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Abstract

This study assesses the extent to which the EU’s structural reform
agenda could support EU member states in the transition to a
new global economic environment in a way that complements
Cohesion Policy objectives. It looks at the future links between
structural reforms and EU Cohesion Policy in the context of the
2021-2027 Multiannual Financial Framework.
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EXECUTIVE SUMMARY

The European Union (EU) is facing wide-ranging challenges, such as mitigating climate change,
defining a common strategy to address migration flows and strengthening the security of its citizens.
At the same time, the EU must deal with new risks induced by a changing global environment. On the
one hand, rising protectionism across the globe, Brexit and the looming prospects of a global trade war
have the potential to create new challenges for the EU project. In this context, strengthening the
resilience of the Economic and Monetary Union (EMU) — whose architecture remains incomplete - is
essential. On the other hand, another wave of industrial transformations (based on ‘megatrends’ such
as digitalisation, the acceleration of innovation, or heightened sustainability concerns) is expected to
raise disparities across EU’s territories. As a result, the geographical concentration of discontent,
combined with the rise of nationalism across the continent, could also threaten the EU’s integration
prospects.

Today, there is growing consensus that European economies must reform to respond to these new,
structural challenges. In May 2017, the European Commission proposed to realign its funding priorities
for the period 2021-2027 to more effectively support member states’ efforts to align national reforms
with new EU priorities. Building on the Structural Reform Support Programme (SRSP), introduced in the
period 2017-2020, the Commission suggests introducing a new funding tool, the Reform Support
Programme (RSP). The RSP would support the design and implementation of structural reforms (SR) in
member states. Its proposed budget is EUR 25 billion. Financially, it constitutes a hundred-fold increase
in comparison to the SSRP.

There is also general agreement that the effectiveness of EU instruments aimed at increasing the
implementation of SR could be improved. But the debate about the ultimate goal of structural reforms
remains open. While some argue that these should focus on reducing macroeconomic imbalances that
may negatively impact the EU's growth prospects, others consider that they should be focused on
reducing regional disparities or enhancing social inclusiveness. A critical element of the post-2020 MFF
debate is to assess the extent to which the EU’s new structural reform agenda will be able to modernise
the European economy while empowering EU citizens in territories adversely impacted by the
acceleration of globalisation and the advent of a new phase of technological change.

This study draws on desk research, semi-structured interviews and findings of a previous study
published by the European Policy Centre (EPC) in November 2017. It examines whether and how the
Reform Support Programme could most effectively complement Cohesion Policy (CP) in its objectives
of strengthening economic, social and territorial cohesion in the EU.

Our research has identified three significant challenges in this regard:

¢ The negative legacy of linking Cohesion Policy to SR, as highlighted by the negative reception of
the macroeconomic conditionality (MEC) mechanism introduced in the 2014-2020 programming
period;

o Alack of clarity on the ultimate aim of structural reforms and remaining uncertainties related to
the kind of structural reforms that member states should prioritise;

o A possible mismatch between CP priorities of reducing regional disparities and promoting social
inclusion and the RSP’s focus on reducing macroeconomic imbalances.

In this study, the authors suggest that the negotiations on the 2021-2027 Multiannual Financial
Framework will require Cohesion Policy to (i) demonstrate more clearly the added value of the Policy
in delivering on new EU priorities; (ii) achieve more with reduced funding; (iii) participate in the defence
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of EU’s core objectives and values. In this context, the authors point to possible policy alignments
between the rationale for the introduction of the EU’s structural reform support agenda and objectives
traditionally pursued by cohesion policy. These include developing more resilient societies, promoting
social inclusion, or fostering economic convergence. There are, however, also risks that this agenda
could adversely impact other CP objectives, such as reducing regional disparities in the European
Union.

To provide stronger complementarity between these agendas, the authors of this study recommend:

¢ Providing a stronger narrative for EU SR support by integrating the SR agenda with a more
explicit rationale for how it supports the aim of empowering EU citizens in a new global
environment;

e Showcasing how CP can complement the EU’s SR agenda by demonstrating the added value
of CP’s tailored approach in boosting EU economic, social and territorial resilience;

¢ Ensure that the SR support agenda considers EU cohesion goals including by encouraging
stronger support from EU member states to those adversely impacted by structural changes in the
economy;

o Build a multi-level governance structure for the EU’s SR agenda by defining the respective
roles for each level of governance (EU, national, regional and local) in delivering on the EU’s SR
agenda.
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INTRODUCTION

The European Union (EU) is currently facing many challenges that have the potential to undermine its
development prospects. These include issues such as migration, security and defence, and
environmental sustainability, as well as the rise of nationalism across the continent. At the same time,
while the EU economy has improved significantly in recent years, Europe is faced with new risks in an
uncertain global economic environment. First, Brexit, the rise of protectionism and the potential for
trade wars globally and the remaining shortcomings in the architecture of the Economic and Monetary
Union (EMU) could considerably affect economic growth prospects of the EU. Second, the ongoing
transformation of Europe’s industry is expected to create new challenges (e.g. rising inequalities,
changes in the employment structure and uncertainty about required skills) that could negatively
affect the EU’s most vulnerable population and territories.

Against this backdrop, the Commission has proposed a realignment of budget priorities at the
European level. This move aims to reflect new priorities while preparing for the implications of Brexit
on the EU budget in a context of continued pressure for fiscal consolidation. In several member states,
there are growing demands from nationalist parties to reduce the amount of funding dedicated to EU
action. Mindful of the contagious effect that macroeconomic and fiscal imbalances in some member
states could have on their economies, net contributors to the EU budget have also stressed the need
for the EU to strengthen its efforts in tackling these through structural reforms, i.e. changes that modify,
in a lasting way, the structure of the economy.

Acknowledging that these considerations, challenges, and new priorities would influence both the size
and direction of the future EU budget, the European Commission published on 2 May its proposal for
the Multiannual Financial Framework (MFF) for the period 2021-2027."

On the one hand, this proposal translated into a reduction of the share of Cohesion Policy (CP) and
other ‘traditional policies’ (such as the Common Agricultural Policy) in the EU’s funding strategy to the
benefit of so-called ‘new priorities’. Thus, assuming a rate of inflation of 2% per year, the Commission’s
proposal would lead to a reduction of 7% (in real terms) of CP Funds.? Should EU member states
resist any increase in their overall contribution, CP spending cuts could be more substantial.

On the other hand, the Commission announced its intention to increase the budget dedicated to the
EMU'’s resilience in the MFF. This proposal is in line with the commitment made in the “EMU package”
of 6 December 2017 to take further steps in deepening the EMU.? As part of this, the Commission
suggested introducing the Reform Support Programme (RSP), a new reform delivery tool for the period
after 2020. With a planned budget of EUR 25 billion, the RSP aims to support the implementation of
reforms identified within the European Semester, a framework introduced in the wake of the financial
and economic crisis to increase the resilience of member states’ economies and improve coordination
of member states’ economic policies at EU level.

Building on the experience of the Structural Reform Support Programme (SRSP) introduced in the
period 2017-2020, the RSP aims to provide member states with technical assistance as they request
support in designing and implementing structural reforms (SR). The RSP should be seen as a separate
tool to the ‘Union Funds' - the suggested new denomination of the European Structural and

' European Commission (2018), “EU Budget: Commission proposes a modern budget for a union that protects, empowers and defends”,
Brussels. http://europa.eu/rapid/press-release IP-18-3570 en.htm.

2 Zsolt D, Nicolas M (2018). “How large is the proposed decline in EU agricultural and cohesion spending”, Bruegel Blog Post.
http://bruegel.org/2018/05/how-large-is-the-proposed-decline-in-eu-agricultural-and-cohesion-spending/.

3 European Commission (2017), “Reflection paper on the deepening of the Economic and Monetary Union”, Brussels,
https://ec.europa.eu/commission/sites/beta-political/files/reflection-paper-emu_en.pdf.
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Investment (ESI) Funds under the proposed new Common Provisions Regulation.* The logic that
underpins the programme is the same as the one that inspires the pre-conditions, introduced for the
2014-2020 CP, on the disbursement of ESI funds (referred to as "conditionalities"). In the next
programming period, the macroeconomic conditionality (MEC) and ex-ante conditionalities (ExAC) will
be referred to as ‘enabling conditions’. Ex-ante conditionalities enable the Commission to condition
the disbursement of ESI funds on the adoption of specific action plans from member states and regions.
The MEC mechanism entitles the Commission to re-programme or suspend the disbursement of ESI
funds when macroeconomic or fiscal imbalances need to be corrected.

In the same vein as for the ‘conditionality instruments’, the Commission’s RSP proposal rely on the logic
that achieving economic stability and growth can play a decisive role in addressing EU cohesion
objectives while improving the resilience of the EMU. The proposal for the post-2020 period thus
noted that the RSP aims to “enhance cohesion, competitiveness, productivity, growth and
employment” through structural reforms.> Accordingly, some view the latest programme as a new
attempt to support CP objectives by other means. As a previous EPC study has shown, however, this
agenda has also proven to be controversial.®

Many stakeholders consider that CP encompasses a strong solidarity dimension and that associating
it with structural reforms would dilute its original mandate. This argument can be relevant from an
economic development standpoint. Some argue, for example, that "re-distribution through
instruments like ESIF is not a gift but an indispensable pillar of a single market between diverse
countries of uneven levels of development in the EU.”” Recently, attempts to strengthen the link
between SRs and CP have also generated heated debates about what should be the ultimate aim
of structural reforms supported by the Union Funds. Some argue that EU funding should incentivise
member states to introduce reform in areas that can support the stability of the EMU, such as pension
systems, taxation or the banking sector. Others claim that they should instead foster the
implementation of reforms in policy areas that would help to achieve CP goals, such as energy
efficiency, digital connectivity or social inclusion.

