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EXECUTIVE SUMMARY

Background

Cohesion policy, the European Union’s primary tool for promoting economic convergence, is set to be
reformed. The European Commission proposed a revised framework for cohesion (and regional) policy
in the next EU Multiannual Financial Framework (MFF) for the seven-year period from 2021 until 2027.
The proposal is the subject of intense debate. This study contributes to this debate based on a literature

review, empirical research and interviews with various stakeholders.
Outcome

As an introduction, this study highlights that:

e A treaty-based objective of the European Union is to reduce disparities between the levels of
development of various regions, and the backwardness of the least-favoured regions.

e Cohesion policy has various social (fostering equality), political (honouring enlargement
agreements) and economic (creating conditions that allow regions adversely affected by the
single market to prosper) rationales. It also supports the EU’s inclusive, smart, green and
sustainable development priorities.

e In the literature, there is no conclusion on the impact of cohesion policy, partly because of
major methodological and data complications.

e This study uses a novel methodology that contrasts the characteristics of cohesion projects in
the best and worst performing regions of EU countries.

e This study is not a formal evaluation or audit of cohesion policy. Its goal is to advise Members
of the European Parliament when assessing the implementation of the current MFF and
considering the next generation of programmes for the next MFF.

Chapter 2 surveys the literature. We have identified more than 1,000 papers dealing with various
aspects of effectiveness, convergence, inequality, governance and many other topics. While many
papers deal with effectiveness and related issues, we have found few papers that assess the
characteristics of successful programmes and projects, suggesting that our own work is novel. Our key

conclusions from the literature survey are:

e Thereis abroad range of literature on cohesion policy, which is inconclusive: some papers find
positive long-term impacts, others find positive but only short-term impacts, while others find
no impact at all or even negative impacts.

e The diversity of results arises from major complicating factors, related to complex local
environments, the diversity of policy interventions beyond cohesion policy, varying time
frames, cross-regional spill-over effects and lack of appropriate data for the analysis, partly
because certain important factors, which influence the outcome of cohesion policy, are not
measurable.

e Various econometric problems and related estimation biases further complicate the analysis.
e Very few studies have analysed the characteristics of successful programmes and projects.

e Theearly literature on the EU’s Performance Framework highlights various risks and drawbacks.
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Chapter 3 presents our empirical analysis. As our literature survey highlights, there are major problems

with existing methodologies. Therefore, we have used a novel approach, rather than a standard

methodology. We study around two dozen project characteristics, leading to a wide range of

interesting results. Our main findings are:

Because of econometric problems with standard methodologies used in the literature, we
adopted a novel methodology that first estimates ‘unexplained economic growth’, by
controlling for the influence of various region-specific factors, and then analyses its relationship
with about two dozen project-specific characteristics.

Among the EU funds (ERDF, EARDF, ESF and CF), only the CF is positively associated with
unexplained economic growth. The relative importance in a region of interregional projects
(part of the ERDF) is also robustly associated with higher unexplained economic growth.
Lower national co-financing rates are correlated with higher unexplained economic growth, as
are higher proportions of non-research NGOs and private-sector entities among the
beneficiaries (as opposed to public-sector beneficiaries).

The best-performing regions have longer duration projects, while the budgets of programmes
in the best-performing regions are more concentrated on a few priorities. These findings
suggest that strategic and focused programmes and projects have benefits.

The best-performing regions have more inter-regional projects.

National management of projects is more widespread in countries that have more best-
performing regions in Europe.

The role of different sectors in unexplained economic growth is ambiguous, hinting that the
success of sectoral investments is highly dependent on regional characteristics.

Chapter 4 summarises our interviews with relevant stakeholders from the European Commission,

national ministries, municipalities and independent experts. These interviews shed light on various

aspects of cohesion policy design, implementation, effectiveness and desirable reforms that we cannot

analyse by using data, either because the data are unavailable or of their qualitative nature. A number

of common observations were made by several interviewees, but there were also several aspects on

which interviewees had different opinions. The most important lessons from the interviews were:

Cohesion policy is assessed to be the most evaluated of all EU policies, and to generate
European value added.

In some countries, local stakeholders have different attitudes towards cohesion and national
funds, which sometimes lead to less careful management of EU funds.

The Performance Framework is found to bring an additional layer of administrative burden,
without a clear connection to results and the quality of interventions.

Beyond the crucial role of administrative capacity and institutional quality, there are no clear-
cut characteristics that contribute to the success of cohesion programmes.

Interviewees made various suggestions on how to improve cohesion policy in the 2021-2027
MFF, including a stronger focus on addressing the underlying problems, more strategic
planning, simplification, stricter control when the corruption risk is high, synergies with other
EU and national programmes, and more cross-region, cross-border projects and a stronger
focus on fewer European goals in the case of more-developed regions.

10
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Chapter 5 concludes by drawing out the implications for cohesion policy reform from the results of our

literature survey, empirical analysis and interviews. The main points are:

The overall allocation of EU resources to cohesion policy and other priorities is a political issue
and, therefore, we do not make a recommendation, although we note that continued

convergence reduces the need for cohesion funding.

Within the cohesion envelope, we found growth-enhancing effects only for the Cohesion Fund.
The proposed drastic reduction of this fund should, therefore, be assessed on the basis of a
clarification of the importance of economic convergence and other goals, such as social
inclusion and the protection of the environment.

The national co-financing rate should be set on the basis of fiscal constraints, the additionality
principle and corruption risk. We welcome the InvestEU initiative, through which a single
project can raise financing from financial instruments, grants and private and public funds,
thereby tackling financing constraints.

Our study signals a negative correlation between economic growth and the proportion of
projects under management by local entities. A way of reconciling this finding, with the greater
involvement of local bodies, would be to couple locally led demand for projects, driven by more
accurate knowledge of local needs and deficiencies, with higher-level allocation, oversight and

management.

Thematic concentration, along with fewer EU goals, is well justified in more-developed regions,
but not in less-developed regions. Irrespective of the degree of thematic concentration,
individual projects should be focused and have longer durations, in line with long-term
strategic planning. Such an approach does not necessitate a high level of flexibility of cohesion
policy.

A strengthened link with the European Semester should be avoided.

Interregional projects should be further encouraged.

A focus on results and simplification should be a major aim of the reform, alongside increased
transparency of data and indicators on the design and implementation of projects.

Annex 1 presents a summary of selected articles from the literature, Annex 2 reports our full

econometric analysis in detail, Annex 3 compares our findings for NUTS-2 and NUTS-3 regions when

using an inter-regional dataset, Annex 4 studies the robustness by excluding more-developed regions

from the analysis and Annex 5 specifies our data sources and data adjustments.

11
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SYNTHESE

Contexte

L'Union européenne prévoit de réformer son principal instrument de convergence économique, la
politique de cohésion. La Commission européenne a proposé un cadre révisé pour la politique de
cohésion et la politique régionale dans le cadre financier pluriannuel (CFP) de I'Union pour la
période 2021-2027. Cette proposition fait I'objet d'un débat intense, auquel la présente étude se veut
une contribution. Elle s’appuie sur un état de l'art dans la littérature existante, des études empiriques
ainsi que des entretiens avec différents acteurs de la politique de cohésion.

Résultats

L'introduction de I'étude souligne les points suivants:

e Daprés les traités, I'un des objectifs de I'Union est de réduire I'écart entre les niveaux de
développement des diverses régions et le retard des régions les moins favorisées.

e La politique de cohésion présente diverses motivations d’ordre social (renforcer I'égalité),
politique (respecter les accords d’élargissement) et économique (créer des conditions
favorables a la prospérité des régions que le marché unique désavantage). Cette politique va
également dans le sens d'un développement inclusif, intelligent, écologique et durable, qui fait
partie des priorités de I'Union.

e La littérature existante ne permet pas de tirer de conclusions quant aux effets de la politique
de cohésion, en partie en raison de difficultés majeures concernant la méthodologie et les
données.

e La présente étude adopte une méthode inédite consistant a comparer les caractéristiques des
projets de cohésion mis en place dans les régions européennes les plus performantes et les
moins performantes.

e |l ne s'agit pas formellement d'une évaluation ou d’'un audit de la politique de cohésion. Son
objectif est d'aider les députés au Parlement européen a évaluer la mise en ceuvre du CFP
actuel et a planifier la nouvelle génération de programmes pour le prochain CFP.

Le chapitre 2 passe en revue la littérature existante. Nous avons recensé plus de 1000 articles qui
étudient l'efficacité, la convergence, les inégalités, la gouvernance et bien d'autres sujets sous
différents angles. Bien que de nombreux articles s'intéressent a I'efficacité et aux questions qui y sont
liges, nous n'avons trouvé que peu d'articles qui examinent les spécificités des programmes et des
projets qui ont bien fonctionné. Cela laisse penser que notre travail est novateur. Les principaux

éléments que nous avons pu tirer de cet état de I'art sont les suivantes:

e Lalittérature sur la politique de cohésion est abondante, mais peu concluante: certains articles
trouvent des effets positifs a long terme, d'autres reperent des effets positifs mais seulement a
court terme, tandis que d’autres encore ne détectent pas d’effets, voire trouvent des effets
négatifs.

12
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e D’'importantes sources de complication sont a l'origine de cette disparité de résultats: la
complexité des environnements locaux, la diversité des actions politiques paralleles a la
politique de cohésion, la multitude des calendriers, les effets d’entrainement entre régions et
le manque de données susceptibles d'étre analysées, en partie parce qu'il est impossible de
mesurer certains facteurs qui jouent un role important dans les résultats obtenus par la
politique de cohésion.

e Divers obstacles économétriques entrainant des biais d’estimation rendent 'analyse encore
plus délicate.

e Tres peu d'études se sont penchées sur les caractéristiques des programmes et des projets
ayant atteint leurs objectifs.

e Les premieres publications sur le cadre de performance de I'lUnion européenne mettent en
avant divers risques et inconvénients.

Le chapitre 3 présente notre propre analyse empirique. Comme I'état de I'art ci-dessus le montre, les
méthodes existantes présentent de graves défauts. Nous avons donc préféré adopter une approche
inédite plutét qu’'une méthode classique. En étudiant environ 25 caractéristiques des projets, nous
avons obtenu un large éventail de résultats intéressants. Nos conclusions essentielles sont les

suivantes:

e Lesproblémes économétriques inhérents aux méthodes courantes dans la littérature existante
nous ont poussé a innover méthodologiquement. Tout d’abord, nous avons cherché a estimer
la «croissance économique inexpliquée», en tenant compte de l'influence de différents facteurs
propres a chaque région; cette grandeur a ensuite été mise en regard d’environ
25 caractéristiques propres aux projets.

e Parmi les fonds européens (FEDER, Feader, FSE et FC), seul le Fonds de cohésion est
positivement corrélé a une croissance économique inexpliquée. L'importance relative des
projets interrégionaux, prévus par le FEDER, dans une région présente également une
corrélation positive significative avec la croissance économique inexpliquée.

e Une croissance économique inexpliquée forte est souvent associée a un taux de cofinancement
national bas et a une proportion importante d’'ONG non liées a la recherche et d'entreprises
privées parmi les bénéficiaires des programmes (par opposition aux bénéficiaires appartenant
au secteur public).

e Dans les régions les plus performantes, les projets durent plus longtemps et les budgets se
concentrent sur un nombre plus restreint de priorités. Ces résultats suggerent que les
programmes et les projets stratégiques et ciblés présentent des avantages.

o Lesrégions les plus performantes participent a davantage de projets interrégionaux.

e Les pays ou se situent les régions les plus performantes d’Europe gerent plus fréquemment les
projets a I'échelle nationale.

e Lacontribution des différents secteurs a la croissance économique inexpliquée reste incertaine,
ce qui laisse penser que le succes des investissements sectoriels dépend fortement des
caractéristiques régionales.

13
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Le chapitre 4 synthétise nos entretiens avec des acteurs de la politique de cohésion au sein de la

Commission européenne, de ministéres nationaux et de municipalités ainsi que des experts

indépendants. Ces entretiens éclairent différents aspects impossibles a analyser au moyen de données

chiffrées — que ce soit parce que celles-ci ne sont pas disponibles ou parce qu'il s'agit d'aspects

qualitatifs — de la conception, de la mise en ceuvre et de I'efficacité de la politique de cohésion, ainsi

que des réformes souhaitables en la matiére. Les entretiens ont fait émerger plusieurs points de

convergence entre ces acteurs, mais également un certain nombre de divergences. Les principaux

enseignements que |'on peut en tirer sont les suivants:

Il est généralement considéré que la politique de cohésion est la politique européenne la mieux
évaluée et qu’elle apporte une valeur ajoutée européenne.

