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ABSTRACT

Twenty years on from Spain’s entry into the European Union and after a notable
intensification of efforts concerning cohesion policies, it is time to take stock, especially
when regional policy and the transformations linked to the new budgetary period 2007-
2013 will highlight major changes in tendency in Community balances. In the present
paper the new Structural Fund framework is presented. Analysis of the findings of the
Lisbon Agenda as regards achieving goals, presented in the different intermediate
reports, establishes a point at which it becomes necessary to intensify efforts directed
towards achieving objectives. The European regions can only aspire to these levels with
a strong cohesion policy aimed at reducing distances in development levels in Europe.
In this way we analyse the achievements and challenges which have come about arising
from their particular experiences in Spain (where there is greater experience both
events-wise and time-wise) and in Poland, two countries which have received or will

receive most money from the EU.

The present paper addresses the Structural Funds and the New Financial Perspectives
passed in December 2005 under the British presidency, the negotiation process of which
is being decided and negotiated between governments and the Commission during the
second term of the current year for distribution among countries and links to

programmes.
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This outline enables different subjects of discussion to be raised, especially the central

idea of the article which is “whether allocation of Structural Funds ought to be

determined by income per head or other factors”. As may be observed in the points the

presentation will address, the formulation of the new strategies linked to Structural
Funds objectives in their 2007-2013 budgetary period marks a new milestone or
challenge as it establishes achieving the objectives set out in the Lisbon Agenda as a
fundamental element, given the poor beginnings of these indicators in the first half of
the present decade. The new strategy itself contains two factors which affect its
evolution: the budgetary restriction, given the constriction of the funds to be shared
among an ever-greater number of countries which have increasing development needs,
and the changes in the objectives of the funds themselves, more concerned with

maintaining competitiveness and employment than with succeeding in narrowing the

) - 2
differences in income levels”.

1. ROLE OF STRUCTURAL AND COHESION FUNDS

It is important for the regional policy to be coordinated with the global economic policy
of the State. This is essential for it to be applied correctly and for it to be effective.
Moreover, as they are co-funded projects they always require budgetary participation
from the State. Central governments contribute deep knowledge of the initial conditions
of each country and each region, as well as their socio-economic situation, to the

effectiveness of the Structural Funds, and choose the growth dynamic for each NUT.

An initial condition of the new distribution of Funds is to fulfil -or at least be
compatible with— the criteria of the Lisbon Agenda. Under these circumstances, our
paper consists of reviewing the use of the budgetary items allocated for decades to
Spain or for the years to come to Poland, and by analysing the experience of distributing
these funds among Spanish3 regions over the last twenty years, we shall see the results

obtained with the cohesion policy over that period.

The Structural Funds are the main instrument employed in the cohesion policy. They
have been the largest of the aid packages distributed by the Spanish state to the
Autonomous Regions to boost their development. They are made up of two tiers, the
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pluri-regional and the regional, depending on whether they affect one or several regions.

The former are managed by the State, the latter by the regions themselves.

1.1 Objectives

As is well known, during the period in which we shall analyse the effects of the
Structural Funds on the Spanish economy Three Objectives besides other Structural and
Complementary Actions are established. This will change as regards disposition in the

next budget.

Objective 1 encompasses the European Regional Development Fund (EBRF), the
European Social Fund (ESF), the European Agricultural Guidelines Guaranty Fund and
the fishing guidelines fund (FIFG). All of these aim to enhance development and bridge
the gap between income levels in regions where the latter falls below 75% of the
average Community income. Objective 1 is the one that distributes over two thirds of
the Structural Fund total. In the case of Spain, objective 1 regions during the last
budgetary package were Castile-Leon, Castile La Mancha, Murcia, Galicia,
Extremadura, Andalusia, the Valencia Autonomous Region, Cantabria, in phasing-out,
and the Canaries, as an ultra-peripheral region, as well as Ceuta and Melilla. This
situation will change from January 2007 as there are Autonomous Regions which on
their own merits have exceeded 75% of EU-15 Community income, for which reason
Obijective 1 will no longer apply to them, as is the case with the Valencia Autonomous
Region or Castile Ledn. In other cases, however, the statistical effect of the entry of
New Member States has excluded regions such as Asturias or Murcia from funds. Only
the Andalusia Autonomous Region, Extremadura, Castile La Mancha, Galicia, Ceuta
and Melilla and the Canaries are still below 75% of the average Community income.
Therefore, in the period 2000-2006 objective 1 affected two thirds of the population and
75% of Spain. In the new period it will affect two-fifths of the territory and a third of
the population. During the period 2000-2006 around 38,000 million Euros was received,

which amounted to 28% of all funds allocated under this objective.

Objective 2, which includes European Regional Development Fund and European
Social Fund programmes, is used for regions undergoing structural difficulties.
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Obijective 3 affects regions through the European Social Fund by which adaptation and
modernisation policies of educational systems, continuous training and workforce

recycling are applied.

Aid from Objectives 2 and 3 is incompatible with that received through Objective 1.

The regions included in Objective 1 do not receive from 2 and 3.

Of the three objectives, the first is the one that constitutes the main priority of the
European Union through the cohesion policy. According to the Treaty, the purpose of
the actions of the Union is to “promote harmonious development” and in particular, to
aim to “reduce differences between the development levels of the different regions”.
That is why two thirds of the Structural Funds (SF) 135,000 million Euros go towards
narrowing income gaps in the poorest regions. With regard to the new budgets for the
period 2007-13 we may pose the following questions: What member states and regions
are eligible and through what instruments and programmes will Cohesion Policy funds

be spent? What effects are expected to be obtained?

These questions are subject to two major restrictions according to the broad outlines of
the Cohesion Policy: in global terms, the amounts allocated to the cohesion policy are
equivalent to those of the preceding period; however, there is a much larger number of
potential NUT beneficiaries of Structural and Cohesion Funds.