Assessing whether and how structural reforms could most effectively help achieve both objectives in
a complementary manner is crucial. On the one hand, the state of permanent uncertainty regarding
global business and regulatory developments could lead to new turbulence for the European
economy. Strengthening the stability of the EMU is therefore paramount. At the same time,
growing territorial disparities, the geographical concentration of discontent — partly induced by
perceived or actual socio-economic decline — and the rise of nationalist forces across the EU also
represent a threat to European integration as a whole.® CP objectives of strengthening economic,
social and territorial cohesion mayj, in this context, prove more pertinent than ever before.

The principal question for this study is: how can the EU’s structural reform agenda support the
transition of EU member states economies to a new global economic environment in a way which
complements Cohesion Policy objectives?

4 EUR-Lex (2018), "Regulation of the European Parliament and the Council", European Commission, Strasbourg. https://eur-
lex.europa.eu/legal-content/EN/TXT/?uri=COM%3A2018%3A375%3AFIN

5 European Commission (2018), “RSP proposal”, p. 1, Brussels, https://ec.europa.eu/commission/sites/beta-political/files/budget-may2018-
reform-support-programme-regulation_en.pdf

6 Huguenot-noel, Robin, Hunter, Alison & Zuleeg, Fabian (2017). “Can the EU structural funds reconcile growth, solidarity and stability
objectives?”, EPC, Brussels. http://www.epc.eu/pub_details.php?cat id=2&pub id=7998

7 Andor, Laszl6 (2017), “Cohesion and Conditionality in the EU”, Progressive Economy, www.progressiveeconomy.eu/sites/default/files/LA-
cohesion-final.pdf

8  Rodriguez-Pose, Andrés (2018), “The revenge of the places that don’t matter”, VOX CEPR’s Policy Portal, Centre for Economic Policy
Research. https://voxeu.org/article/revenge-places-dont-matter
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In this study, we look at the future links between structural reforms and EU Cohesion Policy in the
context of the 2021-2027 Multiannual Financial Framework. We draw upon available literature
(including data gathered in the context of previous EPC studies) on the link between structural reforms
and Cohesion Policy and a series of semi-structured interviews.

We first introduce the EU’s structural reforms agenda and describe the existing links between structural
reforms and Cohesion Policy in the 2014-2020 programming period (section 1).

We also look at the SR support provided by the European Commission in the context of the SRSP and
the Commission’s proposal to introduce a new Reform Support Programme in the 2021-2027
Multiannual Financial Framework (MFF) (section 2).

Building upon this, we consider the possible synergies between the EU’s new structural reform agenda
and the Cohesion Policy objectives of “strengthening economic, social and territorial cohesion” and
where the introduction of the RSP may bring new challenges for CP (section 3).

We finally assess some of the key trends likely to affect the future links between structural reforms and
Cohesion Policy in the 2021-2027 MFF and consider how these could impact Cohesion Policy going
forward. After identifying some key objectives, we finally propose a set of strategic recommendations
on how SR support could more effectively contribute to the achievement of CP objectives. We also
suggest some concrete amendments to the RSP aimed at ensuring more effective deployment of the
Union Funds in the next programming period (section 4).
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1. A RETROSPECTIVE: STRUCTURAL REFORMS AND COHESION
POLICY

This section presents the EU’s structural reforms agenda and describes the existing links between
structural reforms and Cohesion Policy in the 2014-2020 programming period.

1.1.  Structural reforms in the European Union

‘Structural reforms’ have been part of the economic policy discussions of European governments since
the oil price shocks in the 1970s. They were then considered a necessity to remedy ‘Eurosclerosis’, a
term used to describe the lack of dynamism of EU economies relative to other advanced economies,
notably the United States.’ Since then, the term has been widely used in the context of
macroeconomic adjustment programmes deployed by international organisations (such as the
International Monetary Fund or the World Bank) in countries requesting external support, e.g. in the
event of a crisis.

Today, there is no commonly accepted definition of what ‘structural reforms’ constitutes among
international institutions. The definition of the nature of ‘structural reforms’ may indeed differ by
country and region, but also depending on the zeitgeist, i.e. the historical context in which the term is
being discussed. Since structural reforms are primarily a responsibility of EU member states, the extent
to which these are considered a political priority may also differ widely across the Union.

The European Commission defines structural reforms as a process:

Structural reforms are changes that modify - in a lasting way — the structure of the economy
and the institutional and regulatory framework in which businesses and people operate.’

Ambiguity remains regarding the ultimate aim of this process. Against that backdrop, this section
provides an overview of the EU’s economic governance objectives with the intention to identify the
main intended goals of the EU's structural reform agenda.

1.1.1.  Europe 2020 Strategy

First, growth-enhancing reforms are an essential element of the EU’s current economic priorities. In
2010, the Union adopted the Europe 2020 strategy, a growth strategy with the overarching goal to
make the EU a ‘smart, sustainable and inclusive economy’."" The Europe 2020 Strategy itself only
sporadically refers to the contribution of structural reforms to this agenda.'? However, it is not
uncommon for EU policy documents published since 2010 to highlight the contribution of SR to
fulfilling the objective of spurring economic growth.™

For example, the Commission’s “virtuous triangle” identifies “pursuing structural reforms” as a key
economic priority for EU member states, alongside boosting investment and ensuring fiscal
responsibility.' The three angles of the triangle are considered complementary. For example, pursuing

°  Fatas, A (2015). “The agenda for structural reform in Europe”, INSEAD.
https://faculty.insead.edu/fatas/Reforms%20and%20Growth%20Final%20Version.pdf

0 European Commission (2018), “RSP proposal”, Brussels p1 https://ec.europa.eu/commission/sites/beta-political/files/budget-may2018-
reform-support-programme-regulation_en.pdf

" European Commission, “Europe 2020: A Strategy for smart, sustainable and inclusive growth”, Brussels. https://eur-lex.europa.eu/legal-
content/EN/TXT/PDF/?uri=CELEX:52010DC2020&from=EN

12 There are only two occurrences of the term "structural reforms" in the ‘Europe 2020' Strategy. Ibid.

13 Several policy documents have recently stressed the priority given to structural reforms. We can notably list the 2016, 2017 and 2018
Annual Growth Surveys (AGS) as well as various CSR reports.

4 European Commission (2017), “European Semester 2018: The Autumn Package Explained”, Brussels. http://europa.eu/rapid/press-
release MEMO-17-4682 en.htm
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business environment reforms should help boost investment, which, due to higher revenue generated
through taxes, should ease the process of fiscal consolidation.

The attempt to link EU funds and reform objectives to a series of qualitative targets has, overall, been
positively welcome. Studies have shown, however, that the role of structural reforms in this process of
economic coordination could have been more explicit exposed from the start.” Progress towards the
"smart, sustainable and inclusive growth" targets of Europe 2020 have, however, proven to be mixed,
in part due to the global economic and financial crisis. For example, Eurostat 2016's Europe 2020
statistics indicate that while climate change and energy targets had made substantial progress, EU
member states had failed to meet employment, social inclusion and poverty targets.'® Therefore, the
extent to which Europe 2020 has been instrumental in delivering SR is doubtful.

1.1.2.  The European Semester

Second, structural reforms are increasingly understood as necessary steps to increase the resilience of
the Eurozone, as was concluded at a recent Economic and Financial Council of the Union."”

In the wake of the financial and economic crisis, the EU’s focus on achieving the objectives set out by
the Europe 2020 Growth Strategy was indeed gradually supplemented by the imperative to strengthen
the rules governing macroeconomic surveillance in the EMU. The crisis highlighted the need for
vigilance concerning ‘financial contagion’, where existing macroeconomic and fiscal imbalances in
some of the smallest EU member states can spread to other economies of the EU, and in particular
within the Eurozone.

In 2010, to improve economic coordination and strengthen the monitoring of fiscal and
macroeconomic imbalances, the EU introduced the so-called "European Semester" process and
identified structural reforms in member states as a primary tool.'® According to this new framework,
each member state must present annually to the European Commission its National Reform
Programme (NRP).” The Commission then presents to each country a set of country-specific
recommendations (CSRs).

The European Semester represents an essential step in the coordination of economic policies in the
EU. Scholars have pointed to the new economic governance framework as an “opportunity for (...)
mutual learning among member states about how to pursue (...) solutions to uncertain problems in
diverse national contexts” such as structural challenges.?

Evidence points, however, to a low level of compliance of EU member states with the Country
Specific Recommendations identified in the context of the European Semester. Although the European
Commission noted that "member states had achieved at least some progress with regard to more than

5 op.cit. “Can the EU structural funds reconcile growth, solidarity and stability objectives?”

6 Eurostat (2016), “Indicators to support the Europe 2020 Strategy - 2016 edition: Smarter, greener, more inclusive?”, Luxembourg. From
http://ec.europa.eu/eurostat/documents/3217494/7566774/KS-EZ-16-001-EN-N.pdf/ac04885c-cfff-4f9c-9f30-c9337ba929aa

7 Arecent example includes the Council conclusions on macroeconomic and fiscal guidance to the member states (annual growth survey),
http://www.consilium.europa.eu/en/press/press-releases/2018/01/23/council-conclusions-on-macroeconomic-and-fiscal-guidance-to-
the-member-states-annual-growth-survey/.

8 European Commission, “The European Semester: Why and how”. https://ec.europa.eu/info/business-economy-euro/economic-and-
fiscal-policy-coordination/eu-economic-governance-monitoring-prevention-correction/european-semester/framework/european-
semester-why-and-how_en

19 The National Reform Programme is called Stability (for euro area countries) or Convergence (for non-euro area countries) Programme.
Each programme details the specific policies each country will implement to pursue its growth objectives and limit macroeconomic
imbalances.

