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Executive summary

This note suggests areas of focus for the Commiti¢lee Regions (CoR) in the
upcoming negotiations of the next Multi-annual Fical Framework, following
on from the publication of the Budget Review inwamh 2010. It has been
produced by the European Policy Centre (EPC) uniddframework Contract
with the CoR, under which CoR is receiving expeg®rt on issues related to
the future budgetary resources of the Union, vieweith a territorial
perspective.

The post 2013 MFF is being discussed within a \wifficult political and
economic context, with the economic crisis and Ewo crisis limiting the
ability and willingness of Member States to give #U budget a greater role. In
addition, the Lisbon treaty contains provisions ahhhave strengthened the
inherent status quobias in the negotiation process. This would imfhat
incremental change to the structure and governahtiee EU budget is more
likely than a ‘big bang’. This time around, theseeiven a real possibility that no
agreement is found in the upcoming negotiationschviwvould further impair
the ability of the EU to deliver its objectives.

The CoR’s role in this debate needs to be drivenabmixture of realism,
recognising where CoR can make an impact, and atray, highlighting new
areas and solutions for the negotiations. Emphsisisild be put on a limited
number of policy questions where the CoR will béea elaborate coherent
and cohesive messages. These policy areas shoulédry linked to the CoR
functions, implying that there is a clear and digtiele regional (local)
dimension to the issue, with the CoR having theeipindl to substantially add
value to the contributions of other institutionslatakeholders. On the basis of
this mixture of realism and ambition we have sutggesvo main areas of focus
for the CoR:

Better Spending— where we see a particular role for the CoR ipihg to
design the MFF in such a way that future fundingvdes effectively and
efficiently, especially since much of the managenwérfunds has a regional
component. Areas for consideration include defirtimg nature of EU added
value, how the burden of bureaucracy can be limitedfuture, how
absorption capacity can be increased, whether elnsxe focus on Europe
2020 is desirable, how a greater outcome focusearchieved, the future of
match funding, whether funds should increasinglyist¢ributed on the basis
of competition and whether more can be done toectfthe changed
environment, for example in terms of funding ediocgt health or public
sector reform policies.
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- New delivery mechanisms- such as EIB interventions, PPPs or EU project
bonds, which have increased in importance in regeats but where more
could be done clarify the role they can and shqi&y in the next MFF.
Areas for consideration include how the linkagewsen traditional EU
funding and new delivery mechanisms, as well aslittage between the
new delivery mechanisms themselves, can be improwexte clarity and
transparency of how and when to use these mechanigw access can be
facilitated for all regions, what scope there istfee involvement of regional
authorities in the design and implementation oséhaew mechanisms and
clarity on what objectives the new delivery meckars aim to deliver.

We believe that the two areas outlined in this roate reinforce the main aims
of the CoR of multilevel governance and ensurimgtteial cohesion, as well as
potentially creating an effective platform from whithe CoR will be able to
voice its priorities.

Focusing on these areas does, however, not implytile CoR neglects other
important policy areas with a regional dimensidns Inecessary for the CoR to
highlight regional concerns in, for example, specifectoral discussion

concerning cohesion policy, agriculture and ruralelopment, among other
Issues. In addition, the regional impact of polidiscussions needs to be
highlighted, for example in areas such as new c¥gources or the changes to
EU governance.

The next step for the CoR is to decide whethandeed, wants to increase its
focus on the two areas outlined in this text. I§,ymore work will need to be
done to both analyse the associated issues in deiel and to come to an
unambiguous policy position, before ensuring widilgation of the CoR'’s
positions.
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Introduction

“Agreeing the way forward will be a major challenfm the European Union,
but also a major prize. It would represent a powksignal that the European
Union is equal to the task of harnessing the tablgs disposal to make a real
difference for its citizens.” (The EU Budget Rexi€OM(2010)700final )

This note has been produced by the European PGkayre (EPC) under its
Framework Contract with the Committee of the Regi¢GoR), under which
CoR is receiving expert support on issues relatedhe future budgetary
resources of the Union, viewed with a territoriatgpective. It aims to analyse
possible policy options for the next Multi-Annuahg&ncial Framework (MFF),
highlighting the importance of multilevel governanior the future EU budget.
The project, which also foresees a workshop orebsfiending and multilevel
governance, is composed by a series of studiesiaalgsis. The present paper
constitutes the first deliverable, aiming to pravid contribution to the CoR
debate on the EU budget review, elaborating passdreas for CoR and
Regional and Local Authorities (RLAS) to focus artlhe coming negotiations.

The debate on the next MFF for the post 2013 pdrasinow started, shaped by
the publication of the Budget Review, with the firarsion out on 19 October
2010 (COM(2010)700final). Launched in May 2006, @@mmission had been
tasked ‘to undertake a full, wide ranging revieweamang all aspects of EU
spending, including the CAP, and of resourcesunliolg the UK rebate.” 2011
will be a fundamental year for the European budgét) the Commission due
to publish its proposals for the next MFF in eatlynmer.