There are two questions regarding the validity of the cohesion policy: in the first place
disparities between regions are greater and greater; in the second, the percentage of
population living below 75% of the average Community income is still significantly
high and affects a quarter of the total population of the Union. Thus, the Structural
Funds may be justified from the regional disparities, since these remain at very high
levels. The ten regions with greatest income per head receive incomes amounting to
189% of the Community average against 36% which the ten lowest income regions
receive on average. This is all the more relevant when we bear in mind that the income
of 90% of the population of the New Member States is lower than 75% of the

Community average.
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This disparity is also present between countries. As the diagram shows, the differences
are quite substantial. The gaps in GDP must shrink over the next few years due to the
greater acceleration of growth in the countries with the lowest GDP. A large part of the

funds are concentrated on lower-income regions.

Graph 1: Regional Disparities
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Significant parts of programmes are allocated not to the poorest areas of all but to those
in which, fulfilling the requirements established, development can be boosted through
gains in competitiveness and employment, such as the areas in industrial decline. In this
way, the cohesion policy endeavours to facilitate structural changes in Europe by
enabling regions to adapt to the new challenges and opportunities generated by an ever
more globalised world which encourages them to compete in an ever-expanding single

market in sectors and countries.

As may be seen in the following diagram, there are vast areas of Eastern Europe in red
displaying income levels below 50%. In the Iberian Peninsula extensive areas such as
Andalusia, Extremadura and a large part of Portugal are still, with southern Italy and a

part of Greece, below 75%.
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Graph 2: Income levels by region
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The new distribution scheduled according to the Commission’s Cohesion Policy
guidelines establish the new structure around the objectives of convergence,
competitiveness and employment. All of these objectives must be compatible and
promote the accomplishment of the Lisbon Agenda objectives. Allocations per country
were decided at the end of 2005 and the maximum limits per region and member state
were set. In order to offset the effects on regions suffering a reduction in European
funds, several transition funds such as the Phasing-Out Funds have been created and

these ease the consequences of the gradual loss of funds until they finally end.
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Table 1: Objectives of the Cohesion Policy

Summary data on the features of Cohesion policy objectives (2007-2013)

Number of % pop EU27 GDP/cap in Employment Unemployment Growth rate %EU25 GDP

regions PPS % UE 25 rate 2004 rate 2004 1995-2002 2002
Convergence 84 31.7 51.9 55.5 13.7 2.6 12.5
Phasing-out 16 34 79.2 59.5 12.2 2.3 2.6
Phasing-in 13 39 89.9 61.7 8.8 34 33
RCE 155 61.0 119.7 66.7 6.9 24 81.6
E27 268 100 95.6 62.7 9.2 24 100.0

Source: European Commission

Regional policy and the economy is frequently the subject of a large number of research
projects, analyses and studies by researchers and experts. These research projects
usually have pluri-annual periods. For plans to have success rates with regard to the
achievement of their objectives they must be very knowledgeable concerning the socio-
economic reality of the area and the short and long-term statistics and techniques, the
techniques to apply and the results expected with the Regional Policy and the Structural

and Cohesion Funds.

Distribution of the Funds per country is not a matter of simply applying statistical
criteria; rather there is a complicated negotiation and mutual concession process at work
which means that countries such as Hungary and the Czech Republic overestimate the
size of aid in relation to their population and GDP and are ranked at the top end as

regards aid eligibility.
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Table 2: Population ratio use
Regional Aid Coverage By Population, 2007 = 2013
In% B Dk|D |Gr |ES |F |l | I |LU|NL |Os |Port|SF | $ |UK |EU- |Cz |Hu |Cy |Slk |EU- | EU-
15 25% | a7'e
Disadvantaged | 0 0 |125|366[362[29 |0 29200 [0 |0 701 |0 0 |40 [15 |886|T22|0 |8s9 277|322
Areas
(Art 8T(3)(a))
“Statistical 124 [0 [61 [555[s58 [0 0 10 |0 [0 |34 |38 |0 0 06 (43 |0 0 0 [0 36 |34
cffect” areas
Other areas 135 [8 [110 |79 [17.7] 155|500 |39 |16 |75]191 28 153 [ 1931530 278|500 118 | 10.8
(Ast 87(3)(c) N
Total 259 |8 [296 100 [ 596|184 50 [341 |16 |75 225767 153 | 239 | 325 | 886 | 100 | 50 | 889 | 43.1 | 46.4
6

Source: Regional Policy Board. European Commission

As we may see in Table 2, population is still the main criterion for allocating Funds.

Only two States receive a ratio of 100 by taking full advantage of the opportunities

afforded by their level of population: Greece and Hungary. At high levels we find the

Czech Republic and Slovakia, at 89%, and Spain at 59% of their population ceiling.

Poland will obtain an amount over the next seven years never before obtained by any
country from the Structural Funds: 60,000 million Euros from the 2007-13 budget. The

fall in Spain is basically due to the exclusion of objective one regions which are not

compensated with the additional phasing-out funds. In Table 3 this data may be

observed.
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Table 3 Cohesion policy 2007-2013: indicative financial allocations (million EUR, 2004 prices)*
REGIONAL
CONVERGENCE OBIECTIVE COMPETITIVENESS AND EUROPEAN
EMPLOYMENT OBJECTIVE TERRITORIAL TOTAL
— Regional COQOPERATION
Cohesion Fund | Convergence Statllst\cal Phasing in | competitiveness OBIECTIVE
Phasing out
and employment
Belgi&/Belgique 579 1.268 173 2.019
Ceska Republika 7.830 15.149 373 346 23.697
Danmark 453 92 545
Deutschland 10.553 3.770 8.370 756 23.450
Eesti 1.019 1.992 47 3.058
Ellas 3.289 8.379 5.779 584 186 18.217
Espana 3.250 18.727 1.434 4.495 3.133 497 31.536
France 2.838 9.123 775 12.736
Ireland 420 261 134 815
Italia 18.867 388 879 4.761 752 25.647
Kypros 193 363 24 581
Latvija 1.363 2.647 80 4,090
Lietuva 2.034 3.965 97 6.097
Luxembourg 45 13 58
Magyarorszag 7.589 12.654 1.865 343 22.451
Malta 252 495 14 761
Nederland 1.477 220 1.696
Osterreich 159 0 914 228 1.301
Polska 19.562 39.486 650 59.698
Portugal 2.722 15.240 254 407 436 88 19.147
Slovenija 1.239 2.407 93 3.739
Slovensko 3.433 6.230 399 202 10.264
Suomi-Finland 491 935 107 1.532
Sverige 1.446 230 1.682
United Kingdom 2.436 158 883 5.349 642 9.468
Bulgaria 2.015 3.873 159 6.047
Romania 5.769 11.143 404 17.317
Not allocated 392 392
TOTAL 61.558 177.083 12.521 10.385 38.742 7.750 308.041