20 Sabel, Charles. & Zeitlin, Jonathan. (2012), “Experimentalist Governance”, The Oxford Handbook of Governance.
http://www.oxfordhandbooks.com/view/10.1093/oxfordhb/9780199560530.001.0001/0xfordhb-9780199560530-e-12
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two-thirds of the recommendations" made since 2011,%' implementation of reforms in recent years has
weakened in comparison to the period 2011-2015, especially among member states facing excessive
imbalances.” Thus, while evidence from 2016 indicates that less than the half of EU member states
achieved at least “some progress” in the implementation of CSRs (see Figure 1), recent studies also find
that only very few countries made “substantial progress” in 2017 and 2018.%2

Figure 1: A low level of compliance with the reforms promoted in the European Semester

Implementation of
Country-Specific Recommendations by EU member states in 2016

2%

43%
55%

Full/Substatial Progress Some progress No/Limited Progress

Source: European Parliament (2017)24, own reproduction

*k%k

This section has shown that structural reforms have traditionally followed two separate objectives:
enhancing the growth potential of the EU's economy or improving the resilience of the Economic
and Monetary Union. The track record of the Europe 2020 Strategy and the European Semester in
achieving these objectives remains, however, mixed. A key issue, in the context of this study, is to
understand what impedes the implementation of reforms in member states. Accordingly,
depending on whether it is a capacity deficit or a lack of willingness to reform, different tools could be
considered.

To date, no clear evidence has transpired regarding the mixed performance of member states in
delivering on Europe 2020 objectives. It is, therefore, difficult to ascertain the required policy responses.
This uncertainty did not prevent the EU and its member states from introducing new instruments in
the 2014-2020 Cohesion Policy to pursue these objectives including through the use of ESI funds.
Thus, ‘ESIF-conditionalities’ aimed at better linking the EU budget and EU financial support to the
implementation of recommendations set out in the framework of the Europe 2020 strategy and the
European Semester.

These links have created a stronger association between the European Semester, Structural Reforms
and Cohesion Policy.

21 European Commission (2018), "European Semester 2018 Spring Package: Commission Issues recommendations for member states to

achieve sustainable, inclusive and long-term growth", Brussels. http://europa.eu/rapid/press-release |P-18-3845 en.htm
22 Efstathiou, Konstantinos & Wolff, Guntram B. (2018), “Is the European semester effective and useful?”, Bruegel, Brussels.
http://bruegel.org/wp-content/uploads/2018/06/PC-09 2018 3.pdf
2 Hradisky. M. Valkama, S. A. Gasparotti and M. Minkina (2018), “Country Specific Recommendations for 2017 and 2018", European
Parliament. http://www.europarl.europa.eu/RegData/etudes/STUD/2018/614522/IPOL_STU(2018)614522 EN.pdf
European Parliament (2017), “In Depth-Analysis — How to strengthen the European Semester?”, Brussels,
http://www.europarl.europa.eu/RegData/etudes/IDAN/2017/602113/IPOL IDA(2017)602113 EN.pdf
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1.2.  Structural reforms in Cohesion Policy

The strengthening of the link between the 2014-2020 Cohesion Policy and the EU’s structural reform
agenda went further than the new pre-conditions (or ex-ante conditionalities - EXAC) and included a
macroeconomic conditionality (MEC). The ‘conditionalities’ agenda aimed to ensure:

e Astronger focus on delivery of CP objectives — the ex-ante conditionalities;

o Betteralignment with the EU’s structural reform agenda, defined in the EU’s economic governance
framework described in the previous section — the macroeconomic conditionality.

1.2.1. Ex-ante conditionalities

Some view the ex-ante conditionalities on ESI funds as a way for the Commission to enforce the
requirements for effective and efficient use of ESI funds.

Today, there has not been enough hindsight to report conclusively on the role of EXAC in strengthening
the contribution of ESI funds to the EU’s economic objectives. In 2017, an EPC study had hinted at some
early findings: ExAC seemed to have played a constructive role in supporting member states and
regions to build robust regulatory and capacity foundations and deliver key CP objectives.” This
positive assessment was, however, partly offset by concerns about the discrepancies across regions as
a result of their disparities in capabilities and needs. The EPC has cautioned about how such an agenda
could perpetuate or worsen the asymmetric impacts that globalisation can have across EU regions.*

1.2.2.  Macroeconomic conditionality

The Common Provision Regulations (CPR) regulating the use of ESI funds also introduced
macroeconomic conditionality, i.e. the possibility to suspend funding in the context of the Excessive
Deficit Procedure and the Macroeconomic Imbalance Procedure. The MEC mechanism entitles the
Commission to re-programme or suspend the allocation and disbursement of ESI funds when
macroeconomic imbalances need to be corrected.

According to the European Commission, the primary rationale for the MEC is that by incentivising
member states to maintain a sound economic environment, the new conditionalities should help spur
a favourable climate for private and public investment - including the ESI funds.

Some have, however, questioned this rationale. Discussions held during an EPC workshop on 31 May
2017 showed that many considered the threat to suspend ESI funds in order to incentivise member
states to address broader macroeconomic imbalances as an objective that was outside the remit of
the Policy. One could also argue that the more cautious approach to investment induced by the
pressure for fiscal consolidation can reduce prospects for building favourable conditions to achieving
a healthy investment environment. Finally, the suspension of EU funds threatened to punish EU regions
for policy outcomes (e.g. macroeconomic instability) which they could hardly influence. Therefore, the
logic behind the MEC - as a precautionary measure — was not widely shared.

The authors of the EPC study noted that it was difficult to provide any conclusive evidence at this
stage about the role of the MEC in reducing imbalances and boosting growth and investment.
Accordingly, the authors called on the Commission to gather further evidence on whether MEC has

25 For example, the European Parliament acknowledged the "usefulness" of ex-ante conditionalities but also stressed that, in some cases,
EXAC also proved “a source of complexity and delays in the development and launching of programming”. See European Parliament
(2018), Resolution of 17 April 2018 on strengthening economic, social and territorial cohesion in the EU, 17 April 2018, Strasbourg,
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//TEXT+TA+P8-TA-2018-0105+0+DOC+XML+V0//EN&language=EN.

26 op. cit. "Can the EU structural funds reconcile growth, solidarity and stability objectives?", p. 18.
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been effective in fostering growth, in boosting adherence to the EMU'’s stability objectives but also in
supporting the achievement of EU’s cohesion objectives.?”

*kk

This section has demonstrated that linking the use of EU funds to meet the objectives of the Europe
2020 strategy and the European Semester seems, arguably, as an attempt to strengthen the EU’s
ability to enforce reforms identified in the context of these ‘soft' economic coordination tools.

The changes led to greater integration of Cohesion Policy with the EU's broader economic governance
framework. As a result, the overall performance of CP has been increasingly assessed against how
member states delivered on the European Semester — an objective considered by some as outside of
its remit.28

There are diverging views about the extent to which the two agendas are successfully aligned:

e On the one hand, some in the European Commission argue that linking Cohesion Policy to
structural reforms helps ensure the full effectiveness of the impact of ESI funds and encourages
betterimplementation of EU priorities. Accordingly, CP and SR are complementary tools to achieve
the EU goal of fostering growth and employment, with the European Semester representing their
common pillar.

e On the other hand, other stakeholders (including the Committee of the Regions, the European
Parliament and CP managing and implementation communities) have voiced concerns about the
profusion of CP objectives targeted by EU’s structural reforms agenda and drawn light to the
potential for conflicts between them.?

The question of competition or complementarity between the objectives pursued by the EU’s
structural reform and Cohesion Policy agendas has been a dividing line of the CP reform debate in the
current programming period.

This context is vital in considering the reception of the Structural Reform Support Programme and the
new Reform Support Programme as historical issues of trust, credibility and effectiveness could cloud
perceptions. With the proposal for the Reform Support Programme now being positioned outside of
the CP remit, this would appear to offer a more neutral environment to consider this debate.

27 |Ibid.

28 Molica, Francesco. & Lampropoulos, Nikos. (2017), "Deepening the EMU, but not at the expense of regions", Euractiv.
https://www.euractiv.com/section/economy-jobs/opinion/deepening-the-emu-but-not-at-the-expense-of-regions/.

2 In an October 2015 resolution, the Parliament emphasised that "although recognising the need for effective economic governance is
important, macroeconomic conditionality should not hinder the pursuit of the broader goals of economic, social and territorial cohesion."
See European Parliament (2015), Resolution of 28 October 2015 on European Structural and Investment Funds and sound economic
governance, Strasbourg, http://www.europarl.europa.eu/sides/getDoc.do?type=TA&reference=P8-TA-2015-
0385&format=XML&language=EN
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2, NEW STRUCTURAL REFORM SUPPORT PROGRAMMES IN THE
EU BUDGET: WHAT ARE THE IMPLICATIONS FOR COHESION
POLICY?

This section presents two instruments recently proposed by the European Commission to support the
implement of structural reforms in member states; the Structural Reform Support Programme (SRSP)
and the Reform Support Programme (RSP).

2.1. The Structural Reform Support Programme

This section considers the rationale for the introduction of the SRSP, draws light to the limited evidence
available about its effectiveness, and analyses its expected impact on CP by looking at the reception of
stakeholders involved in the design and implementation of the Policy.

2.1.1. Rationale

In November 2015, the Commission proposed a regulation establishing the Structural Reform Support
Programme 2017-2020. The SRSP builds on the rationale that institutional and administrative reforms
are instrumental in improving the resilience of the EMU.

To achieve this, the SRSP initially received a small budget allocation of EUR 142.8 million. This funding
was intended to facilitate and provide advice to member states on SR if and when they requested EU
support.*®

The Structural Reform Support Service (SRSS)?' of the Commission is responsible for the management
of the funds. Since disbursements were withdrawn from existing technical assistance allocations
made under Cohesion Policy, it has fuelled the controversy about the tying of CP to the SR agenda.

2.1.2. Evidence

The SRSP entered into force on 20 May 2017.32 As for the ESIF-conditionality agenda, the limited track
record makes it challenging to identify the specific contribution of the SRSP in fostering SR in the EU
and in strengthening the resilience of the EMU.*?