Deciding on the EU’s financial resources is on¢hef necessary steps required
to turn EU policy objectives into reality. In patiar, in the Budget Review the
Commission has emphasised the role of the EU budgetplement the Europe
2020 strategy (COM(2010) 2020), aiming for ‘smatristainable and inclusive’
growth and supporting the recovery of the EU ecarerfrom the financial and
economic crisis. The next MFF also needs to tak® iaccount the
implementation of the Lisbon Treaty, including thestablishment of a new
institutional architecture and the External Act®ervice.

Many of the questions related to the future MFFRadiehave a regional/local
dimension. The implications of the economic crigis having great effect on
sub-national governments and will have long-termgacts for regional policy.
Such issues have to be taken into account whedidgadn the future financing
of European policies, and the CoR can offer coecparspectives on how to
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rethink the budget in order to make its implemeaataeffective in respect to

territorial growth. Regions and local authoritiesthve the means to deliver on
objectives such as competitiveness and jobs, aedEtiropean Commission
itself has wished for a growing ownership of EUopties by territorial entities.

While Member States remain the decisive actors wheomes to negotiations
over EU financial issues, with the Commission pdawy the MFF proposals for
discussion, over the years other institutions Haseome important players, a
situation reinforced by the Lisbon Treaty. The E@an Parliament now has co-
decision powers on the MFF and has been activedfipg for a greater role in
the negotiations for the post 2013 period. Sewafradr EU institutions have also
been putting forward substantial inputs into théade concerning the future
structure and the governance of the budget. The lidsRmade the future MFF
one of the top priorities of its mandate, given itmportance territorial entities
have when it comes to efficient and effective immdatation of EU resources.
The CoR thus aims to ensure the full involvementladal and regional
authorities in the EU budgetary reform strategy iantthe financing of European

policy.

This paper aims to support the development of thie'€key political messages
regarding the upcoming post 2013 MFF negotiatidime first key question to
be addressed the focus of CoR work to best defiremay ahead, given the
wide range of proposals for reform outlined by tGB®@mmission in its

communication.

The paper should identify the magontoursof the political discourse of the
CoR concerning the MFF post 2013, and offer a $etomcrete political
messages that the institution could put forwardriher to reinforce its position
during negotiations. To be effective, the polititcakssage has to be defined
clearly by the institution, in a coherent and colesmanner. This is why,
despite main issues that could be tackled by the Quaring the negotiations,
only a few key points should be concretely addebs3de purpose of the
present paper is to indicate the topics and petispsaovhich would be the most
Important to consider when elaborating CoR messages

In order to do that, we will firstly set out theffdrent areas which could be of
relevance to the CoR, likely to be central in thecaming negotiations.
Secondly, we will extract from the above our viefithe key issues to focus on,
aiming to make a maximum impact on the MFF debate.
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1. The context of the debate — Where
do we stand?

The Budget Review Process

The meeting of the CoR Temporag hocCommission on the EU Budgetdr
12 January 2011) comes at an important moment, &ithinstitutions and
stakeholders defining more concretely their stiatefpr the negotiations on the
next MFF, due to start early this summer, whenEbepean Commission will
come out with the first proposal. However, in ghre to the Budget Review, the
guestion of long term spending priorities of the Bltiget seems to have been
on the agenda almost constantly since the enceafi¢lgotiations of the previous
MFF. The Budget Review was, in itself, a very amoloi$ project, including a
public consultation (SEC(2007) 1188 final) and tbentribution of many
experts, leading to a final (delayed from 2008/68jnmunication in autumn
2010 (COM(2010)700final).

The Budget Review sets out the main issues whidifamm the backdrop to the
interinstitutional negotiations on the next MFF.highlights the underlying
policy options that decision-makers will have tafront, raising many difficult
iIssues around, for example, the principle of ‘JuR&tour’, flexibility and the
EU’s own resources.

In parallel, the main chapters of EU expenditure @rrrently being discussed,
with policy options being put forward in major pofiareas such as the future of
agriculture and cohesion politfhe Budget Review does not provide a great
deal of insight where specific policy areas areceoned. The wording is often
vague, leaving many options open. This means thatany cases it is unclear
exactly what changes are being considered by tmen@ssion, even though the
possibility of significant reform is not excluded.

The Budget Review consultation and the final Comicaiton have triggered

reactions from a wide range of stakeholders, inolydMember State

governments. Many see the upcoming negotiations avilegree of trepidation,
given the acrimonious nature of the previous MFFRatiations and the

unfavourable economic context. Some Member Stadwe lalready taken the
opportunity to express their opposition to an Ek aad to an increase in the
overall ceiling for expenditure.
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The positions taken by these Member States doesamé as a surprise: the
opposition to an EU tax, the limitation of the ocalérbudget or the wish of
Member States to maintain control over the probes® all been clearly set out
before’

These ‘red lines’ leave little room for negotiatiand they have become more
entrenched in recent years as a result of the amgunplitical, economic and
Institutional context, at EU and national level. eBvthough the European
Council had itself asked the EC for a comprehensiwdget review, it now
seems unlikely that Member States will be operuttdémental changes to the
size and structure of the budget. The economigscndtimately resulting in
fiscal austerity across the EU, further enhancedotbsition of the net payers: if
at national level public spending is cut and newesaare imposed, it is
politically difficult to justify either an increase EU budget or the introduction
of an EU tax.

