indispensable part of macroeconomic policy, it is clear
that this mechanism will have the intended effect of further strengthening
macroeconomic governance across the EU. The European Parliament has pointed
to two main negative consequences of macroeconomic conditionality on Cohesion
Policy, these include (European Parliament, 2012):
(1) “Cohesion policy becoming less fair: Regions would be hit by macroeconomic conditionality sanctions, even though they are for the most part
not responsible for upholding the economic governance rules. Furthermore,
the suspension of cohesion policy funding could have a disproportionally
negative consequence for the poorer regions and Member States, as they are
more dependent on such funding. “
(2) “Cohesion policy funding becoming less reliable: Even if sanctions were
never applied, macro-economic conditionality would result in uncertainty
with regard to the funding available for future projects. The application of
macro-economic conditionality sanctions could furthermore result in the
non-execution of ongoing projects.”
Based on this arguments the European Parliament holds the position that imposing
“sanctions could be even more detrimental to economic growth and convergence
than not applying sanctions at all” (Ibid). As a compromise two elements were
included in the macroeconomic conditionality –the involvement of the European
Parliament in the decision of suspension and the inclusion of mitigating factors,
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caps on suspensions and the possibility of postponement under certain
circumstances.
Although the crises has shown that there is clearly a need of macro-economic
restrictions to prevent the mismanagement of funds, macro-economic
conditionalities could be applied using a mechanism for adapting or reorganizing
the funding over time in order not to affect long-term negative consequences for
poorer regions and Member States. As pointed out by one of the interview partners
increasing public investment in infrastructure has a more positive impact in a
situation of crisis than in a context of fast economic growing. For instance, the
addition of EU funding during the investment boom in property in Spain has turned
out undesirable, whereas Poland has been able to make use of EU funding quite
effectively during the economic downturn. One possibility to achieve flexible
allocation of funds overtime while applying macro-economic conditionalities
would be to allow regions with suspended funding for Cohesion Policy to retroact
claims for a portion or the full amount of the suspended funds in the next years,
after having fulfilled the macro-economic conditions. For instance, a region, which
was refused funding for a certain year will be given the possibility to receive
double the funding in the next year if the macro-economic conditionalities are met.
Apart from improving fairness, this mechanism would also improve reliability of
funding.
The use of financial ex ante conditionalities and incentives in the allocation of
funds in an effort to make policy more performance oriented has also been viewed
with criticism. In particular, several possible difficulties in this approach have been
identified: (i) methodological challenges both in terms of measuring causation and
designing appropriate indicators and targets; (ii) additional administrative burden,
especially in countries with low funding; (iii) more conservative and risk-averse
programme management and project selection; (iv) increased politicisation due to
potential for losing money; (iv) unfair penalization of lagging regions, which tend
to have weaker institutional capacity and more challenging and complex
programmes to administer; (v) difficulties in the practical implementation given the
preparatory work needed to design and negotiate indicators and targets; vi) reduced
effectiveness due to the little potential for sanctions; and (vii) vaguely wording of
‘conditionality’ leading to Member States implementing measures in isolation,
without integrating them into a national growth agenda, just in order to meet the
relevant criteria (Heinen, 2013; Mendez et. al. 2011).

93

3.6 The use of new financing instruments and private
financial sources
As public money will not be sufficient to support Europe 2020’s long-term
priorities, other innovative solutions for financing will need to be found. As noted
by the CoR “despite its relatively small scale, the EU budget ... can play a key
leverage role in stimulating investment across the EU territory”40. Financial
instruments (FI) are an alternative way of generating public sector resources for the
delivery of policy objectives by drawing upon commercial practices and actors and
stimulating the participation of private sector capital (European Commission,
2012b). The forms of FI can range from loans, loan guarantees, equity, venture
capital, micro-finance and etc.
Article 2 of Regulation on the financial rules applicable to the general budget of the
Union defines FIs as “… Union measures of financial support provided on a
complementary basis from the budget in order to address one or more specific
policy objectives of the Union. Such instruments may take the form of equity or
quasi-equity investments, loans, guarantees or other risk-sharing instruments, and
may, where appropriate, be combined with grants.”

3.6.1 Advantages of using financial instruments
Financial instruments can help increase resources for investment, especially in
times of fiscal consolidation and strict budget constraints. When used under the
right circumstances and in the right way financial instruments have considerable
advantages compared to other forms of funding. As opposed to grants and
subsidies, which cover expenses as ex-post reimbursements, FIs provide additional
financing before the investment takes place (ex-ante financing). This is highly
relevant in the current economic downturn, with firms struggling to ensure prefinancing of investments. By creating revolving forms of finance, i.e. the initial
funds can be used several times through various revolving cycles; financial
instruments make investment of public funds more sustainable and efficient over
the long-term and increase the capital available for policy objectives. For instance,
an impact evaluation of ERDF- funded soft loans in Northern Italy has shown that
that EUR 1 of a small soft loan leveraged EUR 4.5 of private investment, compared
to capital grants to similar enterprises which no considerable leverage generated.
Furthermore, the cost per job was two times lower for soft loans as opposed to
CoR Opinion on “Synergies between private investment and public funding at local and regional levels”
(CDR 272/2013).
40
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grants (EUR 30 000 for soft loans and EUR 64 000 for grants) (European
Commission, 2012b).FIs also have a wider range of eligible investments they can
finance as compared to grants. Grants can only cover hard costs (e.g. machines),
whereas FIs can also provide funding for labour costs. This is very relevant for ICT
and high tech firms, which mostly rely on human resources rather than machinery
(European Parliament, 2013). Another advantage of FIs over grants is that they do
not distort competition on the market – they are offered in a competitive and
transparent way based on commercial conditions rather than institutional
assessments (Ibid).
The use of publicly-funded financial instruments can also contribute to the
development of financial markets by increasing the pool of finance available to
expanding firms. This has the potential of unlocking new sources of finance.
As FI require investments to be repaid, they can also encourage better project
quality and financial discipline on the part of the beneficiary compared to grants.
The more wide-spread use of FI as alternatives to grants is also an important step
towards moving away from the “grant dependency” culture. These supportmechanisms have the additional value-added of bringing on board further expertise
and know-how of different partners such as the European Investment Bank Group,
other international financial institutions and the private sector (Ibid). In the case of
venture capital, bringing the expertise of private investors can contribute to SMEs
by providing them with advice, technical support and practical experience
(European Parliament, 2013). FIs can also encourage private financial institutions
to invest in projects, which are otherwise perceived as too risky without public
intervention (Ibid). This could be of particular importance for small start-ups in
high risk sectors such as high tech and ICT with low disposable collateralisation.
Stakeholder interviews have confirmed the value-added of innovative financing
tools. In particular, it was pointed out that they would help to re-think the role of
finance, moving away from a “grant mentality” (many regions are still caught in
the traditional ways of grants and public procurement) towards more market based
instruments. LRAs will have an incentive to give much more consideration to the
impacts of the different investment choices, which will consequently lead to better
analysis of the sustainability of the business model and the life-cycle costs as well
as to a stronger guarantee of delivery of the results (Srebotnjak, et. al., 2014a).
Despite of the clear advantages of tapping into these innovative financial
mechanisms, the large survey consultation of LRAs in the external mid-term
review report revealed the limited role Europe 2020 has played in encouraging their
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uptake. Half of the respondents expressed limited or no agreement with the
statement that “The Europe 2020 strategy has prompted local and regional
authorities to make more use of innovative financing tools”. This does not preclude
the possibility that LRAs are using such tools, only that the Europe 2020 strategy is
not the driving factor behind it.

3.6.2 Existing arrangements for the use of financial instruments
Financial instrument support for regional policy has already existed since the
programming period 1994-1999, but mainly for small and medium-sized
enterprises (SMEs). In 2007-2013 there has been major expansion of FIs in
number, variety, scope and amounts paid to them. Overall, more than EUR 10
billion of programme funding has been delivered through FIs (5% ERDF) under
more than 170 Operational Programmes in the 2007-2013 programming period41.
Funds have been made available at national as well as regional levels under both
models of implementation - stand-alone or holding funds. The most wide-spread
support-mechanism in terms of number and resources allocated has been loan
funds, followed by equity and guarantee funds. These FIs have had an important
multiplier effect, by pooling additional resources from banks and other investors to
national and regional budgets. Estimates show that each euro of public resources
leveraged between one and two euros in loans, between one and three euros in
equity investments and between one and eight euros in guaranteed loans (European
Commission, 2012b).
Box 3.1 EU Initiatives for the use of financial instruments
In an effort to stimulate the use of financial instruments the Commission developed
three joint initiatives together with the EIB Group for facilitating access of SMEs
and micro-enterprises to finance and investments in sustainable urban development:
JEREMIE for SMEs, JASMINE for micro-finance and, together with the Council
of Europe Development Bank, JESSICA for urban development. These initiatives
provided support to interested managing authorities and resulted in more than
110 evaluation studies and gap analyses (European Commission, 2012a).
Furthermore, the JEREMIE and JESSICA Networking Platforms launched in 2009
have promoted the exchange of know-how and good practice between the
Commission, the managing authorities and other stakeholders.
“Financial Instruments in ETC programmes 2014-2020” - Presentation of António Gonçalves, Financial
instruments and IFI Relations Directorate-General for Regional and Urban Policy at an annual meeting with the
Managing Authorities of the European territorial cooperation programmes Brussels, 22 April 2013.
41
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The adoption of financial instruments for the delivery of regional policy objectives
has not been without challenges in practice. These have been emphasized by those
directly involved in their implementation (the Commission, Member States,
managing authorities, EIB Group) as well as by the European Court of Auditors
and the European Parliament (European Commission, 2012b):
• need for legislative amendments and guidance notes to clarify the scope and
rules for financial instruments as their use in structural funds programmes
became more widespread during 2007- 2013;
• limited practical experience by key stakeholders of financial instruments in
some cases;
• problems in matching supply with demand, which led in some cases to overallocation of finance, delays before finance reached SMEs or ‘parking’ in
funds; and
• challenge of balancing private sector objectives of maximising financial
returns on investment with the regional policy objectives of contributing to
growth and jobs in given Member States and regions.
Building on the past experience with financial instruments in the past policy cycles,
the new multiannual financial framework 2014-2020 encourages the wider uptake
of FIs in the new programming period by providing a more clear and stable
regulatory framework and granting greater flexibility for Member States and
managing authorities when designing programmes, both in terms of selecting
between delivering investments ( grants or financial instruments), and in choosing
the most suitable financial instrument. Some of the major improvements in the new
legal and policy framework include (European Commission, 2014a):
 Greater flexibility for EU Member States and regions in terms of target
sectors and implementation structures. As opposed to the previous
programming period, financial instruments are now not restricted with
respect to the sectors, beneficiaries, types of projects and activities they can
support. Member States and managing authorities are free to use financial
instruments in relation to all thematic objectives covered by Operational
Programmes (OPs), and for all Funds.
 Provides a stable implementation framework founded on a clear and detailed
set of rules, building on existing guidance and experiences on the ground;
 Captures synergies between financial instruments and other forms of
support, such as grants; and
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 Ensures compatibility with financial instruments set up and implemented at
EU level under indirect management rules.
Since the successful design and implementation of financial instruments crucially
depends on the correct assessment of market gaps and needs, a new provision has
been adopted in the context of the OPs, which requires FIs to be designed on the
basis of ex ante assessment, identifying market failures or sub-optimal investment
situations, respective investment needs, possible private sector participation and
resulting added value of the financial instrument in question. This provision also
intends to prevent overlaps and inconsistencies between funding instruments
implemented by different actors at different levels.
Considering the large variations of the operational environment and administrative
capacities and technical expertise across Member States and regions, the new
regulation governing the 2014-2020 financial programme allows for a range of
implementation options for financial instruments. These options for providing ESIF
programme support include namely: (1) Financial instruments set up at EU level
and managed by the Commission; (2) Financial instruments set up at
national/regional, transnational or cross-border level and managed by managing
authority. Managing authorities could choose between already existing or newly
created instruments or standardized instruments (off-the-shelf) with pre-defined
terms and conditions, designed to facilitate roll-out42; and (3) Financial instruments
consisting solely of loans or guarantees, which can be implemented directly by
managing authorities.
The Commission is also launching a dedicated Financial Instruments Advisory
Platform (FI-TAP) in order to support managing authorities with a wide range of
tools (for instance, interpretations, technical knowledge, case studies, training,
communication, etc.) related to FIs in the programming period 2014-2020
(European Commission, 2014d).