Dans certains pays, les acteurs locaux n‘adoptent pas la méme attitude a I'égard des fonds de
cohésion que vis-a-vis des fonds nationaux, avec une gestion parfois plus négligente des fonds
européens.

Le cadre de performance rajoute une couche de lourdeur administrative, sans qu'il y ait de
corrélation claire avec les résultats et la qualité des actions entreprises.

En dehors du role fondamental de la capacité administrative et de la qualité des institutions,
aucune caractéristique précise ne ressort comme facteur de réussite des programmes de
cohésion.

Nos interlocuteurs ont suggéré diverses manieres d’améliorer la politique de cohésion en vue
du CFP 2021-2027, notamment une meilleure focalisation sur la résolution des problémes sous-
jacents, davantage de planification stratégique et de simplification, des controles plus stricts
lorsque le risque de corruption est élevé, des synergies avec les autres programmes nationaux
et européens, un élargissement de la dimension interrégionale et transfrontaliere des projets
et un recentrement sur un nombre plus restreint d'objectifs européens dans les régions plus
développées.

Le chapitre 5 tire les conclusions de notre état de I'art, de notre analyse empirique et de nos entretiens

et dégage des pistes de réforme de la politique de cohésion. Les points essentiels sont les suivants:

L'affectation globale des ressources de I'Union a la politique de cohésion et aux autres priorités
constitue une question politique; nous ne formulerons donc pas de recommandation, tout en
constatant que les progres en matiere de convergence réduisent les besoins de fonds de
cohésion.

Au sein de I'enveloppe allouée a la cohésion, les seuls effets positifs sur la croissance que nous
avons trouvés sont ceux du Fonds de cohésion. La proposition de réduction substantielle de ce
Fonds devrait par conséquent étre évaluée seulement apres avoir clairement défini
I'importance de la convergence économique et des autres objectifs, tels que I'insertion sociale
et la protection de I'environnement.

Le taux de cofinancement national devrait étre fixé sur la base des contraintes fiscales, du
principe d'additionalité et du risque de corruption. D’aprés nos calculs, bien que
I'augmentation proposée du cofinancement national puisse stimuler I'adhésion aux actions

menées, elle pourrait aussi entrainer un ralentissement de la croissance. Nous saluons
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I'initiative InvestEU, grace a laquelle un méme projet peut recevoir des subventions ainsi que
des financements provenant d'instruments financiers et de fonds publics et privés, ce qui

remédierait aux contraintes de financement.

o Notre étude a trouvé une corrélation négative entre la croissance économique et le taux de
projets qui sont gérés par des collectivités locales. Une maniere d'impliquer davantage les
collectivités locales malgré cette tendance serait de soumettre les projets a I'échelle locale, la
ou les carences et les besoins locaux sont connus avec le plus de précision, tandis que les fonds

seraient alloués, supervisés et gérés a plus grande échelle.

e Laconcentration thématique et la réduction du nombre d’objectifs européens ne sont pas aussi
justifiées dans les régions moins avancées que dans les régions plus développées. Quel que soit
le degré de concentration thématique, chaque projet devrait étre plus ciblé et durer plus
longtemps, dans un esprit de planification stratégique a long terme. Une telle approche ne
requiert pas de grande flexibilité de la politique de cohésion.

e |l faudrait éviter de renforcer le lien avec le Semestre européen.
o Les projets interrégionaux devraient étre encouragés plus vivement.

e Les principaux objectifs de la réforme devraient se concentrer sur les résultats, la simplification
et une meilleure transparence des données et des indicateurs relatifs a la conception et a la

mise en ceuvre des projets.

L'annexe 1 présente un résumé de certains articles tirés de la littérature existante. L'annexe 2 rend
compte en détails de notre analyse économétrique compléte. L'annexe 3 compare nos conclusions
pour les régions NUTS-2 et NUTS-3 a partir d’'une base de données interrégionale. L'annexe 4 examine
la robustesse de I'analyse si I'on en exclut les régions plus développées. L'annexe 5 détaille les sources

de nos données et les ajustements de données que nous avons effectués.
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ZUSAMMENFASSUNG

Hintergrund

Die Kohdsionspolitik, das wichtigste Instrument der Europdischen Union zur Forderung der
wirtschaftlichen Konvergenz, soll reformiert werden. Die Europaische Kommission hat im nachsten
mehrjahrigen Finanzrahmen (MFR) der EU fiir den Siebenjahreszeitraum von 2021 bis 2027 einen
Uberarbeiteten Rahmen fiir die Kohdsions- (und Regional) politik vorgeschlagen. Der Vorschlag ist
Gegenstand intensiver Diskussionen. Diese Studie beruht auf einer Literaturauswertung, empirischer
Forschung und der Befragung verschiedener Interessengruppen, und sie soll einen Beitrag zu dieser

Debatte leisten.
Ergebnisse

Zundchst werden in dieser Studie folgende Punkte hervorgehoben:

e Ein Ziel der Europdischen Union besteht gemall den Vertrdgen darin, die Unterschiede im
Entwicklungsstand der verschiedenen Regionen und den Rickstand der am stdrksten
benachteiligten Gebiete zu verringern.

e Es gibt mehrere Griinde fir die Kohdsionspolitik: soziale Griinde (Férderung der
Gleichstellung), politische Griinde (Einhaltung der Erweiterungsabkommen) und
wirtschaftliche Griinde (Schaffung von Bedingungen, die es den vom Binnenmarkt
benachteiligten Regionen ermdglichen zu prosperieren). Mit ihr werden auflerdem die
Prioritaten der EU fiir eine inklusive, intelligente, griine und nachhaltige Entwicklung
unterstutzt.

e In der Fachliteratur gibt es keine einhellige Meinung tber die Wirkung der Kohasionspolitik,
was zum Teil auf erhebliche methodische und datentechnische Schwierigkeiten
zurlickzufiihren ist.

e Diese Studie verwendet eine neuartige Methodik, bei der die Merkmale von Projekten der
Kohasionspolitik in den am besten und den am schlechtesten abschneidenden Regionen der
EU-Lander gegenuiberstellt werden.

e Diese Studie stellt keine formelle Bewertung oder Priifung der Kohasionspolitik dar. hr Zweck
ist es vielmehr, die Mitglieder des Europaischen Parlaments bei der Bewertung der Umsetzung
des derzeitigen MFR und bei der Priifung der ndachsten Generation von Programmen fiir den
kommenden MFR zu beraten.

In Kapitel 2 wird die vorhandene Literatur zu dem Themenbereich ausgewertet. Dabei sind wir auf Giber
1 000 Artikel gestoBen, die sich mit verschiedenen Aspekten der Effektivitat, Konvergenz, Ungleichheit,
Verwaltung und vielen anderen Themen befassen. Wahrend sich viele Publikationen mit der Effektivitat
und verwandten Themen befassen, haben wir nur wenige Artikel gefunden, in denen die Merkmale
erfolgreicher Programme und Vorhaben bewertet wurden, was darauf hindeutet, dass wir mit unserer
Studie Neuland betreten. Unsere wichtigsten Schlussfolgerungen aus der Literaturauswertung sind die

folgenden:

e Es gibt eine breite Palette von Literatur zur Kohasionspolitik, die jedoch kein schliissiges Bild
liefert. In einigen Artikeln werden positive langfristige Effekte festgestellt, in anderen nur
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positive kurzfristige Effekte, wahrend anderswo lberhaupt keine oder sogar negative Effekte
festgestellt werden.

Die unterschiedlichen Ergebnisse sind auf gewichtige erschwerende Faktoren zurtickzufiihren,
die mit komplexen lokalen Rahmenbedingungen, der Vielfalt der politischen Interventionen,
die Uber die Kohasionspolitik hinausreichen, unterschiedlichen  Zeitrahmen,
Ausstrahlungseffekten auf andere Regionen und fehlenden geeigneten Daten fir die Analyse
zusammenhadngen, zum Teil weil bestimmte wichtige Faktoren, die das Ergebnis der
Kohasionspolitik beeinflussen, nicht messbar sind.

Verschiedene okonometrische Probleme und damit verbundene Verzerrungen bei den
Schatzungen erschweren die Analyse zusatzlich.

Die Merkmale erfolgreicher Programme und Projekte wurden nur in sehr wenigen Studien
analysiert.

In der friihen Literatur Giber den Leistungsrahmen der EU wird auf verschiedene Risiken und
Nachteile hingewiesen.

In Kapitel 3 wird unsere empirische Analyse vorgestellt. Wie unsere Literaturiibersicht zeigt, gibt es

grof3e Probleme bei den bestehenden Methoden. Deshalb haben wir einen neuen Ansatz anstelle einer

Standardmethode gewahlt. Wir haben rund zwei Dutzend Projektmerkmale untersucht, die zu einer

Vielzahl von interessanten Ergebnissen fiihren. Unsere wichtigsten Erkenntnisse daraus sind die

folgenden:

Aufgrund  6konometrischer Probleme mit den in der Literatur verwendeten
Standardmethoden haben wir uns fiir eine neue Methodik entschieden, bei der zundchst das
Lunerklarte Wirtschaftswachstum” veranschlagt wird, indem der Einfluss verschiedener
regionalspezifischer Faktoren berlicksichtigt sowie analysiert wird, in welcher Beziehung es zu
etwa zwei Dutzend projektspezifischen Merkmalen steht.

Von den EU-Fonds (EFRE, ELER, ESF und Kohasionsfonds) wird nur letzterer positiv mit
unerklartem Wirtschaftswachstum in Verbindung gebracht. Die relative Bedeutung
Uberregionaler Projekte (Teil des EFRE) in einer Region wird auch vielfach mit einem héheren
unerklarten Wirtschaftswachstum in Verbindung gebracht.

Niedrigere nationale Kofinanzierungssatze korrelieren mit einem hoheren unerklarten
Wirtschaftswachstum, ebenso wie hohere Anteile von nichtstaatlichen Organisationen, die
nicht zum Forschungsbereich gehdren, und von privaten Einrichtungen unter den
Beglinstigten (im Gegensatz zu Begiinstigten aus dem 6ffentlichen Sektor).

In den leistungsstarksten Regionen findet man Projekte mit Iangerer Laufzeit, und die Budgets
der Programme sind dort starker auf einige wenige Prioritaten konzentriert. Diese Ergebnisse
deuten darauf hin, dass strategische und zielgerichtete Programme und Projekte vorteilhaft
sind.

In den leistungsstarksten Regionen gibt es mehr lGiberregionale Projekte.

Die nationale Verwaltung von Projekten ist in Landern mit den leistungsstarksten Regionen
Europas haufiger anzufinden.

Die Rolle unterschiedlicher Wirtschaftszweige beim unerklarten Wirtschaftswachstum ist nicht
eindeutig, was darauf hindeutet, dass der Erfolg sektoraler Investitionen stark von regionalen
Besonderheiten abhangt.
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In Kapitel 4 werden unsere Interviews mit relevanten Interessengruppen aus den Reihen der
Europdischen Kommission, der nationalen Ministerien, Kommunen und unabhdngigen
Sachverstandigen zusammengefasst. Diese Interviews beleuchten verschiedene Aspekte der
Gestaltung, Umsetzung, Wirksamkeit und wiinschenswerter Reformen der Kohasionspolitik, die wir mit
Hilfe von Daten nicht analysieren kénnen, weil die Daten entweder nicht verfligbar sind oder nicht tiber
die notwendige Qualitat verfligen. Eine Reihe gleichlautender Beobachtungen wurde von mehreren
Befragten gemacht, aber es gab auch mehrere Aspekte, bei denen die Befragten unterschiedlicher

Meinung waren. Die wichtigsten Erkenntnisse aus den Interviews waren die folgenden:

e Nach Ansicht der Befragten ist die Kohdsionspolitik die am meisten geschatzte EU-Politik
Uberhaupt, und sie dient der Schaffung eines europaischen Mehrwerts.

e Ineinigen Landern haben die lokalen Akteure eine andere Einstellung zu den Kohdsionsfonds
und den nationalen Fonds, was zuweilen zu einem weniger sorgfaltigen Umgang mit EU-
Mitteln flhrt.

e Es wird festgestellt, dass der Leistungsrahmen einen zusatzlichen Verwaltungsaufwand mit
sich bringt, ohne dass es einen klaren Zusammenhang zu den Ergebnissen und der Qualitat der
MalBnahmen gibt.

e Abgesehen von der entscheidenden Rolle der Verwaltungskapazitat und der Qualitat der
jeweiligen Institutionen gibt es keine eindeutigen Merkmale, die zum Erfolg der
Kohdsionsprogramme beitragen.

o Die Befragten unterbreiteten verschiedene Vorschldage zur Verbesserung der Kohdsionspolitik

im MFR 2021-2027, darunter eine starkere Hinwendung zur Losung der zugrundeliegenden

Probleme, eine starker strategische Planung, eine Vereinfachung, eine strengere Kontrolle in

Falle eines hohen Korruptionsrisikos, Synergien mit anderen EU-Programmen und nationalen

Programmen sowie mehr (iberregionale, grenziiberschreitende Projekte und eine starkere
Konzentration auf weniger europaische Ziele in den starker entwickelten Regionen.