The Commission pointed to several sources to justify the introduction and the continuation of this
programme:

o First, the success of other SR programmes: The Commission highlights evidence of the positive
contribution of other programmes providing technical support for structural reforms, such as the
Task Force for Greece (TFGR). For example, an evaluation carried out in July 2014 concluded that
technical assistance had positively contributed to the implementation of the reforms in the areas
of tax administration and central administration during the period 2011-2013.2* Nevertheless,
while the Greek example offers a useful insight into the management and effectiveness of support,

30 On 6 December 2017, the Commission presented a new proposal amending the regulation on SRSP, which increases the financial
envelope to EUR 222.8 million (to be taken from the Flexibility Instrument under the current Multiannual Financial Framework) and
expands the general objective to cover activities supporting reforms in preparation for joining the euro area. Source:
http://www.europarl.europa.eu/legislative-train/theme-deeper-and-fairer-economic-and-monetary-union/file-structural-reform-
support-programme-2017-2020

31 The SRSS has been operating since July 2015 in connection with reforms in Greece and Cyprus.

32 European Parliament, “Legislative Train Schedule: Deeper and Fairer Economic and Monetary Union”.

33 An annual monitoring report on the implementation of the programme and an independent evaluation report is required by mid-2019.

34 op.cit. “RSP Proposal”.
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the conditions under which it operated (linked to the Greek economy and nature of assistance
required) cannot be assumed to be readily transferred to other member states.

e Second, the popularity of the programme. The Commission sees the high take-up of the
programme by member states as a sign of the positive appreciation of the SRSP by member states.
Until today, the programme has supported over 440 reform projects in 24 member states.* The
demand has been four times (in 2017) and five times (in 2018) higher than the available annual
budget. It remains, however, unclear whether the funding used to address reforms was either well-
targeted or achieved the stated reform objectives.

Against that backdrop, the Commission suggested amending Regulation (EU) 2017/825 on the SRSP
on 6 December 2017. The Commission notably proposes to increase the financial envelope
dedicated to the SRSP to EUR 222.8 million.

2.1.3. Implications for Cohesion Policy

Building on the findings of a consultation, the Commission suggests that stakeholders involved in the
CP’s design and implementation broadly subscribe to the EU’s reform agenda.*

The introduction of the SRSP for the period 2017-2020 has, however, raised some concerns among this
community that funds assigned to the Policy may be used to achieve other EU objectives. Thus, the
Committee on Regional Development (REGI) of the European Parliament (EP) suggested several
amendments to the SRSP proposal. First, members of the European Parliament asked to consider other
sources of funding to avoid making the deduction from ESI funds a precedent for the future.
Second, they have requested to link the SRSP to the efficient use of ESI funds. Third, they stressed the
need to keep the EP fully informed at different stages of the procedure in a spirit of transparency. In
May 2017, the Council of the European Union approved the EP position. It also requested strengthening
the position of member states in requesting, implementing and monitoring of the support.’’

The final design of the SRSP and its recent extension reflects an attempt to address some of these
concerns. Thus, in 2019-2020, the additional EUR 80 million for the SRSP could be drawn from the
Flexibility Instrument under the current MFF - and no longer subtracted from ESI funds.®®
Nonetheless, the general objective of the SRSP was also extended to cover activities supporting
reforms in preparation for joining the euro area. This extension could appear to contradict the EP’s
request to focus on the efficient use of ESI funds.

*¥X%

According to the interviews conducted in the context of this study, debates about the SRSP focus on
the sources of its funding, the ultimate aim of structural reforms, and the level of involvement of
national and regional authorities in the design, implementation, and monitoring of structural
reforms. These issues were also discussed ahead of the Commission's proposal to introduce a new
Reform Support Programme in the 2021-2027 MFF.

35 So far, support from the SRSP covered was distributed between the following policy areas: business environment and growth (35 %),
labour market, health, education and social services (22 %), governance and public administration (14 %), revenue administration and
public financial management (18 %) and financial services and access to finance (11 %). See p. 10 EC ex-ante impact assessment of the
RSP. For examples, see https://ec.europa.eu/info/publications/examples-reform-support-provided-srss_en

36 European Commission (2018), “Public Consultation on EU funds in the area of cohesion”, Brussels.
https://ec.europa.eu/info/consultations/public-consultation-eu-funds-area-cohesion _en

37 op. cit. "Legislative Train Schedule: Deeper and Fairer Economic and Monetary Union".

38 op.cit. "RSP proposal", p. 1.
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Accordingly, the next section considers these issues while putting a stronger emphasis on the need for
further evidence regarding the reasons explaining the poor implementation of SR and what tools can
most effectively help improve their delivery.

2.2. The new Reform Support Programme

This section reviews the proposed transformation of the SRSP into a fully-fledged instrument for SR
support in the next programming period. It examines the workings of the RSP and its mechanism for
the allocation of funds. It also considers how the Commission envisages the complementarity between
this new tool and Cohesion Policy, before turning to the challenges that may arise in that regard.

2.2.1. Rationale

In the context of the negotiations of the Multiannual Financial Framework for the period 2021-
2027, the Commission published a proposal for a regulation on the Reform Support Programme (RSP)
on 31 May 2018.

According to the Explanatory Memorandum of the proposal, the RSP is intended to “contribute to the
overall objective of enhancing cohesion, competitiveness, productivity, growth and employment.”**
To achieve this objective, the RSP aims to provide financial and technical support to address the
“weak and uneven implementation of the structural reforms in the member states.”*

The proposal to create the RSP builds on the assessment that three main issues drive poor results in the
implementation of the structural reforms identified in the context of the European Semester by
member states:*'

¢ Lack of administrative capacity: Well-functioning institutions and capable administrations can
play a crucial role in facilitating the implementation of structural reforms. In turn, as recent studies
have shown, weaknesses in the functioning of public administration can create obstacles for the
functioning of the single market, for investment at regional and local levels or innovation.*

¢ Short-term political cost of reforms: from the perspective of policymakers, there is often a
mismatch between the negative short-term economic, social and political impact and the long-
term benefits that structural reforms can bring. To illustrate these, the Commission uses the
example of fiscal-consolidating pension reforms or the adverse effects on employment in the
mining sector induced by the transition to a low-carbon economy.*

o Lack of political ownership: linked to the above, a low level of political commitment to conduct
structural reforms at the national level can also block their implementation. This lack of political
ownership often results from shifting political priorities in line with swings in polls, or policy
reversals as a result of upset electoral victories.

The primary rationale of the RSP is that both the financial and administrative support to member
states may create new incentives for policymakers to go beyond the short-term costs incurred by
adopting and implementing reforms aimed at addressing long-term challenges.

3 bid, p. 3.

4 |bid, p. 7.

41 European Commission, “Impact Assessment: Proposal for a regulation of the European Parliament and of the Council”, Brussels, p26
https://ec.europa.eu/commission/sites/beta-political/files/budget-may2018-reform-support-programme-swd_en.pdf

42 |bid, p. 26.

4 op.cit."RSP proposal", p. 4.
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There is, however, a need to recognise that the underlying causes of the lack of implementation of
reforms are often more complex and multi-fold than the list the Commission provides. Thus, the ‘lack
of ownership' of reforms can have a variety of causes, including a lack of willingness to reform (due to,
for example, a poor identification with the proposed reform agenda) or to a lack of capacity to engage
with it. Another factor explaining this may be the low level of awareness among national or regional
policymakers of the high inter-connectedness of EU economies. Thus, as a recent report has
highlighted, "it is hard to think that national policymakers can fully factor in externalities on other
countries of their own policies”. ** Most national policymakers may not have the necessary tools to
assess such cross-border spill-over effects.

2.2.2. Design
The programme will have a total budget of EUR 25 billion and consist of three separate instruments:

e The Reform Delivery Tool (EUR 22 billion) will provide financial support to all member states for
reforms identified in the context of the European Semester.* The calls for proposals aim to address
the "weak and uneven implementation of structural reforms in member states" and support the
implementation of national reform programmes. Compared to previous financial mechanisms, the
Reform Delivery Tool represents a significant increase in funding.

e The Technical Support Instrument (EUR 840 million) appears as an extension of the current SRSP
for the period going beyond 2020. Building upon the Union-wide database of expertise established
since the inception of the SRSP, it will provide technical support to strengthen administrative
capacities required in the design and the implementation of reforms.

¢ The Convergence Facility (EUR 2.16 billion) will provide both financial and technical support to
member states wishing to join the euro area. The tool will notably aim at fostering real convergence
between non-euro-area and euro-area economies. Under this facility, eligible member states will
need to have taken "demonstrable steps to adopt the single currency within a given time-frame."

As the diagram, below, highlights, funding across the different instruments was not even.

Figure 2: An unequal distribution of funds between the three arms of the RSP

REFORM SUPPORT PROGRAMME

€25BN

REFORM DELIVERY TOOL TECHNICAL SUPPORT CONVERGENCE FACILITY

INSTRUEMENT
€22BN €2.16BN

€840M

Source: European Commission (2018)%; own graph.

4 op. cit. European Parliament (2017), “In Depth-Analysis — How to strengthen the European Semester?”, p.19.

4 The Commission will disburse the funds in increments. Half of the budget (EUR 11 billion) will be made available in the first 20 months. In
the second phase, lasting for the remaining period of the programme, another EUR 11 billion (and the amounts not disbursed in the first
stage) will be allocated via a system of periodic calls for reform proposals.

4 op. cit. “RSP proposal”.
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Member states will receive funding for the reform delivery tool and the financial support component
of the convergence facility according to their share of total EU population.*” Through this approach,
the Commission intends to ensure that the RSP provide similar incentives to implement SR in all EU
member states. At the same time, by failing to apply a more differentiated approach in the use of
the funds - linked, for example to the capabilities and needs of the recipients —, one could also see this
distribution as a missed opportunity to address existing territorial disparities e.g. in applying for access
to EU funds such as the RSP.