The entrenched positions of the Member States aststiwith ambitions at EU
level. The EP has been providing its input to tbbade, demonstrating a clear
desire to become one of the major actors in thetremns, especially since the
Treaty of Lisbon has significantly increased itsveos. The EP has constituted
anad hoccommittee to deal with next MFF: the Policy Chafles Committee
(SURE), under the chairmanship of Mrs. Jutta HAUIEAS&D). One of the
first SURE missions has been to investigate hownsure coherence between
EU2020 and future financial resources allocation.

The SURE committee has noted that to achieve tigetsaof Europe 2020, the
future EU budget should entail a clear and visibanmitment to smart,
inclusive and sustainable growth. But the EP has alarned against the risk of
forgetting the importance of established EU poscisuch as cohesion policy.
The Parliament has stressed the importance of #gomral and local
perspectives, arguing that cohesion and agricllfpolcy do remain essential
for the development and sustainability of severaiofean territories. The EP is
also clearly emphasising the need to take into wtcthe changed institutional
balance in the upcoming negotiations, pushing forendemocratic scrutiny of
the decisions taken by Member States on the fiahneeans of the EU.

The CoR has been very active in the Budget Reviahtlae ongoing discussion
on the next MFF. In 2008, the CoR issued an owtrainie opinion, ‘Reforming
the budget. Changing Europe’ (CdR 16/2008 fin),which it called for an
exploitation of the full potential of multilevel gernance. The CoR has put
forward its proposals on the best ways to inclutkrdtorial perspective into the
EU budget. This is considered a necessity by tHe, @iven that RLAs have the
means and the responsibilities to deliver on thétipal objectives of the
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European Union, such as answering to the challemjeslimate change,
improving competitiveness and favouring econommadh. Such strategic aims
require a coordinated approach of all EU regionsd dhus exclude a
renationalisation of policies which, in the CoR’'sew, would undermine
effectiveness (for instance regarding cohesionagnmatultural policies).

The CoR has aimed to define the basis for discassiothe governance of the
EU budget as needing to start from the key chaélerand opportunities. First-
and-foremost, the question of EU added value h& toentral as a prerequisite
to determine where local and regional authoritess affer most leverage for EU
actions, and vice versa. Equal emphasis has badyyphe CoR on the calls for
reactivity, predictability and transparency of 88 budget. In this respect, the
proposal of a ten year MFF, with a significant redm review, appears as a
possible compromise between stability and flex¥ilRLAs are particularly
concerned that the principle of multi-year plannisgpreserved, in order to
provide stability for the implementation of EU spery programmes. The
Committee also shares the EP views on the needh@oe flexibility and for
ensuring the financing of experimental actions.

The position elaborated in 2008 has been followediscussions with the other
institutions and a close engagement with the Cosions Budget Review
process. With the aim of being fully involved iretincoming negotiations and
to elaborate clear and coordinated messages, tReh@s created a ‘Temporary
ad hoccommission on the EU budget’, whose main objestae to ensure the
following:

Full involvement of local and regional authoritimsthe EU budgetary
reform strategy and in the financing of Communityiges;

Effective implementation of the Lisbon Treaty indgetary terms,
notably as regards the new objective of territaz@iesion and multilevel
governance,

Achievement of a socio-economic development motd&usopean level
to secure an upturn in the economy and in employs@oported by the
regions and cities and based on the principlesobdaity, integration,
multilevel governance and territorial cooperatiR/CdR 11/2010 item
6)

This ad hoc commission will be crucial in the impkntation of the 2011 work
program. The CoR is aiming to deliver its opiniantbe EU Budget Review by
the end of March 2011. This document, once apprdysedhe plenary, will
contain key messages for the inter-institutionacdssions which will precede
the Commission proposal on the future MFF.

10
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The wider context: public finance turmoil and institutional
change

As we have outlined above, several political, ecoicoand institutional

developments will have a significant impact on té&F negotiations. The
Impact of the economic crisis and the changesdnired by the Lisbon Treaty
deserve particular attention and are explored irerdetail below.

The financial and economic crisis is impacting dh European countries,

altering the context in which budgetary decisionl ne taken. The Eurozone
crisis and consequent changes to economic govesrfaane not only reshaped
the economic European context, but have reframeadperation in this area.
Even if no definitive answer has been given onftitere of EU gouvernement

économique’ several measures have been proposed to strendtinen
coordination of national economic policies.