Source: European Commission

1.2 Lisbon Agenda and projections

In the transformation process of the new Community initiatives cohesion policy has
implemented two new programmes, which partly include elements of previous
programmes. This is the case with the URBACT programmes, which aim to avail of the
network built up over previous periods, and the new JEREMIE or JESSICA
programmes, which constitute new access to funding for research and the granting of
microcredits to newly-formed companies which promote urban development and

integration.
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One of the recipients to gain most from Structural Fund aid are large companies. Big
projects are usually linked to co-funding by multinational companies which, due to the
impact on regions allocated aid, constitute reference points for regional development. In
the new phase, given the lower average income level of the NUTSs included in objective
1 of the SF’s, it has been decided to reduce the level of participation in programme
funding of the European Union budget and seek greater participation from governments,
regional institutions and, especially, from private companies affected by programmes.
Thus, for areas with less than 75% of average income project-funding limits of 30%
have been approved where previously the norm was 40%. Additionally, areas with less
than 60% of average income will be funded at 40% and if average income is under 45%
of the EU average funding will be at 50%. These limits affect not only programmes co-
funded with companies but also those linked to roads, transport, supplies, water,
technology, and energy. These percentages may rise to 80, 90 and 100% of funding if
they are deemed to fall within the strategic objectives of the Lisbon agenda.

Graph 3: Lisbon Indicators
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According to Commission regulations, New Member States will enjoy co-funding
percentages reaching a maximum of 85% for the ERDF and the ESF and Cohesion.
These percentages will amount to between 50 and 80% at most for Spain and will be

slightly lower for the lesser-developed regions of the EU-15.

In the diagram performance levels per NUT of the objectives set by the Lisbon agenda
are displayed. In order to create the synthetic indicator a battery of objectives and their
accomplishment has been used. Thus, Aragén, Madrid, the Balearic Islands and
Navarre show high performance owing especially to the major investment effort of their
regional administrations. Andalusia and Extremadura would be at the other extreme, at
the bottom of the EU-15 table. All the regions of the New Member States display low
performance levels except for small areas with an average level such as Budapest,

Prague and Bratislava.

Table 4: Regions and population affected by the objectives of convergence,
competitiveness and employment

EU25 EU27

Number of Population Number of Population
regions million % ofEU regions million % of EU

Convergence Objective

Convergence Regions 70 124 273 84 153 78y
Statistical Effect Regions 16 164 36 16 164 34
Total 86 140.4 30.9 100 1701 35.1

Competitiveness and Employment Objective

Phasing-in Regions 13 19 42 13 19 59
Other Regions 155 2952 649 155 205 2 611H)
Total 168 3143 69.1 168 3143 649

Source: European Commission
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Within the new share-out of Funds a major increase in the number of EU inhabitants
affected by the Funds occurs. If we have pointed out above that total amounts remain
practically frozen, it may be inferred that amounts per capita will be lower. In the Table
below we may observe the percentages of population affected by convergence
programmes, statistical effect (Phasing out), Phasing-in and other regions. The data

displayed includes Bulgaria and Romania.

In the period 2007-2013 there are four types of region which receive Structural Funds

because of their low income level. In Spain:

e Galicia, Extremadura, Andalusia and Castile La Mancha continue to receive
Funds from Objective 1. In New Member States, this factor includes all
NUT’s except for Budapest, Prague, Bratislava and some Landers around
Berlin.

e Phasing out: or regions affected by the statistical effect of the entry of
countries with lower incomes, which reduced the average and raised their
own average compared to the average above 75%. This is the case of
Asturias or Murcia.

e Phasing in: these are regions which on their own merits achieved in the
previous period a sufficient level of development to exceed 75% of the EU-
15 average income. This is the case of regions such as Castile Ledn and
Valencia.

One element of analysis which enables links to be established between the effectiveness
of European aid and regional development is the distribution of productive structure and
the extent to which it contributes to or restricts the possibilities of growth in the
standard of living of the population. In this sense, the productive structures of countries
such as Poland, Spain or Hungary diverge significantly. Whereas in Hungary a major
shrinkage has occurred in the workforce devoted to agriculture, in Spain there is still a
large number of provinces such as Jaén, Cuenca, Badajoz, Huelva, Huesca, Lugo,
Orense, Segovia, and Soria which retain a high percentage of activity centred on
agriculture. In Poland, with over two and a half million farmers®, its map shows a high

dependence on the evolution of its agricultural sector.



Alonso, F. y Kubus, R. Structural Funds and Cohesion Policy

Graph 4: Geographical Eligibility for Structural Funds Support 2007-13
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Graph 5: Employment in the primary sector, % of the workforce
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2. DISTRIBUTION AND SCHEDULING OF FUNDS

The member states and the regions may propose the National Strategic Reference
Frameworks and the Operational Programmes during the second half of 2006. These
Frameworks will be approved by the Commission in the coming months. The
conclusions of the Presidency establish that the spending objectives under the
convergence criterion must not go beyond 60 % of co-funding as a term of reference
and the measures to enhance competitiveness and employment in the regions may reach
75 % of co-funding as they are directly related to the achievement of the Lisbon

objectives.

The application of the Structural Funds in these regions is performed as established in a
series of multi-annual programming documents. These documents are the Regional
Development Plan, the Community Support Framework, the Operational Programmes

and the Programme Complements.