Im abschlieBendem Kapitel 5 wird dargelegt, welche Konsequenzen sich aus unserer

Literaturauswertung, empirischen Analyse und Befragung fiir eine Reform der Kohdsionspolitik

ergeben. Die wesentlichen Punkte sind folgende:

e Die allgemeine Zuweisung von EU-Mitteln fiir die Kohasionspolitik und andere Prioritaten ist
eine politische Frage, und deshalb geben wir keine Empfehlung ab, wenngleich wir feststellen,

dass der Bedarf an Kohdsionsfonds mit einer stetig zunehmenden Konvergenz abnimmt.

e Bei der Mittelausstattung fiir das Ziel der Kohasion haben wir nur fiir den Kohasionsfonds
wachstumsférdernde Effekte feststellen konnen. Die vorgeschlagene drastische Kiirzung
dieses Fonds sollte daher auf der Grundlage einer Klarstellung der Bedeutung der
wirtschaftlichen Konvergenz und anderer Ziele wie der sozialen Inklusion und des

Umweltschutzes bewertet werden.

e Der nationale Kofinanzierungsanteil sollte in Anbetracht der haushaltspolitischen Lage, des
Zusatzlichkeitsprinzips und des Korruptionsrisikos festgesetzt werden. Wir begriilen die

Initiative InvestEU, mit der fiir ein einzelnes Projekt Mittel aus Finanzinstrumenten, Zuschiissen
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sowie privaten und offentlichen Mitteln beschafft und dadurch Finanzierungsengpasse
ausgeglichen werden kdnnen.

e In unserer Studie wird auf eine negative Korrelation zwischen dem Wirtschaftswachstum und
dem Anteil der von lokalen Stellen verwalteten Projekte hingewiesen. Eine Mdglichkeit, dieses
Manko zu beheben und gleichzeitig fiir eine starkere Beteiligung der lokalen Stellen zu sorgen,
ware die Kopplung der lokalen Nachfrage nach Projekten, die auf einer genaueren Kenntnis der
lokalen Bediirfnisse und Defizite beruht, mit einer Zuweisung, Aufsicht und Verwaltung auf
hoherer Ebene.

e Eine thematische Konzentration bei gleichzeitiger Straffung der EU-Ziele ist in den starker
entwickelten Regionen durchaus gerechtfertigt, nicht jedoch in den weniger entwickelten
Regionen. Unabhdngig vom Grad der thematischen Konzentration sollten einzelne Projekte im
Einklang mit einer langfristigen strategischen Planung starker fokussiert sein und eine langere
Laufzeit haben. Bei einem solchen Ansatz ist keine besonders hohe Flexibilitdt der
Kohasionspolitik vonnoten.

e Eine starkere Verkniipfung mit dem Europdischen Semester sollte vermieden werden.
e Uberregionale Projekte sollten weiter geférdert werden.

e Die Konzentration auf die Ergebnisse und eine Vereinfachung sollten neben einer gro3eren
Transparenz der Daten und Indikatoren fiir die Gestaltung und Durchflihrung von Projekten
Hauptziele der Reform sein.

Anhang 1 enthdlt eine Zusammenfassung ausgewahlter Artikel aus der Literatur, Anhang 2 enthalt
ausfuihrliche Angaben Uber unsere vollstandige 6konometrische Analyse, in Anhang 3 werden unsere
Ergebnisse flr NUTS-2- und NUTS-3-Regionen unter Verwendung eines Uberregionalen Datensatzes
verglichen, in Anhang 4 wird die Belastbarkeit der Aussagen durch Ausschluss weiter entwickelter
Regionen aus der Analyse gepriift, und Anhang 5 enthdlt Angaben Uber unsere Datenquellen und

Datenanpassungen.
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1. INTRODUCTION
KEY FINDINGS

e A treaty-based objective of the European Union is to reduce disparities between the levels of
development of various regions, and the backwardness of the least-favoured regions.

e Cohesion policy has various social (fostering equality), political (honouring enlargement
agreements) and economic (creating conditions that allow regions adversely affected by the
single market to prosper) rationales. It also supports the EU’s inclusive, smart, green and
sustainable development priorities.

e In the literature, there is no conclusion on the impact of cohesion policy, partly because of
major methodological and data complications.

e This study uses a novel methodology that contrasts the characteristics of cohesion projects in
the best and worst-performing regions of EU countries.

e This study is not a formal evaluation or audit of cohesion policy. Its goal is to advise Members
of the European Parliament when assessing the implementation of the current MFF and
considering the next generation of programmes for the next MFF.

A key objective of the European Union is to strengthen regional cohesion by addressing development
disparities, particularly by targeting less-favoured regions'. There are various social, political and
economic rationales for an EU-wide cohesion (or regional) policy. Equality is an important social
concept; a socially more cohesive union can also be politically more cohesive. Of similar importance,
the EU’s southern and eastern enlargements could be seen as a political bargain in which the newer,
less-developed member states opened up their markets for companies established in older, more-
developed member states for goods, services and investment. In return, the earlier members accepted
labour migration from these least-developed countries and directed financial transfers to the newer

member states in the form of cohesion policy, to support their transformation and convergence.

The economic rationale behind cohesion policy relates to market integration. Market integration is set
to generate agglomeration effects because economic activities concentrate in technologically
advanced regions that also attract people. This implies that certain regions will suffer from market
integration. Cohesion payments should not be regarded as compensation for losers, but as a tool to
create the conditions for increased returns to investment through the provision of collective goods
including infrastructure, information technology and research and development, thus helping

adversely affected regions to prosper and retain (or even attract) people.

Cohesion policy is also a tool to foster the achievement of EU priorities, such as inclusive, smart, green
and sustainable development.

The EU spends about 34% of its budget on cohesion policy objectives, with commitment
appropriations of EUR 367 billion for the 2014-2020 Multiannual Financial Framework (MFF). The

T Art. 174 of the Treaty on the Functioning of the European Union: https:/eur-lex.europa.eu/legal-
content/EN/TXT/?uri=CELEX%3A12008E174.
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European Commission’s May 2018 proposal for the next 2021-2027 MFF would allocate 30% of the total
budget to cohesion. The 2014-2020 cohesion funds are split between the European Regional
Development Fund (ERDF, 55%), the European Social Fund (ESF, 23%), the Cohesion Fund (CF, 20%)
and the Youth Employment initiative (1%). These funds co-finance economic development
programmes drawn up by different regions. Programmes must demonstrate how they contribute to
progress towards a broad range of objectives, from research and development activities in small and
medium-sized enterprises, to public administration and social inclusion. The European Agricultural
Fund for Rural Development (EAFRD) is considered part of the Common Agricultural Policy (CAP), but
since the EAFRD has a regional focus, we also consider this fund in our study. The 2014-2020 MFF
allocated EUR 96 billion to the EAFRD. EAFRD is also part of the European Structural and Investment
Funds (ESIF), along with the ERDF, ESF, CF and the European Maritime and Fisheries Fund (EMFF)2.

Of the ERDF and ESF amounts, 67% is allocated to regions where the GDP per capita is below 75% of
the European average (‘less developed regions’); 13% goes to regions with GDP per capita between 75
and 90% of the European average (‘transition regions’); and the remaining 20% is for more-developed
regions. The issue of whether more-developed regions should continue to receive cohesion funding is
a subject of debate, yet so far, there has been no political consensus in favour of removing this type of
funding. The Cohesion Fund is allocated to countries with gross national income (GNI) per capita below
90% of the EU average.

In the literature, there is no conclusion on the impact of cohesion policy (Darvas and Wolff, 2018).
Macroeconomic simulations conclude that these funds have a positive effect, but such results are the
reflection of the assumptions made. The results of empirical analyses have been mixed and
inconclusive, suggesting that cohesion funds have the potential to generate significant growth, but do

not always fulfil this potential.

The delivery of cohesion policy has become tremendously complex over the years. The European
Commission therefore introduced a number of measures to simplify the delivery of cohesion policy for
the 2014-2020 programming period. These included the harmonisation of rules, common indicators
and mandatory use of Simplified Cost Options (SCOs) for ESF projects with up to EUR 50,000 of public
support3. Optional measures included the merger of managing and certifying authorities and greater
scope for using SCOs*. The Commission’s May 2018 proposal for the next 2021-2027 MFF plans further
major simplification measures, such as a significant shortening of the rulebook, the elimination of
certain procedures such as ex-ante assessments, elimination of annual implementation and progress
reports for cohesion policy, more widespread use of SCOs and the method of financing not related to
costs, and common concepts for output and results indicators across cohesion policy.

While simplification should be a major goal of the reform, as also shown by our survey of stakeholders,

the European Court of Auditors (ECA, 2018, 2019) found that there was no consensus on the objectives

2 Information about ESIF: https://ec.europa.eu/info/funding-tenders/funding-opportunities/funding-programmes/overview-
funding-programmes/european-structural-and-investment-funds en

3 Article 14(4) of Regulation (EU) 1304/2013, (OJ L 347, 20.12.2013, pp. 470-486.

4 Part two, Article 67-68 of Regulation (EU) 1303/2013, of 17 December 2013, (OJ L 347, 20.12.2013, pp. 320-469) and Article
14 of Regulation (EU) 1304/2013, (OJ L 347, 20.12.2013, pp. 470-486).
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of simplification, i.e. on why, to whom and how to simplify. Effective coordination and, in turn, more
efficient and targeted use of cohesion policy will require an evidence-based and structured approach
to the evaluation of Operational Programmes (OPs). Indeed, this is one of the ECA’s four guiding
principles for effective cohesion policy, post-2020. A better understanding of the specific
characteristics of programmes that produce positive results is, therefore, crucial to achieving this more
structured and streamlined approach to cohesion policy in the future.

The main purpose of this study is to identify the characteristics of cohesion policy projects that

contribute to successful outcomes. To this end, our methodology is composed of four main elements.

First, we survey the literature on the effectiveness of cohesion policy to determine potential success
factors, and to identify how success has been measured. We highlight the difficulties in measuring the
impact of cohesion policy, which leads us to choose a new methodology. While thousands of works
have assessed various aspects of cohesion policy, the literature analysing programme or project
characteristics is scarce. We also survey the literature on the Performance Framework (PF)°, highlighting
drawbacks and risks of the PF.

Second, we use a quantitative econometric model to identify the EU NUTS-2 regions® that have
performed the best and the worst in terms of GDP growth per capita at a regional level, relative to other
similar regions, by controlling for various initial conditions. Clearly, GDP growth is not the only goal of
cohesion policy. Several programmes aim to preserve the environment, foster urban development or
promote social inclusion. Such programmes might not lead to an immediate uptick in economic
growth. However, most cohesion funding is spent on less-developed regions. Economic convergence

remains the most important objective of cohesion policy.

Because of the difficulties in identifying the causal impact of cohesion policy, our econometric model
is not designed to measure the impact of cohesion policy per se, but to sort regions according to their
growth performance. Good growth performance might, or might not, be related to cohesion policy
and there could also be several indirect channels. For example, cohesion policy can improve
infrastructure, which, in combination with state aid from the government of the country, attracts
foreign direct investment, ultimately leading to faster growth, higher employment and increases in

GDP per capita.

Third, once these best and worst performing regions are identified, we systematically analyse the
characteristics of projects carried out in each of them, using publicly available data collected and
provided by the European Commission through the Open Data Portal’” and the keep.eu interregional

5> The Performance Framework is programme-specific, agreed between the Commission and the relevant national/regional
decision-makers in charge of spending the money. See Article 21 and Annex Il in https://eur-lex.europa.eu/legal-
content/EN/TXT/PDF/?uri=CELEX:32013R1303&from=EN.