3.6.3 Challenges in the use of financial instruments
Nevertheless, insights from stakeholder interviews have raised further points of
concern when it comes to the implementation of innovative financial instruments
42

The off-the-shelf financial instruments to be proposed include the following: (1) A loan fund for SMEs based on a
portfolio risk-sharing loan model (RS Loan); (2) Guarantee fund for SMEs (partial first-loss portfolio) (captured
guarantee); (3) Equity investment fund for SMEs and starter companies based on a co-investment model
(co-investment facility);(4) Loan fund for energy efficiency or renewable energies in the building sector (renovation
loan); (5) Loan fund for sustainable Urban development (UD Fund).
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(Srebotnjak, et. al., 2014a). It is the lack of capacities and expertise at local and
regional level in particular, which is seen as a major obstacle towards a broader
engagement in these support-mechanisms. LRAs would need trained staff members
with the capacity to understand the market and to contract to third parties; as such,
more capacity building through e.g. the European Commission or the European
Investment Bank (EIB) would be needed (the EIB’s PPP expertise centre was
mentioned in this regard), as well as more dissemination activities (e.g., at the EU
Open Days; also the CoR workshop on PPPs was mentioned) to showcase projects
and activities funded through alternative funding streams. Audit work, reports and
opinions of the Commission, the Court of Auditors, studies and observations of the
European Parliament and the institutions involved in the delivery of financial
instruments and others have also pointed to the issue of capacities that need to be
addressed for financial instruments to effectively support cohesion policy. In the
past, capacity deficiencies at Member State level have resulted in “delays in
launching and delivering the finds to final recipients and in finding the most
appropriate set ups and in combining the principles and objectives of cohesion
policy and the market reality” (European Commission, 2012a). In this respect, the
European Commission has underlined that the use of financial instruments in
cohesion policy requires the knowledge of three areas: Structural Funds
Regulations, State aid rules and investment know-how (European Commission,
2012a).
One of the most serious concerns, which the Commission has detected, is the
practice of over allocation of resources for financial instruments, which then
remain in the funds instead of being paid to the final recipients in order to avoid the
automatic de-commitment rule43. Since these practices delay the positive effect of
investment by leaving considerable amount of funding unused, the Commission has
issued opinion and guidance in 2008 and 2011, strongly discouraging them.
Although financial instruments offer marked based-products, which normally have
a sizeable multiplier effect, the scope for this effect in the context of cohesion
policy is likely to be smaller. This is because the implementation of financial
instruments would require reconciling specific regional development objectives
with the expectations of private investors. In this respect, it has been highlighted
that in implementing innovative financial tools it is important to ensure that

‚The auto-decommittment rule‘ (the N+2 rule) means that, if the Programme does not spend the money it receives
each year within two years, it must pay the unspent money back to the European Commission. For example, to avoid
decommitment, i.e losing part of the grant if the spending targets are not met, the Programme needs to spend and
report the amount committed to the Programme in 2007 no later than 2009.
43
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development and social objectives are not overridden in the pursuit of revenuegenerating projects (European Parliament, 2012).
The possible divergence of the objectives of cohesion policy and those of financial
instruments has also been noted (European Parliament, 2013). Whereas FIs are a
tool for increasing the competitiveness of supported firms, which often happen to
be regional leaders in economically better-off locations, Cohesion policy is
concerned with reducing regional disparities and promoting in economic and social
cohesion. A conflict might thus arise between the FIs’ focus on economically
stronger regions against the Cohesion policy’s target on weaker ones. In this
respect, FIs are seen as better corresponding to the goals of EU2020. Although an
attractive idea, aligning public and private objectives might prove difficult due to
the geographical variation in investment activity in the commercial sector. Since
“in any economy there are likely to be only a small proportion of firms that are
capable of earning the high returns that are sought by private sector venture capital
funds” and high growth firms tend to be disproportionately concentrated in core
regions, “the lack of venture capital investment in disadvantaged regions may
therefore be a result of perfectly rational behaviour by private sector investors”
(European Parliament, 2013).
Some have also questioned whether the regional approach could provide the
necessary critical mass for financial instruments or it will result in scattering of
resources and large overhead costs. Others have pointed to the additional problems
of risk protection of commercial investors at the expense of the public contribution,
heavy collateral requirements and selection of holding funds and financial
intermediaries (European Commission, 2012a).
Since access to different kinds of loans is directly related to the capacity to repay
them, governments or other institutions might need to serve as guarantees for
enabling borrowing of LRAs. Therefore, it is not excluded that the heightened risk
of accumulating off-balance sheet public debt might discourage managing
authorities from resorting to these types of financing tools on a larger scale.
The uptake of FIs by Member States in the Cohesion Policy annual budget
programme 2007-2013 has been very uneven. Some of the main obstacles to the
larger deployment of FIs in some MSs, which have been identified, include
differences in the level of development and operation of financial markets,
diverging socio-economic traditions and lack of expertise and experience. Access
to finance for firms has been limited, for example by the lack of availability of
loans for SMEs, demand of collateral in exchange for finance, variable expertise in
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local branches to assess business prospects, lack of tradition of banking support for
local enterprises or simply physical absence of local banks (Ward, 2012; European
Parliament, 2013).
Other factors, which have been found to limit the success of FIs in the previous
programming period include the extended length for negotiating and setting up FIs ,
the difficulty of aligning the specific features of FIs and national public
procurement requirements with the Structural Funds Regulations, the inconsistency
of the existing monitoring and reporting tools with FIs and the presence of some
external challenges such as the economic crises and supply-side issues related to
competing types of business support (European Parliament, 2013).
The general reluctance to borrowing on the side of LRAs might also be due to
existent preconceptions - LRAs in some countries might feel they should not be
reliant on private money, even more so in a time of recession, in order to be able to
implement actions under clear public responsibilities (such as Europe 2020, for
example). Private money in these cases could be seen as something additional, but
not as a main source of financing.
Special attention should be given to avoid beneficiary countries becoming overindebted. In addition to these problems, it has also been pointed out to the
divergence in conditions to investment as another potential obstacle for the uptake
of innovative financial tools – both in the public and private sectors, the difference
in the cost of borrowing tends to be very high between the regions. It has been
suggested that reducing these divergences and responding to shocks might require
much stronger instruments such as a banking union and a solidarity mechanism in
the euro area. (Srebotnjak, et. al., 2014a)
All things considered, the private funds and financial instruments are important for
ensuring the profitability and sustainability of investments. Private involvement
increases the chances that public funds are allocated into productive investments,
strengthens capacities of governments at different level by adding expertise and
helps achieve economies of scale and cost-effectiveness. However, these
instruments should not be used as a “mean to an end” but rather be based on
considerations for potential value-for-money, an assessment that they are the best
way to deliver a goal and an understanding of the necessary capacities.
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3.7 Public private partnership
Public-private partnerships (PPPs) are another form of innovative financing
solutions with the potential to unlock key investments at the local and regional
level. The realization that the achievement of smart, inclusive and sustainable
growth would require the mobilisation of private finance has been expressed at the
very onset of the strategy: “Europe must also do all it can to leverage its financial
means, pursue new avenues in using a combination of private and public finance,
and create innovative instruments to finance the needed investments, including
public-private partnerships (PPPs)”44.
There is no clearly agreed definition of PPPs in the literature and the term is used to
describe a wide variety of arrangements between the public and private sectors. The
International Monetary Fund defines PPPs as “… arrangements where the private
sector supplies infrastructure assets and services that traditionally have been
provided by the government” (IMF, 2006 and 2004) while, according to the
European Investment Bank, PPPs are “…relationships formed between the private
sector and public bodies often with the aim of introducing private sector resources
and/or expertise in order to help provide and deliver public sector assets and
services” (EIB, 2004). The OECD has proposed a more detailed definition of PPPs:
“an agreement between the government and one or more private partners (which
may include the operators and the financers) according to which the private
partners deliver the service in such a manner that the service delivery objectives of
the government are aligned with the profit objectives of the private partners and
where the effectiveness of the alignment depends on a sufficient transfer of risk to
the private partners”.

3.7.1 Advantages
There are a number of reasons for introducing PPPs. The main rationale behind
PPPs is the improvement of service delivery, i.e. creating better value for money
(VFM) as compared to the traditional public service delivery. Signing PPPs
contracts allows governments to draw from the capacity of the private sector for
efficiently delivering qualitative services. According to the Commission VFM
should be a prime consideration in the design of PPP (EC, 2003). In this respect
VFM is referred to reduced life-cycle costs, better allocation of risk, faster
implementation, improved service quality, and generation of additional revenue.
European Commission, (2010), Europe 2020 – A strategy for smart, sustainable and inclusive growth, COM
(2010) 2020, p.20.
44
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The financial risk sharing associated with PPPs has the advantage of driving private
companies’ efficiency: as private firms are profit oriented and they bear some of
the risk they have the incentive to finish projects on time and within budgets and to
provide more accurate forecast of expenditure (OECD, 2008). In contrast,
governments are non-profit driven and therefore do not have the same motivation
to be efficient. The scope of the private sector for improving efficiency might also
stem from its better skills and management capacities, which is very important for
managing large and complex projects, which PPPs often are.
As emphasized in Communication of the Commission, PPPs can provide more
effective ways to deliver sustainable infrastructure and strategic public goods and
services45. Both national and private stakeholders can benefit from this financing
mechanism. PPPs are particularly advantageous as they can contribute to (European
Commission, 2009):
 facilitating projects in the public interest, particularly infrastructures and
cross-border public services;
 sharing financial risks and reducing the costs of infrastructure which are
normally fully funded by the public sector;
 supporting sustainable development, innovation, research and development
through competition and commitments from private enterprise;
 enlarging European companies’ market shares in government procurement in
countries outside the EU.

3.7.2 Risks
Against these advantages there are also certain risks associated with PPPs. Most
notably, conflicts might arise due to the distinct objectives between the private and
public sector - main objective of the private sector is to produce profit, whereas the
government normally pursues service delivery. This discrepancy has prompted
some to question the use of the term ‘partnership’ in PPPs (OECD, 2008).
Limited budgetary allocations and legally imposed budgetary limits might mislead
governments in confusing the incentives to get a project “off the books” by using a
PPP with potential for increased value for money. In some countries legally
imposed budgetary limits might prohibit borrowing of local and regional
45

COM(2009) 615 "Mobilising private and public investment for recovery and long term structural change:
developing Public Private Partnerships".

103

authorities. In some instances, there are limits to the extent to which second and
third tier authorities can borrow and in many others this is not allowed at all. Some
countries impose fiscal rules, limiting government expenditure, deficits or debt,
which prohibits governments from borrowing to finance a traditionally procured
project. Governments with imposed budgetary limits, fiscal rules or limited budget
allocation from the central budget often cannot afford traditional procurement
projects requiring large initial capital outplay (such as large infrastructure projects,
for example). Since in PPPs the private sector is responsible for the initial bulky
capital outlay (implying reduction of total government expenditure and the budget
deficit in the short-run),authorities might be misled that taking the PPP route by
using private financing might make the project affordable. However, “in the long
term, the future stream of fees and payments to the private partner must also be
taken into consideration. When that is done, the PPP may not be cheaper in present
value terms when compared to public procurement (as measured through the public
sector comparator)” (OECD, 2008). Therefore, there is the risk (and this has been
reported in many countries using PPPs) that the drive to get the project “off-thebooks” might provide the ‘wrong’ incentives for LRAs to engage in PPPs
(when PPP is actually not affordable in the long-run). Especially problematic for
assessing the affordability of PPPs in this respect is the predominant short term
planning horizon of governments, which rarely exceeds one year. To avoid this risk
there is the need for carrying out comprehensive value for money assessments
using public sector comparator, i.e. comparing PPP service delivery to traditional
public procurement. Assessments need to ensure that the public expenditure that
these projects entail can be accommodated within current levels of government
expenditure and revenue and those levels will be sustained into the future
(OECD, 2008)
Although PPPs allow increasing the value for money through risk sharing, this
largely depends on ability of the public and private actors to identify, analyse
and allocate risks appropriately. Failure to do so could be associated with
considerable financial costs. Infrastructure projects have a number of distinctive
features, which make risk forecasting more difficult than with traditional business
projects –these projects involve a combination of high capital costs and low
operating costs, which results in a large proportion of total expenditure being debt
service and financing costs; they are associated with long construction periods and
slow build-up of revenue; in the absence of public guarantees the cash flow of the
project for the return to equity and the provision of security to the lenders is
essential. Uncertainty, also referred to as unmeasurable risk further complicates the
forecasting of risk.
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The benefit of PPPs as compared to traditional procurement crucially depends on
the level of competition on the market for PPP providers. In the absence of
competition, the government has no choice between providers for PPPs, which
leaves the single potential partner in a monopolistic position, i.e. he might decide to
reduce the efficiency of service delivery. In practice, this means that the
government will be the one carrying the risk irrespective of the conditions set out in
the PPP contract (OECD, 2008). The smaller the number of bidders for PPP
contract, the higher the risk of opportunistic (monopolistic) behaviour becomes and
the lesser the chance of value for money being attained. The opposite situation,
however – too many bidders – might also compromise the possibility of efficiency
gains in PPPs projects. As with the number of bidders the probability of being the
preferred bidder decreases, otherwise strong potential private partners might be
discouraged from participating in the bidding process (Zitron, 2006). This effect is
more pronounced for more complex projects with higher bidding costs. A paradox
occurs as competition is reduced for larger projects with bigger room for efficiency
gains. However, evidence shows that even in the absence of direct competition,
opportunistic behaviour might be avoided if the market is contestable, i.e. if the
private partner knows that there are potential entrants into the market (Chong, et.
al., 2006). In the absence of market competition, a Public Sector Comparator can be
a useful tool. It can be used to evaluate whether lack of competition in the bidding
process reduces the value for money of the PPP.
Different methods exist for assessing the value for money of PPPs and
comparing them to traditional procurement. Ex ante assessment can range from
complex procedures such as complete cost-benefit analysis of all alternative
methods for undertaking the project to the least complex approach of relying on
competitive bidding to determine the most efficient outcome (Grimsey and Lewis,
2005). Cost-benefit analysis requires significant information and assumptions,
which makes it a very subjective method. Alternative method is to use a public
sector comparator (PSC), either prior of after the bidding process. A PSC compares
the implementation of a project through a PPP or a traditional procurement, thus
assisting the government in choosing between the two. This method is a preferred
tool in many countries as it has the advantages of being less subjective and
complex than cost-benefit analysis and still more comprehensive compared to
competitive bidding. The PSC could be particularly useful for countries, which are
still setting up PPP frameworks and therefore lack sufficient database of past PPP
contracts and resulting benchmarks.
A PPP contract often involves considerable uncertainty as to what the government
would need to pay for the services provided. This uncertainty is to a large part
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related to the way risk has been shared and to the obligations, guarantees46 and
contingent liabilities47 the government has taken on its part in the contract. Certain
fiscal risks arise from the fact that obligations in the form of guarantees or
contingent liability are not recorded in the balance sheet of the government as
expenditure. This might be used as a way to avoid spending control and budget
requirements. Since potential calls on guarantees lie in the future, particularly in
terms of long-term guarantees, a lax policy on accepting guarantees may imply
significant risks for fiscal sustainability if many guarantees are suddenly called. To
avoid these risks associated with PPP contracts, clear budget rules need to be set
and accounts must fully disclose actual and potential future payment obligations.
Information on how the contracts affect cash flows, the risk of increased payments
due to guarantees and contingent liabilities, and whether the assets will be
transferred to the government at the end of the contract period also need to be
accounted for. In this regard, in a joint study between the European Policy Centre
and the European Investment Bank the following recommendation has been put
forward: “To enhance transparency and to address the common perception that
PPPs are simply a tool for off-balance-sheet borrowing, EU countries should be
encouraged by the European Commission through the new economic governance
structures to provide an overview of the liabilities and commitments which have
been made under PPP contracts, alongside public debt. This information – or the
gaps in the information available in certain countries – should be published as part
of EU macroeconomic surveillance. More generally, there should be greater
transparency on the future fiscal implications of all infrastructure investments –
whether PPPs or conventionally-funded.” (EPC, 2012b). According to the IMF
publishing detailed information on public guarantees, including their purpose,
amount classified by sector and duration, intended beneficiaries, likelihood that the
guarantee will be called, is an important element of a good disclosure procedure
(IMF, 2004).
Another risk associated with PPPs is the possible ‘free rider’ behaviour of some
government departments. In some cases government departments might not
appreciate the full budgetary implications of PPPs. If they lack sufficient
knowledge of the intricacies of PPPs, these departments might be misled that the
initial capital outplays of the private partner reduce government expenditure and
allows them to commit more financial resources for other purposes. Even in cases
where departments realise the budgetary implications of PPPs, principle agent and
free rider problems might arise between an individual department responsible for
OECD (2008) defines guarantees as “a legal obligation for the government to pay out a known or unknown
amount in the case of a specific event”.
47
Contingent liabilities refer to an obligation that may be payable in the future.
46
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its own budget and ministry of finance in charge of overall budget. A department
might agree to commit to a PPP agreement even if it knows that this would exceed
its budgetary allocation from the central government, as it is aware that the central
government has to take the ultimate financial responsibility for any agreements
made. This risk could be overcome by setting up a specialised PPP unit within
the government, which regularly monitors and ensures that departments handle
appropriately PPPs in terms of their budgets48. Additionally, these PPP units could
function as a knowledge centre, from which other government departments can
draw expertise and technical assistance when setting up PPPs. Such institutional
strengthening might be very relevant considering the complexity of transactions
such as PPPs and the advantage of the private sector in dealing with such
procedures. Efforts would also be needed to attract qualified staff and retain them.
Another important advantage of establishing a dedicated PPP unit is that it will
allow separating policy from practice. Conflict of interests might arise if one and
the same government department is responsible for both overseeing and executing
PPP projects as it will have the incentive to promote PPPs just to justify its
existence. Keeping PPP policy, advice and oversight separate from spending
ministries will allow overcoming this problem and maintaining focus on value for
money. The establishment of a national PPP guidance and strategy unit has also
been included as a concrete policy recommendation in a study conducted by the
EPC and EIB: “National governments should establish a central PPP guidance and
strategy unit in member states where such a unit does not yet exist. Such a unit
would be responsible for providing regional and local authorities and other public
sector organisations with cross-government strategic direction, and clarifying
national rules on how PPPs interact with domestic budgetary processes. Here, the
EIB (especially the EPEC) could help to disseminate good practice and help with
the initial setting-up period if required” (EPC, 2012b). One of the interviewed
partners has noted that although the establishment of a PPP unit might be plausible
in more centralised Member States, it is not likely to work in a federal state such as
Germany where the Länder have considerable autonomy in making investment
decisions.
Corruption in public-private partnerships, especially in the bidding process,
is another main issue of concern. According to the OECD “corruption occurs when
a contract is not awarded to the bidder who offers the lowest price or the best value
for money, but to the bidder offering a bribe” (OECD, 2008). Concerns of corrupt
and unethical behaviour are also often associated with one of the following
(OECD, 2005a):
48