The negotiations on the next MFF will need to bensen the context of the
economic crisis and the subsequent public finamt@sc The public finance

crisis has revealed an increased need for EU silliddn countries such as
Greece and lIreland, the imposition of greater fiskscipline is resulting in

dramatic budget cuts. This climate of budgetaryteaity is increasingly posing

guestions regarding economic growth and social siohe The discussions of
the next MFF has to take into account that thesatces are unlikely to be able
to provide the public investments needed to retioiem to a growth path. At the
same time, public support for further potentialistasice through the EU budget
Is low in those countries which have already beated upon to contribute in

the debt crisis. Member States who are alreadyyiogrrout public finance

reform at home have a hard time justifying any pbét increase to the EU
budget. It is in this context that some heads ofegament have argued that
austerity at home should be mirrored by austetiylalevel.

At the same time, institutional changes introduegith the Lisbon Treaty also
create a new environment for the negotiations. NMIE€ is now fully integrated

in the Treaty. This significant change has beerplemliwith an increase of the
powers of the EP, with co-decision on the MFF. Tikiskely to have important

consequences, as a potentially significant shitiha balance of powers might
result.

But the Treaty has also made it more likely tha fimal outcome will be
relatively close to the current MFF. This ‘statusodbias’ is enshrined in the
Lisbon Treaty which contains the provision that cfes that “Where no
Council regulation determining a new financial fewmork has been adopted by

11



CoR Budget Project— CDR.3132

the end of the previous financial framework, thdirogs and other provisions
corresponding to the last year of the frameworkl dtw extended until such
time as that act is adopted” (Para. 4, Art. 312ppean Union, 2010).

The tone of the discussion for the next MFF seenisave already been set in
the negotiations for the 2011 annual budget: orfilgr goublic disagreement,

difficult negotiations, including the failure of eonciliation committee, the

Member States and the EP managed to agree on a@womp solution. This

difficult process of adopting the 2011 budget dieademonstrates the

implications of the implementation of the Treaty lo§bon on the balance of
powers. The entry into force of the new Treaty bhanged the negotiation
relationship between the Council and the Europeatigfent, with the latter

aiming to exercise its new powers. How will Memistates deal with this new
role of the EP? Experience has shown that thedPaeht has often pushed its
newly received powers to the limits, resulting ifasties and institutional

iImpasses that can produce undesirable consequiacée functioning of the

European Union. Could this happen for the negoination MFF? What would

be the consequences of such a clash?

Within the current context, it is possible thatrthées a chance of breakdown in
the negotiations. The institutional, economic aralitigal factors described
above contribute to an environment that could pai#y bring about the
(unplanned) end of multi-annual planning. Counaitl Parliament negotiation
positions are extremely distant at the moment, Wiémber States unlikely to
accept that the EP decides on where to put the ynooming from national
treasuries. Many Member State positions are alsompatible with each other,
with many unresolved issues not least betweenaygrp and net recipients.

If the breakdown scenario should become reality, dtability of EU resources
would come under serious threat. The consequenglel t@ the return to an
annual budget, without the possibility of signiitaeform. Beside the political
significance of such a break-down, achieving thatsgic objectives of the
European Union such as Europe 2020 would beconteallyr impossible to
achieve. The stability provided by the MFFs haglifated the implementation
of European priorities. This has been essentiatdgions and local authorities:
the stability of funding is central to the succasfs territorial economic
development strategies. Core territorial polices;h as cohesion policy, would
be disrupted by such an impasse. This argumentidi@ukept in mind by all
actors involved in the negotiations: a break-dowmeygotiations would be the
worst of all scenarios.

12
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2. Issues and perspectives: the debate
on the next MFF

Difficult negotiations ahead

The ongoing Budget Review debate and the experiehdke previous MFF
negotiations, as well as the economic, politicad anstitutional changes
discussed in the previous chapter all point toialiff negotiations ahead. The
ongoing debate on the budget itself and on the miajd policy areas will
require input from all EU institutions and stakedet, especially since the EU
Is setting the basis for its future budget withnstvery difficult political and
economic context.

The nature of the EU budget debate makes it imples® chart all issues which
might be mentioned in the debate in this limitedendVe have thus limited
ourselves to highlighting a few key issues whicansef particular salience for
the consideration of the CoR.

Focus of EU spending

It is almost universally agreed that, over timerénis an increasing discrepancy
between the direction of EU expenditure and theseberarching objectives.
One clear thread running through the Budget Rewethat all spending should
orient itself on the Europe 2020 objectives. Howeitas not always clear what
this would mean in practice, given that there amnynitems of budgetary
expenditure which will only very indirectly contribe to smart, sustainable and
inclusive growth.

There are also other considerations which needetdaken into account in
relation to the added value, as can be seen whesidewing cohesion policy.

The Treaties clearly define cohesion as one oEllis obligations. In addition,

cohesion policy might well also pursue other olyest than growth or

inclusion, for example by making the benefits c¢ 88U visible on the ground,
sharing good practice and by fostering cross-bomperation. There are
similar issues associated with agriculture andlrdexelopment policies. It is

not entirely clear whether all spending in thessarcan be meaningfully linked
to the smart, sustainable and inclusive objectbighe Europe 2020 strategy.

13
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Arguably, there is also contradiction between th&hvof the Commission to be
more focused (for example, in reducing the numlberiority areas for regions
receiving relatively small amounts of cohesion fiagyl and the wide array of
areas potentially covered by Europe 2020.