2.1 Regional Development Plan
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Regional Development Plans (RDP) are the initial documents of multi-annual
programming, drafted by the Member States to diagnose the structural problems of the
regions, the strategy and priorities for action and an indication of the financial resources
- domestic and Community - required to deal with the specific problems of each region.
The European Commission requires the presentation and analysis of these RDP's to
adapt the support and Community priorities to the needs and priorities expressed by the
Member States in these documents. In Spain's case, the Regional Development Plan for
Spain 2000-2006, for Objective n° 1 regions, was drafted by the extinct Directorate
General of Community Funds and Territorial Financing (now the Directorate General of

Community Funds), with the help of the Autonomous Communities in question.

CSF

The Community Support Frameworks (CSF's) are programming documents approved
by the European Commission once the plans for development presented by the Member
States for each objective priority have been analysed. These documents describe the
development strategy and the priorities for actions to be jointly-financed with
Community resources, their specific objectives, the participation of the structural Funds
and other financial resources to be applied. These documents are developed and realised

through operational programmes and programme complements.

The Community Support Framework for the Spanish regions in Objective no. 1 is the
largest and most wide-ranging financial instrument of structural assistance for the
period 2000-2006. Within this Framework, the European Union allocates around forty
billion euros for these regions and this will require a total investment of more than
eighty-four billion euros, which is added to the effort made by the Spanish authorities in
charge of regional development policies. This Framework is destined to reinforce the
bases which will support the sustainable economic growth of the regions involved
between 2000 and 2006.
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Graph 6: Design Plan for Structural and Cohesion Funding
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The main resources of the Cohesion Policy budget are earmarked for regions with less
than 75% of average EU-25 Community income. Within these allocations measures

related to innovation and the environment are promoted.

Simulation studies based on Hermin-type models assess the impact on GDP of the
Funds in the production of the New Member States of between eight and twelve per
cent in the coming years. The effect of the funds on countries belonging to EU-15 is,
however, much less. Portugal or Greece’s differential growth is a couple of percentage
points for the whole period. Analysis of productivity displays an intense inverse relation
between the starting levels and the amount of increases. In the case of Employment, the
increases caused by the funds over the next seven years may, depending on countries, be

an additional four to eight per cent over current levels of employment.

Table 6: Hermin Models. Impact on GDP, Productivity and Employment

Impact on GDP growth

Additional Of which supply

side-effects Productivity

GDP (2013) (from 2014) (2013)
Czech Republic 10.90% 63% 2.30%
Slovak Republic 10.90% 63% 2.30%
Hungary 8.40% 49% 4.10%
Poland 9.80% 36% 5.70%
Slovenia 6.80% 34% 2.70%
Lithuania 11.10% 43% 5.80%
Leetonia 12.40% 13% 6.10%
Estonia 11.10% 43% 5.80%
Bulgaria 11.80% 15% 7.00%
Rumania 11.80% 15% 7.00%
Portugal 2.80% 47% 1.70%

Greece 1.20% 18% 0.50%
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Impact on employment
Variation % (2013) |creation (thousands)
République tcheque 8,30% 407
Slovaquie 8,30% nc
Hongrie 4.50% 157
Pologne 4,00% 536
Slovénie 4,30% 40
Lituanie 4,90% nc
Lettonie 6,30% 63
Estonie 4,90% 29
Bulgarie 5,00% nc
Roumanie 5,00% 472
Portugal 1,20% 59
Espagne 0,30% 60
Grece 0,70% 28,1

3. STRUCTURAL FUNDS AND THE SPANISH EXPERIENCE

Over the last 20 years, the regions in the south and west of Spain have obtained
substantial sums from the Community budget. This tendency intensified between 1993
and 2006. EU Funds not only reached regions with low income levels, but also others
like the Canaries, which benefited between 1993 and 2006. EU Funds reached not only
regions with low income levels, but also others such as the Canaries which benefited
from its ultra-peripheral status and regions such as Madrid, the Basque Country or
Catalonia, Navarre, Aragon, the Balearic Islands and La Rioja managed to obtain less

substantial Funds through objectives 2 and 3 or from Cohesion Funds.

Andalusia is the most populated region in Spain. Its population is almost that of
Hungary, it has received European aid since 1986 and will continue to do so at least
until 2013 as objective one. In spite of this, its rate of development is still low.
Something similar occurs in Extremadura. Here, the situation is even worse as the
amounts received per inhabitant were larger. As may be seen in Table, the basis of low
development is maintained in dysfunctions of the labour market. The low GDP ratios

correspond to low employment ratios and high levels of unemployment.
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Graph 7: Structural Funds Allocations: Spain (2000-06)
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Table 7: Regional Data
— Poblacién Hab./km? PIB/hab. Tasa de empleo Tasa de desempleo
L (2001, enmiles de millones) | (2001) (2001, UE25=100) (2002, 15-64 afnos) (2002)
Esparia 40 266 79,8 92,4 58,4 % 11.4 %
Regiones Obj.n° 1
Andalucia 7 291 83,6 69,2 49,6 % 19,6 %
Comunidad Valendiana 4094 1757 89,0 60,8 % 10,3 %
Galicia 2726 92,6 73,0 57,1 % 122%
Castillay Leon 2465 26,2 85,6 57,4 % 10,4 %
Canarias 1737 239,8 86,8 57,6 % 11,1 %
Castilla- La Mancha 1722 21,7 737 57,6 % 9,4 %
Murcia 1140 100,8 78,1 57,8 % 11,3%
Extremadura 1078 25,9 58,7 50,7 % 19,2 %
Asturias 1052 99,5 794 51,5% 9,8%
Cantabria 530 100,0 90,7 56,7 % 10,1 %
Ceuta y Melilla 142 4571,0 74,6 49,7 % 53%
Regiones Obj.n°2
Cataluia 6220 194,8 110,55 64,7 % 9,6 %
Madrid 5218 652,6 1233 62,8 % 7.1 %
Pais Vasco 2068 284,9 1154 61,1 % 9.4 %
Aragon 1168 24,5 99,3 62,0 % 55%
Baleares 810 161,6 1157 65,8 % 7.3 %
Navarra 541 51,9 116,5 64,4 % 5,6 %
La Rioja 267 53,1 106,3 61,3 % 6,9 %

Source: Ministry of the Economy. Board of European Community Funds
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Economic indicators have evolved well in Spain over the last few years. However, two
of the indicators defined as Lisbon objectives will not be accomplished in 2010. For one

thing, the employment rate cannot increase in four years from 61.1 to 66 %.