For more information on PPP units see: OECD (2010) Dedicated Public-Private Partnership Units.
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 Information asymmetry. This asymmetry may occur when a public
purchasing agent or private bidder, possessing more information that the
government, exploit their position by overbidding when trying to further
their bureaucratic interests,
 Contracts, informational networks and collusion. Information networks
could be exploited to favour one competitor over the others by reporting
unfairly on tender procedures and requirements. The risk of collusion refers
to bidders colluding in order to raise prices and restrict output.
 Conflict of interest on the part of public official. Public officials involved
in public-private interactions might face certain conflict of interest either
due to personal financial interests, family ties, or post-employment
considerations.
 Political financing. Politicians who are not directly involved in the bidding
process might exploit their power in order to influence the bidding process
in favour of their political interests.
Although the procurement procedures introduced in most countries have been
effective in managing the most flagrant violations, there are still many “grey zone”
cases where corrupt behaviour is more subtle and harder to detect. Member States
should be encouraged to include regulations regarding corruption and ethical
conduct as part of the PPP policy framework. This will signify political
commitment at high levels, which is crucial for assuring private actors that
commitment will be maintained over the long-run and possible risks will be
minimized.
Since a PPP contract cannot cover all possible contingencies, especially for
contracts with long duration, a comprehensive legal framework is essential for
mitigating possible risks and resolving potential conflicts between parties.
A robust regulatory and legal framework is also important for the public sector to
establish itself as a credible partner with appropriate regulatory and oversight
mechanism. This is particularly relevant for decentralized authorities or local
governments, which are often the ones managing PPPs. The existence of a clear
and transparent legal framework will also minimize the risk of corruption and
unethical behaviour. For example, initiatives for providing information in order to
increase transparency in PPPs used in the UK include: developing a record of
future payments contracted for each PPPs, providing details on the capital value of
contracts signed to date and in procurement, developing a record of completed
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projects with evaluation of their performance against expectations, conducting
performance evaluation of ongoing projects, accounting for returns on equity
actually achieved by private sector investors(OECD, 2008). Public authorities in
Australia are required to publish contracts within three months of signing, provide a
brief summary of contract content and value for money and also report on: i) the
assets to be transferred to the private sector; ii) total cost, and the basis for future
changes in price; iii) contract renegotiation provisions; iv) risk-sharing details in
the construction and operational stages; v) guarantees made by both parties; and
vi) details of the public sector comparator (Fitzgerald, 2007).

3.7.3 Existing PPPs arrangements
Given the value added that PPPs can provide, the EU has already launched a
number of initiatives for facilitating the use of these financial tools, including
through co-financing PPPs with EU funds. In particular, the following financing
options for PPPs from the EU budget have been made available (European
Commission, 2009):
 structural funds associated to PPPs, and the JASPERS, JESSICA and
JEREMIE initiatives;
 European Investment Bank (EIB) funds and the European Investment Fund
(EIF). The EIB has also established a European PPP Expertise Centre
(EPEC) to assist in creating PPPs;
 the financial instruments of the trans-European transport network (RTE-T
network), which encourage the contribution of private financing, risk capital
and the granting of bank loans;
 the 7th Framework Programme for Research and Development and the Joint
Technological Initiative (JTI).
Europe 2020 project bonds have recently been introduced as an instrument
facilitating the use of PPPs (pilot phase has started on 7th September 2012 and
running until the end of 2014). The full roll-out of this innovative instrument is
foreseen within the Connecting Europe Facility (CEF) as part of the 2014-2020
Multiannual Financial Framework (MFF).The economic crises has led to reduction
in infrastructure investment across the EU, mainly due to budgetary constraints in
the public sector and suspension of private sector investments in the presence of
heightened economic and financial uncertainty. The Project Bonds Initiative (PBI)
aims to address this problem by securing financing through PPPs of large European
infrastructure projects with key importance, especially in the fields of transport,
energy and communication and broadband networks. The idea is to mobilise
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additional investment by lowering risk profile of large infrastructure projects
(through the support the EU budget and the involvement of the EIB and the
Commission) and making them more attractive to private investors, such as pension
funds and insurance companies, looking for long term investment opportunities.
For projects to be considered for PBI support they need to be economically and
technically feasible. Therefore, the quality of the selected projects is a decisive
factor for the success of the PBI. The involvement of the EIB is considered as very
important in this respect due to its experience in assessing the economic prospect of
diverse infrastructure projects(Heymann,2013).The EIB’s role in has been
highlighted as helping “to develop and continually expand a pipeline of PPP
projects on the basis of a clearly defined eligibility framework” (European
Commission, 2011). A recent progress report of the Commission, prepared with the
cooperation of the EIB, summarises lessons learnt from the pilot phase and points
to potential synergies and economies of scale which could be exploited within the
framework of the CEF. So far, eight energy and transport projects eligible for
Project Bond Credit Enhancement49 (PBCE) within six EU Member States
(Belgium, Germany, UK, Italy, Spain and Slovakia) have been approved by the
EIB Board and further projects are being advanced. The PBI has been successful in
providing a wider range of investors with access to infrastructure assets. Even in
the case that it has not been selected as the preferred funding mechanism, PBI has
helped reduce the overall financing costs for a number of projects by means of
competitive pressure. Despite the positive feedback on the initiative, there is scope
for further developing an active bond market, also through further issuance of
bonds, so that benchmarks for future issuance can be more easily developed. This
will facilitate investors and procuring authorities in assessing potential funding
levels and make pricing of bond solutions more predictable (European
Commission, 2013d). The Commission also highlights the need for a more stable,
transparent and mature pipeline of infrastructure projects. In this regard, the CEF
considers the provision of technical assistance at institutional and project level to
help prepare future pipelines of project of common interest in order to support
Member States and the private sector. It has also been suggested that the first loss
provisioning provided by the EU budget should be shared among all projects in the
three sectors covered by the PBI (i.e. transport, energy and broadband) in order to
yield greater diversification benefits (Ibid).

49

Part of the financing of infrastructure projects within the PBI framework is debt capital. This debt capital is
divided into senior tranche and subordinate tranche. The senior tranche is provided by private institutional investors
(such as pension funds and insurance companies. The Project Bonds Credit Enhancement (PBCE) is the subordinate
tranche provided by the EIB for PIB projects; it may not exceed 20% of the project value. For more information see
EIB (2012) An Outline Guide to Project Bonds Credit Enhancement and the Project Bond Initiative.
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It has been argued that although PBI can make important contributions to structural
and regional policy by increasing productivity and boosting competiveness of
regions through infrastructure expansion, overall there is limited scope for this
instrument to significantly reduce economic disparities between regions (Heymann,
2013). The reason is that disadvantaged regions lack or have fewer economically
feasible infrastructure projects. Furthermore, many of the transport projects
relevant for them have already been co-financed by the EU. Therefore, other more
appropriate funding options, possibly with more explicit regional focus, will be
needed in the future for enhancing disadvantaged regions. An EPC study, drawing
from stakeholders’ interviews, also notes that although PPP is seen as a useful
instrument to leverage private finance in the presence of the right conditions, it is
not the “silver bullet”, which can ensure all Europe’s financing needs are met. It is,
therefore, suggested that “Europe will need to go beyond the traditional model of
PPPs to harness the full potential of public-private cooperation” (EPC, 2012).
Another policy programme, introduced in the new MFF 2014-2020 and supporting
public and private cooperation is the ‘Connecting Europe Facility’. The
programme offers opportunities for using innovative financing tools to speed up
and secure greater investment for infrastructure projects which the market alone is
unable to provide. The priorities in this context are in the areas of energy, transport
and ICT.
A European-level “off-the-shelf” financial instrument – “The Renovation Loan” –
has also been set up to support buildings renovations at preferential conditions by
combining public and private resources.
Under Horizon 2020, the new EU programme for research and innovation in the
period 2014-2020, the European Commission has launched eight contractual PPPs,
which are expected to leverage more than 6 billion euros for public investment50.
The volume of PPPs has reduced considerably in the aftermath of the economic
crises. The main reason for this has been the limited access to financing as a result
of the increase in the cost of credit, the reduction of bank maturities (for reducing
the duration of loans) and the general lack of funds at the beginning of public
procurement processes (European Commission, 2009).