Should the main/exclusive aim of EU expenditureohedelivering the Europe
2020 objectives? What about other drivers for spenduch as visibility, cross-
border cooperation and Treaty-based obligations?

EU added value

Concerning expenditures, the Commission stresgesnjhortance oEU added
value as the principle to evaluate EU spending. It i®spnted as the
implementation of the principle of subsidiarity it the budget, since
evaluating added value ensures that European merspent where its benefits
outweigh the benefits from a similar level of naab spending. But what does
this principle imply in practice? Would, for exarapbkpending which can derive
a higher return be prioritised, even if it impliem uneven distribution of
spending between economically stronger and weagoms? Does the concept
of added value with its current focus on finanadted value capture the wide
range of benefits which can potentially be deliddog the EU level?

Related to the question of added value is the fof ) spending on delivering
trans-European ‘public goods’' The focus on public goods might well imply
that money is allocated according to economic iefficy rather than ‘need’.
Does this run contrary to the European principlésofidarity’? On the other
hand, arguably those areas with weaker econonmseshalve the opportunity to
derive greater returns from public investment, gilevels of unmet need.

Structure of the budget

How the budget is structured seems at first glaodee a technical rather than a
policy issue. However, given the limited ability taove expenditure between
budgetary items, this can have real implications.

It is far from clear what an optimal structure wabildok like. Some have argued
to divide spending between expenditure aimed adymng public goods and
funding for redistributive purposes (Micosdial, 2008). However, it is far from
clear how this distinction could be made in practiEor example, cohesion
policy is discussed for its capacity to both impgroenclusion (redistribution) and
to bring about growth (public good): “The explitinkage of cohesion policy
and Europe 2020 provides a real opportunity to loothtinue to help the poorer
regions of the EU to catch up, and to develop @rrtohesion policy into an

14
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important enabler of growth for the whole of the.E(The EU budget review,

COM(2010)700final). It is equally difficult to crembudget items according to
the ‘smart, sustainable and inclusive’ categoriedSuwope 2020 as, for example,
cohesion policy affects all of these objectives.wideer, the current broad
aggregation also seems unsatisfactory, given ttie ¢& transparency such an
aggregation entails.

Budget governance and better spending

Efficient and effective spendinghas become a leitmotiv of the EU budget,
which is often criticized for not being spent wehough. High levels of
bureaucracy and administrative/audit requirementés adso seen by many as
being costly without producing the return of betpeogrammes. Regional and
local authorities are clearly central to this iss@n the one hand, better
spending entails a precise targeting of the olyectrom the strategic direction
to the more operational projects, which often hésratorial dimension. On the
other side, regional and local entities are oftesponsible for correct
implementation of EU funding. In the end, spendimg money well will depend
on the capacity of the territories to manage theewyahey receive and to be
accountable to the EU and the citizens, while atsdaime time ensuring that the
resources are spent on achieving outcomes, notnatration. But to achieve
more focus on outcomes, more will need to be dansupport meaningful
monitoring and evaluation activity, for example abhgh the construction of
counterfactuals at EU level. It is also necessaungtorm the requirements at EU
level by for example increasing administrative agenee between all the
different sources of funding.

Given the wide differences of capacity betweenawegl and local authorities, it
Is difficult to see how a meaningful reduction iaréaucracy can be made
without differentiating systems according to capaand track record to deliver.
This issue relates to the one absorption capacity’, which is noted in the
Commission’s Communication. Receiving large lew#l&U funding entails the
need for strong institutional capacity, which difdetween regional and local
authorities. However, at the same time, arguablpymagions with relatively
weak institutions also have a strong need for sdppo capacity building is an
issue regional and local authorities should beimgisin order to ensure more
efficient spending, regions need to be equippedh Whie necessary means to
deliver.

In general, the question of better spending is etyodinked to multilevel
governance and the need for effective partnerdiepseen the EU and the local
level. Regarding budget governance, the Europ@amn@ssion underlines that
the nature oflecentralized managemenof the funds makes more and more

15
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important the need for coordination and partnershifh regions and local
authorities. More than once in its paper, the Cossion stresses the importance
of focusing not on the inputs but rather on thailtesand consequences of the
EU actions.

The capacity to deliver more efficiently in an eoviment of tight resources is
one of the key themes of the Budget Review. Thil$ nequire coherence in
objectives alongside the ability to define a snradlet of credible and realistic
objectives.

Stability vs. flexibility

The MFF still remains a tool to enswstbility in EU spending over time. The
concept of multi-annual programming was introductd avoid annual
interinstitutional battles between EP and Membetést Having a budgetary
period of 7 years (as is the case now) or runnanghf5 years (as tentatively
proposed in the Budget Review) aims to ensure giality of EU
expenditure.

At the same time, the Commission stresses in theeRethe need to enhance
flexibility instruments, which is also seen by th® as necessary to the well-
functioning of the EU financing. This could entamcreasing the flexibility
instruments in number and/or in terms of the amalintated but it could also
mean more flexibility in terms of easiness of pohoes.