Nor can expenditure in R&D rise from 1.05 to 2% of GDP over such a short period.
Moreover, contaminating emissions stand out in a very negative way; in Spain they are
far above both the Lisbon objective and the Kyoto Agreement and also the Community

average.

Table 8: Cohesion Funds

Total eligible | Total CF assistance® Commitments 2004*
cost™ (million €) (million €)
(million €)
Environment 874 659 727
Transport 1.651 1.061 975
Total CF 2.525 1.720 1.702
% Environment 34.6 38.3 % 42,7 %
%
% Transport 65.4 61.7 % 57.3 %
%

Source: Board of European Community Funds

The Cohesion Fund distributes a small part of the Union’s budget. Its financial
relevance is therefore less significant than that of the Structural Funds. There is an
obligation to allocate them to two possible objectives: the transport network or
improving the environment. However, and despite the restrictions that define the
projects funded, there is an element which compensates all the other limitations as it is
the government of the State which receives the funds that decides the geographical
allocation of these. The government receives the cohesion funds and decides what
region they will be allocated to. For that reason, it is a very valid tool which empowers
states to influence not only the development of the regions that obtain objective 1 of the
funds, but also others displaying average and high development which may take on the

role of poles of development so as to lead the country’s growth and provide demand to
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the poorest regions. The benefit obtained in the regions with average and high
development after the allocation of programmes and projects is far superior to that
obtained in regions with lower income levels. This is so with Projects allocated in Spain
to Regions such as Catalonia, Madrid, Castile Leon or the Valencia Autonomous

Region. In Spain larger amounts are earmarked for transport than for the environment.

The regions where GDP per capita is lower such as Andalusia, Extremadura or Castile
La Mancha partially specialise in the production of goods and services which generate
low added value. At the other extreme, Madrid, the Basque Country, and Catalonia have
the highest income levels and generate high added-value goods and services. This is the
situation after two decades of European funds. Technology and investment are the key
to changing these relative positions. However, a large portion of the funds are not
directed towards achieving those objectives in the lower income level regions, although
they are directed towards these goals in regions with high standards of living.

Diagram 1: Added value and income per capita

o
Z

Castilla-La
® Mancha 151
Extremad
Castilla-Ledh |
Galiciay . Rioja
i 0.5 1 Navarra
G .MUI'CIa naria.SAragon o B |
Andalucia ) a ear.es
A L _J v
-2 -1.5 -1 -0.5 ) e 0.5 1 1.5 p
\VJ %_é/_alenman
174 ® Cantabria 4
) ® Asturias & Cetaluna
-1.54
® Madtic
Pais Vasco * 'I

4

Gap per capita
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In order to analyse the performance of Community funds in the different Spanish

regions over the last twenty years, we may take into account the financial tools made
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available for projects by the EU, the Spanish state and the regional authorities. The
findings from the study shown in the diagram below once again indicate that Madrid,
Catalonia and the Balearic Islands achieve the best scores. At the opposite end,
Extremadura is the region that has least developed with the aid of Structural and
Cohesion Funds. These findings depend on two factors: the internal conditions of each
region and their starting point as regards development and the criterion followed by
regional governments on proposing projects to the national director plan. The case of
the least developed regions in Spain show, as a lesson for New Member States, that to
achieve development it is not enough just to make roads and infrastructures. The key is
not to devote all effort and projects to costly improvements in infrastructure, but to
diversify projects and link them to employment policies and, especially, Research and
Development by creating high added-value activities that will fuel the regional

economy.

Diagram 2: Transfers EU and GDP Gap
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Having seen this data, the conclusion can be drawn that twenty years of European and
Spanish funds have kept Extremadura and Andalusia in similar positions to those of
1986 and, in relative terms, worse positions as the differences in the standard of living
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compared to other regions such as Madrid are greater now than then. This raises the
question of the effectiveness of Community aid. Allocation of Funds does not always
have to fulfil GDP criteria; there are other keys to promote development. The social of
modernisation of the productive fabric and the effects on the labour market are of vital
importance. Thus, in the majority of cases, the economy is dynamic, clusters, logistics,
business strategy and market conditions determine companies’ implementation
decisions and not Community funds. If one tries to implement projects in areas with no
tradition, no basic commercial and industrial infrastructures, no expertise or qualified

workers, the benefit of the Community project will be zero.

Graph 8: Income by per capita and region

Conwvergencia con la UE. PIB per capita 2002 UE-25=100

140

100 M | | —

0

Source: INE

Community funds are not only important for the regions which receive them for the
effects they bring about, but also because as they are co-funded by generally public
entities, they earmark additional amounts from State and regional budgets to the
projects funded. Andalusia has received 30% of the totality of European funds in Spain.
As may be observed in the table, there is a proportion between population and amounts
obtained per region. Also, the more depopulated regions are favoured.
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Table 9: Application of Funds per region in Spain

NUTSs Percentage of the Obj. 1 Financ. % Population % de  Area
Objective 1 Funds (€ Thousands Popl (km2)
2000-06 of mill) Obj. 1

Andalusia (50%) 11.330.0 7,357,558 30.5 87,268
Asturias (40%) 1.9 5.1 1,062,998 4.4 10,565
Canary Islands (50%) 2.7 7.1 1,694,477 70 7,273
Cantabria Phasing out 04 1.1 535,131 2.2 5,289
Castile and (40%) except 4612.1 2,456,474  10.2 94,147
Ledn Burgos 35%,

Palencia 37%,

Segovia 37%

Valladolid 35%
Castile-La 40% except 3.1 8.1 1,760,516 7.3 79,230
Mancha Guadalajara 30%
Ceuta & (40%) 0.2 0.5 137,916 0.6 32
Melilla
Extremadura (50%) 3.1 8.1 1,058,503 4.4 41,602
Galicia (40%) 4913.1 2,695,880 11.2 29,434
Murcia (40%) 1.6 43 1,197,646 5.0 11,313
Valencia (40%) except 4.0105 4,162,776  17.3 23,305

