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Introduction

The purpose of this note is to provide a very concise overview of the main features of European Union support for regional development both to the Member States and to those countries that are seeking to join. We hope that the note provides a quick and accessible to those EU policies that are most relevant to the Serbian RDAs, even if not all of it is directly relevant to the current situation in Serbia. The note does not include reference to the Commission’s latest proposals of the revision of relevant policies for the period up to 2020 since it is not yet clear how these will be adopted in practice. 

1. Regional Development Policy Within the EU: origins and consolidation 
The European Economic Community was established in 1957, however it took a further ten years before Community regional development policies and their associated instruments and institutions began to emerge. Prior to 1968, regional development was the subject of a variety of national policies and the only significant international institution in Europe to address regional imbalance was the European Investment Bank.

A number of countries in western Europe experienced major economic problems during the 1960s. Despite the existence of national regional development policies, underdevelopment persisted in many regions (the classic example being southern Italy). Industrial decline was increasingly evident in other regions and social conflict associated with both of these tendencies became a significant political issue. 

The Community’s First Medium-Term Economic Policy Programme was issued in 1964 and led to the first Commission Communication on regional policy the following year. The latter document argued for the creation of a comprehensive regional policy, entailing the coordination of national initiatives through regional development programmes that used a common methodology and incorporated input from regional and social partners.

In 1968 a Directorate General for Regional Policy was established in the European Commission. Towards the end of 1969 the Commission published its second Communication on Community regional policy, proposing (amongst other things) the setting up of a regional development fund and the preparation of regional development plans by Member States and the Commission. Through the early 1970s, the promotion of balanced regional development became increasingly established as an economically necessary and politically desirable objective of the Community. 

The first enlargement of the Community in 1973 resulted in a new political balance between Member States. Britain (which had a recent history of active regional intervention) and Ireland (which was then one of the least developed Member States) were part of a majority that emerged in support of getting access to EU resources through interventions for regional development. 

By 1975 the European Regional Development Fund (ERDF) had been established, national allocations were agreed for a three-year period and allocated to those regions in which there was an absence of modern/competitive economic activity or an over-dependence on agriculture or declining industrial activities. However, individual Member States retained direct control over every aspect of the Fund’s management, implementation and targeting.

The oil crisis of the late 1970s contributed to not only the persistence but the deepening of regional imbalance within the Community and underlined the need for a stronger Community regional policy with more resources and better instruments. This resulted in new regulations (approved in 1979), a growing budget allocation to the ERDF and also an increased role for the Commission in the targeting and approval of supported activity. Moreover, the Commission was given responsibility for preparing periodic reports on the social and economic situation of the regions of the Community, within which it could propose Community priorities and guidelines.

A second revision of the Community’s regional policy in the mid-1980s introduced more substantial changes. First, the value of the ERDF was again increased and allocations from it were made to Member States on the basis of indicative ranges rather than (as previously) fixed quotas. Second, the Commission’s influence on project selection was increased. Third, the scope of eligible expenditure was broadened, notably to include intangible investments. Finally, the share of total funding to be channeled through programmes (as opposed to individual projects) was increased to 20 % of the budget. 

Over the first half of the 1980s EC regional policy evolved from a Member State - controlled model to one involving more input from the Commission and more emphasis on Community objectives. However, despite experiments with more multi-annual, integrated and participative activities (notably the Integrated Mediterranean Programmes), cohesion policy remained largely a mechanism for budgetary transfers between Member States. This changed with the appointment of Jacques Delors as president of the European Commission in 1985 and the launching of a much more profound process of European integration. 

Greece had joined the Community in 1981 and Spain and Portugal joined in 1986. These enlargements added to the political pressure for both national and regional development policies. The Single European Act of 1985 was the first major revision of the Treaty on which the Community had been established and clearly set Economic and Social Cohesion as a significant policy objective: “strengthening economic and social cohesion”, particularly by  “reducing disparities between the various regions and the backwardness of the least favoured regions” (Article 130a).  

The main policy instruments for delivering this objective were to be the three Structural Funds (the European Regional Development Fund, the European Agricultural Guidance and Guarantee Fund (Guidance Section) and the European Social Fund). The budget for these funds was doubled over the period 1988-1993 and the key task of the ERDF was restated as “to redress the main regional imbalances in the Community through participation in the development and structural adjustment of regions whose development is lagging behind and in the conversion of declining industrial regions” (Article 130c).