However, there is a potential tension between H)ective of stability, which is
given by a multi-annual framework, and the onelexibility, which allows for
guick reaction to changing circumstances. The teseonomic crisis has clearly
shown the need for further flexibility, and thisub® become increasingly
important with regard to regional and local funding

Reacting to changed circumstances entails fleggbilt different levels:
‘upward’ flexibility, at the EU level, providing thEU system with the ability
to, for example, reallocate unspent money but alsavnward’ flexibility,
which directly affects the regional and local aesf for example in their ability
to change funding priorities and frontload spending

Regional specificities

There are also a number of areas under discussierevthe regional dimension
of proposed changes is unclear and insufficienbguksed. This section notes
some of these policies where more attention needsetpaid to the regional
dimension.
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The discussions concerning the next MFF have tedled in the context of the
currently proposed changes to tkeonomic governanceof the EU. The
introduction of the European Semester and the g&omenforcement of the
Stability and Growth Pact can potentially put iraged pressure on regional and
local authorities, without them being directly reapible and accountable for
what has been previously decided at national |evet. example, the possible
withholding of funds for the non-respect of the S@MRich has been suggested
by some Member States, could have a devastatingaingn regional finances,
undermining the management of medium and long teojects and potentially
leading to legal disputes with beneficiaries. Tisicertainly a question where
regional impacts and concerns should be considerdobnt’ .

The question of aeform of the financing and own resource systenof the
European Union has been on the table for yearshieutegional dimension has
so far not been discussed. The Budget Review lggsoped it again with some
more concrete options. It is difficult to say whetlthe proposal will go further
in the discussion for the MFF, but there is a clatarest from the regional and
local side to understand the possible implicatibthe different options. Do the
alternative of tax proposals include taxes whicé laeing managed by local
authorities or provide part of their resourcesoms parts of Europe? More in
general, what would the implications of an EU ta for different regions?
Determining this will require additional analysksfore the CoR can evaluate
which option provides a promising route to refolma EU’s finances.

In recent years, there has been an increasing fusewo delivery vehiclesto
deliver EU policy objectives. These include theiatés of the European
Investment Bank (EIB), which provides loan fundifagg private and public
investments. These experiences have already pravesessful in recent years
but there is more scope here, both in terms ofmefaf existing vehicles and in
the design of new ones. The Commission has, fompla proposed the
creation of EU project bonds in the Budget Revidlere is also increasing
consideration of using funding, loans and guaranteeleverage in private
investment, for example through the use of Publtige®e Partnerships (PPPSs).
However, this raises a number of questions fororeg)i and local authorities
which are often the ones implementing such prograsanHow would this
impact on available funding for regional territe?e How well are the
programmes integrated with the wider EU budget whdt impact does this
have on governance? Are all regional and local aiitbs equally capable of
accessing such programmes?
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3. The key issues for CoR and regional
and local authorities

Against the background described above, we can tmowto the question of
where the Committee of the Regions should putatsi$. To ensure maximum
iImpact and effectiveness, emphasis should be patlonited number of policy
guestions where the CoR will be able to elaboraibernt and cohesive
messages. These policy areas should be clearlgdiné the CoR functions,
defined by its constituencies and the EU instindiostructure, implying that
there is a clear and detectable regional (locatedsion to the issue.

Arguably, some sectoral policies, for example theuctural funds and
agricultural policy, fulfill these conditions. Hower, a sectoral analysis is not
the purpose of this note. Instead, the focus isl@reloping key messages with
regard to the general structure and governancheobtidget. The focus of our
work is thus on cross-cutting, budget-related areas

In addition, the CoR needs to have the potentigutastantially add value to the
contributions of other institutions and stakehadgdéor example because there is
specific expertise or because of the local andrediaspects linked to the issue.
Focusing contributions on areas of added value signies that the policy
guestions under consideration should generallyhbgset where there is a realistic
possibility for the CoR to have an impact on thgatmtions to prevent using up
scarce resources in areas where there is unlikelyet significant budgetary
reform.

The considerations above should be the basis fon@ssage the CoR wants to
elaborate, as they represent necessary conditaine tdevelopment akalistic
andinnovative proposals. Selecting the issues of focus is iabiyta subjective
process. We have identified those issues we thave tparticular salience for
the CoR and where its contribution can, in our viewd significant value.
However, the selection of the areas of focus shbeldonsidered carefully by
the CoR budget committee which needs to come wwtsdecision.

As already mentioned, the clarity of the messaganisessential element. an
effective presentation of the issues chosen isngsitant as the message itself.
For this reason, we would suggest that the CORIdhanly focus on a very

short list of key issues on which efforts shoulth@entrate. This does not
preclude the CoR being engaged in the debate er atieas, but in our view the
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aim should be that the CoR is recognized as anriapovoice in a very limited
number of area$.In these areas, the aim should be to develop erenhpolicy
message which can be easily transmitted to ota&ekblders in the negotiation
process. Below, we suggest two areas for the CialiRiss alongside noting what
associated issues the CoR could investigate.