8 The NUTS classification (Nomenclature of territorial units for statistics) is a hierarchical system for dividing up the economic
territory of the EU. It has three levels: NUTS-1: major socio-economic regions; NUTS-2: basic regions for the application of
regional policies; NUTS-3: small regions for specific diagnoses. Regions eligible for support from cohesion policy have been
defined at NUTS-2 level. There are occasional changes to this classification. The current classification lists 104 regions at NUTS-
1,281 regions at NUTS-2 and 1348 regions at NUTS-3 level. See: https://ec.europa.eu/eurostat/web/nuts/background.

7 See: https://cohesiondata.ec.europa.eu/projects.
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dataset®. The interaction of cohesion policy with other EU and national policies, and with various other
factors, makes it practically impossible to draw causal conclusions. However, one can still draw insights
by comparing the characteristics of projects in the best and worst performing regions, in order to
highlight aspects that differentiate them from each other. We consider around two-dozen project
characteristics, which include financial, managerial and operational aspects of the projects as well as
the sector of intervention and whether private-sector involvement is influential. The rate of national
co-financing might play a role, as might whether the priorities of the programmes under which the

projects are implemented are concentrated or dispersed.

Fourth, we complement our findings with interviews with relevant stakeholders about the ingredients
that make successful and effective cohesion policy programmes and projects. We also asked the
opinion of interviewees about how cohesion policy should be reformed and, in particular, whether the
proposals put forward by the European Commission in the context of the next 2021-2027 MFF have
the potential to improve the effectiveness of the policy. Our interviewees included officials from DG
REGIO, national and regional ministries in charge of coordinating cohesion policy locally, and
independent experts in cohesion policy.

This study should not be confused with a formal evaluation or audit of cohesion policy, as neither the
scope of the study nor the access to information would be sufficient. The goal of this study is to advise
Members of the European Parliament when assessing the implementation of the current MFF and
considering the next generation of programmes for the next MFF.

8See: https://www.keep.eu/.
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2. LITERATURE REVIEW
KEY FINDINGS

e There is extensive literature available on cohesion policy, which is inconclusive: some works
find positive long-term impacts, others positive but only short-term impacts, while others find
no impact at all or even negative impacts.

e The variety of results is due to major complicating factors, related to complex local
environments, the diversity of policy interventions beyond cohesion policy, varying time
frames, cross-regional spill-over effects and lack of appropriate data for the analysis, partly
because certain important factors, which influence the outcome of cohesion policy, are not

measurable.
e Various econometric problems and related estimation biases complicate the analysis further.
e Very few studies analysed the characteristics of successful programmes and projects.

e Theearly literature on the EU’s Performance Framework highlights various risks and drawbacks.

THE IMPACT OF COHESION POLICY

There is extensive literature available on cohesion policy. We have identified more than 1,000 papers
dealing with various aspects of effectiveness, convergence, inequality, governance and many others.
While a large number of papers deal with effectiveness and related issues, we have found very few
papers that assess the characteristics of successful programmes and projects, suggesting that our own

work is novel.

Previous literature surveys include Hagen and Hohl (2009), Marzinotto (2012), Pienkowski and
Berkowitz (2015) and Crescenzi and Giua (2017).

Hagen and Hohl (2009) found that the overall empirical evidence points to minor convergence
between most European regions, but whether or not this potential success results from EU cohesion
policy remains an open question. They argued that the existing empirical evidence has provided mixed,
if not contradictory, results. While some authors do find evidence of a positive impact from structural
funds on economic growth, others find little or no impact. Studies using country-level data found that
cohesion policy seems to be only conditionally effective. Given a good quality institutional setup or
decentralised governmental structures, cohesion policy has a positive impact on growth. However,
these studies highlight that the use of regional level data would be preferable — and we use this kind
of data in our paper.

Hagen and Hohl (2009) highlighted some important limitations of econometric studies. They listed four
reasons why empirical regression estimates, which aim to measure the impact of cohesion policy on
economic growth, suffer from the so-called simultaneity bias. This bias occurs when one or more
explanatory variables (for example, cohesion spending and investments) are endogenously
determined with the explained variable (for example, economic growth) and the endogeneity is not
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properly dealt with®. A further econometric problem is that it is not clear which model to use and which
functional form is appropriate. Since cohesion policy could impact outcomes with a time-lag, the

specification of dynamic impacts creates further complications.

Similar conclusions were drawn by the comprehensive literature survey of Marzinotto (2012). She
concluded that impact assessments of regional fund spending depend on the methodology used.
While macroeconomic model simulations conclude that such funds have a positive impact (which
reflects the assumptions made for the models), the results of empirical studies are more mixed.
Marzinotto (2012) concluded that by and large, the available literature finds investments in
infrastructure and education to be the most growth-enhancing investments, but studies reaching such
conclusions typically abstract from the actual allocation of EU funds across themes of intervention and
sectors. More direct empirical tests sometimes find a positive, even if often small, impact of EU funds
on growth convergence. In particular, investment in human capital and R&D generates positive long-
term effects on growth convergence, while other spending, such as infrastructure, might deliver only
a short-term effect. Yet there is no consensus in the literature, and other studies do not find that the

rate of convergence has been higher in funded regions than in non-EU-funded regions.

Pienkowski and Berkowitz (2015) also concluded that most studies find a positive but small impact of
EU structural funds on regional growth, especially in less-developed regions. Some studies show varied
results for different countries and regions. Moreover, some studies found no significant impact on
regional growth, or even a negative impact. Pienkowski and Berkowitz (2015) attributed differences in
results to different methodologies, variables and datasets used in the regressions, but also to different
time periods covered by the analyses.

Crescenzi and Giua (2017) first underlined the difficulties in measuring the impact of cohesion policy.
It works in very heterogeneous local economic and social contexts. It operates in an environment
subject to a multiplicity of measures and multiplicity of national, regional and local rules and systems.
An additional difficulty is the separation of the impact of EU spending from national spending, which
is a particularly difficult issue since EU spending is much smaller than national spending on average,
though public investment in some less-developed countries is primarily financed by the EU. Projects
have varying time frames, and several projects are ongoing at the same time, which is another factor
making it more difficult to identify the impacts. Spillovers across regions add further complications. For
example, EU spending in transition regions can have positive impacts on less-developed regions. Data
problems, including lack of significant data and the varying definitions of the available indicators,
present additional major challenges. For example, various institutional and structural regional factors
(including degree of decentralisation, the presence of national supportive institutions, trust, openness,

lack of corrupt practices, geographical position and initial conditions), political economic factors

 They suggested four reasons why this could be the case: (1) reverse causality, since the EU’s cohesion policy conditionality is
likely to be linked to the growth rate of the region that benefits from the cohesion funding; (2) there can be unobserved or
omitted variables such as a spill-over effect where a neighbouring region can be affected by cohesion policy funding; (3)
Nickell bias, which occurs when a fixed-effects econometric model is applied to a dynamic setup; (4) measurement errors,
because while cohesion funding data is available at regional level, many observed variables are only available at national level
or are not available at all.
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(including whether the country is federal or decentralised, the political situation within the country and
the region, and relationships between various layers of governance), as well as the interaction between
cohesion policy and other (EU and national) policies, influence the impact of cohesion policy. For many
of these factors, proper variables are not available, partly because they are not observable or
measurable. Excluding important variables from an empirical analysis leads to the so-called omitted
variable bias, which - in simple terms — means that the impacts of omitted variables are attributed to
the included variables, and thereby the parameter estimates of the included variables are biased. Some
works try to establish a hypothetical counterfactual scenario: how would the region have developed
without EU cohesion money? Comparison of actual outcomes with the counterfactual scenario could
indicate the impact of cohesion policy, but it is extremely difficult to establish a reasonable
counterfactual scenario. Crescenzi and Giua (2017) ultimately concluded that cohesion policy has a
positive and significant influence on economic growth in all European regions, whereby the impacts
are stronger in the most socio-economically advanced areas and when cohesion policy is
complemented by rural development and Common Agricultural Policy (CAP) funds. However, because
of the large number of complicating factors they listed, any such result should be read with caution.

Beyond these overview survey papers, we have also examined some selected works (Table 12 in
Annex 1). The table further highlights the inconclusiveness of the empirical evidence. Some works find
convergence, others no effect, while the results of some papers are conditional on good governance,
geographical characteristics, initial endowments of the region, or the economic structure of regions. In
our own econometric calculations, we included such control variables. The variety of results likely
originates from the econometric difficulties we highlighted above, which is why we decided to use a
novel and different methodology in the empirical section of this report.

CHARACTERISTICS OF SUCCESSFUL PROGRAMMES

Very few studies have analysed the characteristics of programmes to identify which particular
programme designs deliver better convergence results. In fact, because of all the complicating factors
we listed in the previous section, the identification of characteristics also faces major challenges.

A particularly useful work in this regard is Bachtler et al (2013), which is summarised by Bachtler et al
(2017). The underlying work assessed 15 selected regions from ten EU countries from 1989 to 2012. The
research did not aim to establish a causal link between cohesion policy and economic growth, but
aimed to answer the questions: (1) whether the programmes implemented by the regions achieved
what they were designed to do; and (2) whether what they achieved dealt with the needs of the regions
(asidentified at the start of the process). The methodology for analysing these 15 cases studies included
a mix of desk research, interviews with stakeholders and consultative workshops, and also drew on case

studies prepared by teams of three experts on average working on each of the 15 regions.

The main conclusion of this research was that cohesion policy suffered from a lack of conceptual
thinking and strategic justification for programmes. Objectives were neither specific nor measurable.
There were various deficiencies in most areas of management. Bachtler et al (2013) argued that there

have been some improvements in these areas, but progress in addressing these problems has been
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slow and inconsistent, and some regions experienced a deterioration of implementation quality over
the 2007-2013 period.

The study supported the key principles of the 2013 reforms of cohesion policy, including greater
concentration of resources, strategic coherence, integrated investment and the role of administrative

capacity as a precondition for effective implementation.

The study also highlighted some programme characteristics that were associated with greater success.
On expenditure categories, Bachtler et al (2013) reported a generally positive view of the effectiveness
of the objectives related to different forms of infrastructure. Business parks had mixed results, while
structural adjustment activities and industrial modernisation investments were problematic. Several
tourism programmes were considered effective, while innovation measures had short-term effects,
with expectations of more significant effects later. Greater effectiveness was achieved when innovation
measures put a greater emphasis on support for the private sector through knowledge exchange and
a more sophisticated innovation system. Systemic approaches to support entrepreneurship were also
found to have positive effects. Environmental measures, and social, community and territorial
development actions, had mixed results. Bachtler et al (2013) also concluded that those objectives that
relied on public-sector intervention appeared to have been more readily achieved. Short-term
effectiveness appeared to be greater for large-scale physical infrastructure, environmental
improvements, and local business and innovation infrastructure programmes. Results were mixed in
terms of achievement of objectives that depended on entrepreneurial activity or funding by the private
sector.

THE PERFORMANCE FRAMEWORK

The Performance Framework (PF) was introduced as a tool to improve the performance orientation of
the EU budget. Each spending programme under the 2014-2020 MFF contains a PF that defines its
goals and relevant indicators and arrangements to help monitoring and reporting to the Commission.
This forms the basis for evaluation. The Performance Framework is programme-specific, agreed by the
Commission and the relevant national/regional decision-makers in charge of spending the money™.
Four types of indicators are used: financial indicators, output indicators, result indicators and key
implementation steps. Within each programme, projects are selected by the national/regional
authorities using national selection criteria; they also monitor projects and manage the project

portfolios.

Significant progress was made in the 2014-2020 MFF period in setting more specific objectives for
programmes, collecting highly structured data on implementation and performance and the use of

open data (https://cohesiondata.ec.europa.eu/). In the context of cohesion policy, PFs are compulsory

elements of the European Structural and Investment Funds (ESIF). The aim is that the potential
allocation of additional funds, if goals are achieved, would give an incentive to programme managers

to promote successful cohesion measures. Box 1 gives four selected examples of PF from different

10 See Article 21 and Annex Il in https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R1303&from=EN
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countries and sectors. Gramillano et al (2018) comprehensively review the indicators and
recommendations for the post-2020 period.

The PF is linked to a performance review, which is, at the time of writing, being carried out by DG REGIO
of the European Commission. Publication of the results is expected in mid-2019. DG REGIO auditors
evaluate whether programmes have achieved their purpose, having in mind the relevant indicators
and the milestones. A performance reserve is set at 6% of operational programme funding. The
performance reserve shall be allocated only to programmes and priorities that have achieved their
milestones. Where milestones have not been achieved, the member state in question shall propose
reallocation of the corresponding amount of the performance reserve to priorities set out in the
Commission decision, based on the 2019 performance review. The member state's proposal to
reallocate the performance reserve shall be consistent with thematic concentration requirements and
minimum allocation rules. In case of a serious failure in achieving a priority's milestones relating to the
financial and output indicators and key implementation steps set out in the PF, the Commission can
suspend all or part of an interim payment to a programme priority.