50

The contractual PPPs include: Factories of the Future (FoF), Energy-efficient Buldings (EeB), Sustainable Process
Industry (SPIRE), European Green Vehicles Initiative (EGVI), Photonics, Robotics, High Performance Computing,
Advanced 5G networks for the Future Internet (5G). More information is available at:
http://ec.europa.eu/research/industrial_technologies/ppp-in-research_en.html.
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Despite their potential, the setting up of PPPs often requires considerable expertise
and specific training in the public sector; it is also associated with considerable
financial costs and complex financial arrangements. PPPs also mean long-term
commitments for the public authorities.
The choice for setting up public or private provision of services involves a number
of economic, political and social factors e.g. efficiency of public service delivery in
a certain country, availability of capital, public and social acceptability of such
partnerships. The use of PPPs offers considerable advantages such as enabling
financial risk sharing between the public and private sectors, improving
affordability of large projects and tapping into the expertise and knowledge of
private partners. However, the successful implementation of PPPs projects requires
addressing important risk factors, most notably ensuring adequate risk sharing and
value for money and addressing corrupt and unethical behaviour.
The wider up-take of public-private cooperation also faces an important barrier –
there is still considerable lack of clarity regarding what PPPS are and how they
function. Existing misconceptions can result in both unrealistic expectations of
policy-makers and a mismatch between the policy objective and the financial
instrument (EPC, 2012). To ensure realistic understanding and wider social
acceptance of public-private cooperation, the Commission needs to better
communicate the advantages and the functioning of different financial instruments,
possibly through regular publications or by creating an easy to use guide/glossary
accessible to all policy makers (Ibid).
Regarding PBI, since project bonds are still in their infancy in Europe procuring
authorities are likely to face some challenges during the program procurement
process. As noted in a Fitch Ratings special study on European project bonds, in
contrast to North America in Europe there has been historical dominance of banks
for project finance lending. Now that banks in Europe are also becoming more
averse to long-term debt, there is scope for capital markets to play a bigger role in
infrastructure financing. However, the transition from bank to bond markets will
take time as investors are still not very familiar with this new sector and sponsors,
likewise, are also not fully used to this financing transition (Fitch Ratings, 2013).
As authorities lack the know-how and capacities of working with bonds, they
would need expert advice and help in analysing bond-specific issues such as
deliverability, pricing comparison and documentation (EPEC, 2012). A specialist
advisor would need to be hired since general PPP financial advisors might have
only limited experience with bond financing (Ibid). The decision-making process to
invest in project bonds is also complicated by a number of issues such as the
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limited scope for outstanding long-term amortizing debt in the public bond market,
the balance sheet sensitivity to future interest rate rises due to the fixed nature of
the assets and the higher capital charge for long dated project bonds implied by the
proposed Solvency II regulation, applicable to European insurance companies
(Fitch Ratings, 2013). As long-term investors often seek inflation hedging (partly
offered by infrastructure equity investments, but not by infrastructure debt), the
development of an inflation-linked bond market is also seen as one possibility of
making the sector more attractive (Ibid).
Another problem for upscaling the project bond market in Europe is the still
prevailing uncertainty on market depth and liquidity. For investors to establish the
required internal resources to analyse and monitor project bonds, they need to be
ensured to some extent that the market will be large enough to justify their
investment. However, paradoxically this certainty is not likely to come before the
market has developed enough. In this respect, the EU PBI is important in
encouraging the entry of new investors into the market not only through the
provision of credit enhancement, but also by demonstrating political and
institutional commitment. The various private debt funds could also provide
investors with the opportunity to get more exposed to this market and thus acquire
the necessary expertise and ability to assist in managing credit and the operational
processes.

3.8 The role of the European Investment Bank
Strengthening the role of the European Investment Bank (EIB) could be another
option for tapping into new financial resources for the implementation of Europe
2020’s objectives. In a difficult economic environment, a non-for-profit EU
financial institution such as the EIB can be of key importance for financing new
policy-based investments as well as supporting existing ones. A case in point,
illustrating the value of this approach is the pilot phase of the EIB Europe 2020
Bonds.
The EIB is an asset at the EUs disposal, which allows responding in a flexible way
to changing circumstances and to develop new programmes and continue
supporting the existing ones. In the current economic climate, it is important to
have an EU Institution, the EIB, that undertakes policy-based investments, aimed at
meeting core EU objectives, and that is a non-for-profit organization although it
needs to cover its costs (i.e., a “not-for-loss” rather than “maximise profit”
approach).
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Since its foundation the EIB has played an important role in reducing social and
economic divergences with the EU and between countries and regions by providing
low cost and longer term financing. In the wake of the Global financial crises the
priority areas of the bank have extended to convergence, preventing climate change
and financing small-and-medium-size enterprises (SMEs). In many cases the loans
provided by the EIB have been combined by grants given by the European
Commission, in the form of Structural Funds (Griffit-Jones, 2012). In general,
EIB’s activities encompass the areas of lending (loans, guarantees, equity
participation), blending (combining EIB loans and EU grants, leveraging EU and
MS budget and resources) and advising (providing technical and financial advices
an implementing different technical assistance initiatives).
As already mentioned above the EIB has been involved in a number of initiatives
for financing EU priorities at Member State and regional level. For instance, the
EIB has used its lending capacity in the Risk Sharing Finance Facility (RSFF) – a
Joint European Commission and EIB facility to finance research, technological
development as well as projects that provide d innovation investments; the
JEREMIE, JASMINE and JESSICA initiatives for making available funding to
SMEs for sustainable urban development; ELENA for maximising investment in
sustainable energy the NER300 initiative for carbon capture and storage
demonstration projects and innovative renewable energy technologies and etc.
The EIB, together with the European Commission and several European public
authorities has set up a European PPP Expertise Centre (EPEC) for sharing PPP
experience and expertise and discussing best practices. The EPEC initiative helps
to strengthen the institutional capacity of the public sector in order to engage with
PPPs. EPEC members include the EIB, the EC and national and regional authorities
that are responsible for PPP policies or programmes in their jurisdictions. Apart
from providing best practices on issues of common concern, the initiative provides
a helpdesk facility and in some cases works together with Members to address
institutional weaknesses.

3.9 Excessive bureaucratic hurdles and financing
The problem of limited utility of public funds has been exacerbated by the
complexity of grants procedures. There is a universal agreement that procedures
and rules under Cohesion Policy need to be simplified, in particular those relating
to financial management and control. Other widely accepted proposals include
‘lighter administrative requirements for specific types of interventions or
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beneficiaries, a more flexible de-commitment rule and the facilitation of partial
closure’ (Mendez et. al., 2011). Although the de-commitment rule has contributed
to greater financial discipline in the previous programming periods, it has also led
to compromising on project quality and the achievement of strategic objectives, and
it has also discouraged innovation and risk-taking (Bachtler et al, 2009). Therefore,
adding more flexibility to the de-commitment rule is expected to have a positive
effect on project performance.
Administration should be overall simplified if it is not adding value to the policies
being implemented. Reducing the bureaucracy in financial management, control
and audits is also perceived as a key measure for securing a more strategic role of
the EU Commission within Cohesion Policy.

3.10 Operational proposals on funding
Containing the impact of the crisis
 Key proposal: The Commission should produce a publication (e.g. Green paper,
Guide for LRAs or other), which thoroughly analyses the impacts of the crisis
and provides information on possible sources for social investment that LRAs
could tap from.
 Member States should be encouraged to give more clarity as to what
responsibilities local and regional authorities have in terms of budget discipline,
either directly through the introduction of multi-annual planning at sub-national
level and the set-up of reinforced internal pacts, or more indirectly – through the
introduction of strong coordination among government tiers.
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Horizontal and vertical budget coordination
 Key proposal: The Commission should guarantee active participation of local
and regional actors at all stages of the development and implementation of the
Partnership Agreements through the development of a system of continuous and
close monitoring.
 The Commission should encourage intergovernmental contracts and/or
territorial pacts between different tiers of government in order to improve the
information base, better align policy priorities at national and regional level and
increase transparency and commitment on the side of both parties. Such
contractual arrangements should necessarily include clear measures for financial
capacities at sub-national level for fulfilling the contract’s obligations, be based
on overall simplified administrative processes and follow the existing ‘ways of
doing business’ as far as possible in order to avoid increasing administrative
burden and costs.
 Horizontal coordination, both across policy sectors and jurisdictions, can be
encouraged by reserving a portion of sub-national funding from the central
government exclusively for collaborative investments through preferential
financing of joint sub-national project proposals, reimbursement of project
costs, ear-marking of national budgets for cross-regional projects and etc. These
measures will be particularly relevant for LRAs with delegated spending
responsibilities from the central government. However, similar incentive
schemes can also be introduced from the central level to regions, which have
broad autonomy in the execution of their budgets
 Member States should be encouraged to set up or strengthen national bodies in
charge of sub-national coordination or create dedicated platforms (e.g.,
conferences, dialogues) on specific themes (for example, R&D, healthcare,
regional development etc.), where central and sub-national governments can
regularly gather and exchange information on their policy objectives and
determine policy priorities in partnership. It is important for sub-national
coordination units to be empowered with real responsibilities such as
surveillance and reporting to the government and LRAs of national and regional
policy plans and their implications, providing advice to the government on
issues related to budget coordination, establishing forums and platforms for
dialogue on budget coordination. The creation of dedicated platforms will be
more relevant and feasible to implement in federal (AT, BE, DE) and quasifederal states (ES) as well as Member States (MSs), which have devolved
legislative power to all or part of their regions (AT, BE, IT, ES, FI, PT, UK).
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The use of new financial instruments
 The European Commission, the European Investment Bank (EIB), the European
Investment Fund (EIF), the European Bank of Reconstruction and Development
(EBRD) or other EU institutions should better communicate the advantages
(‘hard results’) of using financial innovations to public authorities through
regular publications, dedicated sections in reports and evaluations as well as
web tools and networking platforms, providing easy access to regularly updated
guidance and collection of “good practices” on the use of financial instruments.
Actors from the financial sector should also be better informed on the
advantages of managing funds within EU programmes.
 The Commission could further strengthen the practical support for the use of
innovative financial tools through the establishment of a European help-desk
about EU regulations and financial instruments.
 As a mandatory part of the development of national and regional Operational
Programmes, governments should be encouraged to carefully examine and
identify the existence of legislative and regulatory obstacles, which might
impede the up-take of innovative forms of finance.
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Private sources of funding
 Member States should be encouraged to provide positive incentives for publicprivate cooperation and private co-financing of public investments, i.e. offering
additional benefits if private actors are involved in regional projects (for
example though loan guarantees, innovation prizes, payroll tax support for
hiring employees). However, a financial incentive mechanism would not be
sufficient and, therefore, it should necessarily be accompanied with measures
for improving capacity to engage with the private sector at local and regional
level. This approach would be more feasible for regions with delegated
spending responsibilities from the central government.
 Before undertaking a PPP governments need to ensure that it will deliver a
better value for money than a traditional procurement. A public sector
comparator could be used to conduct ex-ante comparison, improve the scrutiny
of PPP projects and the assessment of value for money in the absence of
competition and reliable best practice benchmarks, created on the basis of past
data.
 Along with public debt, the EU Commission should encourage countries to
submit an overview of liabilities and commitments made under PPP contracts as
part of EU economic surveillance. This will help improve transparency of the
future fiscal implications of PPPs projects and ensure that the risk the
government carries with PPPs is accounted for, thus addressing the common
perception of PPPs as a tool for off-balance-sheet borrowing.
 Member States should be encouraged to create dedicated units to help regulate
the creation of PPPs, ensure that they are managed properly and that appropriate
knowledge is available at the local and regional level. The EIB (in particular
EPEC) could initially help with the setting up of these units if necessary through
trainings and dissemination of good practices.
Addressing excessive bureaucratic hurdles
 The Commission should introduce adjustments to the de-commitment rules in
order to enhance project quality, e.g. by extending the rule by one year (n+3),
applying it nationally rather than at a programme level, tailoring the rule to the
type of investment or the level of development or enabling derogations in
unexpected circumstances.
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4 Administrative Capacity
4.1 Variation of administrative and political responsibilities
and quality of governance across European regions
Organizational and institutional competences with regard to public service delivery
tend to show a very large regional variation across European member states due to
different cultural and historic legacies as well socio-economic and institutional
factors. In some countries – such as Germany, Belgium, Italy and Spain – the
decentralization process is more mature both in political and administrative terms,
meaning that on the one hand, the regional governments are elected by local
constituents, and on the other they have certain degree of autonomy in collecting
their own revenue (through levying taxes, receiving central government transfers or
both) and distributing it in the form of public services. For other more politically
centralized countries, such as Bulgaria, Romania, Slovakia or Portugal, however,
the autonomy of regional governments is much more limited (Charron, 2013).
Not only does the distribution of competences and legal frameworks vary across
European regions, but so does the quality of governance (QoG). The European
Quality of Governance Index (EQI), developed by the Quality of Government
Institute in Gothenburg, offers the possibility of going beyond national level
comparisons of quality of government across Europe by presenting data on a subnational level.51 Instead of focusing on one particular concept of QoG, the EQI
(2010 and 2013) allows comparing regions within and across European countries
based on several main aspects– the quality, the impartiality and the level of
corruption (experienced and/or perceived) of public services. To capture the most
relevant sub-national variation in QoG, the survey questionnaire focuses on three
public services that are often financed, administered or politically accounted for by
local and regional authorities - education, healthcare and law enforcement. The
indicator is developed on the basis of the largest regionally-focused survey to date,
which was collected in the spring of 2013 and drew on over 84,000 respondents in
212 NUTS 1 and NUTS 2 regions in 24 countries.
The study shows that Europeans are generally positive about the quality of the three
services in their areas, with people finding highest quality in education. Education,
healthcare and law enforcement are ranked the highest in the Finish and Dutch
51

For more information on the European Quality Index 2013 and to access the full database of the project visit:
http://nicholascharron.wordpress.com/european-quality-of-government-index-eqi/.
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regions, along with several regions in Northern Italy and Flanders in Belgium.
Several regions in Bulgaria and Turkey are rated worst in terms of quality of
education, whereas Greek and Bulgarian regions, along with a few regions in
southern Italy and Poland rate their health care of lowest quality. In terms of
impartiality, several regions in Turkey, Finland, Northern Italy and Netherlands, as
well as some Danish and Swedish regions and Rhineland-Palatinate in Germany,
rate their services as the most impartial. In contrast, respondents from regions in
Serbia, Croatia and, in particular, Ukraine believe their services strongly favour
certain individuals. With regard to citizens’ perception of corruption, the study
finds that the Danish, Finish and Irish, along with Northern Italian and Dutch
regions rate their services as least corrupt, whereas Serbian, Greek, Romanian and
Ukrainian regions tend to show the highest level of perceived corruption. Another
two relevant regional aspects of QoG, which the study investigates are: the extent
to which corruption is present in local and regional elections and the citizens’ trust
in the freedom of media when it comes to reporting corruption in the public sector.
Results show that regions in northern Europe and Northern Italy are perceived as
least corrupt when it comes to elections. On the other extreme, Bulgarian,
Romanian, Ukrainian and several Turkish regions are ranked among the most
corrupt in terms of elections. The picture is similar when it comes to trust in media
impartiality on political matters, with Finish, Irish and Swedish regions being high
in the ranking. Yet it comes as a surprise that several Austrian and Spanish regions
have some of the least trusting respondents in Europe in terms of impartiality of
media when reporting on political matters (Charron, 2013).
Overall, the analysis of the 2013 data shows evidence of significant regional
variations in the quality of government across Europe. According to both the
2010 and 2013 EQI Italy shows the widest divergences followed by Turkey and
France. Several other countries, including Belgium, Spain, Portugal and Bulgaria
also display significant QoG variation among their regions. On the other end of the
spectrum, countries such as Denmark, Netherlands, Sweden, and Slovakia do not
display noticeable within-country variation. Surprisingly, margins among the
regions are also very narrow for some federal states such as Germany and Austria.
It could be concluded that national level estimates of QoG are not always relevant
to the local and regional reality as they can sometimes over under- (over) represent
strong (weak) regions.
Some have argued that countries with greater degree of political decentralization
would exhibit higher degree of regional within-country variation of QoG since the
regions which have gained more decision-making control will perform better, while
weaker regions will deteriorate further, thus creating larger gaps in bureaucratic
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quality or corruption in the public sector within decentralised states as compared to
centralized ones (Tanzi, 2001). Others have pointed to problems of collective
action and more cumbersome decision-making rules also being associated with
decentralization and/or federalism (Gerring and Thacker, 2004). Against these
theoretical arguments in the literature, the study does not find evidence of a strong
relationship between political decentralization and QoG, in other words
“decentralised and/or federal countries are not more or less likely to have higher
levels of aggregate QoG relative to more unitary/centralised states within the EU”
(Charron, 2012). Possible explanation for the lack of clear link that Charron (2012)
propose is that QoG variation within a country depends on both variation in
political decision-making (as one would expect in federal/more politically
decentralised countries) and differences in the quality of implementation of a
centrally administered service. Thus, although a country such as Romania is highly
politically centralised, the overall quality of the public services in certain regions
might be determined by the specific patterns of policy implementation developed
there. The only consistent pattern found in the study is that the countries with the
highest QoG also rank relatively better in terms of within-country QoG variation.