Better spending

The discussion of better spending is in our viewelear candidate for the
attention of the CoR. There is a clear regional eigion to this question,
linking closely to the concept of multi-level gomance. The concept is strictly
related to the consideration of the nature of Edeadvalue and of European
public goods.

The following are potential topics the CoR couldus on in this regard:

EU added valueWhile it is easy to agree that the EU should @zu$ on
areas where it can add value, defining what thisanedn practice is a
much more difficult exercise. In particular, it hts be made clearer
where added value is created beyond a relativetytdd financial
definition. There is also a need to examine in tgredetail what could be
seen as constituting ‘European public goods’ and tiee MFF could be
designed to contribute to their creation.

BureaucracyLimiting the level of bureaucracy in the way Eunhfls are
spent has been an aim at the European level founaber of years.
However, the results of previous reform attemptgehbeen somewhat
limited. The difficulty is reconciling the autonom® decisions of the
regions/implementers with the need to account fdrdiblic spending.
Reforms are clearly necessary to reduce bureauciaciuding, for
example, merging of different EU funds or at theyvieast simplifying
and equalizing their procedures, but changes asd to be made on the
ground, for example by reducing reporting requiretase for
administrations with well-functioning systems andod track records.
Restricting access to funding for small projectsooganizations with
limited administrative capacity should also be cdered.

Absorption capacityRather than taking a limited absorption capaity
certain countries as a given, the debate shoulthbeged to determining
how the budget can do more to increase absorpéipadity (for example,
through institutional reform) and how upward flaktl in funding can be
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built in to allow for countries/regions to accessrenfunding if a higher
absorption capacity can be demonstrated.

« Outcome focusWhile most stakeholders agree that more outcaoesf
would be desirable, how to achieve this in practsca major challenge.
The key outcomes delivered by EU policies (suchHasgxample, growth
and jobs) are highly dependent on national/regigrmicies and other
factors such as the broader economic climate. Iwlitiad, the
methodologies of how to determine what outcomesdateered by EU
funding are difficult to apply. Differentiation dfow funding is monitored
according to expertise and capacity might be a feayward, with the
exploration of ‘outcome agreements’ a possibildy the most advanced.
More central guidance is also needed to, for examphderpin target
setting with real economic data and to reflect ithpact of a changing
baseline. This has to be an ongoing dialogue tdeatefchanging
circumstances, for example the degree of unusedoetc potential in
the regional economies.

- Focus on Europe 20200 spend better pre-supposes clear objectives for
the spending. In the Budget Review, the Commissiearly identifies
Europe 2020 as the key area of focus for the ndxE.MBut what would
that mean in practice? What policy areas would lredéd less as a
consequence and how does this sit with Treaty pimvs and other EU
objectives?

- Match funding With the current public finance difficulties in amy
countries, the requirement to provide match fundorgEuropean grants
can create difficulties for regional/local authms$t and should be re-
examined. In addition, the track record of involyithe private sector
could be improved, so more needs to be done to iekahow current
barriers to private sector involvement can be owaee.

- Competition vs. needA potential way to increase the effectiveness of
funds is to use competition for grants. Howeveis ttan lead to areas
with a significant need for funding to miss out andalso makes it
difficult to determine a priori what each region/iieer State receives.
Nevertheless, there seems scope to reevaluateraleatompetition for
funds could have in the next MFF.
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Reflecting the changed environmeht previous spending programmes,

there were relatively strict limits on where themag could be spent. In
particular, funding rules aimed to prevent spendingding on ‘core
business’ areas, i.e. those areas normally fundeahdtional/regional
governments in the absence of EU funding. Fundiag mot directed into
certain areas such as education, health, the madeom of social and
public services due to limited competencies of Buein these areas. In
future, with more limited public resources avaiiglithere should be a re-
examination of where EU funding can make the bigmegact.

New delivery mechanisms

At the same time as examining how to spend EU graetter, it is important to
recognize that in recent years new delivery medmasi have become an
increasingly important area, supplementing the Eidget. This includes the
activities of the EIB but also potentially innoweti delivery vehicles such as
Public-Private Partnerships (PPPs) and EU projectls, which were proposed
in the Budget Review. The new delivery mechanisnasehincreased in
importance, especially in response to the econamgis and to the limited
flexibility of the traditional budget instrumentso treact to a changed
environment.

The following are potential topics the CoR couldus on in this regard:

Linkage between traditional EU funding and new\d®y mechanisms

With the increasing importance of new delivery nmasubms, it is
Important to assess how access to these policsumsnts is integrated
with the overall spending priorities of the EU betigboth in terms of
territorial distribution and in terms of the objeets being pursued.

Linkage within new delivery mechanismgqually, it is important to
examine whether the different instruments which existing or are in
development complement each other’s activitiesgf@mple in terms of
sectors or target groups, or whether there areagssary duplications.