Four main principles were established for the implementation of Community structural policies:

•  concentration, on 5 priority objectives, three of which were spatially  targeted; 

• programming, entailing a shift from individual projects to multi-annual  programmes drawn up by the Member States in line with Community objectives and  priorities and approved by the Commission;  

• partnership, involving relevant regional and local authorities in programme formulation and implementation;  and

• additionality, insisting that Structural Funds allocations were not simply substituted for national expenditure that would have been made in the absence of Community funding.

The strengthening of cohesion was presented by the Commission as being necessary to counter the potentially damaging effects of the drive towards Economic and Monetary Union on the more fragile economies of the Community. This argument was made most convincingly in a book by Tomasso Padoa-Schioppa
 published in 1987. Even though it has been superseded in practice, this work remains a classic argument for public intervention for development purposes. Clearly conceived and well written it is one of the rare economics texts that both provides deep analysis and is relatively accessible.

The Maastricht Treaty was approved in February 1992 and started the process of establishing Economic and Monetary Union. It also re-emphasised the importance of economic and social cohesion as a core EU objective, and introduced a new instrument, the Cohesion Fund, to co-finance large scale infrastructure projects in the poorer Member States (Greece, Ireland, Spain and Portugal) and support them in fulfilling the EMU convergence criteria. At the end of 1992, Delors secured the doubling of resources for Cohesion policy over the 1994-1999 period

2. Regional Development Policy Within the EU: responding to change 

Following the accession of Sweden and Finland to the European Community in 1995, a new Objective 6 was introduced to address the problems of relatively underpopulated regions. A new Financial Instrument for Fisheries Guidance (FIFG) was created to help the restructuring of the fisheries sector. The scope of partnership was broadened to promote a role for economic and social partners.

The next reform of the Structural Policies took place in 1999 to cover the 2000-2006 programming period. Largely as a result of the difficult economic conditions of that time, the share of funding allocated to Cohesion policy for the 2000-2006 period was not increased as it had been in previous reforms. (Something that was to influence the level of support available, in that period and beyond, to new Member States that had previously been socialist and had relatively high levels of need.) The 1999 reforms resulted in the following changes:

· concentration – the reduction of objectives (from 7 to 4) and of the geographical area covered;

· decentralization – of authority from the Commission to the Member States by giving them the core responsibility for programme content, management, monitoring, evaluation  and control;

· simplification - of programming and implementation, largely by making the required content of programmes less detailed.

As a balance to the move towards decentralisation and simplification, the new regulations also introduced a number of changes that were designed to support a new principle of efficiency. 

· First, more detailed obligations were introduced for monitoring and reporting. 

· Second, requirements were introduced for comprehensive ex-ante evaluation, mid-term evaluation and a subsequent update. 

· Third, a ‘performance reserve’ was created: 4% of programme allocations to Member States would be held back and awarded at the mid-point of the programming period on the basis of financial, management and effectiveness performance criteria. 

· Fourth, financial management and control was made more rigorous through the introduction of the “n+2” rule that required funds which had been committed to be spent within two years and stricter enforcement by the Commission. 

The EUs strategy for growth and jobs was an important influence on the most recent reform of Cohesion policy approved in July 2006 (for the 2007-2013 period). The “Lisbon Agenda” (as the strategy is known – see box below) had been launched in 2000, but were re-launched at the end of 2004 because: (a) little progress had been made, (b) a more conservative interpretation was adopted by the Commission reflecting changes in the political context and (c) to adjust to the EU’s enlargement in that year to include 10 new Member States with significantly lower levels of income. (The most recent Member States, Romania and Bulgaria, joined the Union at the start of 2007 and further increased the magnitude of regional disparities within the Union.)

After this reform, the Objectives of the Structural Policies were redefined as being: 

· Convergence - which incorporated the Cohesion Fund and was allocated 80% of the available funding (the bulk of which is allocated to regions with a GDP per head of less than 75% of the EU average);

· Regional Competitiveness; and 

· Employment & Territorial Cooperation (which incorporated the Interreg initiative for cross-border programmes). 

All regions outside the Convergence Objective are now eligible for support in pursuit of the other two objectives. It is up to each Member State to decide which NUTS I or NUTS II level region it wishes to include.

Since the creation of the ERDF in 1975, the budget for cohesion has increased steadily, from just 5% to almost 36% of the EU budget over the present 2007-2013 period. Cohesion funding is a significant resource for economic development in the poorer Member States and regions of the EU. Perhaps the most positive assessment of how significant is that cohesion policy allocations over the 2000-2006 period were the equivalent of up to 60% of total public capital expenditure in Portugal, up to 48% in Greece and up to 24% in Spain. However this budget remains low as a percentage of total EU GDP. For the period 2000-2006 the maximum limit for the EU budget was fixed at 1.27% of Member States’ GDP.  Even prior to this, research in the early 1990s revealed that fiscal transfers between the States in the USA were more significant than transfers of Structural Funds in the Community. All of which has led some to argue that the EU’s Structural Policies have, particularly in recent years and in the context of enlargement, been inadequate.