Importantly, funding for the new programme will be separated from the future Cohesion Policy funds.
As for the SRSP, requests for support will be voluntary and there will be no co-financing requirement
from the member states. The Commission also suggests that member states may, also on a voluntary
basis, request the transfer of up to 5% of resources under other Union Funds, such as the funds
dedicated to the implementation of Cohesion Policy.

2.23. Link with Cohesion Policy

In the RSP regulation proposal, the Commission stresses that the proposal is “consistent with and
provides for complementarity and synergies with the other Union policies.”* On the one hand, the
Commission acknowledges that “the objectives of the ESIF are very different from those of the
proposed Reform Support Programme”,* and it underlines the investment mandate assigned to the
ESI funds. On the other hand, it highlights that the European Semester should give consistency to all
existing instruments.

The Commission provides several arguments for why the RSP (and more specifically the reform delivery
tool) may provide added value to existing SR instruments in CP by focusing on their limitations. These
refer to:

e The nature of the reforms: RSP documents notably stress that ESIF is not intended for promoting
the design and implementation of the kind of structural reforms aimed at tackling challenges "in
all policy areas identified in the European Semester".*

o The scope of the reforms: The ESIF target investment components of some structural challenges,
such as the implementation costs and related investment measures. However, its relevance is
considered limited for reforms that are mostly regulatory.

e The timing of reforms: The annual character of the European Semester process is not readily
applicable to the ESIF given their scope and their multi-annual investment cycle.

e The incentives provided: The assessment notably points to shortcomings identified in the
European Court of Auditors (ECA) in the implementation of the ex-ante conditionalities. These
include the limited scope for reforms and an insufficient consistency with the objectives of the
European Semester. Besides, the MEC, "as an instrument of last resort" is deemed "not well suited
to promote reforms in good times”.*'

Based on this assessment, the Commission concludes that the complementarity between the new
instrument and CP will help improve the alignment of each EU fund with its own objectives. The
Commission argues that by providing new incentives to implement SR, the RSP is set to release the

47 For this, maximum financial allocations per country laid out in Annex | to the RSP regulation.

48 op.cit. "RSP proposal", p. 5.

#  |bid, p. 22.

50 |bid, p. 3.

51 op.cit. "Impact Assessment: Proposal for a regulation of the European Parliament and of the Council", p. 15.
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pressure on CP to use tools (such as the suspension of payment envisaged through the
conditionalities instruments) which may “undermine [its] investment agenda.”*?

There is no indication, however, that conditionalities currently putting pressure on CP (such as the MEC)
will disappear in the next programming period. In this context, the RSP could benefit from loser
restrictions than the tight conditions attached to the delivery of CP, incentivising member states to
favour the former over the latter. In light of these trends, the next sections examine the relationship
between the RSP and CP.

**k¥

The Commission’s new Reform Support Programme aimed to address some of the challenges
identified in public consultations:

1. First, national feed-backs received on the ‘EMU package’ of 6 December 2017 indicate that a
majority of member states consider that the tool should provide a precise definition of structural
reforms. Member states regard complementarity with the ESI funds as crucial, with the reservation
that there should be no clear link between the ex-ante conditionalities and the future reform
delivery tool. Member states stressed that the new Reform Delivery tool should not have a
crowding out effect on ESI funding allocations.>*

2. Second, through a public consultation on Cohesion instruments carried out between January and
March 2018,** responses related to the implementation of structural reforms identified several
challenges: the lack of resources constituted one of the primary obstacles to the implementation
of reforms in various areas. Furthermore, several respondents expressed a preference for structural
reforms to be closely tied to national reform programmes and the CSRs.

This section has shown that the new RSP proposal does provide a concrete response to some of these
requests. Through a much enhanced and comprehensive remit, the proposed programme is set to
benefit from a substantially higher budget, moving from EUR 222.8 million (in the amended SRSP) to
EUR 25 billion, a more than hundredfold increase. This uplift provides a robust signal of commitment
to delivering on this agenda. Second, the new programme offers clear links with the European
Semester and national reform programmes, as required by the conditions to apply for the reform
delivery tool.

The introduction of new structural reform tools remains, however, a challenge regarding the ability
of cohesion policy to reach, in parallel, its objectives relating to the strengthening of the economic,
social and territorial cohesion of the European Union.

The next sections further examine the challenges related to the tying of structural reforms and
Cohesion Policy (section 3) and explore the extent to which the next programming period could
address them (section 4).

52 op.cit. "RSP proposal", p. 16.

53 Widuto, Agnieszka (2018), “Reform Support Programme 2021-2027", European Parliament.
http://www.europarl.europa.eu/RegData/etudes/BRIE/2018/625150/EPRS_BRI(2018)625150 EN.pdf

5 op. cit. "Public Consultation on EU funds in the area of cohesion".
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3. FUTURE LINKS BETWEEN STRUCTURAL REFORMS AND
COHESION POLICY: THE CHALLENGES AHEAD

Building upon the findings of the previous sections and the interviews conducted in the framework of
this study, we assess in this section the challenges that could arise for Cohesion Policy as a result of the
development of new structural reform instruments.

We have identified three main challenges: (i) the negative legacy of linking Cohesion Policy to structural
reforms; (ii) conflicting views on the ultimate aim of SR support; (iii) a mismatch between CP priorities
and the RSP’s focus.

3.1. A negative legacy

As previous sections have shown, attempts to link structural reforms to ESI funds have raised some
challenges.

First, CP stakeholders have criticised the lack of engagement from the Commission in designing SR
support tools. According to one of our interviewees, the lack of engagement of the Commission with
CP stakeholders before the submission of SR proposals contributed to an impression of ESI funds
being "taken away” from CP to serve other EU objectives. This feeling builds on the lack of
consultation on the aims of the ‘conditionality' agenda before its implementation in the 2014-2020
programming period.”> The perception also refers to the "surprise" introduction of the SRSP in
November 2015 since the Commission's 2015 Working Plan had made no mention of it.

Second, and partially as a result of this, many CP stakeholders consider that CP funds have been used
to serve other EU objectives. In the ‘conditionality agenda’, an important distinction has been made
between those objectives deemed endogenous to the Cohesion Policy’s mandate (such as reducing
disparities between regions) and exogenous ones (including the reduction of macroeconomic
imbalances in the EMU).>* As the EPC study highlighted, many CP stakeholders perceive today
structural reforms in CP as a Trojan horse for fiscal consolidation, i.e. as a means to reduce public
expenditures. Two developments reinforced this perception. First, through the MEC mechanism, where
the threat of suspending the disbursement of ESI funds would serve to constrain member states to
reduce their macroeconomic imbalances. Second, through the introduction of the SRSP, where CP’s
‘performance reserve’ was used to fund a programme managed outside of CP while pursuing similar
macroeconomic stabilisation objectives.

Today, there is broad recognition that these developments may represent a challenge. Thus, in the
RSP’s ex-ante impact assessment, the Commission acknowledges the risks that the suspension of
payments envisaged in the context of the ‘conditionality agenda’ may undermine the CP’s
investment mandate.’” However, as we will see in section 4, the Commission’s proposal for the next
programming period does not suggest any move away from the ‘sanctioning arm’ of the conditionality
agenda. The mismatch between this negative assessment and the lack of reform may, as a result,
further antagonise different EU stakeholder communities, and continue to stoke concerns that the EU’s
continued commitment to CP aims and ethos remain at risk.

55 op. cit. "Can the EU structural funds reconcile growth, solidarity and stability objectives?".
% op. cit. "Cohesion and Conditionality in the EU".
57 op.cit. "RSP proposal".
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3.2. Alack of clarity on the ultimate aim of structural reforms

As for the SRSP, a critical point of inter-institutional debates on the introduction of the RSP is expected
to focus on what should be the ultimate aim of these reforms. According to the explanatory
memorandum of the Regulation, the RSP's rationale relies on the contribution of structural reforms
support to several EU objectives®:

1. First, sustaining growth in the EU. The growth-enhancing potential of structural reforms appears
as one of the main priorities of the RSP. Reforms are, arguably, efforts to "tackle obstacles to the
operation of the drivers of growth" thereby contributing to "enhance cohesion, raise productivity,
create jobs encourage and ensure sustainable growth".

2. Second, improving the stability of the European Monetary Union. Accordingly, structural reforms
can also serve to "accelerate the process of upward social and economic convergence" and
"strengthen the resilience" of EMU economies. In this context, improving the implementation of
structural reforms in euro-area countries — and in member states bound to join the Eurozone - is
deemed paramount to creating the conditions for the smooth and stable functioning of the EMU.

3. Third, building the capacity of national and local public administrations. "Improving the
efficiency and quality of public administration”, one of the aims of structural growth-enhancing
reforms, can also help to address "the slow implementation of reforms". Some ambiguity remains
as to whether capacity-building is considered as the ultimate aim of structural reforms or as a
means to achieving other objectives, including for example the implementation of EU law.

As mentioned earlier, the complementarity between these objectives may strengthen the rationale
of the EU's support for structural reforms. Thus, growth-enhancing structural reforms may also serve
reducing EMU imbalances while building administrative capacity may increase the growth potential
and economic performance/resilience of an economy.

However, as the impact assessment of the RSP notes, “as is well known from the field of economics,
promoting two objectives with a single instrument is unlikely to be effective, because inconsistencies
between the objectives may and typically do arise.”*® As the previous section has shown, many CP
stakeholders consider that these inconsistencies come at the expense of CP objectives and fear that
structural reforms could serve as a driver for fiscal consolidation. Such perceptions could undermine
the delivery of the EU's more comprehensive structural reforms agenda and put at risk the
implementation of much-needed reforms, e.g. in areas such as labour and product markets.

The lack of clarity on the ultimate aim of SR and its presupposed focus on fiscal consolidation raise
fundamental question as to the extent to which the EU’s ‘structural reform agenda’ can serve CP’s
objectives of strengthening “economic, social and territorial cohesion” in the EU.