4.2 The importance of administrative capacity
Building administrative capacities at regional level is important for the successful
design and implementation of investment strategies. Evidence shows that public
investment and growth outcomes are strongly dependent on the quality of
government, including at the sub-national level (OECD, 2014).
A recent OECD study defines the term ‘governance capacity’ as “the ability to
adhere to good practices in the design and implementation of public investment…
(specifically) good practices in terms of the institutional arrangements, technical
capabilities, financial resources and policy practices that can help sub-national
governments (SNGs) achieve important goals at different stages of the investment
cycle” (OECD, 2013). Strategic planning is identified as the most important
capacity challenge at the sub-national level. LRAs should be able to establish their
own development strategies based on the assessment of regional (or local)
characteristics and specific competitiveness factors, and use these to tailor and link
the investment mix. The investment portfolio would also need to be result-oriented,
i.e. corresponding to national and sub-national development goals and taking into
account complementarities and potential conflicts among sectorial investments. For
strategic planning to fully benefit regions, LRAs should strive for setting
investment priorities which are well-informed, realistic and forward looking.
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Strengthening strategic capacity skills at subnational level can have other positive
effects such as attracting stakeholders, generating knowledge and improving risk
management. The study identifies fourteen other key governance related capacities,
which have the potential to strengthen sub-national programme development and
implementations. These include cross-sectorial coordination to address policy
complementarities, cross-jurisdictional coordination to exploit synergies with
neighbouring policies, stakeholder involvement to improve the quality of the
planning process, ex-ante appraisal, multi-year budgeting, private sector
involvement and sound monitoring systems, to name a few.
ESPON recognizes that governance and institutional capacity are two key factors
influencing regional development, which are also likely to determine the progress
of regions towards smart, sustainable and inclusive growth. A recent study by
ESPON pointed out that the new form of growth that the EU is striving to achieve,
one decoupled from carbon dependency and prioritising the conservation of the
natural environment, requires new ideas, new skills and new forms of institutions
and policy making (ESPON, 2013a). Progress towards achieving sustainable
growth is very uneven across regions of the European Union - Northern Europe is
an established leader while Eastern and Southern Europe are lagging behind. To
some extent, these regional disparities could be attributed to the variation in
institutional capacities in the different regions.
The ESPON report defines territorial governance as one that addresses place-based
specificities, integrates relevant policy sectors, respects multi-level interplay,
mobilises stakeholder participation and is adaptive to changing contexts. This kind
of territorial governance also entails new forms of institutional capacity. Local and
regional administrative units should be able to build integrated regional strategies,
should be capable of involving the private and voluntary sectors, and should have
the knowledge and skills of participating in co-operative networks and partnerships
and finding joint solutions for a number of agencies and stakeholders.
In many European regions, significant institutional changes, including simplified
administration structures, have already occurred in response to the economic crises
and the consequent strain on national and regional public budgets. However, further
capacity building is needed to secure the availability of resources and their
effective spending. Stakeholder interviews in an external CoR study have pointed
to the need of capacity building at the local and regional level for enabling the
wider uptake of innovative financing tools (Srebotnjak, et. al., 2014a). To
encourage broader engagement in innovative financing tools, LRAs would need
trained staff members with the capacity to understand the market and to contract to
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third parties. Capacity building (e.g. through the European Commission, the EIB or
EBRD), as well as more dissemination activities (e.g., at the EU Open Days;
CoR workshop) to showcase projects and activities funded through alternative
funding streams would be crucial for tapping into new investment mechanisms.
Development of support structures for helping LRAs overcome the lack of
knowledge on how to mobilise EU funds, including the ERDF and the ESF, would
also be essential.
Recognizing the importance of administrative capacity for achieving the Europe
2020 objectives, the Common Provision Regulation for the 2014–2020
programming period includes a separate thematic objective related to fostering
public administration- Thematic Objective 11 (TO11): “enhancing institutional
capacity of public authorities and stakeholders and efficient public administration”
(Regulation (EU) 1303/2013). Public administration reforms under TO11 should be
further supported with the Country Specific Recommendations (CSRs),
Commission Services’ Position Papers and others. In fact, many Member States
have already received CSR related to the objective of TO11. In 2013 nine MSs
received a CSR related to improving the effectiveness and efficiency of public
administration and nine more for judiciary reforms, for improvement of the
business environment – 7, anti-corruption – 6, public-procurement – 4 and
absorption of ESI funds – 3 (European Commission, 2014c).

4.3 Drivers and barriers to public sector innovation
The need to respond to the growing budgetary pressure and new societal challenges
requires innovation in the way public services are designed and delivered. The
OECD defines Public Sector Innovation (PSI) as “the implementation of a new,
(to the organization), way in which it operates or in the services that it provides
which results in improvements in at least one of the following: cost efficiency,
service quality or user or employee satisfaction”52. According to the definition
adopted by the European Commission, which has also been used in the
development of Innobarometer (2010) and the European Public Sector Innovation
Scoreboard (2012) “An innovation is a new or significantly improved service,
communication method, process or organisational method” (European
Commission, 2013a)
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Presentation of OECD Observatory of Public Sector Innovation: http://de.slideshare.net/adamlerouge/opsipresentation-to-respa-04feb.
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On the one hand, the economic crisis has placed sustained political pressure on
public administrations for finding innovative solutions to preserve services while
cutting on costs. On the other hand, the economic downturn has resulted in the cut
or complete removal of the research and development budgets needed to design and
implement such novel initiatives.
Improvement in the functioning of the public sector through innovation can deliver
substantial economic benefits. Successful innovations can lead to cost savings both
to public service providers and service users. For instance, Portugal’s SIMPLEX
Programme for administrative simplification and eGovernment is estimated to
have generated savings of €51.6m for citizens and businesses. The introduction of a
new full service system for E-procurement in Lithuania, following reforms in 2008,
have resulted in costs savings of at least €176 million in the 2-year period since
2010. The National Revenue Agency of Bulgaria has estimated that the
introduction of a new twelve-digit Personal Identification Number (PIN) will
results in savings for citizens of approximately €2m per year (Rivera Leon, et. al.,
2012). Efforts to improve innovation in the public administration are expected to
have other important benefits, such as improved productivity and efficiency of
service delivery, higher quality of public services, improved customer satisfaction,
simplified administration and improved working conditions and employee
satisfaction. The extent of these benefits could be significant given the substantial
share of public sector contributions to national GDP in European countries
(European Commission, 2013a).
Box 4.1 eGovernment
The eGovernment initiative by the European Commission is part of the Digital
Agenda for Europe and encourages the use of digital tools and systems to provide
better public services to citizens and businesses. Some of the advantages of
eGovernment include higher efficiency and cost-saving, increased transparency and
greater involvement of citizens in improving the delivery of public services.
Information and Communication technologies (ICTs) are at the heart of
eGovernment and the Commission has provided guidelines on how to make better
use of open ICT systems by public authorities.
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The eGovernment Action Plan 2011-201553 aims to facilitate the transition of
current administrations to a new generation of eGovernment services at local,
regional, national and European levels. Four types of action have been defined by
the Commission in order to achieve this:
 User empowerment (through the development of services designed around
users’ needs, collaborative production of services, improved transparency,
involvement of citizens and businesses in policy-making processes and re-use of
PSI)
 Strengthening the internal market (through the support of seamless business
services, personal mobility and implementation of cross-border services)
 Improving the efficiency and effectiveness of Governments and administrations
(through the improvement of organisational processes, reduction of
administrative burdens and prioritising green administration)
 Creating preconditions for the development of eGovernment (through
interoperability, identification and authentication and innovation)

Box 4.2 SIMPLEX
SIMPLEX54 is an ongoing programme initiated by the Portuguese government for
the simplification of administrative procedures by cutting red tape, reducing
compliance costs and using ICT to deliver better public services. Since the
programme was launched in 2006, each year it brings together public bodies from
all government departments to propose simplification initiatives and establish a
deadline for its implementation. Simplex also includes ideas directly suggested by
the civil servants who participate on the “Simplex Ideia Award”; as well as the
proposals made by citizens, enterprises and associations who contribute to the
Public Consultation.
The overall goals of simplification embraced in the Simplex programme include:
reducing the number of face-to-face interactions, reducing waiting times,
minimizing the number of interactions required between users and public services
for a single procedure, providing on the spot services and providing more and
better information. More than 80% of the 757 initiatives included in Simplex 2006,
2007 and 2008 programmes have been successfully completed.
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For more information on the eGovernment Action Plan 2011–2015 see: http://ec.europa.eu/digitalagenda/en/european-egovernment-action-plan-2011-2015.
54
For more information on the design of the SIMPLEX programme and examples of its successful implementation in
practice see: http://www.simplex.pt/downloads/whatissimplex.pdf.
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In order to meet the objectives of Simplex more effectively, municipalities started
in 2008 a joint simplification programme in partnership with the Central
Government, which is called “Simplex Autárquico” (Simplification Programme for
Local Government).55 Participation in the programme is on a voluntary basis and
the programme is open for all local government bodies that wish to adopt the
proposed measures or to suggest own simplification initiatives. Measures have been
classified in three broad categories:
 Inter-sectoral measures require collaboration between the central government
and local administration. The following measures fall into this category measures relating to processes and procedures that directly involve local and
central administration (measures to be launched by local administration but
whose implementation requires collaboration of central administration and the
other way around), measures that warrant a preliminary testing and measures
that require integrated service provision at various levels within public
administration.
 Inter-municipal measures relate to identical commitments made by several
municipalities and their aim is to create conditions for the replication of best
practices and sharing of resources.
 Municipal measures are exclusive of a municipality and take fully into account
the specificities and diverse nature of municipalities, their departments and staff.
Municipal measures can be replicated by other municipalities or units of central
administration.
A pan-Europe study by Rivera Leaon et. al. (2012), commissioned by the European
Commission DG Enterprise and Industry, identifies the main drivers and barriers to
public sector innovation in the EU. Based on interviews with public servants from
different MS the study distinguishes between three main categories of drivers and
barriers to public sector innovation: internal factors, external factors and political
factors.
Internal barriers and drivers are those that evolve within the
bureaucracy/organization. The internal factors, which appear most important in the
Trend and Challenges report (T&C) of Rivera Leon et. al. (2012) are, on the one
hand, human resources-related factors, including education and training schemes
to public servants (both to experienced senior management and to middle
More information on the “Simplex Autárquico” programme and examples if its implementation in practice can be
found at: http://www.simplex.pt/downloads/SimplexMunicipalities.pdf.
55
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management and front line staff), availability of incentives to innovate, and good
management and leadership; It is highlighted in this respect that financial
incentive schemes are not the single most important driver for innovation.
Therefore incentives do not need to be only financial as other types of rewards,
such as granting the innovators with recognition, can be even more successful. On
the other hand, bureaucracy, organisational structures, design and the internal
innovative culture are also seen as important determinants of the innovativeness of
the public sector. For instance, the functional structures dominating most
municipalities in Lithuania have been reported as a barrier for innovation –
although they enable the efficient use of resources between institutions, they can
also serve as formal boundaries between different divisions, weakening the link
between departments and thus hampering the implementation of PSI schemes.
Performance management and monitoring and evaluation practices are also
mentioned to be perceived as important drivers by public servants (Rivera Leon,
et. al., 2012).
External drivers and barriers are related to those that arise from the external
environment. As most prominent external factors which can stimulate renewal of
public services, the participants have identified collaboration between the public
and private sector and the co-creation and involvement of service users in the
process of designing services. The introduction of awards for innovative public
sector initiatives and the development of international good practices and
international rankings have also been mentioned as important incentives with the
potential to stimulate public sector innovation. In fact, a number of countries, such
as Austria, Bulgaria, Ireland, Lithuania, Portugal and Romania, have already
launched award ceremonies giving recognition to innovators in the public sector.
Public servants have also highlighted the importance of international good practice
examples, such as those promoted by the OECD, the European Commission or
within more informal networks as the European Public Administration Network
(EPAN) and international rankings for raising awareness and motivating change in
the internal structures, services or processes towards PSI (Rivera Leon,
et. al., 2012).
Studies have shown that many innovative ideas come from the bottom level – from
staff, clients and users. However, regulation and legal bottlenecks prevent them
from being realized in practice. In that line of reasoning, granting LRAs more
flexibility in the implementation of their activities will provide room for innovation
at the local and regional level. Even though in some countries the central
government is perceived as most capable of innovating due to the availability of
skills and human resources, there are good reasons why local and regional
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authorities might be important sources of innovation as well. Being at the level of
governance which interacts most closely with citizens and companies but also the
one which faces the most serious challenges, local and regional authorities often
face direct pressure to improve and innovate in order to respond to citizen’s
demands and needs.
Political drivers and barriers are those associated with the political environment,
including political decisions and policy externalities. The cross-country study in the
EU identifies the following three political drivers as most important – budget
reductions, availability or inadequate funding resources, policy decisions and
requirements at EU level and laws and regulations. The shortage of financial
resources and budget restriction, as a consequence of the economic crises and
unsustainable debt levels across the EU, have placed pressure on public institutions
to find new and innovative way of delivering services. Most participants have
identified EU requirements and EU funding as important drivers for PSI. Only in
the case of Romania were these perceived as barriers, due to the complexity of
regulatory requirements in funds application as well as the lack of flexibility to
comply with the rules. The introduction of new laws and regulations is also
considered as a key political driver of PSI, in particular when this allows for more
flexibility within the government and increases the scope of activities and services
that can be carried out in response to citizens’ and businesses’ demands. For
example, the need to improve the requirements for the protection of personal data
in the public sector in Lithuania has enabled the implementation of a number of
positive initiatives (e.g. security cameras in public buses; visual maps of cities;
‘radar’ of multiple violations of traffic rules) (Rivera Leon, et. al., 2012).