Since the PF is still at the implementation stage and the performance review has not been published
at the time of writing, the literature focuses on the ex-ante analysis of this tool, or at best on the early
outcomes of its implementation.

The studies by the European Court of Auditors (2017a and 2017b), and the academic studies, provided
sound arguments in favour the existence of the PF in the context of cohesion policy: the tools are seen
as increasing the focus on the results of the programmes, providing some guidance during the
implementation phase, and providing an incentive for identification of more realistic targets than
previously.

However, a growing body of literature has highlighted the fact that increased measurement in public
policy has its drawbacks, notably because of the difficulty in establishing undistorted indicators, the
lack of clarity of chosen goals, and the level of control of public managers over the outcomes. This
general economic policy assumption is backed up by McMaster and Kah (2017), which relies on a survey
of managers of programmes supported by cohesion funds.

Despite the fact that its implementation is still at an early stage, the Performance Framework has
already been criticised twice by the European Court of Auditors (European Court of Auditors (2017a,
2017b), notably for its lack of an effective incentive: in particular the auditors highlighted the fact that
member states will benefit from the funding, whether or not programmes meet their targets. Only a
serious failure (i.e. if indicators are below 65% of the target value) might lead to suspension of interim
payments, but in that case, the funding will be distributed to the other programmes managed by the
member state. Another key criticism is based on the fact that indicator maximisation might drive the
programmes. Finally, indicators are not responsive to external changes such as the national economic
situation, or a policy change at national level. The hypothesis that the PF provides an incentive to
perform better is not shared by the programme managers themselves.

One of the main criticisms is that when it comes to cohesion policy within the same priority, the PF has
to be implemented separately for each of the funds and each category in a region. It unnecessarily
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increases the complexity of the PF at the project level, and therefore complicates assessments.
However, when the funding of a project consists of a blend of different funding sources, the outcomes
often cannot be disentangled.

In their review of the feedback given by a network of programme managers, McMaster and Kah (2017)
pointed out several difficulties encountered by programme managers on the ground, including the
lack of relevant data, the associated administrative burden, and the uncertainty over how the
performance reserve will be applied. Programme managers pointed out that data gathering is a time

and resource consuming process.

As an example of the ongoing implementation of the PF, McMaster and Kah (2017) looked at the
operational programme in the region of Pomorskie in Poland. In this particular region, the local
government has a recognised lack of experience in indicator setting, and has received little help on this
from the Polish government or the European Commission. Therefore, the accuracy of the chosen
indicators could be questioned. For the moment, all indicators remain at zero in Pomorskie since the
programme is not finished, as is the case in a significant number of regions. The managing authorities
are nevertheless confident that the targets will be met. Therefore, in this case, the indicators are a priori
hardly usable for a quantitative economic analysis of the efficiency of the PF. Furthermore, some
regulatory and operational aspects influence the level of performance as measured by the indicators.
In the Pomorskie case, regulatory requirements, such as public procurement procedures, delay the
implementation. In preparation for the performance review, the Pomorskie operational programme
managing authorities aim to ensure the availability of the data to provide to the European Commission.
Overall, while it is difficult to access the PF since its implementation is still at an early stage, ex-ante and
survey-based analyses in the literature highlight various risks and drawbacks. Our research, which is
influenced by interviews and is summarised in Chapter 0 of this report, highlights major problems with
the PF and questions its effectiveness.
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Box 1: Performance Framework examples
This box presents four selected examples of PF from different countries and sectors.
Example 1: Large Infrastructure Operational Programme, Romania

The Large Infrastructure Operational Programme (LIOP) promotes sustainable economic growth and
safe and efficient use of natural resources. It addresses the development challenges identified at
national level in terms of transport infrastructure, sustainable urban transport, environment, energy,
and risk prevention.

Funding:
Total OP budget: EUR 10.85 billion
Total EU contribution: EUR 9.22 billion, of which CF EUR 6.93 billion and ERDF EUR 2.28 billion

Targeted expected outcomes:

1 Travel time on the road TEN-T core network reduced to 74.1 min/100km

2 Travel time on the rail TEN-T network reduced to 79.2 min/100km

3 The quantity of goods carried by inland waterways will increase to 32.2 tonnes/year

4 The share of metro system in public passenger transport in Bucharest will increase to 23%
5 The number of road fatalities per million inhabitants will decrease to 73/year

6 The number of passengers embarked and disembarked in airport transport will increase to

20 million/year

7 An increase in the containerised cargo volume handled in intermodal terminals to 70,000
8 A cut in half of the waiting time in customs at exit points in agglomerated periods (carriers)
9 The amount of biodegradable waste landfilled will be reduced to 1.53 million tonnes/year
10 The recycling rate of household and similar waste will increase to 50%

11 The level of population covered by public drinking water systems will increase to 99.5%

12 Restore 10% of degraded ecosystems

13 The annual average economic damage caused by adverse hydrological events will decrease

to EUR 383.16 million/year

14 The primary production of energy from less exploited renewable sources will increase to
455.96 MWh/year

15 Energy intensity of industry will decrease to 121.5 kgep/EUR 1000

16 Energy losses from heating networks at national level will decrease to 15% in less-developed
regions

List of the 17 detailed indicators used in the performance framework:

1 All firms receiving support

2 Energy efficiency: number of additional energy users connected to smart grids
3 Greenhouse gas reductions: estimated annual decrease of GHG

4 Inland waterways: total length of improved or created inland waterway
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9

10
11
12
13
14
15
16
17

Land rehabilitation: total surface area of rehabilitated land

Nature and biodiversity: surface area of habitats supported to attain better conservation
status

Railway: total length of reconstructed or upgraded railway line

Railway: total length of reconstructed or upgraded railway line, of which: TEN-T
Renewables: additional capacity of renewable energy production

Risk prevention and management: population benefiting from flood protection measures
Roads: total length of newly built roads

Roads: total length of newly built roads, of which: TEN-T

Roads: total length of reconstructed or upgraded roads

Solid waste: additional waste recycling capacity

Urban transport: total length of new or improved tram and metro lines

Wastewater treatment: additional population served by improved wastewater treatment

Water supply: Additional population served by improved water supply

Example 2: Operational Programme Environment, Bulgaria

Aim of the programme: to preserve and protect the environment, and to prevent natural risk and

mitigate climate change effects in Bulgaria.

Funding:

Total OP budget: EUR 1.77 billion
Total EU contribution: EUR 1.50 billion, of which CF EUR 1.13 billion and ERDF EUR 0.37 billion

Targeted expected outcomes:

1

2
3
4
5
6

Additional 1.5 million people served by improved wastewater treatment

Additional 200,000 people served by improved water supply

285,000 tonnes less waste going to landfills

1.3 million people benefitting from cleaner air

4.4 million hectares of NATURA 2000 habitats with improved conservation status of species

2.8 million people benefitting from flood protection and reduced risk of landslides

List of 5 detailed indicators used in the performance framework:

1

2
3
4
5

Risk prevention and management: population benefitting from flood protection measures
Wastewater treatment: additional population served by improved wastewater treatment
Water supply: additional population served by improved water supply

Solid waste: additional waste recycling capacity

Nature and biodiversity: surface area of habitats supported to attain a better conservation
status
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Example 3: Human Resources Development Education and Lifelong Learning - Greece

Aim of the programme: to cut unemployment, focus on creating quality education opportunities,
skills upgrading and sustainable employment for all with a view to enhancing social cohesion. The
main beneficiaries of the planned actions include young people not in education, employment and
training (NEETs) from 15-24 and from 25-29 years old, the long-term unemployed, women,
unemployed people with low qualifications and unemployed 30-44 year-olds, pupils and students
at all levels of education, teachers and researchers.

Funding:
Total OP budget: EUR 3.25 billion

Total EU contribution: EUR 2.57 billion, of which ESF EUR 2.07 billion and Youth Employment
Initiative EUR 0.50 billion

Targeted expected outcomes:

This programme has the same goals as the national quantitative objective set by the Europe 2020
Strategy:

1 Increase the employment rate to 70%

2 Reduce the number of people at risk of poverty or social exclusion by 450,000
3 Reduce the early school leaving rate to 9.7%

4 Achieve a tertiary attainment rate of 32%.

The first 10 of the list of 37 detailed indicators used in the performance framework are:

1 Unemployed, including long-term unemployed

2 Long-term unemployed (subset of ‘unemployed’)

3 Inactive supported

4 Inactive, not in education or training (subset of ‘inactive’)

5 Employed

6 People above 54 years of age who are unemployed, including long-term unemployed, or

inactive not in education or training (subset of ‘above 54 years of age’)

7 Participants in the training programme (different subsets are used according to job status,
education, household situation age, with a migrant status or not, disabled or not)

8 Number of projects fully or partially implemented by social partners or non-governmental

organisations

9 Supported micro, small and medium-sized enterprises (including cooperative enterprises,

enterprises of the social economy)

10 Unemployed participants who receive an offer of employment, continued education,

apprenticeship or traineeship upon leaving
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Example 4: Regional Development Programme - Bourgogne, France

Aim of the programme: this operating programme covers the entire Europe 2020 Strategy for smart,
sustainable and inclusive growth.

Funding:
Total OP budget: EUR 0.60 billion

Total EU contribution: EUR 0.23 billion, of which: ERDF EUR 0.18 billion, ESF EUR 0.04 billion and
Youth Employment Initiative EUR 0.01 billion

Targeted expected outcomes:

1 Increase in the number of public patents and licences by 15% per year between 2010 to
2020

2 Increase in the rate of enterprises' survival by 3%

3 Increase of up to 50% in the number of households connected to very high-speed network

outside areas managed by private operators
Reduce greenhouse emissions by 6300 tonnes CO?
Increase in the production of renewable energies by an additional 15 MW
Increase in housing energy efficiency benefitting 2800 households
e Increase in the surface of depolluted brownfields by an additional 5 ha

e Increase in the biotopes in a better condition with 6800 additional square km

O 00 N o Uu B»H

e Increase in the number of unemployed people receiving a job after a training
programme (+9600)

The first 10 of the list of the 47 detailed indicators used in the performance framework:

1 Migrants, participants with a foreign background, minorities (including marginalised
communities such as the Roma)

2 Participants with primary or lower secondary education

3 Above 54 years of age

4 Renewables: additional renewable energy production capacity

5 Start-ups supported

6 Other disadvantaged

7 All firms receiving support

8 Private investment matching public support to enterprises (non-grants)
9 Participants gaining a qualification upon leaving

10 Participants with disabilities

Sources: ESIF 2014-2020 dataset, available at https://cohesiondata.ec.europa.eu/2014-2020/ESIF-2014-2020-
Achievement-Details/aesb-873i, European Structural and Investment Funds Data and European Commission

Cohesion Data, https://ec.europa.eu/regional policy/EN/atlas/programmes/2014-
2020/romania/2014ro16m10p001 and https://cohesiondata.ec.europa.eu/programmes/2014RO016M10P001
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3. ANALYSIS OF PROJECT CHARACTERISTICS

KEY FINDINGS

e Because of econometric problems with standard methodologies used in the literature, we
adopted a novel methodology by first estimating ‘unexplained economic growth’ by
controlling for the influence of various region-specific factors and then analysing its

relationship with about two-dozen project-specific characteristics.

e Among the funds (ERDF, EARDF, ESF and CF), only the CF is positively associated with
unexplained economic growth. The relative importance in a region of interregional projects

(part of the ERDF) is also robustly associated with higher unexplained economic growth.

e Lower national co-financing rates are correlated with higher unexplained economic growth, as
are a higher proportion of non-research NGOs and private-sector entities among the

beneficiaries (as opposed to public-sector beneficiaries).

e The best-performing regions have longer duration projects, while the budgets of programmes
in the best-performing regions are more concentrated on a few priorities. These findings

suggest that strategic and focused programmes and projects have benefits.
o The best-performing regions have more inter-regional projects.

e National management of projects is more widespread in countries that have more best-

performing regions in Europe.

e The role of different sectors in unexplained economic growth is ambiguous, hinting that the

success of sectoral investments is highly dependent on regional characteristics.