Castellon 35%

Valencia 37%
Total in 37.7 100 24,119,875 100
Objective 1
Spain 40,847,371 504,750
% of Spain 59,0 77,1

Source: Board of European Funds

Each Spanish region has chosen a development strategy related with the Structural
Funds. The Spanish state is allocated a quota of projects in compliance with budgetary
agreements and regions propose programmes to the government to be sent for approval
to the Commission. These objectives must comply with Lisbon Agenda criteria, so that
projects must bear a relation to the knowledge base, regional innovation or sustainable
development. Madrid, Castile Leon, the Balearic Islands and Cantabria have chosen the
knowledge criterion. Valencia, Catalonia and Extremadura chose innovation and the

remaining regions a mixture of objectives.
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Graph 9: Strategy to reach objectives of the Lisbon Agenda by regions
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Below we analyse the macroeconomic effects of the European Funds by establishing a

simulation between the results obtained with Funds and those which would have been

obtained without them. It must be borne in mind that the end of Community funds

would also have changed the allocation of funds within the Spanish territory as co-

funding of projects would no longer be necessary. These estimations are considered as

net contributions to growth in percentage terms per year of GDP.
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Table 10: Effects on growth GDP of European Community Funds

Mio1999 Euro

Objective |
GDP GDP without | GDP without | GDP without
total public Community
interventions | interventions | interventions
(1) (2) (3) 4)
Mio. Euro
1999 565 337 - - -
2000 588 467 578 880 578 869 581 885
2001 604 349 593 604 593 895 597 315
2002 616434 605 185 605 544 609 198
2003 636 131 624 728 625 094 628 788
2004 659 681 649 100 649 437 652 903
2005 684 488 673 917 674 258 677 614
2006 710470 699 845 700 189 703 497
Growth rate in %
2000 4.1 2.4 24 29
2001 2.7 0.9 0.9 1.5
2002 2.0 0.1 0.2 0.8
2003 82 1.3 1.4 2.0
2004 3.7 2.0 2.1 2.6
2005 38 22 2.2 24
2006 3.8 2.2 243 2.8
Average annual growth rate in %
2000-06 33| s | 31 I 32
Reduction of growth rates in %
2000-06 - 02 0.2 ‘ 0.1

Source: Elcano Institute.

The effect on employment and growth in different periods taking Funds into account
means a 15% increase in additional employment in 17 years. However, the difference
between having received European Funds and not having received them only brings

about a meagre annual 0.13% difference in employment growth.

If the impact on GDP per head is analysed it must be borne in mind that increases have
a cumulative effect. The effect originates from additional GDP growths because of

Cohesion policy European Funds. These differences settle at 4% more GDP growth in

the period 1994-99 and 5.76% additional growth with funds in the period 2000-06.
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Table 11: Effects on employment

Without Funds | With Funds | Diference

Employment 1989 12.546,23 | 12.638,23 92,00
Employment 2006 17.375,56 | 17.783,46 407,91
Average Employment period 1989-1993 12.599,74 | 12.753,27 153,53
Average Employment period 1994-1999 12.881,22 | 13.198,29 317,07

Average Employment period 2000-2006 16.211,51 | 16.640,64 429,13
Average Employment period 1989-2006 13.998,43 | 14.297,06 298,63
Annual growth in period 1988-2006 (%) 1,98 2,11 0,13

Source: Elcano Institute

Table 14: Differences in GDP caused by European Funds in Spain

With Funds | Without Funds Diference
Index 1988 74,34 74,34 0,00
Index 1993 78,83 76,95 1,88 171
Index 1999 80,96 77,41 3,55
Index 2006 89,39 83,61 5,78
Average Index
period 1989-1993 77,78 76,45 133
Average Index
period 1994-1999 80,22 76,21 4,01
Average Index
period 2000-2006 86,76 81,00 576

Source: Elcano Institute

4. POLAND’S VIEW OF THE STRUCTURAL FUNDS

The social and economic convergence of Poland as compared with the UE is a stable
process. However, during the last years its progress has slowed its pace. During the

years 1997-2005, of all the new member states Poland, together with the Czech
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Republic was the slowest country in narrowing the development gap®. Despite the
positive trends registered during the last two years, i.e. the unemployment falling down,
Poland is still the country with the highest rates among the UE countries, even if this is
largely due to the baby boom wave which is a demographic phenomenon, implying that
a huge number of young people was joining the labour market during the last years. The
opening of the EU markets and the increase in activity and productivity of the
companies were the main driving forces of economic growth, which among others led

to the increase of investment and export, changing also the structure of the latter one.

For the 2004-2006 time slots, the whole of the Polish territory was set to benefit under
Objective 1 of the Structural Funds through seven development programmes. The
overall aim was to promote a knowledge based economy fuelled by an entrepreneurial
spirit in order to favour rapid and sustainable economic growth as a means of
overcoming the major challenge of unemployment and ensuring better social cohesion.
Investments will be concentrated in four priority areas: growth and employment in the
private sector; human resources; infrastructures linked to economic growth and quality
of life; improvements to regional development conditions, including rural. Apart from
the Structural Funds, Poland receives additional aid from the Cohesion Fund for
infrastructure projects in the field of the environment (drinking water, waste water,

water resources, solid waste) and transport (roads, railways, airports, waterways)®.

In 2004-2006 (with the possibility of funds allocation till the end of 2008) Poland has at
its disposal a total of € 12.81 billion from the EU budget, complemented with the
domestic public and private funds. For the next financial framework 2007-2013, Poland
will receive all together almost € 60 billion and will be the most important beneficiary
of the EU cohesion policy. Including the involved domestic funds, total average level
per year is supposed to reach more than 5 % of the Polish GDP. Currently, the
allocation process for projects to be financed by structural funds during the years 2004-
2006 is almost finished (in May 2006, it reached 80% of the total value). Following the
data of the Chancellery of the Prime Minister presented by the regional development
minister, the level of funds allocation foreseen for the year 2006 was not satisfactory as
regards the realisation of the commitments corresponding to the year 2004 and will
require the increase of the funds allocation in the following years (2007 and 2008,

where € 4.9 billion is to be spent). An allocation of € 4.1 billion in public expenditure is
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provided for the implementation of the Integrated Regional Operational Programme
(IROP) in the years 2004-2006, out of which almost € 3 billion will be from the
resources of the structural funds: European Regional Development Found and European

Social Found.