Clarity and transparencyhile the use of new delivery mechanisms is
encouraged, guidance is often missing on how tlaeybe applied at the
regional level. In cases where there are poteriéghl queries, for
example with regard to competition policy, manyioeg do not receive a
timely and definitive answer.
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Access:In many cases, these new delivery mechanisms ree@uhigh

level of technical expertise and specialized sfHifiis is not available in
all regional authorities so the question remaing kapacity can be built
across Europe to take advantage of these new poityiments.

Involvement of regional authoritiesin many of the new policy

instruments which are being developed, it is uncleawhat extent
regional authorities are involved in the design delivery. For example,
many instruments work directly with the privatetsede.g. banks) or are
being discussed as an EU-level instrument (EU ptdgends). How does
this fit with the concept of multi-level governanaad the closeness of
regional authorities to understanding the needslbtitizens?

Objectives of new delivery mechanisms: much of the discussion, it is

not clear how these new delivery mechanisms can \adide. While
limited public expenditure requires the exploratwindifferent funding
sources for future investments, this seems a sortewimited
perspective. Instead, these new delivery mechanmatentially promise
the possibility to reduce loan financing costs andg in new expertise
from a wide range of stakeholders. They can imprgeeernance and
effectiveness and efficiency of delivery, as weallotentially providing
repayments and returns which can be recycled te laswveven greater
impact. It will be important to determine what cdiwhs need to be
fulfilled to achieve this.

The issues noted above regarding better spendohgen delivery mechanisms
can, if the CoR agrees, provide guidance for thesiaes of the CoR in the
coming months. Initially, this would entail both neodetailed investigation of
the issues concerned and highlighting these isssibging of crucial importance
In the current debate, for example in CoR’s repSubsequently, these issues
should lead to the development of a clear, cornumsiey position of the CoR on
these issues which would be fed into the ongoirmate
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Conclusions

The post 2013 MFF is being discussed within a \wifficult political and
economic context. This makes it unlikely that radlichange will be achieved,;
indeed, as noted above there is an inhest&tus quobias in the negotiation
process. This would imply that incremental changethe structure and
governance of the EU budget is more likely tharbig bang’. However, this
contrasts with the desire, restated several timesr ¢the past years, of a
thoughtful and meaningful review exercise. All Ehktitutions now need to
strive to ensure that at least some reform is dedt in the next MFF, to ensure
that future budgets are better able to delivel&dés policy objectives.

The CoR’s role in this debate needs to be drivenabmixture of realism,
recognising where CoR can make an impact, and atray, highlighting new
areas and solutions for the negotiations. On tsesha this mixture of realism
and ambition we have suggested two main area<atffor the CoR:

- Better Spending— where we see a particular role for the CoR ipihg
to design the MFF in such a way that future fundiledjvers effectively
and efficiently, especially since much of the mamagnt of funds has a
regional component; and

« New delivery mechanisms— such as EIB interventions, PPPs or EU
project bonds, which have increased in importamceecent years but
where more could be done clarify the role they @aa should play in the
next MFF, particularly since the level of publiesiing is severely under
pressure.

We believe that the areas outlined in this noterearforce the main aims of the
CoR of multilevel governance and ensuring terrdoiohesion, as well as
potentially creating an effective platform from whithe CoR will be able to
voice its priorities.

To achieve maximum impact, it will be useful to get debate into a framework
of how better spending and new delivery mechanisars contribute to the

achievement of the Europe 2020 objectives. Smagtagable and inclusive

growth requires that we do not only examine how muwehere and on what to
spend but how this is done and what innovative nethods can be used to
deliver. Regions and local authorities are in ttoaff line when it comes to the
implementation of EU money and have a contributomake in these areas in
the development of the next MFF.
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' Please note that the CoR committees dealing widtic policy areas will be engaged
directly in the debate in their policy area whilgst note focuses on cross-cutting issues
associated with the budget directly.

! See for example http://www.isn.ethz.ch/isn/Digital-
Library/Publications/Detail/?0rd516=0rgaGrp&ots59t54e3b3-1e9c-bele-2c24-
a6a8c7060233&Ing=en&id=48429

" For an in depth exploration, please see Zuleeg(féithcoming 2011),In danger of
breakdown: Is the EU approaching budget stalema&™C Issue Paper

Y The term ‘European public good’ is used here tootke areas where the European level
provides the best opportunity to correct markelufas rather than referring to the strict
economic definition of public goods. For a discaasof this please see Zuleeg, F., (2009),
‘The rationale for EU action: What are the Europ®@aiblic Goods?’, Paper prepared for the
European Commission BEPA Workshop on ‘The politeabnomy of EU public finances:
designing governance for change’, on 5 February 9200available at
http://ec.europa.eu/dgs/policy _advisers/docs/euli@unods_zuleeg.pdf

Y The President of the Committee of the Regions,cildes Bresso, has strongly voiced her
opposition to the proposal of funds withholdingg $er instance the article Mercedes Bresso :
« Le gel des fonds structurels reviendrait a plasmrégions plus que les Etats », Euractiv, 16
December 2010

“"We suggest a focus on two areas in addition to segjoral issues raised by the other
committees of the CoR in areas such a transpdrgsion funding or agriculture.