  The Lisbon Agenda


The Lisbon Agenda is an action plan aimed at making the EU "the most dynamic and competitive knowledge-based economy in the world capable of sustainable economic growth with more and better jobs and greater social cohesion, and respect for the environment by 2010". It was first presented at the European Council in Lisbon in March 2000. The original agenda had two dimensions: (i) structural reforms both to raise productivity and to better prepare labour relations (the European Social Model) for the demands of technological change and global competition; and (ii) co-ordinated management of monetary, fiscal and income policies to obtain the optimum mix of price stability, investment, job creation and economic growth.

The Lisbon Agenda was revised in February 2005 to focus on actions that promote growth and jobs in a manner that is consistent with both environmentally sustainable development and the EU’s social objectives. Its adoption led to: 

(i) confining consideration of labour market issues to encouraging their flexibility;

(ii) dropping the macroeconomic policy dimension; and 

(iii) focusing more on:

* innovation as the motor for economic change (an, by association, research and technological development)     

* the "learning economy"

* environmental sustainability.

It also places emphasis on the importance of research and technological development and the significance of competitiveness as a motor for growth.

3. Financial support from the EU to countries seeking membership 
Until the end of 2006, EU assistance to the countries of Central and Eastern Europe was delivered through the following instruments:

· The Community Assistance for Reconstruction, Development and Stabilisation Programme (CARDS) applied to Western Balkan countries including Serbia. 

· The Phare programme, was available to all those countries who were candidates for EU membership and supported institution-building measures and measures designed to promote economic and social cohesion, including cross–border co–operation. 

· The ISPA programme supported large-scale environment and transport investment in candidate countries. 

· The SAPARD programme supported agricultural and rural development in candidate countries. 

Turkey received pre-accession assistance through similar but separate instruments. 

The Instrument for Pre-accession Assistance (IPA) became active on 1 January 2007, and combined all pre-accession support in a single instrument. All programmes and projects supported by the earlier instruments will be completed around 2010.

IPA consists of the following five components:

1. Transition Assistance and Institution Building

2. Cross-Border Co-operation 

3. Regional Development (transport, environment and economic development)

4. Human Resources Development (strengthening human capital and combating exclusion)

5. Rural Development

Components 1 and 2 are available to all beneficiary countries. Components 3, 4 and 5 are available to only those countries that have been accepted by the EU as official candidates for membership. However, the potential candidate countries have access to measures which are similar in substance to those provided by the last three components, but through the first two components. The difference is in the way these measures are implemented. Candidate countries are required to manage Community funds in a decentralised manner (and must be authorized by the Commission to do so) as preparation for the management of their allocations from the Structural Funds after they become Member States.
· Component 1 supports institution-building measures, as well as the transition and stabilisation measures still necessary in the Western Balkans. It is delivered through annual national and multi-beneficiary programmes. The Commission's Directorate-General for Enlargement is responsible for Component 1 (and is also responsible for the overall co-ordination of all pre-accession assistance).

· Component 2 supports cross-border cooperation between candidate/potential candidate countries and between them and the EU countries. It may also fund participation of beneficiary countries in Structural Funds trans-national co–operation programmes and Sea Basins programmes under the European Neighbourhood and Partnership Instrument (ENPI). DG Enlargement and the Commission's Directorate-General for Regional Development are jointly responsible for the implementation of Component 2.

· Component 3, which finances measures similar to those supported by the European Regional Development Fund and the Cohesion Fund in the Member States of the EU, is managed by the Directorate-General for Regional Policy. 

· Component 4, which finances measures similar to those supported by the European Social Fund within the EU, is managed by the Directorate-General for Employment. 

· Component 5 is managed by the Directorate-General for Agriculture.

Priorities for the targeting of IPA assistance are identified in the European and Accession Partnerships for each country and in the enlargement strategy paper and progress reports that are published each year. A monitoring system has been established which includes Joint Monitoring Committees involving both the Commission and the beneficiary countries and further sectoral and project monitoring is undertaken. Financial allocations to beneficiary countries from IPA are specified in a multi-annual indicative financial framework (MIFF). This is revised annually, on a rolling three-year basis. 

Table: IPA allocations by beneficiary country in million euros. 