Nevertheless, it should be taken into account that Poland has not even 3 years
experience with the cohesion policy funds. During this time (till May 2006), € 2 billion
were spent on the investments co-financed with structural funds and € 1.2 billion with

the Cohesion Fund. About 60 thousand projects are being carried out.

Regarding the overall EU support impact on the Polish economy, the first estimation
can be given using the simulations carried out with the HERMIN model. They show
that the value of the programs and projects being co-financed from the structural funds
and the Cohesion fund in the years 2004-2005 was still not very important but will be
increasing progressively. At the end of 2005, only 30% of the investments
corresponding to these EU funds were refunded to its beneficiaries. In total, they made
up almost 1% of the Polish GDP (in the current prices from the year 2005), which also
meant 6% of all the country investment and 21% of the public sector investment (Polish
Statistical Office — GUS — data for the year 2004). The adequate allocation of the funds
can lead to the average GDP growth increase by max. 6.53% (their biggest impact is
supposed to be registered during the years 2012 and 2013) and can be seen as the main
driving force of the convergence in terms of the purchasing power of the inhabitants and

the level of unemployment.

Analysing the data it can be stated that the impact on the growth of the economy is
bigger as compared to the one on the labour market. Structural funds are exerting a
strong influence over the effectiveness of the production goods (increasing both the
qualifications of the labour force and giving a better access to the technical and
transport infrastructure). The growth of the global efficiency of the economy is limiting
the labour demand (with the same production volume). However, in a long term, the
international competitiveness of the economy is supposed to improve and this can
attract foreign investment, increasing the production and subsequently can also

positively affect the employment. The competitiveness is the key element here. It
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should also be mentioned that the problem of the growth without creation of the new

jobs is being an important issue at the European level.

Graph 10: Impact of the EU Structural Funds on GDP growth in Poland (HERMIN

model)
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Source: Bradley, Zaleski et al: ‘Evaluating the combined impacts of GDP 2004-2006
and National Strategic Reference Framework 2007-2013°. Technical University of
Wroclaw and Wroclaw Regional Development Agency. Wroclaw, March 2006.

The graphs are showing that due to the relatively low use of the funds in the first phase
of the UE funds implementation, their impact on the basic macroeconomic categories
was still limited. Nonetheless, bearing in mind the increase of the funds allocation in the
next years, the positive effects of the funds investments will be bigger. Following the
research data’, by the year 2006 the GDP will be higher by 2.8% and the unemployment
rate will be lower by 1.5% thanks to the EU cohesion policy.
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Graph 11: Impact of the EU Structural Funds on the Polish labour market (HERMIN

model)
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Source: Ibidem.

The graphs are showing that due to the relatively low use of the funds in the first phase
of the UE funds implementation, their impact on the basic macroeconomic categories
was still limited. Nonetheless, bearing in mind the increase of the funds allocation in the
next years, the positive effects of the funds investments will be bigger. Following the
research data®, by the year 2006 the GDP will be higher by 2.8% and the unemployment

rate will be lower by 1.5% thanks to the EU cohesion policy.

While talking about the effectiveness of the EU structural funds, one of the most
important questions are the objectives and aims the funds are used for. The answer to
this question can be done based on the analysis of 42 thousands projects, for which the

agreements were reached at the end of 2005.
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Graph 12: Breakdown of the EU structural funds allocation by sectors. Poland 2004-

2005.
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Source: ‘Draft evaluation of the impact of the first effects of the EU Cohesion Policy in
Poland.” Institution Managing the EU support rules. Ministry of Regional Development.
Warsaw, June 2006. In Polish.

According to the data of the Institution Managing the EU support rules, most of the
funds (70% in total) were destined for basic infrastructure projects, i.e. transport and
environmental protections — 40 and 30% correspondingly. This can be traced back to
the needs in these areas and also to the big share (altogether 73% approximately) of the
commitments intended for the beneficiaries of the Cohesion Funds financing only big
transport and environment infrastructure projects. The projects aiming at
telecommunication and information society or research and development meant 7% of
all the commitments value, similarly to the human resources ones. The relatively high
share of the last type of projects, can be seen positively, as they have a very primarily
influence on the increase of the competitiveness of Polish economy. Lower projects

share (4%) is destined for the social infrastructure, realized exclusively in the
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framework of the Integrated Program of the Integrated Operative Program of the
Regional Development (IROP). In the first place, they fit the needs of the local
communities in terms of extension and modernization of the public institutions such as
schools, prestige projects improving the look of the cities and regions, by amending
exhibition centres, theatres, operas, etc. The projects devoted to the agriculture and
fishery support are quite difficult to evaluate, due to the methodological problems. The
smallest share, have the project focused on the entrepreneurs competitiveness, perhaps

because of the short period studied.

Graph 13: Breakdown of the EU structural funds allocation by beneficiaries. Poland
2004-2005.
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Source: Ibidem.

Another important aspect of making use of the structural funds in Poland is the answer

to the study of nature of the groups of funds beneficiaries.

The conclusions that can be drawn from the data as the end of 2005 are that public
entities are the benefiting from more than 80% of all the projects value. 48% was

devoted to the projects realised by the territorial administration entities”. From the

177



178

Revista Universitaria Europea [2007]

projects value realised by them, 57% was corresponding to the Cohesion Fund and

almost 30% from the IROP. However these proportions vary depending on the region.

At the voivodships level the number and the overall value of the projects (as compared
with the other territorial administration entities) was the smallest, even if their average
value was the biggest. At the intermediate regional level (powiat), with the share of the
projects value realised by the territorial administration entities at 9% level, the average
projects value was the lowest. Communities attracted the highest value of the total funds
allocation, i.e. 39%. Analysing the territorial distribution of the funds allocation, it can
be seen that the biggest cities are absorbing the highest value of the EU support. Even if
at the end of 2005 the number of the projects realised in the rural areas was 4 times
bigger than the one of the urban areas, the value of the EU support to this projects was 5

times smaller®.