3.3. A mismatch between CP objectives and the focus of the RSP

As the previous sections have shown, structural reforms can encompass a wide range of objectives. A
fundamental question is whether the SRs supported by the RSP will fit with CP's objective to strengthen
"economic, social, and territorial cohesion."

Today, a significant focus of CP relates to improving the development prospects of citizens and
territories negatively impacted by globalisation, technological change or competition arising from
single market integration. Recent elections have shown that territories adversely affected by economic

8 The following quotes are taken from op. cit. “RSP proposal”, p. 1.
5 op.cit. "Impact Assessment: Proposal for a regulation of the European Parliament and the Council", p. 16.
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globalisation are potential breeding grounds for the rise of populist parties.®® Failing to address the
causes of this geographically concentrated discontent - partly induced by a feeling of socio-economic
decline — could threaten European integration prospects.®’ Mindful of the CP mandate to counter-
balance the inequalities created by the single market or economic integration,® there is a compelling
rationale for EU structural reforms to also focus on supporting the ‘losers’ of ongoing transformations,
while at the same time driving further the benefits of broader change.®

Accordingly, CP has put a strong focus on regions lagging behind. A key challenge highlighted by the
7th Cohesion Report® is a growing gap between lead regions and lagging regions in productivity
growth. The report points to the specific situation of the territories stuck in a ‘middle-income trap’,
squeezed between a relatively high-cost base and a lack of innovation capacity. It also suggests that
the innovation performance and competitiveness of some EU regions (mainly large, metropolitan
centres and capital cities) may have abated that of other EU regions.®® Thus, CP stakeholders often
request a greater focus on SR that would help address the specific challenges facing regions in ongoing
industrial transformations.

At first glance, the RSP provides an opportunity for CP to benefit from the programme. The legal basis
used by the Commission to introduce the RSP is indeed directly linked to Cohesion Policy. The RSP
proposal isindeed based on two articles in the Treaty on the Functioning of the European Union (TFEU):

o Title XVIII, Article 175 (§3): Title XVIII of the TFEU is the legal basis of Cohesion Policy. While art.
174 sets out the condition for EU action in strengthening “economic, social and territorial cohesion
in the EU” and “reducing disparities between the development of the various regions”, art. 175
details how member states shall achieve this objective, through the use of EU funds (§2) or “if
specific action prove necessary outside of the funds” (§3);

o Title XXIV, Article 197 (§2): Title XXIV of the TFEU deals with administrative cooperation in the
EU. Article 197 stresses the importance of effective implementation of EU law for its functioning
(§81) and defines the conditions under which the Union may “support the efforts of member
states” (§2) in this area.

However, the intended objectives described in the documents accompanying the Commission’s RSP
proposal do not reflect a comprehensive and robust complementarity with Cohesion Policy objectives.
While the Commission makes several references to the issue of economic convergence, its proposal
makes no reference (in the legal text or the explanatory memorandum) to the objective of reducing
regional disparities. Such omission in the RSP's rationale constitutes a surprising shortcoming, not
least because regional disparities have obvious implications on the social, economic and territorial
prospects of the EU project.

Instead, several elements indeed show a stronger focus on the objective of fostering EMU stability.
Thus, the introduction of the impact assessment accompanying the RSP proposal almost exclusively
concentrates on issues related to the role of structural reforms in strengthening EMU stability. The
proposal also makes several references to the vision set out in the Five Presidents' Report of June

60 Huguenot-Noel, Robin (2017), “The French presidential election: an (E)-U-turn in the making? European Policy Centre, Brussels.
http://www.epc.eu/pub_details.php?pub_id=7630

61 op. cit. “The revenge of the places that don’t matter”.

62 op. cit. "Cohesion and Conditionality in the EU".

63 Huguenot Noel, Robin & Andor, Laszlé (2018), “Balancing Openness and Protection: How can the EU budget help?”, EPC, Brussels.
http://www.epc.eu/pub_details.php?pub_id=8391

64 European Commission (2017). "Seventh report on economic, social and territorial cohesion: My Region, My Europe, Our Future", Brussels.
http://ec.europa.eu/regional _policy/sources/docoffic/official/reports/cohesion7/7cr.pdf

6 European Commission (2017), “Commission gives new support to help industrial transition regions build resilient and low-carbon
economies”, Brussels. http://europa.eu/rapid/press-release IP-17-5167_en.htm
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2015, the reflection papers on the deepening of the Economic and Monetary Union and the future of
EU financesin spring 2017,%” as well as the Commission's roadmap for deepening the EMU of December
2017.%8 Finally, the Commission has proposed to allocate EUR 22 billion to the RSP's ‘reform delivery
tool' against less than EUR 1 billion to its ‘technical support instrument' — despite the strong track
record of its predecessor, the SPSR. This proposal seems to confirm the suspicion that the Commission
could further prioritise structural reform over capacity-building, the logic of the European
Semester over CP objectives (e.g. building administrative capacity in regions most in need).

To conclude, some may wish to challenge the decision to use CP provisions as a legal basis for
introducing the RSP, without adequately integrating CP goals in the objectives of the RSP. Indeed, there
seems to be a lack of coherence across the objectives of both policy instruments, which could question
the credibility of the argument for greater alignment between SRs and CP. The logic, narrative and
positioning of the RSP would, therefore, benefit from a broader review to create significantly stronger
coherence with the EU’s post-2020 CP agenda.

dekk

The confusion about what should be the purpose of structural reforms in the EU context echoes the
more fundamental divergences among EU stakeholders about several issues linked to this agenda.
This section allows us to draw two important conclusions:

1. First, in the context of a lack of evidence and conflicting views on how to address these issues,
there is a risk that the EU's structural reform agenda fails to be addressed consistently across EU
policies. A priority should, therefore, be for EU policymakers to build up further evidence on these
issues.

2. Second, in the absence of clear answers to these questions, the objectives pursued by the EU’s
structural reform agenda could risk being mainly driven by political considerations,
independent of the likely effectiveness of these proposals.

The next section considers the current political mood in the context of the negotiations on the post-
2020 MFF and proposes a prospective roadmap aimed at reconciling the objectives pursued by both
the EU’s structural reform agenda and Cohesion Policy.

6 Juncker, Jean-Claude (2015) “The Five Presidents' Report: Completing Europe’s Economic and Monetary Union”, European Commission.
https://ec.europa.eu/commission/publications/five-presidents-report-completing-europes-economic-and-monetary-union_en

57 op. cit. European Commission (2017), “Reflection paper on the deepening of the Economic and Monetary Union”.

%8 op cit. European Commission (2017), "Commission sets out a roadmap for deepening Europe's Economic and Monetary Union".
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4. A PROSPECTIVE ROADMAP

This section first analyses some of the key trends which are likely to dominate the negotiations on the
Multiannual Financial Framework for the 2021-2027 programming period and assesses what their
impact could be on the future links between structural reforms and Cohesion Policy. We then try to
determine how to align RSP and CP objectives better. Finally, we present some recommendations on
how to implement in practice.

4.1. Context

This section considers the current political mood in the context of the negotiations on the post-2020
MFF and highlights three trends likely to shape these discussions.

4.1.1. Demonstrating EU added value

The Commission’s proposal for the 2021-2027 MFF takes place in an environment where all investment
programmes are under pressure and are competing for a place in the EU’s post-2020 future. They not
only have to demonstrate that they are a ‘good’ use of EU funding but that they are of ‘greater
European value’ than other areas of spending.

At the same time, negotiations have revealed renewed pressure on the EU to deliver on more
"functional” priorities that also tilt towards the interest of net payers. Accordingly, the Commission has
underlined the need for an EU budget that is ‘focused on results’. In part, this narrative responds to
concerns raised about the effectiveness of Cohesion Policy funds — worth approximately one-third of
budget resources.

The Commission proposal translated into a reduction of the share of Cohesion Policy (CP) and other
‘traditional policies’ (such as the Common Agricultural Policy) in the EU’s funding strategy.

4.1.2. Doing more with less

The introduction of new priorities has direct consequences for CP. Unlike in the current programming
period, where CP had a separate heading, the new proposal suggests grouping three subheadings
under one ‘Cohesion and Values’ heading: (i) Regional Development & Cohesion; (ii) Economic &
Monetary Union; (iii) Investing in People, Social Cohesion & Values.®®

The inclusion of the EMU subheading in the ‘Cohesion and Values’ heading is in line with a continuous
quest by some EU member states to use ESI funds to boost the resilience of the Economic and
Monetary Union (EMU) and encourage structural reforms. As this study has shown, some view the
introduction of the Reform Support Programme as an attempt to further cement the role of the
European Semester and boost the implementation of the country-specific recommendations by EU
member states. The RSP also echoes perceptions of a desire to strengthen existing links between CP
and the EU's economic coordination objectives, including through the use of ESIF-related
conditionalities.

4.1.3. Defending EU’s core objectives and values

The Commission furthermore proposed to strengthen the linkages between the disbursement of EU
funds and the level of respect for European objectives and values. In that regard, the new ‘Cohesion
and Values’ heading also reflects concerns expressed by some EU member states about the lack of EU

6 European Commission (2018), “EU Budget: Commission proposes a modern budget for a union that protects, empowers and defends”.
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solidarity in, for example, addressing the migration crisis. At the same time, the EU institutions have
become increasingly apprehensive about some member states failing to meet EU standards on the rule
of law. The Commission has, therefore, proposed to move away from GDP per capita as the sole
indicator for fund allocation by introducing a link to core EU values.”

These new provisions have been particularly criticised by Central and Eastern European (CEE) member
states who regard this move as a shift in the sectoral and geographical coverage of EU funding. Some
governments, such as Poland and Hungary, have challenged the Commission’s plan on the basis that
these provisions “could lead to the limitations of the member states’ rights” to resist taking in migrants.
In response, the Commission denied that these reforms were intended to target any member state
explicitly.”!