4.4 Public sector innovation in practice
Innovations in the public sector can be implemented using a top-down, bottom-up
or a mixed approach. Drawing on stakeholder interviews, the Rivera Leon et. al.
(2012) study finds out that top-down approaches are most prevalent across the EU,
with many on-going nation-wide innovation programmes and strategies. In
Bulgaria, for instance, the top-down approach tends to be more favoured since the
central government is perceived as more innovative - having better administrative
capacity and human resources at its disposal and better-enforced regulation.
Bottom-up approaches to public sector innovation are perceived to be most
effective by participants from the Netherlands and the United Kingdom. In any
case, a common reflection of the public officials interviewed in the study is the
need to allow more room for innovation to happen at the local level. As noted by
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some of the interviewees in the study of Rivera Leon et. al. (2012) “the public
sector faces more direct pressure to innovate at the local level, as this is the level of
government that interacts the most with citizens and companies and also meets the
most serious challenges, which may be why their role is more prolific at the bottom
levels”.
A popular trend in recent years has been the establishment of Innovation Labs for
facilitating the development of PSI models. Labs normally function as crossgovernment bodies or independent organizations, whose main task is to generate
ideas for the renewal of the government’s (or also the social and private sectors’)
operations. Research on collaborative practices and co-creation of PSI are
important part of their activities. Denmark has been established as a European
leader in Innovation Labs through the launch of MindLab in 2002. The organisation
defines itself as a “cross-ministerial innovation unit, which involves citizens and
businesses in creating new solutions for society […] a physical space – a neutral
zone for inspiring creativity, innovation and collaboration”. In Finland, Sitra, the
Finnish Innovation Fund, has established the Helsinki Design Lab, which is
involved in providing solutions to problems of government decision-makers
through strategic design. The Public Services Lab in the UK, developed by
NESTA, works on developing pathways for the diffusion of innovation in
UK’s central and local services (Rivera Leon et. al., 2012).
Public sector innovation has not been studied in as much detail as private sector
innovation. Nevertheless, two special surveys have been conducted by the
European Commission in recent years to collect more data on public sector
innovation – Innobarometer survey 2010 and 2011. The Innobarometer 2010 is
based on a survey among 4,000 organisations active in public administration,
whereas the Innobarometer 2011 draws from an opinion-survey among more than
10,000 European firms on the perceived impact of improved public services and
public sector innovation on business performance.
The Innobarometer 2010 has presented some interesting results. According to the
study the likelihood of service innovation increased linearly with the size of the
institutions and public organizations were just as likely as private ones to introduce
innovations. Concerning the process of developing PSI, introduction of new laws
and regulations was found to be the most important driver of innovation in the
public sector, followed by new policy priorities and mandated implementations of
an online service provision. Three major sources of information supporting
innovation were identified: ideas from staff, ideas from management and input
from clients or users. Domestic sources of information were considered the most
important, whereas the EU Commission was deemed equally important as other
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non-domestic organisations, events or enterprises in other EU countries altogether.
A top-down approach to PSI has been prevalent. Concerning barriers to public
administration innovation the study points to the lack of financial and human
resources as the most important factor hindering innovation. Another point of
interest is that more than half of the participant organizations involved with
tendering reported that the public procurements contributed to innovative service
solutions. Results from the Innobarometer 2011 mainly highlight the importance of
public sector innovations for driving private companies’ innovation and business
performance.
The Innobarometer 2014 survey is dedicated to understanding the views and
attitudes of EU enterprises towards the role of public support in the
commercialisation of innovation. One of the main conclusions of the survey is that
the lack of financial resources is a major obstacle to the commercialisation of
innovative goods or services. Concerning the public sector, a large majority of the
companies report to not have received any public financial support for R&D or
other innovative activities (91%). For companies that received public financial
support of some kind this was deemed as important and not important for
developing innovations by almost an equal number of respondents (48% and 49%,
respectively). Most companies that received financial or non-financial support from
governments or administrations for commercialising their innovations have found
this support as not important (67%). Based on the survey results public
procurement is still insufficiently exploited as a means to spurring innovation.
Since January 2011 almost one in five companies (18%) has won at least one
public procurement contract. However, only over one third of companies that won
a public procurement contract sold innovative goods or services as a part of it.
Only about one in every twenty companies has been involved in the Public
Procurement of Innovative Solutions since January 2011. However these
companies are much more likely to have won at least one public procurement
contract (61% vs. 15%), or to have made an unsuccessful tender (38% vs. 12%)
compared to those not involved in the scheme.
Following the Europe 2020 Innovation Union flagship initiative, the European
Commission launched a pilot European Public Innovation Scoreboard (EPIS)
(European Commission, 2013a). The EPIS is a major step forward in
Commission’s efforts to increase the availability of data on PSI, improve
opportunities for innovation benchmarking and exchange of experience. The EPIS
complements the already long-existing Innovation Union Scoreboard (IUS),
which captures countries’ innovation performance, thus encouraging and

130

facilitating innovative activities in the public and private sectors. A recent study
“Lessons from Decade of Innovation Policy”, investigating the innovation
performance of EU countries over the period 1999-2012, has been recently carried
out by the European Commission (European Commission, 2013b). The analysis of
research and innovation policy measures identifies a few stable trends – increased
importance of programme-based research and innovation policy channelled through
“concrete policy measures” compared to institutional funding; unexpectedly small
share of funding allocated to the development of innovations skills; shift of policy
measures away from individual research subsidies and towards industry-science
collaboration schemes. The essential lessons drawn from the study are, firstly, that
countries need to be encouraged to develop their own policy models, corresponding
to the specific country conditions and challenges for innovation. Secondly,
innovation policies, which have proven to be most effective, are those fostering
industry-science collaboration. Finally, the study finds mixed impact of grants
supporting business innovation (European Commission, 2013b).
The OECD has launched an important initiative encouraging exchange
of knowledge and experience in the field of public sector innovation –
The Observatory of Public Sector Innovation56. This is an online platform,
which brings together actors from the public and other sectors to share their ideas
and experiences of how the public sector should innovate to improve citizens’
wellbeing and satisfaction. Rivera Leon (2012) suggest that the Commission,
building on its knowledge, can undertake additional research efforts in this
direction. The initial projects might look into those sectors, which are related to the
greatest challenges for the union, such as public administration, health care
provision and energy and the environment.
A number of countries in the EU have created national institutions or programmes
to promote PSI. These structures are involved in supporting individual
administrations' PSI projects, as well as monitoring and exploring past experiences
to enhance national and institutional learning. Rivera Leon & et. al. (2012) suggest
that the European Commission should encourage the dissemination of these good
practices for PSI also in other Member States.
The study also sees a more proactive role for the Commission in promoting this
type of inter-agency and inter-regional learning processes by mobilizing H2020 as
a platform or source of funding for launching coordination activities. For instance,
it points to the 'responsible research and innovation' concept of H2020, which
56

For more information: https://www.oecd.org/governance/observatory-public-sector-innovation/.
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includes a commitment to support new governance arrangements, and thus may be
potentially used for the set-up of a major EU-level public sector innovation
'laboratory' similar to the former Science in Society programme. The Commission’s
role is also mentioned in the context of gearing EU cohesion funds towards
stimulating Public-Private-Partnerships. The Commission has already taken
measures to promote the role of Horizon 2020 in bringing about public sector
innovation through the Open Government initiative.57 The Open Government
approach calls for the transformation of public sector administration through the
opening up of public data and collaboration in the design, production and delivery
of public services.
Another proposition made in the report is the building up of a more comprehensive
EU level list of case studies, necessarily incorporating a cost benefit analysis.
Lastly, the study suggests that further efforts would be needed for developing a
comprehensive system of measurement and benchmarking. Although the PSI
scoreboard is a major step forward in this direction, data limitations have been
already acknowledged.

4.5 Operational proposals on administrative capacity
Enabling bottom-up innovation
 Key proposal – Addressing barriers to bottom-up innovation: Member States
should be encouraged to give more room for LRAs to try out innovative
approaches to governance (e.g. though adjustment of restrictive laws and
regulations, hindering the implementation of positive innovative initiatives).
The challenge of making laws and regulation more flexible in order to
accommodate innovative practices would be, on the one hand, to manage risk
effectively (e.g. the risk of losing money, risk to public safety or risk of losing
control) and on the other, to be able to correctly identify what is innovative and
positive. To address this issue the state would need to include provisions for
liability and justification to the use of taxpayer’s money for innovative
purposes. The implementation of EU policy through innovative activities on the
ground could also be facilitated by establishing a "Right to challenge"
mechanism, whereby local and regional authorities could apply for a temporary
exemption from an existing rule or regulation if they bring evidence that set
objectives can be better achieved through local innovative approaches.
57