	
	2007
	2008
	2009
	2010
	2011
	2012

	Country
	
	
	
	
	
	

	Candidate Countries

	Croatia
	141.2
	146.0
	151.2
	154.2
	157.2
	160.4

	FYROM
	58.5
	70.2
	81.8
	92.3
	98.7
	105.8

	Turkey
	497.2
	538.7
	566.4
	653.7
	781.9
	899.5

	Potential Candidate Countries

	Albania
	61.0
	70.7
	81.2
	93.2
	95.0
	96.9

	Bosnia & Herzegovina
	62.1
	74.8
	89.1
	106.0
	108.1
	110.2

	Kosovo
	68.3
	124.7
	66.1
	67.3
	68.7
	70,0

	Montenegro
	31.4
	32.6
	33.3
	34.0
	34.7
	35,4

	Serbia
	189.7
	190.9
	194.8
	198.7
	202.7
	206.8

	Multi-Beneficiary

	
	109.0
	140.7
	160.0
	157.7
	160.8
	164.2


Based on the allocations in the MIFF, and on the priorities identified within the political framework, multi-annual indicative planning documents (MIPDs) are prepared for each country covering a three-year period. The specific objectives for IPA in each country are presented by the Commission in the MIPD for that country. 

4. IPA and the Serbian RDAs 

It is almost certain that RDAS will have no management role under IPA. They will be possible final beneficiaries and may be involved in the partnership arrangements for elaborating the programmes to be supported by IPA.

For the moment, the interests of Serbian RDAs are served by specific projects that are funded through Components 1 and 2 (either through direct support to the agencies or through funding projects that the agencies implement). 

Table: IPA allocations to Serbia by component.

	Component
	2007
	2008
	2009
	2010
	2011
	2012

	1. Technical Assistance & Institution Building
	181.4
	179.4
	182.5
	186.2
	189.9
	193.6

	2. Cross-Border Co-operation
	8.2
	11.4
	12.2
	12.4
	12.7
	12.9

	Total
	189.7
	190.9
	194.8
	198.7
	202.7
	206.8


Once Serbia becomes a candidate country, while support will be available through all components of IPA only some of these will be relevant to the Serbian RDAs.

At present, Technical assistance is being provided for the preparation of Operational Programmes for the period 2011-2013 to deliver assistance from all five Components of IPA. However, these Operational Programmes will only become relevant if:

· Serbia has officially been accepted as a Candidate Country; and

· the relevant Serbian institutions (particularly the Central Financing and Contracting Unit – CFCU - in the Ministry of Finance) have received DIS accreditation.

It is unlikely that both of these conditions will be met by the start of 2011 and probable that for at least one of the three years the money which is available for Component 3 and Component 4 will be re-allocated to Component 1. However, for information purposes, we outline our understanding of the likely structure of Components 3 and 4 below.

Component 3 is likely to be delivered through a single Economic Development Operational Programme with three priorities (namely transport, environment and competitiveness). The Ministry of Transport will be responsible for the activities supported through the transport priority and the Ministry of Environment for those supported through environment priority. Responsibilities for the activities supported through the regional competitiveness priority will be divided between the Ministry of Economy and Regional Development, Ministry of Science and Technological Development, and Ministry of Telecommunications and Information Society.

Around 100M€ is being programmed for the 3 year period (2011 to 2013) through each priority. The co-financing requirement by the Serbian authorities will be 15%, so the EC will fund 85%. Of this it is expected that approximately 10M€ of support per year will be delivered through the regional competitiveness priority; however, it is likely that quite a high proportion of the activities supported will not be suitable for RDAs. (For example, technical assistance to the Ministries of Science and Technological Development and Telecommunications and Information Society.) None of the activities supported are likely to be targeted exclusively on RDAS. More detailed information should become available on Component 3 by the end of April.

We understand that Component 4 of IPA (Human Resource Development – targeting employment, training and social equality issues) is likely to concentrate its efforts on national training and employment institutions. Few of any resources are likely to be available to the RDAs through this Component. However, it may be that some of the activities supported through Component 5 (Rural Development) will be or relevance  to the RDAs. We will provide further information on this as soon as it becomes available to us. 

***

� Padoa-Schioppa T., Efficiency, Stability and Equity: A Strategy for the Evolution of the Economic System of the European Community, Oxford University Press, Oxford, 1987. The same general arguments were made in the much more bulky “Cecchini Report” that also provided the European Commission with many supporting arguments for the Single European Act. See Cecchini, P. The Economics of 1992, Oxford University Press, Oxford, 1988.


� See for example: Jorg Huffschmid, Economic Policy Obstacles to Full Employment and Social Cohesion in Europe, CEPA, New York, 2003.
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