METHODOLOGY

As we argued in our literature review, there are substantial identification issues when conducting
econometric analyses to assess the impact of cohesion policy. This is particularly the case when the
outcome of interest is at an aggregated level — such as the impact of EU funds on convergence - as
opposed to micro impact evaluation of a particular programme or project.

Bearing in mind such limitations, we have instead chosen to study the possible impact of cohesion
project characteristics in a novel way. We identified NUTS-2 regions, which had the best and the worst
GDP growth performance, conditional on a wide range of regional factors, and then studied if various
project characteristics differ between the best and the worst performers.

We highlight upfront that GDP growth is not the sole indicator of a programme’s success. Several
programmes aim to preserve the environment, foster urban development or promote social inclusion.
Such programmes, while being helpful, might not lead to an immediate uptick in economic growth.
However, a major aim of cohesion policy is to foster convergence, and “In particular, the Union shall aim
at reducing disparities between the levels of development of the various regions and the backwardness of
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the least favoured regions”"'. As we show later in this chapter, most cohesion funding is indeed spent
on less-developed regions. Therefore, while economic convergence is far from being the only
objective, is remains the most important objective of cohesion policy.

In our empirical work, we first carried out a conditional convergence analysis without considering
cohesion policy indicators. We thus ran regressions of the growth rate of GDP per capita at PPS
(purchasing power standards) between 2003 and 2015 on a number of fundamentals, which, according
to classic economic theory, should explain the different growth paths. We found significant influence

of:

e theinitial level of GDP PPS per capita in 2003,

e the capital income ratio in 2003,

e the percentage of employment in the tertiary sector in 2003,

e the growth in population between 2000 and 2003,

e population density in 2003,

e quality of governance in 2010,

e the percentage from 25-64 year olds with tertiary education in 2003,
e R&D personnel in percentage of total employment in 2003, and

e the growth of tertiary sector employment in 2003-2015.
Other variables, which were tested, but were not significant, included:

e business demographics,
e health indicators, and

e adummy for whether a region is rural.

We did not control for factors contemporaneous to the period of growth analysed — 2003 to 2015. There
are only two exceptions: (1) the earliest regional institutional quality data we used is available for 2010,
and (2) we controlled for the growth of the tertiary sector from 2003 to 2015. Regarding the former,
using the 2010 value as a determinant for 2003-2015 growth might include an endogeneity problem'
if economic growth from 2003 to 2010 influenced institutional quality in 2010. However, since
institutional quality is rather persistent and the sample period for our dependent variable is 2003-2015,
this potential problem is most likely rather small. Regarding the latter indicator, such a structural
transformation is a powerful driver of economic growth and it is important to include it in the
regression. In terms of the identification of best and worst performing regions, it is reasonable to
assume that project characteristics do not have a substantial impact on such broad structural shifts in

the economy.

A detailed analysis of the regressions is provided in Annex 2. We ran our regressions using both NUTS-

2 and NUTS-3 level data and found rather similar results. While most of the variables had statistically

" Endogeneity bias in an econometric regression estimation occurs when the dependent variable (for example, economic
growth) and an explanatory variable (for example, a cohesion policy variable) simultaneously cause each other.
12 Article 174 of the Treaty on the Functioning of the European Union.
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significant estimates using both levels of regional aggregation, NUTS-3 estimates were even more
significant in a statistical sense, possibly because of the much larger number of observations.

While we ran our regressions using both NUTS-2 and NUTS-3 level data, we were compelled to use
NUTS-2 data for our analysis of project characteristics, because information on EU funding and the
project-level data in one of the two main datasets (the ‘4P dataset’, see in Section 3.2) is available only
for the NUTS-2 level. Therefore, we report NUTS-2 results in the main part of this report. However, the
other project level dataset, which includes only inter-regional projects, is also available at the NUTS-3
level. In Annex 3 we conclude that our findings are robust against use of NUTS-2 or NUTS-3 levels of
data from this dataset.

We ran various alternative regression specifications and ended up with a final specification (see Annex
2). The residuals of our regression correspond to the part of economic growth left unexplained by the
variables we included, and we call this unexplained part ‘unexplained economic growth’. It
corresponds to the ‘extra growth’, left unexplained by the various fundamentals included in our
regression, and which might be related to cohesion policy. Figure 1 shows NUTS-2 regions in the EU

according to their unexplained economic growth.

Figure 1: Unexplained economic growth: Classification of EU NUTS-2 regions according to

growth in 2003-2015 when controlling for various initial conditions

Note: Map based on deciles of the residuals of the EU conditional convergence model presented in
Annex 2, Table 14: model 3. Regions in dark green had the fastest unexplained economic growth, while
regions in dark red the slowest.
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We considered 271 European NUTS-2 regions. Of these, the top decile of 27 regions comes from 17
countries, highlighting that there are rather successful regions, in terms of unexplained economic
convergence, in many EU member states. The unlucky group of the 27 worst regions is from eight
countries, suggesting more concentration. In particular, nine of the 13 Greek regions are in the bottom
decile. Among the other four Greek regions, two are in the second worst decile, one in the third worst
and one in the fourth worst, highlighting that Greece as a country suffered massively after 2008.
Because of the special Greek economic and social collapse after 2008, we excluded Greece from our

main analysis (see the annex for our regression results both with and without Greek regions).

In this chapter, we compare our estimate of the unexplained economic growth with the regions’
cohesion policy project characteristics, in an attempt to uncover interesting patterns, though we
cannot claim causality, i.e. that certain cohesion project characteristics explain this extra growth. Other
factors might be more important for growth development. For example, on the positive side, that the
government attracted large foreign direct investment which boosted production and average
productivity in the region; or on the negative side, that there was a major natural disaster. Nevertheless,
itisinstructive to analyse the best and worst performing regions in terms of the different characteristics
of cohesion policy projects. We also discuss certain factors that could explain the associations we
found.

We conducted two types of analysis:

i) a correlation analysis across the whole EU, in which we considered all the regions
simultaneously to see how their characteristics are correlated with unexplained economic
growth, and

ii) a quartile analysis by country, in which we contrasted only the best and worst performers
within each country, and then averaged the differences across the EU.

Both approaches have a rationale. Correlation analysis of the full sample of regions can highlight
patterns systematically over all regions of the EU. However, it is possible that the association between
project characteristics and unexplained economic growth is stronger for the best and the worst
performers, but less so for those regions which are in the middle of the growth distribution.
Furthermore, country-specific characteristics can also play a role. Therefore, in our second analysis we
calculated the difference in project characteristics of the best and worst performing regions for each
country, and then averaged these country-specific differences across the EU. Since countries differ in
terms of the number of NUTS-2 regions, we considered only those EU countries that have at least four
NUTS-2 regions. We consider the top quartile of regions to be the best performers and the bottom

quartile of regions to be the worst performers in terms of unexplained economic growth .

Table 1 presents the top and bottom quartiles of best and worst performing regions in each country
with at least four NUTS-2 regions for our second analysis.

13That is, when a country has four NUTS-2 regions, then only the best and the worst regions are considered, but when, for
example, a country has 12 NUTS-2 regions, we consider the top three and the bottom three regions.
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Table 1: Best and worst regions in terms of unexplained economic growth in each country having

at least four NUTS-2 regions

WORST PERFORMERS
COUNTRY BEST PERFORMERS (TOP QUARTILE)
(BOTTOM QUARTILE)

Austria

Belgium

Bulgaria

Czech
Republic

Denmark
Finland

France

Germany

Greece

Hungary
Italy

Netherlands

1. Salzburg
2. Vorarlberg

1. Prov. Vlaams-Brabant
2. Prov. Antwerpen

1. Yugozapaden

1. Praha
2. Moravskoslezsko

1. Syddanmark

—_

. Helsinki-Uusimaa

. Provence-Alpes-Cote d'Azur (NUTS 2013)
. Pays de la Loire (NUTS 2013)

. Aquitaine (NUTS 2013)

.1le de France

. Corse (NUTS 2013)

v A WIN =

Koblenz

. Schwaben
Weser-Ems

. Leipzig

. Trier

. Brandenburg
. Niederbayern
. Lineburg

. Oberpfalz

VKONV DA WN =

. Notio Aigaio
. Dytiki Makedonia
. Ipeiros

w N =

—_

. K6zép-Magyarorszag

. Valle d'Aosta/Vallée d'Aoste

. Basilicata

. Provincia Autonoma di Trento

. Provincia Autonoma di Bolzano/Bozen
. Emilia-Romagna

u b WIN =

—_

. Zeeland
. Noord-Holland
. Flevoland

w N
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1. Wien
2. Steiermark

1. Région de Bruxelles-Capitale/Brussels
Hoofdstedelijk Gewest

2. Prov. Hainaut

—_
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COUNTRY BEST PERFORMERS (TOP QUARTILE) WORST PERFORMERS
(BOTTOM QUARTILE)

1. Pomorskie

2. Wielkopolskie
3. Dolnoslaskie
4. Mazowieckie

1. Regiao Auténoma da Madeira

1. Bucuresti - lIfov
2. Sud-Est

1. Bratislavsky kraj

1. Comunidad de Madrid

2 Catalufia

3. llles Balears

4, Ciudad Auténoma de Ceuta

1. Stockholm
2. Ovre Norrland

1. Outer London - West and North West
2. Cheshire

3. Outer London - East and North East
4. Highlands and Islands

5. Outer London - South

6. Cumbiria

7.Inner London - East

8.Herefordshire, Worcestershire
Warwickshire

9. North Eastern Scotland
10. Inner London - West

1. Podkarpackie

2. Swietokrzyskie

3. Lubelskie

4. Warminsko-Mazurskie

1. Centro

1. Nord-Est
2. Sud-Vest Oltenia

—_

. Vychodné Slovensko

—_

. Castillay Ledn

. Ciudad Auténoma de Melilla
3. Cantabria

. Comunidad Foral de Navarra

N

N

1. Norra Mellansverige
2. Sydsverige

1. Kent

2. Derbyshire and Nottinghamshire
3. Lancashire

4., Greater Manchester
5. North Yorkshire

6. Essex

7. West Midlands

8. East Wales

9. South Yorkshire

10. Merseyside

Note: Classification is based on the EU conditional convergence model presented in Annex 2, Table

14: model 3.

In Figure 2 we visualise the location of the best and worst regions by country in terms of unexplained

economic growth, which suggests different geographical patterns across countries.
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Figure 2: Regions in the first and last quartiles within each country in terms of unexplained
economic growth (in countries with at least four NUTS-2 regions)

Note: Classification is based on the EU conditional convergence model presented in Annex 2, Table
14: model 3. Regions in green are in the top quartile within a country, while regions in red are in the

bottom quartile.

PROJECT CHARACTERISTICS CONSIDERED

The publicly available data on project characteristics can be grouped essentially into three categories:
payments by EU fund, interregional project characteristics and summary project characteristics
(including sectoral breakdown).

Payments by fund to each region are available via the DG REGIO data for research platform

(https://ec.europa.eu/regional policy/en/policy/evaluations/data-for-research/) under the name

‘Historic EU payments — regionalised and modelled'™*. On project characteristics, however, readily
available public data at regional level is scarce. The European Commission aggregates data at
programme level, not allowing for detailed regional comparisons. We therefore combined two datasets
that we refer to as the 4P dataset and the interregional database. Neither is ideal in its coverage of

4See https://cohesiondata.ec.europa.eu/Other/Historic-EU-payments-regionalised-and-modelled/tc55-7ysv.
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projects, but both provide different insights into project characteristics conducive to unexplained

economic growth.

One data source, which we designate the ‘4P dataset’, comes from the European Commission Regional
Policy website (https://ec.europa.eu/regional policy/en/atlas/), where up to four projects per NUTS-2

region are listed and explained in detail. These same projects can be found by accessing
https://cohesiondata.ec.europa.eu/projects, where it states “This is a list of representative projects funded

by ESIF. It is not an exhaustive list of all projects”. We have to presume that the sample is indeed
representative of projects, even though it is not representative of the funds: of the 606 projects listed,
504 are funded by the ERDF, 51 by the Cohesion Fund, 11 by the ESF, and two by the pre-accession
instrument, while the fund is not indicated for 38 projects'>. However, as long as the criteria for
selecting projects is not related to the characteristics analysed, or to unobservables affecting
unexplained economic growth, the correlations should still convey significant information'®. The 606
projects refer to the 2007-2013 Multiannual Financial Framework (MFF) period and their combined
budget amounts to 3.2% of the total ESIF budget in 2007-2013.