The conflict between the Commission and some CEE member states may, however, be related to a
broader shift in the Commission’s approach towards Eurozone accession. New proposals, including
the ‘convergence facility’ arm of the RSP, point to a willingness to more effectively target and reward
member states showing concrete commitment towards adopting the common currency. According to
the RSP, the assessment of progress should build on nominal variables, such as the inflation rate, real
exchange rate, or fiscal performance, amongst others. Importantly, this ‘nominal convergence’
approach contrasts with the ‘real convergence’ approach, so far largely supported by CP. Here, CP
funds serve a logic of capital transfers, aimed at improving the living standards of those who joined the
EU more recently to be in line with their Western counterparts.

*¥¥

These developments point to some challenges for CP in the 2021-2027 programming period. In the
context set out above, it is likely that CP will have to address additional priorities with reduced
funding given that the objective of reducing regional disparities seems to lack ownership at the
political level. Nevertheless, this section identifies opportunities for policy alignment between the
rationale for the introduction of the EU’s new structural reform support agenda and objectives pursued
by CP. These include, for example, developing more resilient societies; promoting social inclusion (e.g.
through the integration of migrants) or fostering economic convergence (although the approach to
get there may differ).

If well designed, the RSP could provide a complementary tool to achieve CP objectives. For instance,
the scope for action of the RSP and CP should be better demarcated to avoid having incentives to
pursue cohesion-enhancing reforms diminished as a result of the introduction of the RSP. The next
section explores how the EU's new structural reform agenda could complement cohesion policy goals.

4.2, Objectives

As this study has shown, the new MFF proposal puts a stronger focus on EU support for structural
reforms, with a proposed hundredfold budget increase as a result of the introduction of the Reform
Support Programme.

This move has the potential to allow the EU to step up its game in ensuring the implementation of
reforms identified in the context of the European Semester. A well-designed structural reform agenda

70 European Commission (2018), "A modern budget for a Union that protects, empowers and defends: Questions and Answers", Brussels.
http://europa.eu/rapid/press-release MEMO-18-3621 en.htm.

71 Peel, Michael, Khan, Mehreen, Politi, James. “Poland attacks plan to tie EU funds to the rule of law”, Financial Times, Brussels.
https://www.ft.com/content/d6ef7412-157¢c-11e8-9376-4a6390addb44
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could thus boost both the economic resilience of member states and the economic performance of the
EU as a whole.

The study has also shown that the current legal base of the RSP authorises, apparently, the use of
structural reform support in line with CP priorities such as encouraging social inclusion or reducing
regional disparities. Should this disposition be confirmed in practice, it would considerably benefit
Cohesion Policy objectives and help to foster economic, social and territorial cohesion within the EU.

However, this study has also shown that the EU’s ‘structural reform agenda’ requires greater clarity
on several fronts to secure a broader ownership base. It would involve (i) defining the ultimate aims of
these reforms; (ii) providing stronger evidence on how structural reform support could help achieve
intended objectives; (iii) promoting a broader engagement with the different communities involved at
EU, national and regional level.

4.2.1.  Clarify the purpose of structural reforms

Often described as the milestone of the EU's SR agenda, the European Semester has undoubtedly
proven to be a useful process. It does not, however, replace the need for a clear strategy setting out
what should be the ultimate goal of structural reforms.

To be fully effective, any future reform of this economic governance framework must also be part of a
broader, consistent strategy, which would build increasing ownership among the stakeholders
involved in its implementation. Against that backdrop, the EU’s structural reform agenda needs to be
further clarified and integrated into a more compelling narrative that re-states the political rationale
for SR and how they fit with its ultimate purpose.

As the Europe 2020 strategy will soon elapse, and as member states engage in discussions on EU’s
funding priorities for the period post-2020, a first step should be to link structural reforms to a new,
comprehensive, EU growth strategy.

4.2.2. Provide stronger evidence on how SR can help achieve EU objectives

There is a need to recognise that this direction for a suggested structural reform agenda is not
universally supported or well understood. In order to overcome negative perceptions and avoid
tensions, it is also essential to reach a consensus on the direction and the main features of this agenda.

That is why building a positive narrative for SR is essential. It starts with defining a better framework
for the gathering and evaluating of evidence for how structural reforms support can translate in
concrete beneficial outcomes for EU citizens, such as enhanced political participation, reduced red
tape, or job opportunities in all EU regions.

Overall, the SR agenda would benefit from additional evidence on the following issues:

o The barriers to SR: What are the main drivers of the lack of implementation of reforms? Is this (as
the Commission has noted) related to political ‘short-termism’ or a lack of capacity? What role do
other behavioural (e.g. underestimation of the needs to reform) and political economy factors (e.g.
unwillingness to engage with the objectives of the EU's reform agenda) play in this process?

o The drivers of SR: What is the most effective way to overcome the challenges to the
implementation of reforms? Will the envisaged ‘cash for reform’ approach prove effective in
changing the cost-benefit analysis in implementing SR? How likely will member states put forward
‘low-hanging fruits’ or ‘ready-made’ reforms (that offer limited EU added value) rather than
embrace the more comprehensive (and more difficult) SRs?

29



IPOL | Policy Department for Structural and Cohesion Policies

¢ The sequencing of SR: What is the appropriate sequencing? Should macroeconomic stability
become a pre-condition for "enhancing cohesion, competitiveness, productivity, growth and
employment" or become the result of the latter? How can member states, regions and the EU
agree on the sequencing or priorities of SRs?

¢ The monitoring of SR: How should SRs be monitored and evaluated? How will the Commission
account for the constant evolution of the obstacles to SR identified by the Commission (lack of
administrative capacity; the short-term political cost of reforms; lack of political ownership)?

o The fairness of SR support: if structural reforms are supported with matched funding from EU
member states, is this unfair to certain economically weaker countries? Will those
countries/regions who need the most help receive it? Are good performers rewarded for deeds
they would have achieved regardless?

4.2.3. Promote broader engagement on the definition of structural reform objectives

Given the mounting pressure on the EU budget, Cohesion Policy has a keen interest in embracing the
EU’s structural reform agenda.

A stronger engagement of CP stakeholders in the design of the new Reform Support Programme could
prove beneficial both for the achievement of CP objectives and for the effectiveness of the EU
framework. First, as evidence from the EXAC agenda has shown, Cohesion Policy could become more
efficient and effective thanks to better integration with structural reforms. In that regard, the latter
would need to be designed in a way that fits with the CP objectives of strengthening economic, social
and territorial cohesion. Second, the stronger involvement of CP stakeholders could also improve
ownership and help better align EU objectives, policy tools, and funding, which would also result in a
more effective use of the Union Funds.”

This study has shown that efforts will have to be made on both sides to ensure a comprehensive
alignment of structural reforms with Cohesion Policy needs. Such efforts call for a stronger
involvement of Cohesion Policy stakeholders:

1. First, in the debate about whether the responsibility for specific structural reforms lies at the
regional or national level. To improve ownership of and coherence across EU policies, active
participation throughout the process is critical.

2. Second, in the design, implementation, and monitoring of SR support;

3. Third, in the definition of the intended objectives of SRs and the selection of the instruments
that can be most effective in achieving them.

The following section suggests some recommendations about how these objectives could be
achieved, including through possible amendments to the RSP proposal.

72 Huguenot-Noél, Robin, and Hunter, Alison, ‘Cohesion Policy: how can the EU sustain solidarity and investment at the same time?’ in
European Commission, “Cohesion Policy looks to the future”, Panorama Summer 2017 N° 61, Brussels,
http://ec.europa.eu/regional policy/sources/docgener/panorama/pdf/mag61/mag61_en.pdf
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4.3. Recommendations

The below list builds on previous recommendations made in the context of the EPC study on
conditionalities.”> While the proposed Reform Support Programme integrates several of these
proposals, this section highlights additional actions that would allow the EU’s structural reform agenda
to more effectively support Cohesion Policy objectives. To achieve this aim, this section also suggests
some amendments to the RSP.

In summary, the authors recommend to:

1. Provide a stronger narrative for EU structural reform support;

2. Showcase how Cohesion Policy can complement the EU’s SR agenda;
3. Ensure that the SR support agenda considers EU cohesion needs;
4

Build a multi-level governance structure for the EU’s structural reform agenda.

4.3.1. Recommendation 1: Provide a stronger narrative for EU structural reform support

Clarify what should be the ultimate aim of structural reforms for each instrument of the Reform
Support Programme. As this study has demonstrated, clarifying the ultimate aim of the EU’s structural
reform agenda is essential. It requires a strong narrative that explains how the RSP will support the
implementation of this agenda. It calls for a better alignment of the RSP objectives with the legal basis
that justifies EU action in this area.

Build a consensus based on evidence and positive incentives. In a context of mistrust vis-a-vis both
the Commission and EU member state governments, the new reform agenda needs to rely on sound
and reliable evidence and calls, for example, for a thorough evaluation of the positive and negative
incentives in implementing structural reforms; their likely externalities, and theirimpact on the delivery
of CP objectives.

Link structural reforms to a new, comprehensive, EU growth strategy. There is an urgent need to
develop a new EU growth strategy in an inclusive and participatory way that fully engages all EU
stakeholders. Providing indicators linked to the development model the EU is aiming at would help
clarify the purpose of structural reforms and the priority areas where EU funds should be invested. It
requires going beyond the implementation of the recommendations agreed upon in the context of the
European Semester. In order to ensure broader ownership of this agenda, all EU policies and
programmes should be aligned with the new EU growth strategy and build linkages with national and
regional growth strategies.

Amendments to the RSP proposal should include:

o C(larifying the ultimate aim of structural reforms in the ‘specific objectives’ assigned to each of
the programmes (article 5);

¢ Adding a requirement to report on the challenges encountered in the achievement of the reform
commitments in the European Semester process (article 14).