For more information: http://ec.europa.eu/digital-agenda/en/ict-enabled-public-sector-innovation.
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 Key proposal – Platform for collaboration and exchange of ideas: Member
States should also be encouraged to establish platforms for collaboration
between LRAs and between LRAs and the central administration for the
generation of common initiatives and the development of joint strategies
concerning public sector innovation (similar to the Portuguese SIMPLEX
Autárquico programme). The platforms should provide virtual space where
regions can submit proposals for the implementation of administrative reforms
and receive feedback from other regions and the central government. The
platforms should be open to the participation of all local and regional authorities
that wish to adopt the proposed measures or to suggest their own initiatives.
Those regions that have the capacity to implement the proposals should be
encouraged to do so. Regions with lower capacities should receive the necessary
support (e.g. financial assistance, qualified personnel, tutoring from regions at
advanced stage of implementation). In case regional objectives/proposals are
overlapping, LRAs should be encouraged to share resources for their
implementation. Coordination from the central administration would be
necessary to evaluate and compare the outcome of such initiatives.
 Bottom-up innovation could be further encouraged by Member States and the
Commission through the provision of incentive schemes for innovation in the
public sector. These could be in the form of a financial award, certificate, prizes,
or some other type of recognition for best management, leadership skills and
best innovative public sector initiatives.
Strengthening human resources at local and regional level
 Member States should better coordinate trainings of civil servants at panEuropean level, either through existing structures, such as the European
Network of Training Organisations for Local and Regional Authorities (ENTO),
or setting up a similar body for EU regions. Training should be dedicated to
Europe 2020 in view of strengthening professional administrative capacities and
developing important governance skills (such as prioritisation, cross-sectorial
coordination for addressing policy complementarities, cross-jurisdictional
coordination for enhancing synergies with neighbouring regions/communities,
multi-year budgeting, competitive public procurement, designing monitoring
systems, etc.), innovation and strategic-planning skills and ability to understand
and work with EU regulations, rules and procedures (including the management
of Structural Funds). Such training would be particularly important for small to
medium regions as well as less developed and/or less autonomous regional
governments, who normally face greater capacity challenges.
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 The European Commission could set-up a formal programme for the exchange
of civil servants, similar to the RISE scheme for the exchange of research and
innovation staff, in order to promote co-operation between Member States in the
development of solutions for the public sector, support the exchange of best
practices, build-up human capital, transfer know-how and encourage
innovativeness.
 Training for the use of financial instruments: The EIB Group, in collaboration
with the EC and other EU institutions, should set up a centre offering targeted
advisory services and trainings to local and regional authorities, including
technical and financial assistance, on common themes related to the European
Structural and Investment Funds (ESIF) and financial instruments in the 2014 –
2020 Programming Period (ex-ante assessments, public procurements,
regulatory aspects and etc.).
Stakeholder consultation for the delivery of better public services
 Consultation with service users: Service users should be encouraged to
participate in the design of services in order to foster innovation in the public
sector. This could be achieved through the development of networking
platforms or information desks, collecting feedback and recommendations from
service users on how service provision can be improved.
 Collaboration with the private sector: Innovation in the public sector could be
stimulated by strengthening collaboration between the public and the private
sector. This could be achieved by communicating the benefits of public-private
partnerships to public authorities, organizing competition among firms for
developing innovative practices in the public sector, creating platforms and web
tools for the exchange of experience of innovative administrative practices
between the private and public sector. Outsourcing some government functions
to the private sector, in cases when it is socially acceptable and it ensures more
efficient service delivery, could also contribute to the transfer of know-how and
innovation between the public and private sectors.
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Further measures for improving administrative capacities
 Monitoring of progress: Member States could strengthen regional capacities for
the collection and processing of data by setting up training and/or institutionbuilding platforms (e.g. statistical observatories). Methodological coordination
actions and provision of technical assistance resources for the production and
upgrading of data at regional level would also be necessary to guarantee to
overall quality of regional indicators.
 Effective Public Investment: The OECD should be encouraged to further
develop the implementation of a toolkit for national, local and regional
governments to self-assess the strengths and weaknesses of their public
investment capacity and set priorities for improvement based on the OECD
Principles of Effective Public Investment. The toolkit platform with a collection
of good practices for implementing the OECD Principles and country fact sheets
should be further expanded to include all EU-28 Member States. The OECD
could also provide tools for integrating effective public investment analysis in
investment decisions and investment management at local and regional level.
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5 Benchmarking, exchange of experience and
peer learning
Territorial cooperation is at the heart of Cohesion Policy and serves as the basis of
the European Neighbourhood Policy. In the context of Europe 2020, territorial
cooperation is seen as an important opportunity for mutual learning, exchange of
experience and jointly solving of pan-regional problems. The CoR consultation on
the future of Europe 2020 demonstrates a large consensus among LRAs about the
usefulness of the Europe 2020 strategy for benchmarking, sharing of experiences
and exchanging examples of best practice between regions with similar challenges.
Benchmarking is often understood as a process involving systematic comparison of
one organization (sector, territory, policy, etc.) with another in order to ‘replicate’
their best practices (Lundvall and Tomlinson, 2001). One problem of this approach
is that it normally assumes uniformity between the entities that are compared
(the risk of ‘comparing apples with oranges’), whereas regional performance even
within one territory is determined by a complex mixture of political, economic and
social factors. Territorial benchmarking often tends to focus on best performers,
without considering the different contexts in which they are being applied.
Therefore, the ‘copy and paste’ of the best practices approach, often applied in the
context of companies, might be problematic when used in the context of another
unit- the territory. According to McCann & Ortega-Argilés (2011) this blind
imposition of ‘best performing’ practices is one of the main reasons why
benchmarking exercises have been taken into account reluctantly and only to a
limited extend by less developed regions in the EU.
Navarro et al. (2014) identify four main steps for successfully implementing a
benchmarking process based on structural regional similarities:
(1) The first step of developing a regional benchmarking exercise is to identify
regions for comparisons. Reference regions could be: neighbouring regions,
regions in the same country, regions that wish and agree to cooperate and learn
from each other and regions facing similar problems or challenges.
According to Navarro et. al. (2014) “One of the most basic conditions required for
drawing lessons from regional benchmarking is to compare homogeneous regions
and learn from equivalents.” The exercise of regional benchmarking and sharing of
experience might not be effective if this condition is not met and regions for
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comparison are simply chosen on the basis of high performance, without
consideration of regional context or structural conditions. High performance is
often associated with economic and institutional factors, which are not within the
scope of regions themselves such as national macro-economic, educational and
social policies and the division of power and responsibilities across different levels
of governance. Therefore, a small less developed region in Eastern Europe could
hardly draw any communalities with a region of a similar size in Germany, for
example. Even in regions within the same national borders it might be difficult to
draw lessons between regions specialising in different activities. In general, when
choosing a set of regions against which a specific region will be benchmarked
against it is logical to focus on the “league” to which the region belongs,
i.e. regions which specialise in the same industries and economic activities. The
value of benchmarking based on structural similarity is that it enables a region to
“identify its competitive advantages through systematic comparisons with other
regions or to map the national and international context in search of examples to
learn from, or to mark a difference with” (Navarro, et., al:, 2014). A study by the
Commission provides an example for the possible grouping of benchmarking
regions in the Extended Alpine Space. The study proposes the establishment of the
following benchmarking groups:
 “Metropolitan regions like Munich, Stuttgart, Vienna, Lyons, Milano,
Zurich, etc.
 High tech regions like Grenoble, Basel, Karlsruhe, etc.
 Regions with strong traditional industries like Veneto, Eastern Austria, etc.
 Alpine tourism regions like Isere, Savoie, Valle d’Aosta, Sondrio, Valais,
Grisons, Tyrol, etc.
 Diversifies, less specialized regions with elements of some or all types of
regions mentioned above such as Espace Mittelland, Central and Eastern
Switzerland”.
It should be noted that in in some cases comparisons with far away regions might
be relevant, given the globalization of markets and company’s activities. As
pointed out in the Commission’s study for instance, the Basel economic area,
which specialises in research intensive pharmaceuticals, life sciences and specialty
chemicals benchmarks itself against regions such as New Jersey, Massachusetts,
and parts of California as well as Greater London and the Munich area.
Furthermore, for the purpose of regional complementarities, competition and
cooperation regions often would want to compare themselves not only with regions
in the same “league”, but also with neighbouring regions.
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(2) The second step is to identify the territories that exhibit better performance
(among those sharing similar structural conditions).
According to the Commission’s study regional performance benchmarking should
normally cover at least the three pillars of sustainable development – economy,
environment and society. For each of the three areas the study proposes
benchmarking against the following regional indicators:
Economy: overall productivity/output per man hour, GDP per capita, sectorial
disaggregation of regional GDP (to identify in which parts of urban services a
region has specific strengths or weaknesses).
Environment: regional CO2 emissions per capita, emissions and immissions into
the air, water and soil, as well as land use, forest damage and bio-diversity.
Society: labour participation and unemployment rates, income and educational
levels, safety, health, society and political participation levels.
(3) The third step involves determining the causes of the actual performance of
a territory (i.e. the reasons why a region is performing better or worse, in what
ways does it differ from regions with other performance?). In this respect,
benchmarking analysis goes beyond simply setting up performance rankings, as
it tries to understand the different processes and underlying performance factors.
Based on this analysis LRAs can develop plans for improving their own
performance.
Benchmarking regional performance, without identifying the determinants for the
level of regional development does not bring much value. In order to use the
benchmarking exercise as a tool for policy development, regions need to
understand the reasons for their good or poor performance in comparison to their
benchmark regions. In other words “They have to be able to get the diagnosis right
in order to come up with the adequate therapy” (EC, 2002). This implies that the
determinants of regional economic development also need to be benchmarked. In
this context, the study suggests that regions need to gain understanding of two
questions – first, what the relative importance of location factors for their regions
is and, second, how does their region rate with respect to the quality of relevant
location factors. Although in more centralised countries some location factors
might be equivalent for all regions – for instance, regulations of product and factor
markets, taxation, environmental regulations, etc, regions in both centralised and
decentralised countries are likely to show disparities with respect to some factors
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such as transportation, energy and telecommunication infrastructure ,the knowledge
base. Assessing the quality of location factors at regional level is a difficult task.
The study suggests that one could use surveys of “location sensitive” companies,
but this option is feasible only to a limited extent. Evaluating the quality of location
factors in a multitude of regions would be difficult even for qualified respondents
and even if possible; the evaluation of the respondents might be affected by their
cultural, socio-economic and specific psychological background or motivated by
some strategic behaviour. Therefore, the use of quantitative indicators to measure
the quality of location factors at the regional level seems to be more desirable.
In fact, Navarros’ study offers a new methodology for benchmarking of smart
specialisation across European regions based on quantitative indicators. The
structural similarity of regions is assessed on the basis of social, economic and
geographical characteristics (Navarro, et. al., 2014). Regional data for all European
Union member states is used in order to construct a full matrix of inter-regional
distances. A web-based interactive tool has also been developed based on this
methodology in order to facilitate regional policy makers when performing similar
analysis and benchmarking exercises58.
(4) The final step of the benchmarking exercise is related to the actual
implementation of the plan from policy-makers (after fully understanding the
changes needed to the system) and the consequent continuous evaluation and
update of the benchmark.
Experience shows that policy recommendations could be derived on the basis of
company’s surveys on the importance and quality of location factors at the regional
level, together with the analysis of comparative regional performance. However,
the use of quantitative empirical work, linking performance variables with
explanatory variables (location factors) is likely to provide more precise policy
recommendations.
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The tool could be accessed at the Smart Specialisation Platform webpage: http://s3platform.jrc.ec.europa.eu/home.
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Box 5.1 Benchmarking Regional Structure
The S3 Platform59 in collaboration with Orkestra – Basque Institute of
Competitiveness, has now developed an interactive tool for identifying reference
regions across Europe. Reference regions are defined as “those that share similar
structural conditions relevant for innovation-driven development”. The aim of the
reference groups is not to select the "best performers" as peers, but rather regions
with similar structures in terms social, economic, technological, institutional and
geographical characteristics. The main rationale behind this approach is that
“(i) policy learning is most likely to be effective if and only if your peers are
similar to you, and (ii) you can learn both from others' successes and failures,
provided that peers are sufficiently similar to you.” Structural similarity is
evaluated on the basis of 42 variables representing socio-demographic
characteristics, sectoral structure, technological specialisation, economic openness
and outward linkages, business size, type and quality of institutions, social and
entrepreneurial attitudes, human capital. The variables are composed into a
synthetic index that provides a unique measure of structural "distance" between
regions. The interactive tool is "general purpose" in the sense that (i) it can support
benchmarking exercises with different purposes, and (ii) it is designed to work for
all the Europe, although Croatia is excluded due to lack of data.60

5.1 Platforms for exchange of experiences and peer learning
to strengthen administrative capacity
Horizontal dialogue, networking and cooperation at regional level is essential for
enabling learning from each other and exchange of good practices. In fact, there are
several existing initiatives and instruments, which have already produced some
fruitful results. These initiatives have used one or more of the following tools for
fostering exchange of experience and mutual learning – (1) conferences, workshops
and stakeholder dialogues; (2) regional awards; (3) development of good practices
database; (4) peer-to-peer exchanges.

59

The S3 Platform assists EU countries and regions to develop, implement and review their Research and Innovation
Strategies for Smart Specialisation (RIS3).
60
To access the interactive tool and for more methodological information see:
http://s3platform.jrc.ec.europa.eu/regionalbenchmarking;jsessionid=ZyhvJvhLNh5ZCy4pJLsgyyvC607TychQGVlLrsbf4FzfTH0Bt8T1!1650341192!1411555
784655.
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5.1.1 Conferences, workshops and stakeholder dialogues
URBACT is an existing European exchange and learning programme promoting
sustainable urban development61. The program has developed 61 projects grouped
in several areas of expertise, namely Innovation & Creativity, Active Inclusion,
Urban Renewal, Low Carbon Urban Environments, Disadvantaged
Neighbourhoods, Human Capital & Entrepreneurship, Quality Sustainable Living,
Metropolitan Governance and Port Cities. These programmes enable cities to share
good practices and lessons learned with professionals involved in urban policy
throughout Europe, work together, and develop effective and sustainable solutions
to key urban challenges.
The EU OPEN DAYS is another example of an existing platform, which offers
institutions, managing authorities and LRAs the opportunity to exchange and
network on successful and novel approaches of implementing EU-funded projects
and programmes (through structural funds).The open days is an annual four day
event, taking place between the 6th and 9th October in Brussels (also known as the
European Week of Regions and Cities in Europe).The EU Open Days is “an interinstitutional platform for political communication, a means of capacity-building for
regional and local stakeholders, and facilitates communication on EU affairs at
local level” 62. The event brings together officials at EU, national, regional and
local level. It includes 100 workshops and various working activities as well as
more than 300 local events all over Europe.
The INTERREG IVC 2007-2013 programme63 (now to continue as INTERREG
EUROPE for the 2014-2020 period), which was financed through European
Regional Development Fund (ERDF), has provided a useful platform for exchange
of experience and networking activities among LRAs such as thematic workshops,
seminars, conferences, surveys, and study visits. Some examples of INTERREG
IVC projects include Regioclima, on adaptation to the new climate conditions;
Pre-waste, on waste prevention in cities and regions; EEMTE, for energy efficiency
in municipalities; Osepa, on usage of open-source software in public
administrations; EU2020 Going Local for energy and sustainable transport.
A database of collected good practices identified in the course of the INTERREG
IVC projects has also been developed64.The aim of this database is to “allow local,
regional and national policy-makers to access the ideas and techniques that have
61

For more information visit: http://urbact.eu/en/about-urbact/urbact-at-a-glance/urbact-in-words/.
Open Days In Brief: http://ec.europa.eu/regional_policy/conferences/od2014/doc/OD2014_brochure.pdf.
63
For more information see: http://www.interreg4c.eu/programme/.
64
The Good Practices Database of INTERREG IVC can be found here: http://www.interreg4c.eu/good-practices/.
62
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been successfully implemented by their European counterparts and to contact the
relevant people in the organisation to get further details on the conditions for
transfer”.

5.1.2

Regional awards

Regions for Economic Change is an initiative of the European Commission,
adopted in 2006 under the Territorial Cooperation objective for the 2007–2013
programming period65. The aim of the initiative was to highlight good practices in
urban and regional development, particularly in the area of innovation, and to
support EU policy objectives of smart, sustainable and inclusive growth. Funded by
the INTERREG IVC and URBACT II programmes, Regions for Economic Change
is a learning platform for EU regions that includes the annual “Regions for
Economic Change” Conference and “RegioStars Awards” competition, a Policy
Learning Database66 (searchable by sector and sub-sectors, member states or
region) and interregional fast track networks (testing innovative ideas & working
on their rapid transfer into regional policies and programmes). The RegioStars
Awards are divided in four categories: (1) Smart Growth, (2) Sustainable Growth
(3) Inclusive Growth and (4) CityStar (for developing sustainable public transport).
The finalists are selected on the basis of four key criteria: innovation, impact,
sustainability and partnership.