The other dataset, which we designate as the ‘interregional dataset’ (https://www.keep.eu/), contains

projects from interregional programmes from the European Regional Development Fund (ERDF). These
include cross-regional initiatives (within a country) and international initiatives. We focus on data from
the 2007-2013 period, for which the database includes 10,089 projects in total, corresponding to 94%
of the total number of interregional projects under the ERDF in this programming period - thus its

coverage is almost complete.

We highlight that these two datasets relate to different sets of projects. The interregional dataset
covers only projects that involved interregional cooperation and that were ERDF-funded, while the 4P
dataset covers projects from all ESIF funds (even though it is dominated by the ERDF, as we noted
above), and these projects can be of any type, either region specific or interregional. Thus, findings
might not necessarily point in the same direction. In Table 2, we list the variables we were able to

construct from these sources. We analyse whether these variables are relevant for project success.

1> While there are 606 unique projects in this dataset, many of them are interregional and thereby all together there are 896
project+region pairs. In our analysis we consider an interregional project for each region it targets.
6 This argument is analogous to the justification of the use of instrumental variables in econometrics.
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Table 2: Fund payments variables

Payments Cohesion
Fund/ERDF/EAFRD/ESF (per

capita)

Concentration of priorities
of programmes under the
ERDF and the Cohesion
Fund

Total payments to the region
under each of the funds (divided
by population)

Theil index for equality of budget
shares amongst priorities'’. The
higher the value, the more

focused programmes are in terms

DG REGIO Data for research,
EU
regionalised and modelled’

‘Historic payments -

DG REGIO Data for research,
‘Database of the cumulative
allocations to selected projects
and expenditure at NUTS2’

of priorities. A lower value means
a higher diversification.

Table 3: Project characteristics variables

SOURCE
DEFINITION
INTERREGIONAL n

SHARE OF INTERREGIONAL PROJECTS FROM ERDF

) Project budget estimated to have
Estimated INTERREG budget ) Y N
been allocated to the region'®
Estimated INTERREG budget

(leader)

Project budget by region’s lead

partner'

) Number of projects per region part
No. of INTERREG projects Y N
of INTERREG programmes
Number of projects per region part
of INTERREG programmes in which Y N

the lead partner is in the region

No. of
(leader)

INTERREG projects

. . Proportion of INTERREG projects in
Proportion of leadership ) ) ] Y N
which the lead partner is the region

7 The priorities can be found in the file ‘categorisation_2014_2020_mappingxls’ also available at
https://ec.europa.eu/regional policy/en/policy/evaluations/data-for-research/.

'8 The interregional keep.eu database only has total budget at project level, not its breakdown by region. In order to
approximate the regional breakdown, we assumed that the project’s budget is equally distributed between partners and we
added up the budgets of each partner in a NUTS-2 region. For example, if 50 percent of a project’s partners are in a given
NUTS-2 region, 50 percent of the project funds were assumed to be allocated to that region.

“The keep.eu database only has total budget at project level, not is breakdown by region. Under this variable, a project’s
budget was allocated entirely to the region of the lead partner. It is therefore the total budget of projects in which the region

is a lead partner.
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SOURCE
DEFINITION
INTERREGIONAL n

) Project budget estimated to have
Estimated INTERREG budget ) .
) been allocated to the region divided Y N
per capita i
by population

) Number of projects per region part
No. of INTERREG projects per .
of INTERREG programmes divided Y N

capita .
by population

PROJECT CHARACTERISTICS

Average duration of projects (end
Duration date - start date) in the NUTS-2 Y Y
region

Average percentage of funds
Co-financing provided by regional or national Y Y

entities across projects

Average percentage of funds
) ) provided by regional or national
Co-financing (leader) . ) ) ) Y N
entities across projects in which the
region is the lead partner
Average number of themes (sectors)

Number of related themes ) o N Y
named as project priorities

BENEFICIARIES

L Average number of entities
No. of beneficiaries o ) Y Y
receiving funds under projects
Average proportion of entities
Private beneficiary proportion receiving funds which are private N Y

companies

Average proportion of entities
NGO beneficiary proportion receiving funds which are non- N Y
research NGOs

Average proportion of entities
Public beneficiary proportion  receiving funds which are part of N Y

public administration
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SOURCE
DEFINITION
INTERREGIONAL n

) . Average proportion of entities
Academia beneficiary o i -
) receiving funds which are primarily N Y
proportion .
research institutions

MANAGING AUTHORITIES

) » Average number of authorities
No. of managing authorities ) ) N Y
managing a project

Average proportion of managing
National proportion authorities which are national N Y
ministries

Average proportion of managing

. . authorities which are regional/local
Non-national proportion ) ) ) T . N Y

(including regional ministries in

federal states)

SECTORIAL BREAKDOWN

Percentage of projects which have
Overall Proportion in as one of the named themes v -
Environment/Innovation/etc.  environment/Innovation/etc. (not

mutually exclusive)

First priority Relative budget
) Percentage of budget allocated to v -
in

) ) first priority (mutually exclusive)
Environment/Innovation/etc.

Percentage of projects which have
First priority Proportion in as first thematic
Environment/Innovation/etc.  Environment/Innovation/etc.

(mutually exclusive)

UNEXPLAINED ECONOMIC GROWTH AND FUND TYPE

It is first important to highlight that commitments remain tied to the level of regional development,
with less-developed regions (with GDP per capita at PPS below 75% of the EU average) receiving much
higher amounts from the ERDF and ESF in total and as a proportion of GDP, as shown in Table 4.
Furthermore, only countries with GDP per capita below 90% of the EU average are eligible for Cohesion
Fund payments, which further increases the amounts received by less-developed regions (Table 5).

More developed regions (with GDP per capita at PPS over 90% of the EU average), on the other hand,
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receive very little as a share of GDP, just 0.07%. Given this low share, itis unlikely that EU cohesion funds
have a material impact on GDP growth in more developed regions. Therefore, as a robustness analysis,
we studied the association between unexplained economic growth and project characteristics by

excluding more developed regions (see Annex 4). We found that our results are robust.

Table 4: Commitment appropriations for ERDF and ESF by type of region, MFF 2014-2020

Combined commitments ERDF and ESF
for ERDF and ESF, commitments over
current prices, nominal GDP,

in EUR billions 2014-2020

Combined nominal
GDP 2014-2020

in EUR billions

Less developed 11169 179 1.61%
Transition 11921 37 0.31%
More developed 85042 56 0.07%

Source: Eurostat’s ‘Gross domestic product (GDP) at current market prices by NUTS 2 regions [nama_10r_2gdp]’
database for nominal GDP in 2014-2016, while the 2017-2020 regional GDP values are assumed to grow at the
same rate as the GDP growth of the country, for which we used the November 2018 European Commission

forecast. The source of EU budget commitments is the European Commission

(Source: https://ec.europa.eu/regional policy/en/funding/available-budget/)

Table 5: Commitments appropriations for the Cohesion Fund, MFF 2014-2020

Combined Commitments for Cohesion Fund
nominal GDP Cohesion Fund, commitments over

2014-2020 current prices, nominal GDP,
in EUR billions in EUR billions 2014-2020

Cohesion Fund countries 11977 63 0.53%

Source: November 2018 forecast of the European Commission for combined nominal GDP for countries receiving

Cohesion Funds (Bulgaria, Croatia, Cyprus, Czech Republic, Estonia, Greece, Hungary, Latvia, Lithuania, Malta,
Poland, Portugal, Romania, Slovakia and Slovenia). The source of EU Cohesion commitments is the European

Commission (Source: https://ec.europa.eu/regional policy/en/funding/available-budget/).

It is an important question whether EU funding is associated with higher unexplained economic
growth. Table 6 shows that only the funding received by a region under the Cohesion Fund is
statistically significant when considering the correlation with a region’s unexplained economic growth,
with the correlation being positive. The absolute value paid into a region in the 2007-2015 period had
a correlation of 0.326 with unexplained economic growth, while per capita, the correlation decreased
to 0.201, which is still highly significant. A possible explanation for the lack of statistically significant
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correlation for the other three funds could be their more diverse goals, including environmental
protection and social inclusion, which might not immediately lead to faster economic growth.

Table 6: Correlation between unexplained economic growth and funds received in euros (either

total for the region or per capita)

Correlation  p-value Correlation p-value Correlation  p-value Correlation p-value

coefficient coefficient coefficient coefficient
2007-2015, total 0.326 0.002 0.043 0.491 0.026 0.683 -0.02 0.752
2007-2015,
0.201 0.001 0.061 0.331 0.004 0.947 -0.042 0.501
per capita
2007-2013, total 0.345 0.001 0.033 0.599 0.037 0.554 -0.077 0.216
2007-2013,
0.13 0.234 0.006 0.92 -0.013 0.832 -0.058 0.354
per capita
2003 - 2015, total 0.326 0.002 -0.022 0.724 -0.005 0.942 -0.027 0.665
2003-2015,
0.127 0.243 0.006 0.93 -0.014 0.825 -0.058 0.352

per capita

Note: Correlation coefficient refers to the estimated correlation between unexplained economic growth and
funds received in euros (either total for the region or per capita, and in different periods, as indicated in the row
labels). The p-value is the probability of finding the observed (or larger in absolute terms) correlation coefficient
when it is actually zero. Thereby, a low p-value indicates evidence for a non-zero correlation coefficient. Bold
numbers indicate estimates, which have a p-value below 0.1, that is, which are statistically significant at the 10%
level.

Source: Bruegel.

A possible concern with such an analysis is that the regional differences found are mostly explained by
differences in how countries absorb funds. However, there does not appear to be clear country-level
association between the variables constructed and unexplained economic growth. In terms of
allocation of the Cohesion Fund, in per capita terms in our full sample period of 2003-2015, Poland and
Spain are not substantially far apart (and Portugal received much more than Poland), while Polish

regions fare much better in terms of unexplained economic growth.
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Figure 3: Total disbursement per fund, 2003-2015
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Source: Total disbursement per fund comes from DG REGIO’s ‘Historic EU payments - regionalised and modelled'.
Total population is total population in 2010 according to Eurostat’s Average annual population by NUTS3 regions
[nama_10r_3popgdp].

Although the funds received under the ERDF as a whole are not statistically associated with
unexplained economic growth, projects under the interregional umbrella do appear to be correlated.
Table 7 shows how the total number of interregional projects and an estimate of how much budget
goes into the region correlate positively with the region’s unexplained economic growth. The
estimated correlation coefficients are statistically larger than zero irrespective of whether we use the
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total budget/number of projects (first two data lines) or express them in per-capita terms (the next two
data lines), though the results are statistically more significant in the latter case. Table 7 also shows that
it is the participation in inter-regional projects, but not their leadership, that matters: the three
indicators related to leadership of interregional projects are not statistically significantly correlated

with unexplained economic growth.
Table 7: Correlation between unexplained economic growth and various indicators related to
interregional funds

Correlation

coefficient

Estimated INTERREG budget

Number of INTERREG projects

Estimated INTERREG budget per capita
Number of INTERREG projects per capita

Estimated INTERREG budget from projects where the region is the lead

partner

Number of INTERREG projects where the region is the lead partner 0.029 0.653
Proportion of projects where the region is the lead partner -0.049 0.452

Note: Correlation coefficient refers to the estimated correlation between unexplained economic growth and
various indicators related to interregional funds (as indicated in the row labels). The p-value is the probability of
finding the observed (or larger in absolute terms) correlation coefficient when it is actually zero. Thereby, a low
p-value indicates evidence for a non-zero correlation coefficient. Bold numbers indicate estimates which have a

p-value below 0.1, that is, which are statistically significant at the 10% level.

Source: Bruegel

The distribution of interregional projects shows a concentration of projects in central Europe in
particular, but there are also large numbers of such projects in southern France and northern Italy, and

in northern France, Belgium and the Netherlands (Figure 4).
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Figure 4: The distribution of 2007-2013 interregional projects by NUTS-2 regions
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UNEXPLAINED ECONOMIC GROWTH AND PROJECT CHARACTERISTICS

We now dig deeper into the analysis of project characteristics. Table 8 and Table 9 show some key

results.