It should be also stressed that territorial administration entities projects were especially
directed toward the transport, environment and social infrastructure (92% of the projects
value). The infrastructure aiming projects were supposing more than 97% of the gminas
activity in this area, 60% of them was aimed at the environmental projects co-financed
from the Cohesion Fund. In voivodships the share of these projects was surpassing 86%.
On the contrary, at the intermediate territorial level (powiat) the projects designed to
improve the quality of human resources meant 7% of the projects managed by them (as
compared to 14% of voivodship and 0,5% of gminas). The share of the projects destined

for productive environment was extremely low in case of this type of beneficiaries.

The second group of the beneficiaries, i.e. 35% was constituted by the public
administration. In this group are the projects realised by ministries and central bodies,
and by their disposal carried out by other specialised agencies. Entrepreneurs are at the
third place, meaning 6% of all the commitments. Relatively low share of the other
groups of beneficiaries (2-5%) can be traced to the structure of the UE funds that imply
the type of beneficiaries, as the mayor part of them is originated by Cohesion Fund and
Regional Development Fund that are mainly aimed at the infrastructure projects. The
share of the project types and beneficiaries is subject to changes. Following the
estimation of the Polish government, in the following years the share of the projects

channelled into the human resources is to be increased till 15% and the direct business



Alonso, F. y Kubus, R. Structural Funds and Cohesion Policy

support up to 12-15%. Subsequently the beneficiaries’ structure will also undergo

changes.

All the programs co-financed from the structural Cohesion Funds are managed at the
country level, from which 34% is realized at the voivodships level in the framework of
the Integrated Regional Operation Program (IROP). The way of funds allocation was
defined by the National Strategy of Regional Development for years 2000-2006, in
which 80% was to be proportional to the population number, 10% bound to be destined
for the regions with the lowest level of GDP per capita and 10% was to be designated to
powiats with the highest unemployment level. As the result, the majority of funds from

the IROP was allocated to the poorest regions with the highest unemployment level.

The analysis of commitments carried out till the end of 2005 (all the programs and
Cohesion Fund) is showing that the most of the funds reached the biggest regions with
the highest level of GDP per inhabitant. The lowest value of the projects is
corresponding to the regions with the level of GDP per inhabitant below the average.
Hitherto, too little time has passed to draw final conclusions regarding the effects of the
adopted funds allocation strategies and only some trends can be pointed out. At the
same time, the output of this analysis can already be considered interesting. Analysing
the value of the EU support in regions, one of the key indicators is the value of the
commitments per inhabitant. The average value in this case is 1 063 PLN per inhabitant.
Excluding Warsaw region, the division between east and west of Poland is to be clearly
distinguished. Western regions with the highest levels of development are also the main
consumers of the EU funds, even if the number of projects in some cases can be quite
big in poorer regions their value is below the averagell.

Another interesting element of the analysis is the thematic areas of the support at the

regional level, shown at the map below.

Even if in all the regions the investment in the transport and environmental
infrastructure is important, the share of their value is spread between 40 and 90%. The
correlation between the socioeconomic structure of the region and the kind of the
structural intervention can be marked. On one hand, in the voivodships where the value

of the realised projects is the highest (also due to the population numbers), the share of
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the transport and environmental infrastructure projects tends to be high. On the other
hand, in the voivodships with the lowest levels of the transport and environmental
infrastructure projects (at the same time being also the projects with the lowest support

value), the share of the projects aimed at the social infrastructure is relatively high.

Graph 14: EU support value by region and target sectors. Poland 2004-2005.
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Source: Ibidem. 1 EuroPLN = 3,873 PLN.

These voivodships are generally having smallest number of projects from the Cohesion
Fund. The share of the projects focused on the human resources and business support is
similar in all the regions. However, the value of the research and development projects
is highly concentrated in Warsaw and Krakow regions. It can be partially explained by
the presence of strong scientific centres and also by the fact that this type of projects has
horizontal character and the headquarters of the beneficiary are generally in Warsaw.

In brief, it must be underlined that the data analysed correspond to the period till the end
of 2005, including up to 60% of all the allocation and the overall results will depend on
the distribution to the projects pending to be allocated. Hitherto, the funds allocation is
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mainly focused on the basic infrastructure projects, especially due to the funds
objectives and Polish needs in this area. They are being managed by public
administration entities. However, it should be noticed, that the poorest regions with the
highest unemployment rates the funds are not the benefiting from the required funds
share, so that they could narrow the development differences with the rest of Poland and

Europe.

5. CONCLUSIONS

e The quality of the Funds is important, not only the quantity.

e The applications must contribute to the sustainable development.

e The equilibrium inter-sectors and inter-regional constitutes a key factor.

e The Effectiveness of the S-Funds is better in those NUTSs in which its GDP is

near or upper to the country average.

“...the Treaty talks not only about disparities, but about reducing disparities in the level

of development. In other words, regional policy is not about hand-outs to under-

developed areas. It is not a question of charity. Rather, it is about raising the long-term
growth potential of regions, enabling them to attain a permanently higher level of

development. It is about investing in regional competitiveness and jobs — in the

endogenous growth potential of regions”.*2
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These factors are not always compatible with each other.
NUTSs
A large portion is only part-time farmers.

The gap value understood as the GDP per inhabitant in the purchasing power of the
currency units as compared with the UE — 25.

For further information, please see
http://europa.eu.int/comm/regional_policy/index_en.htm.

Please see also: www.funduszestrukturalne.gov.pl and www.warr.pl.

Please see also: www.funduszestrukturalne.gov.pl and www.warr.pl.

There are three categories of these entities in Poland: regions (called ‘voivodship’-
wojewodztwo in Polish), subregions (called ‘powiat’) and communities (called ‘gmina’).

Quite a high value of the EU support is also allocated in the projects that can be grouped in
the category others, where the projects were directed to a determined group of people. In
this case, it is difficult to determine the territory of the projects allocation. This is also the
case of the infrastructure (transport) projects.

Please note that the projects carried out in several regions were classified at the central
level.

Regional Policy DG