5.1.3

Development of good practices and databases

Established in 2011, the Smart Specialisation Platform (S3 Platform) “assists EU
countries and regions to develop, implement and review their Research and
Innovation Strategies for Smart Specialisation (RIS3)”. The S3 platform is a useful
tool for providing information, methodologies, expertise and advice to national and
regional policy makers as well as for promoting mutual learning, trans-national
co-operation. The platform, which is hosted by the Institute for Prospective
Technological Studies (IPTS) in Seville (part of the European Commission’s Joint
Research Centre), has developed methods for peer-reviewing and organizes regular
workshops for registered regions and countries.
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For more information visit:
http://ec.europa.eu/regional_policy/archive/cooperation/interregional/ecochange/index_en.cfm?nmenu=1.
66
The project examples and policy learning databases can be accessed here:
http://ec.europa.eu/regional_policy/projects/stories/index_en.cfm.
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INTERACT is another platform supporting cooperation across European regions67.
Co-financed by the Member States, Norway and Switzerland, the programme offers
support to Managing Authorities, Joint Technical Secretariats, Monitoring
Committees, National Contact Persons, First Level Controllers, Certifying
Authorities and Audit Authorities across Europe. Its main areas of expertise include
programme management, communication, financial management, knowledge
management and capitalization.
The Public Procurement of innovation (PPI) platform – a project supported by
the European Commission – has the objective of structuring and coordinating
networking capacity building, dissemination of key information and use of public
procurement as a mechanism for procurement of innovation68.The platform also
offers training seminars on PPI, led and organized by experts from the Procurement
of Innovation Platform team. The platform also offers a number of opportunities for
exchange such as the Procurement Forum, the EcoProcura conferences and the
Experience and Exchange Programme, which allows public authorities to visit
organisations advanced in PPI and develop practical experience.

5.1.4 Peer-to-peer exchanges
Peer-to-peer exchange is another possible way of stimulating mutual learning
between LRAs. 'PES to PES Dialogue' – the European Commission’s mutual
learning support programme for public employment services (PESs) in the
European Union – is an example of how such an arrangement can be organized.
The first key activity, which 'PES to PES Dialogue' includes, is peer review
meetings, taking place twice a year in order to identify successful practice by
sharing experiences between a ‘host PES’ and participating 'peer PESs' from other
countries. This could be followed by a follow-up study visits by countries
following a peer review in order to facilitate the transfer of good practices. In
addition, dialogue conferences are organized twice a year to discuss different issues
relevant for PESs and the Commission’s agenda. This peer-to-peer exchange
process also includes the writing of analytical papers and reports for each peer
review and conference. Mentoring and work shadowing are two similar tools for
assisting regional learning.
However, it should be noted that, despite their benefits, these more advanced
models of cooperation might also be more cumbersome to manage administratively
67
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For more information visit: http://www.interact-eu.net/.
For more information see: https://www.innovation-procurement.org/home/?no_cache=1.
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at cross-border level, given variety of situations and skills, competences and
responsibilities of different regions across the EU. As pointed out by one of the
interviewed partners, twinning arrangements are not likely to produce good results
if the process of mutual learning is just based to transplanting practices from one
place to another, without consideration of the different institutional and cultural
embeddedness of policies. The success of peer- to peer exchanges and twinning
arrangements will strongly depend on the existence of cultural and institutional
communalities as well as the facilitator of the process and the individuals
themselves and their own willingness and capacities to learn. Since regions within
one state share a lot of geographical, cultural, language, economic, political,
administrative and other features, such exchanges between regions will be easier to
organize and implement within the same geographical and political territory.
Furthermore, focusing transfer of practices and experiences on cities and regions
that are measurably similar could also be an important precondition for making the
learning experience more effective.
The European Grouping for Territorial Cooperation (EGTC)69 is a legal
instrument used in the 2007-2013 period to facilitate and promote cross-border,
transnational and interregional cooperation between its members. Members to
EGTC could constitute Member States, regional authorities, local authorities and/or
bodies governed by public law. EGTC implement territorial cooperation projects
co-financed by the Community or undertake territorial cooperation measures at the
initiative of the Member States.

5.2 Utilizing existing city and regional networks as a lever
for benchmarking Europe 2020
Involving existing cross-border urban and regional cooperation networks in
learning and exchange of experience processes has good potential to generate
successful outcomes. Since these arrangements are normally based on a longstanding cooperation between regions, which share certain characteristics or
common development objectives, they could ensure a certain level of trust and
commitment by both parties. From an economic point of view, utilising existing
and regional networks as a platform for knowledge exchange and learning will also
reduce transaction costs (i.e. the costs associated with searching and acquiring new
information, in this case in relation to suitable partners).
69

For more information see: http://europa.eu/legislation_summaries/agriculture/general_framework/g24235_en.htm.
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Twinning city arrangements are one possible way of how learning across national
borders can take place through existing regional networks. Twin cities, sometimes
also referred to as sister cities, are a form of a long-standing legal or social
agreement between towns, cities, provinces, regions or other establishments located
in different nation-states with the aim to promote cultural and commercial
exchanges70. The number of twinning city agreements in any country depends on
the size of the country as well as the number of municipalities / communes / cities
that can enter into such agreements (ESPON, 2013a). In Europe the largest
cross-border twinning arrangements are established in Germany (3,300),
France (2.500), Italy (2,000), followed by Poland (900), Spain (900) and the
United Kingdom (800). In general, the pattern of twinning arrangements is likely to
be influenced by proximity and historical and cultural links as well as similarities
between settlements. Existing twinning city arrangements can serve as a useful
platform for enabling benchmarking and territorial exchange of experience with
relation to Europe 2020. There are a number of reasons for why twin links have the
obvious potential to foster dialogue and cooperation with regard to the Europe 2020
objectives: twin cities are based on relatively formal and long-standing
relationships between establishments, they normally share many similarities, they
already encourage exchanges of experiences on a variety of issues of common
interest and they form a unique and dense network.
Another example of a successful partnership platform at regional level is the model
of the Covenant of Mayors, in which administrations and other intermediate
bodies support lower-level administrations in the implementation of the Sustainable
Energy Action Plans. Since the Covenant of Mayors also serves to promote
learning and the exchange of good practices across political boundaries, it is also an
appropriate arena for fostering wider discussions, which could be of relevance to
different territories (CoR, 2014).
Eurocities is another existing network of European cities, which brings together
the local governments of over 130 of Europe's largest cities and 40 partner cities 71.
Founded in 1986, the network offers a platform for sharing knowledge and
exchanging ideas and experiences, analysing common problems and developing
innovative solutions - it organizes six thematic forums, a wide range of working
groups, projects, activities and events. The platform also organizes Eurocities
awards in order to showcase exceptional examples of projects and practices from
their member cities. With the exception of 2013, the three EUROCITIES awards
70

For more information on twinning cities in Europe visit the official EU website:
http://www.twinning.org/en/page/enter-our-universe-of-twinning#.U8aJN3fpekI.
71
For more information on EUROCITIES please visit: http://www.eurocities.eu/eurocities/home.
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categories are as follows: (1) Innovation: innovation in the planning and
implementation of activities or practices by a local authority; (2) Participation:
activities or practices of a local authority which are successful in actively
promoting citizen participation and (3) Cooperation: awarding cooperation efforts
undertaken by a local authority together with partner organisations.
The regional networks developed in the context of the existing European macroregional strategies – for example, the EU Strategy for the Baltic Sea Region, the
EU Strategy for the Danube Region, the EU Strategy for the Adriatic and Ionian
Region – could also be used as a platform for sharing knowledge and experience
and peer learning to strengthen the administrative capacity. Since administrative
entities making up these macro-regions face very common challenges, despite the
their different legal and political competences and responsibility across different
MSs, the macro regional strategies can be used to promote learning and cooperation
between regions and other partners, not only in respect to the specific EU macroregional strategies, but also in relation to the broad EU 2020 agenda.

5.3 Conclusions
Benchmarking is a continuous process, which can have significant positive impact
on public administrative capacity by allowing LRAs to share experience and
knowledge, gain understanding of the factors, determining their performance and
access information that is not publicly available (Navarro, et, al). Furthermore,
regional benchmarking might serve as an incentive for regional administration to
improve their organization, processes and services by raising local stakeholder
awareness on the relative position of the region (Iurcovich. et. al., 2006).
Finding the right partners for exchange and peer learning is the first step of
initiating such a process. For regional benchmarking to be effective it is important
to identify regions, which are comparable or share some common characteristics
(geographical, economic, social or etc.) or conditions (e.g. regions facing similar
problems and challenges). Important role in facilitating these processes within
countries will have local, regional and municipal associations, ministries of
regional development and other specific government departments.
Pairing administrative staff from larger, more economically developed and more
autonomous administrative units with smaller, less economically developed and
less autonomous ones will be particularly beneficial for fostering excellence,
innovation and knowledge exchange. Normally larger urban areas and regions tend
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to concentrate more human resources and administrative capacity compared
smaller and less developed ones. Large inequalities in the distribution
competences across regions in some Member States is visible from the results
the 2013 European Quality of Government Index (EQI). Therefore, these types
exchanges will be particularly beneficial for supporting territorial cohesion.

to
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Cross-country reference groups for benchmarking could be identified through
existing urban and regional networks and platforms for cooperation. Since these
platforms connect regions with similar conditions or challenges or regions, which
already cooperate with each other in some respect, they could be mobilised to
foster peer learning and knowledge exchange.
Alternatively, there might be a scope for creating peer-learning events and
exchanges on specific topics (such as lifelong learning, health care) for regions
from different countries but facing similar situations. Existing regional networks,
such as twinning cities, Convent of the Mayors, Eurocities and members of macroregional strategies could be mobilised for organising thematic forums, workshops,
conferences and other events, where LRAs and other regional stakeholders can
exchange ideas and experiences, analyse common problems and share innovative
solutions.
Benchmarking for strengthening regional administrative capacity could be
implemented through a variety of tools: conferences, workshops and stakeholder
dialogues, regional award ceremonies, good practice databases, peer-to-peer
exchanges and etc. The choice of tools is likely to depend on the characteristic of
the group of regions (for instance if they share the same cultural, political and
organizational characteristics), the issue in question and the organizational and
financial capacities to implement such benchmarking exercises.
Benchmarking, exchange of experience and peer learning can cover a variety of
issues relevant to public organizations such as efficiency and effectiveness of
organizational processes and operations, strategic development, customer services,
human resources development and etc.
The next step of a benchmarking process would be to empirically identify the
territories that exhibit better performance and use these for providing lessons.
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5.4 Operational proposals on mutual learning
Benchmarking
 Key proposal – Regional rankings: In order to enhance benchmarking and peer
learning the European Commission (either through Eurostat, ESPON or by
opening a tender for projects in Horizon 2020) could commission the
development of an interactive web tool, which ranks the performance of regions
on each of the Europe 2020 indicators (and possibly on some pre-selected
additional indicators) within some reference group of regions that they belong to
(regions homogenous in terms social, economic, technological, institutional and
geographical characteristics). This tool could be developed on the basis of the
‘interactive tool for identifying reference regions’, developed by the
S3 Platform, as well as the existing regional NUTS2 and NUTS1 data collected
by EUROSTAT and ESPON. The developed database should also include a
small description of each region with information on the region’s sectorial
composition of GDP, etc. The results of the regional ranking could be discussed
at national and pan-European conferences and workshop and be taken into
account in the review of regional Europe 2020 targets.
 In order to detect the factors affecting regional performance, a regular survey
could be carried out (possibly by the CoR) with questions regarding the
obstacles regions encounter with regards to meeting their Europe 2020 goals.
The results of these surveys should be summarized and disseminated for
discussion at national, international and EU level (for example at EC meetings
with representatives from the CoR). The analysis could include a discussion of
obstacles often encountered and successful strategies adopted to overcome these
by regions. Clustering of regions could be done according to thematic areas and
territorial specifics. This would help linking performance variables to
explanatory (location) variables. The results of the survey should also be
published on the Europe 2020 Monitoring platform.
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Regional coordinators
 Key proposal: Regions with strong capacities and own regional targets could be
encouraged to voluntarily form a network of “Europe 2020 Regional
Coordinators”, where they could be coupled with regions with low capacities in
order to provide strategic guidance, policy advice and technical assistance at
administrative level to other regions. Pairing administrative staff from larger,
more economically advanced and autonomous regions with smaller, less
economically developed and less autonomous ones would be particularly
effective.
Innovation Labs for the public sector
 Public sector innovation labs: National or EU-level public sector innovation
‘laboratories’ could be set-up (including on the Europe 2020 targets and flagship
initiatives) with the aim to provide in-depth analysis of societal problems,
generate innovative ideas and offer strategic guidance to policy makers for the
design and implementation of novel solutions. Innovation labs would also be
effective for facilitating collaboration and diffusion of knowledge between
experts, policy makers and the public. Innovation labs could be established as
cross-governmental bodies (for example see the Danish MindLab), think-tanks,
on-demand research services or forums where experts, businesses, civil society
organizations, policy makers and researchers could meet and discuss policies.
Labs could be set-up jointly by regions or Member States, in which case they
could be funded by yearly fees, or alternatively could be financed through ESIF.
Platforms for the dissemination of knowledge
 Dissemination of knowledge: In order to promote the diffusion of knowledge
and ease the access to studies and project related to Europe 2020’s priority
areas, the European Commission should include in the call for projects
specifications under Horizon 2020 an obligation to upload content of the project
on existing platforms for regional cooperation (e.g. Europe 2020 Monitoring
Platform, INTERREG EUROPE platform).
 Innovative financial instruments: The EIB could contribute to strengthening the
administrative and organizational capacity at local and regional level for
engaging with new financial instruments by developing an online platform with
a collection of best practices on the use of financial instruments, allowing
stakeholders from different MSs to share experience and expertise. The analysis
and collected experience can then be disseminated in the form of practical
guidelines.
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