Table 8: Correlation between unexplained economic growth and summary project
characteristics (interregional dataset)

Correlation

coefficient

-0.082 0.189
National co-financing (general) -0.111 0.075
National co-financing (leader) -0.110 0.077
Concentration of priorities -0.024 0.697
No. of beneficiaries -0.065 0.298

Note: National co-financing (general) is the average co-financing rate of projects in which an entity of the NUTS-
2 region is involved, while national co-financing (leader) is the average co-financing rate of projects in which an
entity of the NUTS-2 region is the lead partner of the project. The Concentration of Priorities is a measure of how

balanced the priorities tackled by programmes are in terms of allocated budget (see
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Table 2). Correlation coefficient refers to the estimated correlation between unexplained economic growth and
various indicators related to project characteristics from the interregional dataset (as indicated in the row labels).
The p-value is the probability of finding the observed (or larger in absolute terms) correlation coefficient when it
is actually zero. Thereby, a low p-value indicates evidence for a non-zero correlation coefficient. Bold numbers

indicate estimates, which have a p-value below 0.1, that is, which are statistically significant at the 10% level.

Source: Bruegel

Table 9: Correlation between unexplained economic growth and summary project

characteristics (4P dataset)

Correlation

coefficient

Note: Correlation coefficient refers to the estimated correlation between unexplained economic growth and
various indicators related to project characteristics from the 4P dataset (as indicated in the row labels). The p-
value is the probability of finding the observed (or larger in absolute terms) correlation coefficient when it is
actually zero. Thereby, a low p-value indicates evidence for a non-zero correlation coefficient. Bold numbers

indicate estimates, which have a p-value below 0.1, that is, which are statistically significant at the 10% level.

Source: Bruegel

Among the most interesting findings, one of the strongest positive correlation coefficients (0.178) is
between unexplained economic growth and proportion of projects managed at national level (as
opposed to regional and local levels). This might be because of relatively weak local institutions in
countries with more room for convergence (e.g. eastern countries), where central ministries possibly
are better at absorbing EU funds. At the same time, national entities might be more able to identify and

prioritise projects with the greatest potential.

%
o



Effectiveness of cohesion policy:
Learning from the project characteristics that produce the best results

Regions with a higher proportion of projects whose primary beneficiary is a private company (variable
‘Private proportion’) also perform better, with a 0.189 correlation, which is highly statistically
significant. This might be because projects targeting companies are more return-driven and can unlock
economic growth, but it might simply be a sign of regions with more positive growth prospects - where
more companies exist and thus apply for funds. In our models of unexplained economic growth, we
controlled for business demographics (such as birth and death rates of businesses, the population of
active enterprises, and employees in the population of active enterprises) and found it not to be a

significant factor.

Table 9 also shows that regions with a higher proportion of projects whose primary beneficiary is a
non-research NGO (variable ‘NGO proportion’) also perform better, with a 0.124 correlation coefficient,
which is statistically significant.

Duration in the 4P dataset is strongly positively associated with unexplained economic growth, with a
correlation coefficient of 0.197, potentially hinting at the positive effects of taking a longer-term view
of investments. The same duration variable is statistically not significant when using the interregional
dataset for all NUTS-2 regions (Table 8), but when we restrict our attention to less-developed regions
and use NUTS-3 level data, duration is positively, and statistically significantly, correlated with

unexplained economic growth, also for inter-regional projects (Annex 4).

The negative correlation with the national co-financing rate is -0.204 in the 4P database, with a p-value
of 0.001 and -0.11 in the interregional database, though only significant at the 8% level. This suggests
that a higher share of the EU in the budget is thus associated with stronger growth. This finding might
be explained by the availability of funding: when the national co-financing rate is low, national
authorities might have more resources to spend on other projects, which might stimulate growth. A
key question is whether this result has been driven by the global and European financial and economic
crises that intensified after the collapse of Lehman Brothers in September 2008, when several countries

faced major public-finance constraints. We return to this issue in our concluding section (section 5).

Looking into the national co-financing rate, we see that countries such as Romania and Poland (well
represented among the best performers) have quite low average co-financing rates, but so do southern
Italian regions (at least for inter-regional projects), which are among the worst performers (Figure 5).
Low national co-financing rates are also explained by the period in question, 2007-2013. During the
financial crisis, national co-financing rates were reduced, especially for the most affected countries.
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Figure 5: Average national co-financing rate across all projects, 2007-2013
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The sectoral breakdown is relatively consistent across both databases in terms of the percentage of
projects in each category (Figure 6).

Figure 6: Sectorial breakdown by the number of projects across datasets

100%
® Urban Development
90% B Transport
80% B Tourism&Culture
70% M Territorial&Regional Cohesion
B Social Inclusion
60%
B Rural Development
50% .
B R&DInnovation
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30% m Health
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Energy&Infrastructure
10%
M Education&Training
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interregional dataset:  4P: Overall proportion PP

Overall proportion
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Note: Sectors that were present in only one of the datasets were removed from the breakdown. The breakdown
is based on the number of times a priority is mentioned over the total number of priorities mentioned (each

project can have between one and three sectors named).

Source: Bruegel.

It is noticeable that the projects in the interregional dataset list ‘R&D and innovation’ less among their

priorities, while they list ‘tourism and culture’ and ‘education and training’ considerably more.

Comparing the proportion of projects and the relative budget across sectors based on the first priority
alone brings out some interesting aspects (Figure 7). It is noticeable that the ‘tourism and culture’
projects in the interregional database are less heavily financed compared to other types of projects,
given their substantially lower share of the total budget than of the number of projects.

Figure 7: Sectorial breakdown by the number of projects and by the budget of the interregional

dataset
0,
100%  Urban Development
90% m Transport
80% B Tourism&Culture
70% M Territorial&Regional Cohesion
M Social Inclusion
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B Rural Development
0,
>0% B R&DInnovation
40% mICT
30% m Health
20% Environment
Energy&lInfrastructure
10%
M Education&Training
0%

: : . Lo . . M Business Support
interregional dataset: First priority interregional dataset: First priority

relative budget proportion

Note: This figure considers only the first priority (each project can have between one and three sectors named)
and thereby the right column of this chart does not perfectly match the left column of Figure 6.

Source: Bruegel
Figure 7 shows the share of the total budget allocated to each sector (left column) and the proportion

of each sector in the total number of projects (right column)®. The comparison of the two columns
illustrates how expensive or cheap the financing of each priority is relative to other priorities.

20Sector allocation is organized on the basis of each project’s first priority.
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Transport, and energy and infrastructure, for instance, cost relatively more, without being
unequivocally associated with more unexplained economic growth (see the analysis below). However,
tourism and culture, and education and training appear to be relatively inexpensive areas in which to

invest. These results seem rather intuitive, as projects aimed at enhancing immaterial development,

incremental investment based on a gradual assessment of intermediate results, thereby hindering the
ability to correct for shortcomings in projects’ design and/or implementation. In addition, relatively
poorer regions might tend to invest more in the hard infrastructure they lack, whereas regions in
transition, or relatively more developed, can afford a broader diversification of policy streams, including

the financing of projects in the tertiary sector.

In terms of the association of sectors with unexplained economic growth, no clear patterns emerge
and the results are conflicting when using the two alternative datasets for project characteristics (Table
10). For example, the share of rural development-oriented projects negatively correlates with
unexplained economic growth, but the same correlation is positive when using the 4P dataset. The
correlation of the share of environment-oriented projects with unexplained economic growth is
positive and significant when using the inter-regional dataset, but negative and insignificant when
using the 4P dataset. It should be noted, however, that the primary goal of environment projects is not
growth, particularly not in the short/medium term. There are other sectors too, for which the use of the
two datasets leads to conflicting results. These findings suggest that the sector of intervention is

probably less relevant for economic growth.

Table 10: Correlation between unexplained economic growth and sector breakdown of projects

ST, PROPORTION (4P)
(interregional)

Correlation value Correlation value
coefficient P coefficient P

S o116 0.061  -0.075 0.250
[Innovation R 0.201 0.023 0.725
-0.165 0.008  0.010 0.876
0.002 0.979 -0.002 0.973
-0.009 0.888 0.058 0.373
-0.142 0.021  0.109 0.096
[Business ~ [RVPPI 0.000  0.033 0.615
0.072 0.248 0.078 0.234
-0.048 0.448 0.177 0.007
-0.019 0.766 0.077 0.243
-0.009 0879 0017 0.793
0.120 0.439 -0.082 0.212
T 0007 0.906 0.015 0.821

Note: Correlation coefficient refers to the estimated correlation between unexplained economic growth and

percentage of projects, which include the sector listed on the row labels among its related themes. The p-value
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is the probability of finding the observed (or larger in absolute terms) correlation coefficient when it is actually
zero. Thereby, a low p-value indicates evidence for a non-zero correlation coefficient. Bold numbers indicate
estimates, which have a p-value below 0.1, that is, which are statistically significant at the 10% level.

Source: Bruegel

Still, in terms of sectoral breakdown, it is relevant to see the relative distribution is not markedly
different in different countries. Even so, the Romanian situation is worth noting, as it has a substantially
higher budget allocated to transport and environment. In Figure 8, we illustrate the sectoral
breakdown for some countries, which have experienced different growth paths.

Figure 8: Total budget per NUTS-2 region divided by first priority area, 2007-2013
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Source: the interregional keep.eu dataset.
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COHESION PROJECT CHARACTERISTICS IN THE BEST AND WORST PERFORMING REGIONS

While the correlation analysis involving all EU NUTS-2 regions (with the exception of Greece) has led to
several interesting observations, it is useful to complement our analysis by focusing on the differences
between the best and worst performers (in terms of unexplained economic growth) from each country.
The association between project characteristics and unexplained economic growth could be stronger
for the best and the worst performers, but less so for those regions which are in the middle of the
growth distribution. Country-specific characteristics could also play a role. Therefore, in this section, we
calculate the differences in terms of the project characteristics of the best and worst performing regions
for each country, and then average these country-specific differences across the EU. We considered
only those EU countries that have at least four NUTS-2 regions and regarded the best performers as
those in the top quartile of regions and the worst performers as those in the bottom quartile of regions,

in terms of unexplained economic growth (Table 1).
Figure 9: Differences in project characteristics between the first and the last quartiles of regions
by country concerning unexplained economic growth (sample without Greece)
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Figure 9 shows the average difference between each country’s first and last quartiles with respect to a
series of characteristics related to cohesion policy projects and funds?'. Since we calculated the
differences between the best and worst economic performers within each country, instead of between

countries, the idiosyncratic country-specific factors are eliminated.

In principle, these results could be at odds with the correlations that include all regions, as reported in
section 3.4, because they only refer to less than half of the total sample? and, by design, do not consider
the dynamics within the middle of the distribution. However, in practice our results are very much in
line with the simple correlation analysis, suggesting the robustness of our results.

The most robust characteristics suggest that the best performing regions have, on average, projects

with:

i) longer durations,

i) a greater concentration of priorities (as reflected in a higher Theil index we calculated),

i) more inter-regional focus,

iv)  ahigher proportion of non-research NGOs or academic or private sector entities among the
beneficiary entities,

(v) a higher percentage of the budget devoted to transport-related projects,

(vi)  ahigher percentage of the budget devoted to innovation,

(vii)  a higher share of funding from the Cohesion Fund.

Worst performing regions, on the other hand, tend have (beyond the opposite characteristics which

are listed for the best performing regions):

i) a higher share of national co-financing,

~

(

(i a higher proportion of public-sector entities among the beneficiary entities,
(iii) a higher share of funding from ESF and ERDF and EAFRD,

(iv)  ahigher share of social inclusion,

(v) a higher share of education and training,

(

(

vi)  ahigher share of urban development,

vii)  ahigher share of energy and infrastructure.

21 We do not include the share of national vs. regional/local management of projects in this analysis, because in several
countries (e.g. Belgium, Czech Republic, France, Germany, Hungary, Netherlands and Portugal) there is very little within-
country variability in this indicator. The exclusion of these countries from the analysis, along with the exclusion of those
countries that have less than four NUTS-2 regions, eliminates most of the observations.

22 Those countries that are excluded have fewer than four NUTS-2 regions, plus the middle 50 percent of regions are not
considered for countries with four or more regions.
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4. INSIGHTS FROM INTERVIEWS

KEY FINDINGS

Cohesion policy is assessed to be the most evaluated of all EU policies, and to bring European
value added.

In some countries, local stakeholders have different attitudes to cohesion and national funds,
which sometimes lead to less careful management of EU funds.

The Performance Framework is found to bring an additional layer of administrative burden

without a clear connection to results and the quality of the intervention.

Beyond the crucial role of administrative capacity and institutional quality, there are no clear-

cut characteristics that contribute to the success of cohesion programmes.

Various suggestions were made on how to improve cohesion policy in the next 2021-2027 MFF,
including a stronger focus on addressing the underlying problems, more strategic planning,
simplification, stricter control when the corruption risk is high, synergies with other EU and
national programmes, more cross-region and cross-bor