73 op.cit. “Can the EU structural funds reconcile growth, solidarity and stability objectives?”
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4.3.2. Recommendation 2: Showcase how CP can complement the EU’s SR support

Acknowledge E(M)U resilience needs. The financial and economic crisis dramatically impacted on EU
economic, social, and territorial convergence prospects. In line with the new heading suggested by the
Commission, Cohesion Policy could play a larger role in identifying and addressing existing imbalances
within the EMU. Both the SRSP and the recently proposed RSP provide examples of how ex-ante and
positive incentives could spur SR aimed at boosting growth and improving the macroeconomic
environment. Following this, the Commission should consider the merits of shifting the MEC from an
ex-post to an ex-ante conditionality as part of a more comprehensive package of ex-ante support
measures in Cohesion Policy.”*

Incentivise greater domestic efforts in generating a stronger ‘tailor-made' approach to SR across
EU policies. Different territories have different historical, geographical and environmental legacies but
also different policies and frameworks in place, which can affect the impact of EU policies and
programmes. Providing a more systematic assessment of the possible interaction and
complementarities between EU, national and regional policies could help enhance the effectiveness of
CP, but also of the EU’s broader economic governance framework, including the European Semester
and the CSRs.”

Highlight the differences in capabilities to deliver on SR. With different levels of SR delivery capacity
across the EU and in the absence of a more proportionate approach, the SR agenda could potentially
lead to moving EU funds away from the regions that need it the most.”® Arguably, the disproportionate
distribution of funding across the three arms of the RSP could reinforce this trend. It is essential that
the future EU economic governance framework take better account of the specific needs of the
different regions and territories of the EU. In that regard, the EU could rely on existing and new
Commission tools assessing the resilience of EU regions to economic shocks’” and to wider barriers to
spreading innovation.”

Amendments to the RSP proposal should include:

e Reconsidering population size as the sole indicator in setting the maximum financial contribution
available for each member state for the reform delivery tool (Article 9 and Annex);

o Developing clear assessment criteria to specify under which conditions resources allocated to
member states under shared management may be transferred to the RSP (Article 7 (2)).

4.3.3. Recommendation 3: Ensure that SR support considers EU cohesion needs

Clarify the role of structural reforms vis-a-vis CP objectives. In line with the legal basis it refers to,
the RSP should target goals that are consistent with the objectives of “economic, social and territorial
cohesion” pursued by CP in articles 174-175 TFEU. A concrete way to achieve this would be to more
clearly incorporate the objectives of promoting social inclusion and reducing regional disparities in the
objectives of the RSP.

74 op.cit. “Can the EU structural funds reconcile growth, solidarity and stability objectives?”

75> European Commission (2018), “Laying down common provisions on the European Development Fund...Border Management and Visa
Instrument”, Strasbourg. https://eur-lex.europa.eu/resource.html?uri=cellar:26b02a36-6376-11e8-ab9c-
0laa75ed71a1.0003.02/DOC_1&format=PDF

76 Barca, Fabrizio (2017) The European Union’s Great Opportunity. Keynote speech at the 7th Cohesion Forum (EU Cohesion Policy, a
forward-looking perspective), 26-27 June, Brussels, http://www.fabriziobarca.it/Files/Barca-Bruxelles-27-giugno.pdf

77" European Commission (2017). “Why Regional Development matters for Europe’s economic future”, Working Papers, WP 07/2017,
http://ec.europa.eu/regional policy/sources/docgener/work/201707_regional development_matters.pdf

78 European Commission Joint Research Centre (2018). “JRC Technical Reports: A composite policy tool to measure territorial resilience
capacity”, http://publications.jrc.ec.europa.eu/repository/bitstream/JRC111389/jrc111389 jrc_tr_indicator.pdf
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Increase the support aimed at building institutional and administrative capacity. Evidence
indicates that, so far, the effectiveness of the EU budget in supporting the modernisation of public
administration is rather low.” Stepping up the EU’s game in this area remains essential. For this, the
RSP should focus more strongly on how EU support for structural reforms can help achieve
transformational changes across EU regions by fostering their capacity to increase their economic and
social resilience through their own means. As part of this, the RSP should support more
experimentation and new approaches to achieve these objectives, encouraging greater risk-taking.

Support member states’ efforts in addressing the needs of the ‘losers’ of structural reforms. As
the Commission’s impact assessment highlights, "the redistributive effect of a number of reforms and their
impact on certain economic or social actors can increase the difficulty of implementing reforms and lead to
the need for transition or compensatory measures. These measures have a cost, which can be a barrier to
reforms.”® The RSP suggests changing the cost/benefit ratio of such reforms by providing additional
(financial) benefits to national authorities in pursuing this agenda. Another way of changing this ratio
is to reduce the cost of the transition to those impacted by the reform. Accordingly, more attention
should be paid to the possible social, economic and territorial externalities of SR and what the
strategies are to address those ex-ante, i.e. before the implementation of reforms. Building on recent
findings on the costs of the ‘agglomeration logic’ (see section 3.3 above), SR assessments should
consider how efforts to modernise a national economy in line with new global trends may, at the same
time, adversely impact some specific territories and what accompanying measures may be taken to
mitigate negative consequences.

Amendments to the RSP proposal should include:

e Adding the objectives of “reducing regional disparities” and “promoting social inclusion” in the
“General objectives” of the programme (article 4(a)), the scope of the programme (article 6), the
assessment of the proposal for reform commitments in the context of the reform delivery tool
(article 7(a, iii)) or of request for technical support (article 19(2));

e Rebalancing the indicative funding allocation in favour of the technical support tool (Article 7 (2));

e Adding a commitment for the Commission (see article 5, article 19, article 34 and article 36) and
member states (Article 7 (3)) to monitor the impact of SR on social, economic and territorial
disparities.

4.3.4. Recommendation 4: Build a multi-level governance structure for SR support

Provide a multi-level governance framework for growth-enhancing reforms. In order to respond
to the perceived lack of ownership, national and subnational players need to be closely involved in the
development and implementation of capacity building reforms that the EU can support. This should
take the form of a new assessment framework aimed at identifying both the type of growth-enhancing
reforms to be prioritised in each member state and the contribution of each level of governance to
their delivery. This framework could be extended to include a more targeted analysis of the
contribution of each region, for example, in highly decentralised member states (e.g. Germany, Italy or
Spain).

Incentivise member states to involve local and regional authorities in their SR strategies. Given
the increasing role of regions in the development and implementation of structural reforms across the

7% European Parliament (2016), “Public Sector Reform: How the EU budget is used to encourage it”,
http://www.europarl.europa.eu/thinktank/en/document.html?reference=IPOL _STU(2016)572696
80 op.cit.‘RSP’, p27.
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EU, member states should be encouraged to cooperate more closely with local and regional authorities
when they apply for RSP support. In order to comply with the EU’s proportionality and subsidiarity
principles, member states should provide clear evidence of this in their requests for EU support.
Involving local and regional authorities would boost the domestic ownership and accountability of the
measures, programmes, strategies, and actions associated with SR.

Amendments to the RSP proposal should include:

e Adding a requirement for the European Commission, in its assessment of proposals for reform
commitments in the context of the reform delivery tool (article 7(a, iii)), to take due consideration
of member states’ internal arrangements regarding the engagement of regional and local
authorities in the design and implementation of reforms, especially in cases where the proposed
reforms are expected to be felt across different levels of governance.
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CONCLUSION

This study assessed the extent to which the EU’s structural reform agenda could support EU member
states in the transition to a new global economic environment in a way that complements Cohesion
Policy objectives. It looked at the future links between structural reforms and EU Cohesion Policy in the
context of the 2021-2027 Multiannual Financial Framework.

This study has highlighted opportunities for CP to benefit from the EU’s structural reform support
agenda. Legally, the RSP’s legal base would allow for a rebalancing of its priorities in favour of a greater
focus on capacity-building and enabling reforms. Economically, well-designed initiatives could
support CP objectives of fostering growth, investment and greater convergence among EU economies.
Politically, issues such as the integration of migrants or the rise of populism could also bring the need
for stronger cohesion to the top of EU leaders’ agenda.

Our analysis has revealed that the Commission’s proposal to introduce a Reform Support Programme
for the post-2020 EU funding period follows, however, a logic which risks providing limited
additionally to CP's aim of reducing regional disparities across the EU. The EU's renewed efforts to
support structural reform delivery in EU member states primarily aim to lower the risks of adverse spill-
over effects across EU economies. Given the RSP's ambiguous objectives and its more favourable
funding conditions than CP, the RSP could also incentivise EU governments to reduce the share of
Union funds used to achieve CP’s objectives of economic, social and territorial cohesion.

The study pointed to some challenges in ensuring that EU structural reforms will benefit the EU’s
cohesion agenda, including conflicting views on the objectives of SR. To overcome these will require
overcoming the negative legacy of the macroeconomic conditionality agenda. The ultimate aim of the
EU’s structural reforms agenda will also need to be further clarified and geared towards reducing
regional disparities and promoting social inclusion in the EU.

The authors therefore suggest that the Commission rethinks the rationale of the distribution of EU
support for structural reforms in EU member states and set out a positive forward-looking agenda for
change. In light of this, the authors propose that the Commission takes on the role of ‘strategic
enabler’ in the implementation of the EU’s growth agenda by putting structural, growth-enhancing
reforms at the heart of a new growth strategy for the EU.

In a context of structural changes in the global economy, the Commission has rightly identified support
for reforms as a major priority of its post-2020 funding strategy. Precisely because of its political
relevance, this agenda will require greater engagement of all EU stakeholders to define what should
be the purpose of the change, the means to achieve it and the responsibility of each level of
governance in this process.

Ongoing negotiations about the 2021-2027 Multiannual Financial Framework (MFF) offer a timely
opportunity to highlight the added value of Cohesion Policy in promoting economic capability,
territorial balance and social inclusiveness in the EU.

In light of this, our package of supporting measures suggests how a stronger engagement from CP
stakeholders could help deliver greater clarity, visibility and a more compelling narrative for the EU
to champion the structural reform agenda.
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